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Annex A

MAPS Phase I--Summary USAID Strategy Articulation

The Swaziland MAPS team (Bernius, San Martin, and Leifert) arrived in Mbabane
November 19 and departed December 3, 1988, During this time the team completed
Phase I ot the MAPS process (articulating the current overall Mission strategy) and
started Phases II and III (describing and surveying the local private sector).

The strategy articulation details contained in the MAPS Phase I report of December
1988 showed that most of the Mission’s objectives were being implemented through
public-sector institutions, though all activities to one degree or another were
affecting the private sector. The Mission had no privete-sector strategy per se.

Nevertheless, the private sector was beginning to play an increasingly important
role in the Mission's overall strategy for supporting Swaziland's development. A
review of USAID’'s recent prcject papers, Project Implementation Reports (PIRs), and
other documents, and consultations with USAID officials, showed that there was
gruwing attention to assistance directly to and through the private sector, with
the cooperaticn of the Government of Swaziland (GOS). For example, the Missicn
hds a number of initiatives in place that intend to increase the participation of
small-scale farmers in commercial agriculture. Also, the Small Enterprise Support
ard Training for Entrepreneurs Project provides financial and technical support to
increase small-scale commercial production and private-sector entrepreneurial
growth,

Figure 1 provides a graphic representation of the current Mission strategy as
developed during the Phase I exarcise. Figure 2 relates Mission objectives to its
current project portfolio.

In addition to reviewing USAID/Swaziland strategy., the team interviewed a range of
entrepreneurs and Government officials. The information gathered from these
interviews and from discussions with the USAID staff raised a number of questions,
examples of which follow:

« The only project that provides technical assistance to Swazi business persons
is basically oriented towards research. What other areas or opportunities
exist in the country for AID assistance? What are private-sector needs and
constraints? What are the sources of growth in the private sector?

« Preliminary discussions with the Mission and the business community in
Swaziland suggested that there were two private sectors in Swaziland, that of
the smaller firms and that of the large (mostly expatriate-owned)
establishments. How are the needs and constraints faced by the small
entrenreneurs different from those faced by the larger firms? What type of
Tinkages exist hetween iarge and small firms?

» Most of the Missicn's assistance is currentiy channeled through the public
sectur. Are there implementing agents other than Government that can be used
to channel assistance?

These questions helped guide the design of subsequent phases of MAPS. In
particular, the MAPS team developed terms of reference for collecting and
processing descriptive data on the private sector (Phase II) and for the survey
(Phase III), conducted interviews with potential local consultants and firms to
carry out the Phase II and Phase III work, and gave comments on proposals received
and expected to the Mission. The team also refined the private sector survey
instrument and nethodology planned for Phase III to address key issues of interest

to the Mission.
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MISSION STATEMENT

To promote well-being and achieve self-sustainad and
equitable growth principally through human resources
develcpment in public institutions and the private sector.
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Annex B

MAPS Phase ll--Summary Of Private Sector Description

1. Purpose and Objectives of the Descriptive Phase

1.1 The specific objectives of the descriptive phase of MAPS (Phase II)
are to:

+ Quantify the privace sector’s importance in the Swazi economy

« Pruvide a "map" of where the private sector is located in the
economy (vs. parastatals)

¢ Assess the impact of the state-owned enterprises on the economy
. Identify dynamic areas in the private sector
« Generate bench mark data to measure change over time

+« Provide information which could be useful to USAID officers in
future program and project design

1.2 The descriptive phase is organized around a series of key questions:
« How important is the private sector in the economy?
+ Where in the economy is the private sector located?
- What is the impact on the economy of state-owned enterprises?
« Who is the private sector?

« What have been the trends in the private sector--which sectors
iave been lagging and which have been leading?

The sections in this report are grouped around the strategic questions
listed above. The observations made below are a summary of the findings
reported in "A Description cof th2 Private Sector in Swaziland" produced
for LABAT-ANDERSON by Capricorn Africa Economic Associates, April 1989.
This full report can be obtained from LABAT-ANDERSON or from
USAID/Swaziland.

2. ' >w important Is the Private Sector in the Economy?

2.1 Contribution to Employment (wage .conomy): The private sector plays
a large role in the formal/monetary economy of Swazilarnd. In 1987
the private sector accounted for over two thirds (69 percent) of
monetary sector employment in the country, while the government
accounted for 21 percent and parastatals for about 5 percent.

(Wage and non wage economy): The traditional non wage agricultural
sector accounts for almost 3/4 of total (wage and non wage)
employment in the country (74.8 percent--MAPS Figure 6).

Most formal sector wage employment is dominated by a few large

firms. Medium and large scale enterprises (over 25 employees)
represent 28 percent of the total number of firms registered in the
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country, but account for approximately 87 percent of formal sector
employment (MAPS Figure 12).

Contribution to GDP: The private sector dominates almost all aspects
of the monetary economy in Swaziland, accounting for 57.4 percent
of GDP in 1986 (the last year for which there are detailed data
available). Parastatals accounted for almost 7 percent (6.8
Percent) and central government accounted for 22 percent. Tibiyo
(through its holdings in the private sector) commanded approximately
14 percent of GDP in 1986.

Direct GOS participation in the economy is fairly small (7 percent)
and the GOS budget as a percentage of GDP (on average about 35
percent--see MAPS Figure 9) has consistently been one of the lowest
in the region (see MAPS Figure 30).

But indirect participation in the economy by government and the
crown is fairly substantial. Tibiyo holds at least 50 percent of the
shares in 20 companies engaged in a wide variety of economic
activities (MAPS Figure 26 and 27). Tibiyo gains equity through cash
investments, providing land or borrowing against future dividends.

GOS participates in private sector economic activity through SIDC
(MAPS Figure 28), a development finance company. GOS owns 37.5
percent of the SIDC shares, the rest being owned by the CDC, DEG
(German Finance Company), the IFC, FMO (the Netherlands Development
Bank), Barclays Bank (Swaziland) and Standard Chartered (Swaziland).
GOS also hnlds shares in SWAKI, one of the largest holding companies
in Swaziland. GOS participation in SWAKI come through SIDC, which
owns 50 percent of the shares in the holding company.

Contribution to Investment: The private sector in Swaziland
contributes almost 80 percent to the new investment in the country
(See MAPS Figure 31). Private direct investment peaked in 1987 at
almost E100 million (MAPS Figure 34).

Contribution to Fiscal Revenue: Company taxes have become an
increasingly important source of fiscal revenue (contributing 18.8
percent to fiscal revenue in 1988/89). Personal income taxes (14.2
percent) and sales taxes (10.5 percent) have also grown to become a
significant source of fiscal revenue. These taxes, all internal
sources of revenue, give GOS more fiscal discretion than tne SACU
receipts (See MAPS Figure 23). But SACU receipts, in effect an
excise tax, continue to be the major single source of fiscal revenue
for Swaziland.

Contribution to Foreign Exchange: The private sector is the major
producer of exports and the major earner of foreign exchange. The
major earners of foreign exchange over the 1983 tc 1987 period--
sugar, wood pulp and in 1987-8 Coca Cola syrup are all produced
primarily (if not entirely) by private companies. Most of the
growth in exports over the decade of the 80's has also come from
private sector produced sugar, wood pulp and fruit (MAPS Figure
33a). In addition, miner remittances and SACU receipts, though not
traditionally regarded as foreign exchange, do represent substantial
capital inflows (See MAPS Figure 38 and MAPS Figure 23).

Trends in Private Sector Contribution: The private sector has been
playing an increasingly important role in the Swazi economy. Its
contribution to GDP and foreign exchange has shown a steady increase
over the yedrs. However, private sector employment has fallen from
76.7 of total wage employment to 69.3 percent. Swaziland still has
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one of the highest ratios of paid employment to working age
population in Sub-Saharan Africa, but this too has dropped over the
years (from 28.5 in 1979 to 27.2 in 1982). Growth in formal sector
employment has not been able to keep up with the growth in labor
supply. The average elasticity of employment with respect to GDP has
faller over the years (MAPS Figure 8).

3. Wtiere In the Economy Is the Private Sector Located?

3.1

3.2

Agriculture:

In 1988 agriculture pirroduction contributed approximately 20
percent to GDP. (See MAPS Figure 4). In 1986 agriculture and
agro-processing accounted for approximately 31 percent of
monetary employment (See MAPS Figure 11),

Sugar contributes well over 80 percent of agriculture GDP and it
is entirely operated by the private sector. (See MAPS Figure 13).
It is estimated that approximately 14 percent of the working age
population depend on sugar production.

Forestry, tradition2lly an important component of agriculture GDP
and exports (MAPS Figure 13 and 33a), is dominated by the private
sector. There are three major producers in this sector, Usutu
Pulp Company, Peak Timbers and Tonkwane Estates, all privately
owned. Tibiyo has a company called Tibiyo Forests, but its
operations are very smill.

ITF (privately held) land represented only 44 percent of the
total land under production in the country in 1985/6 (from 47
percent in 1971/72) but accounted for 80 percent of total
agriculture GDP. (MAPS Figures 10 and 12).

The area under cane cultivation in ITF (privately held) land
exceeds that of all other ITF crop combined, explained by the
fact that sugar has since the mid 1970's produced the highest
average revenues per hectare in the country, only exceeded by
pineapple since the early 1980's.

SNL crop production has shown a dramatic increase since the
drought in 1982. (MAPS Figure 10). Approximately 55 percent of
the cotton in the country (representing less than 5 percent of
agriculture GDP in 1986--MAPS Figure 13) is grown in SNL land by
smallholders. But most of SNL production remains concentrated in
grazing (MAPS Figure 12).

Tibiyo has a strong presence in the agro-processing industry,
mainly in the form of equity holdings in the sugar milling
companies, its 40 percent share in Swaziland Breweries and its 45
percent share in the Swaziland Bottling Company (MAPS Figures 26
and 27).

GOS controls the only dairy plant in the country through the
Swaziland Dairy Roard, a parastatal. The Dairy Board also
operates the only feed mill in the country.

Manufacturing:

Manufacturing activity has become an increasingly important
component of GDP in the country (accounting for over 25 percent
of total GDP in 1988--MAPS Figure 4).
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« Agroprocessing activities dominate manufacturing sector
production and account for 67 percent of manufacturing GDP (MAPS
Figure 14) and well over 90 percent of manufacturing sector
employment (MAPS Figure 15). But the share of total monetary
sector employment in agriculture and agro-processing has been
declining over time (MAPS Figure 16).

« State direct participation is limited to investments through SIDC
(MAPS Figure 28) in a variety of industries and is on the whole
minor.

« Tibiyo is involved in manufacturing through Swaziland Breweries,
Swaziland Meat Industries (40 percent), Langa National Brickworks
(40 percent), Jubilee Printing and Publishing Company (100
percent) and the Swazi Observer (100 percent). (See MAPS Figures
26 and 27). Its involvement in agribusiness was noted in point
3.1 above. These components account for a minor share of total

anufacturing activity in the country.

Services:

o The share of services in GDP has been growing over time. In 1988
services (including government services) accounted for almost 50
percent of GDP. The finance sector in particular has become an
increasingly important component. The growth in this sector is a
sign of increasing maturity in the Svizi economy (MAPS Figure 4).

« Parastatals are predominant in the communications, transpori, and
public utilities sectors, which together account for over 70
percent of that sector’s contribution to GDP (MAPS Figure 17).

» Finance, where the private sector dominates most activities (ss
is the case in the manufacturing and agro-processing sectors),
has contributed most to the increase in service sector employmaent
over the last 1€ years (MAPS Figure 19). But commerce and
construction account for most of employwent in this sector (MAPS
Figure 18).

« Almost two thirds (61 percent) of lending by formal banking
institutions comes from private commercial banks (MAPS Figure
25).

. The Swaziland Development and Savings Bank is the parastatal in
banking (accounting for 21.8 percent of commercial bank lending
in the country--MAPS Figure 25).

« The tourist sector is also dominated by private sector activity
(MAPS Figure 17). Tibiyo has some minority holdings in hotels
(the Spa and Pigs Peak--MAPS Figures 26 and 27).

» Commerce and construction are almost entirely dominated by
private concerns, except for some minority Tibiyo holdings. (MAPS
Figures 17 and 27).

Mining:

« The importance of mining in the economy has declined over time.
In 1988 mining activity contributed less than 1 percent to GDP
(MAPS Figure 4). The proportion of the population employed in
mining has declined over time to approximately 3 percent of
monetary sector employment in 1987 (MAPS Figure 22).
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« Asbestos mining contributes approximately 61 percent to mining
GDP (MAPS Figure 21). Tibiyo holds 40 percent of the asbestos
mine, which in 1988 accounted for 44 percent of total mineral
sales in the country.

« All other mining activity is in the hands of the private sector.
There is no parastatal involvement. (MAPS Figure 21).

Conclusions: The private sector is dominant in most sectors of the
wage economy. Most parastatals do not dominate economic activity in
the country, except in the areas of transport, communications and
pubtlic utilities. The crown's involvement in the economy through
Tibiyo is extensive, but Tibiyo's direct invoivement in the
management of enterprises in which it has ownership is rare.

4. What Is the Role of the Parastatals?

4.1

4,2

4.3

4.4

4.5

The GOS 1ists 25 public enterprises as being wholly government
owned. Parastatals operate in almost all sectors of the economy
except manufacturing. But as noted above, they remain a fairly small
player in the country’'s economy.

Losses from the major parastatals (accounting for over 90 percent of
GOS transfers) have been growing steadily..

Total GOS transvers to parastatals have been growing and in 1988
accounted for over 2 percent of GOP and 26.2 percent of government
capital expenditure. Appruximately 60 percent of those transfers
have gone to three parastatals: Royal Swazi Airways, the Swaziland
Electricity Board, and Swaziland Railways.

But the flow of funds from government to parastatals underestimates
the transfer of resources because much new lending received by
parastatals is guaranteed by the government; accumulated losses in a
number of parastatals are being funded by non-payment of interest
and loans from GOS; and the existence of debts between public
enterprises that are unlikely to be recovered.

Most of the losses come from the transport parastatals (MAPS Figure
35). But losses for Swaziland Railways (MAPS Figure 36) are
primarily due to the fact that a large part of its debt was incurred
in foreign currency, rather than to poor management. As the rand
Tost value, the parastatal’s debt increased in value (this is the
situation faced by a number of other parastatals, including the
Swaziland Electricity Board). Royal Swazi Airways (MAPS Figure 37)
is believed to be seriously underutilized and a substantial
proportion of its losses may be reduced through a more efficient use
of its resources (increasing cargo, the number of flights).

Public sector borrowing has increased to cover parastatal losses
(MAPS Figure 24).

Not all parastatal lose money, some have been or have the potential
to be moderately successful (the SEB, Post and Communications,
SEDCO). Others (such as the airline) have been a constant drain on
the economy. But the continued existence of the airline as a
parastatal will probably be regarded as being in the national
interest.
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5. Who Is the Private Sector?

5.1 A small number of large firms account for the majority of the jobs,
value added and investment contributed by the private sector. The
private sector (as registered in the SNPF) consists of over 1,600
firms, of which only 28 percent employ more than 25 workers (MAPS
Figure 42). Yet these larger firms account for almost 9 out of 10
jobs in the wage sector.

5.2 There is considerable foreign equity ownership of firms,
particularly tie larger firms in the country. Foreign private
investors range from multinationals (MNC's) to family holdings and
individuals, and the enterprises themselves range in size from 10
employees to several thousands. Many of the MNC's are associated
with Tibiyo.

« Among the leading MNC's are the oil companies (Mobil, Caltex,
Shell, BP, Total), commercial banks (Barclays. Standard
Chartered, Union Bank), manufacturing concerns (Ccca Cola,
Cadbury-Schweppes, Bata Shoe) and transport (Unitrans).

» Large RSA investment is concentrated in tourism (Sun
International), but there are also a number of many smaller RSA
firms as well as individuals who have invested in the country.
0f the 31 fereign firms registered in the country in 1986, over
50 percent (17 firms) were from the RSA, and another 3 were
partly owned hy RSA concerns.

. In the last five years textile/footwear has become the fastest
growing area of investment, lead by investments from Taiwanese
enterprises.

6. What Have Been the Trends In the Private Sector--Which Have Been the
Lagging and Leading Sectors?

6.1 Swaziland's economy has become increasingly diversified.

«+ Although agriculture based economic activity still accounts for
25 percent of GDP, other sectors have acquired increasing
importance, particularly manufacturing and finance. In 1988
manufacturing contributed over 25 percent to GDP from
approximately 10 percent in 1967/68. Mining’'s contribution has
declined from approximately 20 percent in 1967/8 to less than 1
percent in 1988 (MAPS Figure 4).

« Sugar continves to dominate agricultural and agro-processing
activity and be the leading earner of foreign exchang~. The sugar
growing and precessing subsectors continue to constitute the
largest horizontally related industry in terms of value added,
employment and export earnings. But the importance of agriculture
and forestry as providers of employment in the private sector has
declined from 55 percent in 1972 to 39 percent in 1986, partially
as a result of increasing capital intensity in commercial
agriculture.

« Textile/fcotwear investments by the Taiwanese and the Coca-Cola
investments in the food and beverage industry have contributed to
the growth in the manufacturing sector. The finance sector has
also grown rapidly in the last 10 years.
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Swaziland has become increasingly able to exploit the export
markets.

« In 1974 exports represented iess than 50 percent of GDP. In 1986
exports represented almost three fourths of GDP (MAPS Figure 5).
Swaziland's exports as a proportion of GDP is the highest in
southern Africa.

Exports have become increasingly diversified.

« Though Swaziland continues to depend on agriculture for about 50
percent of its export revenue, manufactures represented in 1986
about 20 percent (compared to 0 in 1967--MAPS Figure 33a).
Swaziland has one of the highest proportions of manufactured
exports in southern Africa. Nevertheless, a disproportionate
share of those exports come firom a relatively small number of
actors. HKence the economy is remains very vulnerable and tied to
the fortunes of the few major players.

Export markets have become less diversified.

« The proportion of exports going to the RSA has increased to 38
percent in 1986 from 16 percent in 1968 (though this is largely
due to the fact that Coca Cola's production goes almost
exclusively to the RSA). Swaziland continues to depend heavily
on imports from the RSA (which has consistently provided over 90
percent of imports since independence).

GDP has continued to grow (MAPS Figure 3) ana growth has accelerated
in recent years (MAPS Figure 1). Swaziland's economy has generally
shown positive growth in all but 3 of the last ten years (MAPS
Figure 1).

Per capita GDP growth has been negative 10 out of tne last 15 years.
But it has been positive since 1987 (MAPS Figure 1 and 2).

The local private sector wage economy has not been able to absorb a
rapidly increasing labor force. Swaziland continues to be heavily
dependent on South Africa for employment. In 1986 there were 76,406
Swazis in wage employment within the country and nearly 27,000 in
the RSA (MAPS Figure 39 shows migrant labor as a percentage of total
monetary sector employment). Moreover industrial development is
becoming increasingly capital intensive. The elasticity of formal
sector employment in relation to GDP has declined substantially
since 1971 (MAPs Figure 8). Private sector contribution to wage
employment has dropped.

I't has been forecasc that, unless there are additional major new
investments before the end of the century, the estimated average
increase in the number seeking formal sector employment and not
finding it will be 4,100 per year. Assuming that the elasticity of
employment with respect to GDP were to remain at the level of .72,
the economy would have to grow at an impossible rate of 8.3 percent
per year in real terms in order to absorb all the available labor.

As a result, migrant wages continue to be an important source of
income. It is estimated that 5.2 percent of the income nationally is
derived from remittances (6.5 percent in the rural areas), and
account for about 10 percent of casn income. Most of this income
seems to be invested in non productive activities or consumption
(MAPS Figure 40) and migrant skills acquired abroad remain
underutilized at home.
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Hearsay evidence suggests that apart from mine workers, there is
considerable outflow of skilled and professional Swazis to the RSA.

Foreign direct investment has accelerated greatly over the last 5
years and has doubled since 1981. Private direct investment
declined by approximately 50 percent from its high point in 1937
(MAPS Figure 34).

Tourism has not realized its growth potential. After some slow
years however, the industry seems to be recuperating and tourist
arrivals have picked up (MAPS Figure 20). After a flurry of activity
in the early 1970's, there have been no new hotels built in the
country. Recent plans vYor a new 50-room hotel in Manzini and an
international hotel in Mbabane have apparently been shelved.
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Graphics for MAPS Presentation

MAPS Figure 1

Performance of the Economy 1967 - 1988
(GDP: Constant 1980 Prices)

Annual Growth Rate (%)

25

20

10

1 I 1 ] 1 1 1 1 { i ] 1 i I 1 1 1 1 1 | Y 1
67 70 73 76 79 82 85 88
Year

—— Growth rate. GDP —— Growth rate GDP pc

SOURCE: CSO. ASB 1968-13986; EPO-
Economic Review and QOutlock 1389

MAPS Figure 2

Performance of the Economy 1967 - 19€8
(GDP: Current Prices)
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Graphics for MAPS Presentation (continued)

MAPS Figure 3

Economic Performance 1967 - 1988
Trend in GDP (Constant 1980 Prices)
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MAPS Figure 4
Economic Structure 1967 - 1988
Agriculture dominant, but increasingly diversified
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Graphics for MAPS Presentation (continued)

MAPS Figure 5
Economic Structure 1974 - 1986
An Open Economy: Exports as a Proportion of GDP

GDP at current market prices (E million)
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MAPS Figure ©

Economic Structure: Employment (Percent)
A large traditional farm structure
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Graphics for MAPS Presentation (continued)

MAPS Figure 7
Economic Structure 1969 - 1986
Non-Citizens: Monetary Sector Employment

Non-Citizens: % of Monetary Sector Total
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MAPS Figure 8
Economic Structure 1971 - 1980
Industry growing more Capital Intensive
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Graphics for MAPS Presentation (continued)

MAPS Figure 9

The Minor and Declining Role oi Direct
Government Participation in Production
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MAPS Figure 10
Agriculture 1977 - 1988
ITF and SNL Contribution to GDP
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Graphics for MAPS Presentation (continued)

MAPS Figure 11

Agricuiture
Contribution to Monetary Employment
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1986

MAPS Figure 12
Agriculture 1986
Land Use Patterns: ITF & SNL
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Graphics for MAPS Presentation (continued)

MAPS Figure 13
Agriculture Production 1986

(Constant 1980 Prices)
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- MAPS Figure 14
The Manufacturing Sector 1985
67 % of Value Added from Agroprocessing
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MAPS Figure 15
Employment in Manufacturing 1986

Subsector Contributions to Total

Fercentage of Total Manufacturing

50

.

Food & Drink Textiles wWood Paper Cnhemicals
Subsector

4 Employment

Agroprocessing and related activitigs »
90% of Private Sector Employment
SOURCE CSO' Employment & Wages 1986

MAPS Figure 16

Trends in Employment
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MAPS Figure 17
Service Sector 1986

Contribution to GDP (E million - Constant 1980 Prices)
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MAPS Figure 18
The Service Sector 1986
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MAPS Figure 19
The Service Sector 1970 - 1986
Percentage Changes in Employment
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MAPS Figure 20

Trends in Tourism

Percentage Change in Tourist Arrivals
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MAPS Figure 21
Mineral Production 1988

Contribution to GDP (E million - Constant 1980 Prices)
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MAPS Figure 22

Employment in Mining
As a Proportion of Monetary Employment
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MAPS Figure 23

Sources of Fiscal Revenue
Importance of SACU Receipts and Company Tax

E miilion

MNN\N\Z\

:
E |
g

AMWA

% ] §
0 % '/‘

wnn2 1975778 1080/81 1985788
Year
SACY Compary Tax % Porsoral Tas

SOURCE: Central Bank of Swacziland Annual Reports

1088/89

%
i

MAPS Figure 24
Destination of Loans in Swaziland 1982 - 1988
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MAPS Figure 25

Economic Structure
Credit and Capital Sources
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MAPS Figure 26

Tibiyo Participation
A Diversified Portfolio of Investment
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MAPS Figure 28
The SIDC Investment Portfolio
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MAPS Figure 29

Central Government: Total Expenditure Pattern 1979

1985
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MAPS Figure 30

Central Government Expenaditure 1981-198
Comparison with other Countries
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MAPS Figure 31

Private and Public Direct Investment
1975 - 1986
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MAPS Figure 32
Sources of Export Revenue
Growth in Exports of Manufactures
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MAPS Figure 33(a)
Growth of Exports

Major Export Averages for Selected Years

Average Percentage of Total Grewth

50
40 -
30
20 HS
0l B ':i;;
1978-83 1981-85
Year
B Sugar EZ] Woodpulp (3 Fertinser EES Asbeslos
Frurt CJ 1imber B} Manuiactures E=S Other

SQOURCE: EPQO: Economic Review & Qullonk

MAPS Figure 33(b)
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MAPS Figure 34
Private Direct Investment 1981 - 1988
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MAPS Figure 35

Parastatal Performance
Financial Results for Major Public Enterprises
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MAPS Figure 36
Parastatal Performance 1979 - 1988
Royal Swazi National Airways Corp Losses
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MAPS Figure 37
Parastatal Performance 1979 - 1948
Swaziland Railways Losses
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MAPS Figure 38

The Importance of Migration
Remittances as a Proportion of GNP
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MAPS Figure 39
Migrant Labour 1975 - 1988
% of Total Monetary Sector Employment
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MAPS Figure 40

Migrant Remittances
Structure of Expenditure
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MAPS Figure 41

Distribution of Small Scale Enterprises
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MAPS Figure 42
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Annex C

MAPS Phase lll--Private-Sector Diagnosis Swaziland

1. Objectives of the Study
1.1 Objective

1.2

The objective of MAPS Phase IIl, diagnosis of the private sector, is
to develop information on the perceptions of the business community
regarding:

- Past, current, and future investment climate

+ Resource constraints to business development in the country
« The effect of public policies on business growth

« The roiv and effectiveness of business associations

« Interest in existing and potential growth and investment
opportunities

« Awareness of benefits derived from international donor assistance
programs

To this end, a survey instrument was designed to gather data from
all the major sectors in the Swazi economy (see Exhibit 2 for the
breakdown of the sample by sector). The topics covered by the
survey included not just questions regarding the general business
climate, but focused on perceived resource constraints in the areas
of credit, labor, energy, transportation, communications, and land.
In addition, it included questions on the effectiveness of the
support provided by existing business associations. The survey was
implemented in March of 1989 by the Mbabane-based firm of Coopers &
Lybrand (C&L). English and Siswati copies of the survey instrument
are included in the full C&L report. A copy of this report is
available from LABAT-ANDERSON Incorporated or from USAID/Swaziland.

The results of the survey will help the USAID Mission in Swaziland
identify new program and policy priorities in private-sector
promotion and strengthen ongoing program activities to this end.

Organization of the Report

The report is organized as follows. Section 2 presents the
methodology used for gathering data on private-sector perceptions.
This includes ‘- discussion of the scope of the survey, the sampling
frames, the stratification techniques, and the key issues addressed
by the survey. It also presents a discussion of the analytic tools
used to understand and interpret the survey results.

Section 3 presents the major findings of the survey. It includes a
description of the characteristics of the survey sample.

Section 4 summarizes the study's key findings and the implications
for subsequent dialogue sessions and strategy formulation.
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2. Study Methodology

2.1

Survey Instrument Design

The survey instrument was carefully elaborated in terms of substance
and language. It is the result of close collaboration between USAID
Mission personnel, the MAPS team consultants, and the survey experts
provided by the firm of Coopers & Lybrand. It also was designed to
incorporate questions similar to those asked in previous surveys of
the business community to allow the database to build upon past
survey results.

2.1.1 Initial version of the survey questionnaire was reviewed by
USAID. An initial version 2f the survey instrument was
prepared during the first visit of the MAPS team, which took
place in November 1988. A1l senior Mission staff had a
chance to comment on and suggest changes and additions to
the questionnaire. On the basis of their comments and
suggestions, substantial changes were made to the
questionnaire. A final version of the questionnaire was
drafted and approval secured during the consultant’c visit in
February 1989.

2.1.2 Langudge adapted to Swazi environment. After agreement on
the contents of the questionnaire was secured, the language
and format of the questions was revised with the help of the
survey experts at C&L and the Project Monitor, Mr. Derek von
Wissel. In particular, the language and the manner in which
the questions were posed was adapted so that it would be
understandable to the smaller entrepreneurs. It was
important to ensure that any alteration in the manner in
which the questions were asked of the small entrepreneur
would provide responses comparable in meaning to the
responses obtained from the larger, more sophisticated firms.
Ambiguities in the meanings of some of the terms were
clarified. The questions were formatted so as to facilitate
post-survey codification and data entry by using precoded
responses. The survey was also translated into Siswati.

2.1.3  Survey was modified based on the pretest results. Two
experienced researchers at C&L studied the questionnaire and
conducted the pretesting exercise. Six enterprises were
chosen at random. The enterprises selected for pretesting
came from the manufacturing, service, commerce, and
agribusiness sectors. Thus testing was aimed at obtaining a
cross-section of the target groups. The results from
enterprises chosen for the pretest were not included in the
results of the full-scale survey.

Only minor changes to the questionnaire were required as a
result of the pretest. These entailed some changes in
Tanguage (replacing the words "skilled” and "unskilled" labor
with "trained” and "untrained”), some changes in response
categories (such as the inclusion of a "not applicable”
categoery for several of the questions), and the introduction
of a classification in the question about the environment in
which the firm operated that differentiated between the
economic, political, and social environment (question 25).

A section "for interviewer’'s reference” was also added to

questions relating to percentages. This was done to assist
interviewees in the smaller enterprises, since they often had
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difficulty communicating in terms of percentages. The
interviewer's reference section thus served as an aid to the
interviewer by providing space in the questionnaire to enter
actual data. These data were later converted to percentages
by C&L coders.

Interviewers were carefully selected and trained. C&L used
two separate groups of interviewers, one for the group of
firms employing more than 25 people, and one for the

smaller, less sophisticated enterprises. Interviewers
selected to conduct interviews for the more-than-25-employee
group had postgraduate academic qualifications and had been
used by C&L in previous research. Interviewers selected tc
interview the smaller firms had extensive research and survey
work experience with this group in Swaziland. Interviewers
were trained in a classroom situation by two experienced
survey supervisors. They spent two afternoons conducting two
trial interviews under supervision,

2.2 Sampling Methodology

2.2.1

2.2.2

2.2.3

A sampling frame was constructed. C&L identified potential
data sources for a survey of business establishments. It
evaluated these databases on the basis of:

« Nature of data--computerized or manual
« Date of most recent figures

+ Degree of accessibility

o Degree of reliability

« Adequacy of the information contained in the database for
the purposes of the survey--in particular, whether it
contained information on the number of employees, fixed
capital assets, industry sector in which it operated, and
geographic location.

In addition, C&L consulted two prominent researchers in
Swaziland, Professor M.S. Matsebula, Head of the Department
of Economics, and Dr. E.L. Huppert, retired Head of the
Department of Statistics at the University of Swaziland.

On the basis of their assessment of the databases, it was
concluded that the SNPF data provided the most reliable and
complete 1ist of the larger enterprises available in the
country, It was selected as the database from which Lo draw
the sample for enterprises employing more than 25 persons.
SNPF data was sorted by size and sector as outlined in the
terms of reference for the survey (included in C&L's report,
available under separate cover from LABAT-ANDERSON
Incorporated or from USAID/Swaziland).

There was no known reliable database for small-scale
enterprises. Small enterprises account for about 11 percent
of the total number of employees on the SNPF registry.
However, the number of employees in this registry only
accounts for 85 percent of the total number employed in the
formal sector, according to the latest population census.
Moreover, it is likely that those firms employing less than
25 workers, but registered in the SNPF, are not
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representative c¢f the universe of small-scale enterprises
operating in the country; that is, they are more likely to
be more established and be non-Swazi owned and operated.
Hence the SNPF was not considered to be adequate as a
sampling frame for the type of sample of the smaller firms
desired by the Mission--one that targeted the Swazi owned-
enterprises.

C&L is currently undertaking primary research to establish a
database of the smaller informal sector enterprises under a
contract with CARE International. For this reason C&L
obtained permission from CARE to use the database developed
thus far on those firms.

Hence, a sampling frame was constructed from three distinct
statistical population groups:

« Owner/managers of enterprises in Swaziland employing more
than 25 workers and with fixed capital assets of more
than E£100,000 (drawn from the National Provident Fund
List--this database provides postal addresses only and
hence does not differentiate between urban and rural
firms)

« Owner/managers of urban enterprises employing 25 or fewer
workers with fixed capital assets of less than E100,000
(drawn from the database established for the CARE study
of small-scale enterprises)

» Owner/managers of rural enterprises employing 25 or fewer
than 25 workers and showing fixed capital assets of less
than £100,000 (drawn from the CARE database of small
scale enterprises)

A stratified random sample was drawn from each population
group. An attempt was made to include in the sample the
main industrial sectors in the same proportion found in each
sampling frame. However, this principle was not applied when
the percentage called for in the sample was less than one
unit. In such cases, at least one unit from that industry
sector was included. A unit was then subtracted from the
main industrial sector representing the major proportion of
enterprises in the population, at a correct statistical
figure. Hence the sectoral distribution in the sample
deviates somewhat from the sectoral distribution in the
sampling frames.

Table 1 shows the distribution of firms in the each sampling
frame and in the sample by industry sector. 1In almost every
case the sample represents more than 10 percent of the
population in the sampling frame, giving greater accuracy to
the survey results.

The refusal rate was very low, reducing the likelihood that
the survey results were biased. Table 1 shows that only 13
firms initially drawn for the sample had to be rejected
(either because it turned out that they were no longer
operating, no longer met the size requirements, or refused to
cooperate). This represents a refusal rate of about 7
percent, excellent for this tvpe of survey.
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Table 1

Composition of the 200 Enterprises Included in the Survey

Total

Total Number of

Sampling Industry Number in  Number in % of Rejections/

Frame Sector Frame Frame Frame Refusals

1. SNPF Agriculture 34 14 41 0
Agroprocessing 22 9 41 1
Manufacturing 30 13 43 1
Mining 6 5 83 0
Construction 229 41 0
Finance 10 4 41 0
Commerce 77 30 39 4
Services 41 16 39 1

2. CARE/urban Agroprocessing 125 11 9 1
Manufacturing 204 17 8 1
Mining 1 1 100 0
Construction 9 2 22 0
Finance 2 2 100 0
Commerce 266 20 8 2
Services 162 14 9 2

3. CARE/rural Agroprocessing 85 8 9 0
Manufacturing 183 10 6 0
Construction 2 2 100 0
Commerce 76 7 9 0
Services 28 6 21 0

Total 1,357 200 15 13

2.3 Survey Analysis

2.3.1

2.3.2

2.3.3

A1l survey variables and responses were coded, entered and
processed by the Coopers and Lybrand survey team. The data
was analyzed using SPSS, a common software for statistical
analysis in the social sciences.

Most of the questions in the survey have scaler or
categorical response measures. Thus, rather than computing a
measure, such as the mean response, more appropriate when the
response is measured in an ordinal scale, only relative
frequency distributions are shown.

The first output produced from the survey data was a
complete set of frequency tables--a sample count of the
number of respondents per answer per question. The raw
frequency tables are available from USAID/Swaziland.

Contingency tables, or "cross-tabulations," were prepared in
order to examine the effect of firm size (using number of
employees), economic activity (sector), ownership (men or
women owned), and geographic location (urban/rural) on the
responses. In most cases there were no significant
differences in responses once one also accounted for firm
size. Hence, most of the discussion of the survey results
focuses on the variation of responses by size category.

Size was highly correlated to gender, sector, and geographic
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location. In particular, the majority of women-owned firms
and manufacturing sector firms were also micro enterprises
(57 percent). On the other hand, the majority of the large
enterprises (more than 100 employees) also were agricultural
sector firms (51 percent).

Graph-in-the-Box, a graphics and spreadsheet program was used
to construct the graphics and the charts included in this

report.

Results of the Survey

This section first presents descriptive data on the firms sampled.
Subsequent sections discuss how perceptions regarding the environment,
resource constraints and opportunities are distributed by firm size, and
where relevant, by gender or sector.

3.1 Description of the Sample

3.1.1

3.1.2

3.1.3

3.1.4

3.1.5

The sample was fairly evenly divided between micro, small,
medium, and large enterprises (Exhibit 1). For the purposes
of analyzing survey results, those firms that were owner
operated and that employed no other workers were classified
as micro enterprises. Those employing between 1 and 25
persons were classified as small, those employing 26 to 100
workers were classified as medium, and those employing more
than 100 workers were classified as large. These divisions
were not arbitrary. Preliminary analysis of the data showed
that there were substantial differences among the responses
of firms in each size category outlined above. About 19
percent of the sample was classified as "micro enterprise,"
31 percent was classified as small, 27 percent fell under
the "medium" category, and the remaining 23 percent was
classified as large.

Most of the agriculture sector firms were large enterprises,
while most of the manufacturing sector firms were either
small or micro enterprises. On the other hand, most of the
firms in the sample operating in the commerce sector were
also medium-scale enterprises. Exhibit 2 shows the size
distribution of firms by sector.

Most of the women-owned firms were micro-enterprises.
Approximately 57 percent of the women-owned firms in the
sample were also micro enterprises. Almost two thirds of
the micro-enterprises in the sample consisted of women-owned
firms. Exhibit 3 shows the size distribution of male- and
female-owned firms.

A third of the firms sampled operated outside the main urban
areas. Approximately two-thirds of the firms sampled (67
percent) were based in Mbabane, Manzini, Matsapa, and other
areas classified as urban. Exhibit 4 shows the geographic
distribution of the sample.

Almost three-fourths of all respondents reported selling
their product in the domestic market only. Smaller firms
are more likely to depend heavily on the domestic market
than the larger firms. Exhibit 5 shows the size
distribution of firms by market orientation.
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The majority of large firms report some foreign equity
ownership, while most of the smaller firms do not report any
foreign owners at all. Exhibit 7 shows the size distribution
of foreign ownership as well as the size distribution of
public/government equity. Again, the larger firms are far
more likely to report ties to foreign companies as well as
Tibiyo, SWAKI, or SIDC participation than the smaller firms.

Smaller firms are more likely to employ Swazi labor in all
Skill categories than the larger firms. Exhibits 8a and 8b
show that the likelihood that a firm will employ Swazis at
the skilled or supervisory level increases as the size of
the firm decreases.

Women are a relatively minor part of the labor force in the
firms sampled. Exhibit 9 shows that women are a minority of
the labor force employed in the country. Small firms are
more likely to employ women (or have a labor force composed
mostly of women) than the larger firms.

Smaller firms have generally less experience operating in
Swaziland than the larger companies. Approximately 75
percent of the large firms in the sample had been operating
in Swaziland over 10 years, compared to the 24 percent of
the micro-enterprises, 39 percent of the small enterprises,
and 28 percent of the medium-scale enterprises.

Conclusior: There are two private sectors in Swaziland--the
private sector of large firms and that of the micro and
small firms. The large firms employ a labor force with a
different gender and ethnic composition, have been around
longer and operate in and are interested in different
markets. As shall be shown below, the larger firms have
very different perceptions of the business environment and
face very different constraints than the smailer firms.

Perceptions Regarding Business Environment, Firm Performance, and
Business Opportunities

3.2.1

3.2.2

Firms were much more likely to see improvements in the
economic climate of the country than in the political or
social climate. While almost three-fourths of the firms
interviewed felt that the economic climate in Swaziland had
improved substantially over the last year, less than one-
third believed that the social and political conditions had
improved (see Exhibit 10). This view may have much to do
with the fact that recent government pronouncements,
particularly the land proclamation, had firms jittery.
Exhibit 13 shows that large firms were more likely to feel
affected by such government pronouncements than the smaller
firms.

Smaller firms and women-owned firms were far less satisfied
with their past sales performance than the larger firms,
Exhibit 1la shows that the large and medium-size firms were
twice as likely to report at least some improvement in their
sales volume over the previous vear than the micro-
enterprises. Exhibit 11b shows that women-owned enterprises
were also less likely to perceive that their sales had
improved over the last year, though they were more likely to
be optimistic about the future than micro-enterprises in
general,
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3.2.3

3.2.4

3.2.5

3.2.6

LABAT-ANDERSON

Small and micro-enterprises believe marketing constraints
account for their poor sales performance. Exhibit 12 shows
that the most important factors perceived to be affecting the
sales performance of the smaller firms were related to
competition from local firms and difficulties getting the
product to the market: distance from the market, lack of
market infrastructure, transportation, and iack of adequate
market information. Smaller firms also were twice as Tikely
to report Tow consumer demand as a constraint (perhaps
because their clientele is less affluent and has fared worse
over the last year than that of larger firms).

The small and micro enterprises were more likely to perceive
that difficulties accessing raw materials had hindered
business performance than the larger firms. Exhibit 13 shows
that the smaller firms were more than twice as likely to
perceive this as a hindrance to business development than the
Targer (medium and large) firms. Exhibit 14 suggests that
part of this difficulty may be explained by the difficulty
these firms face getting financing.

Large firms were far more likely to believe that poor sales
performance was related to 6G0S policies. Government
incentives and taxation policies are only perceived as
relevant (either beneficial or detrimental) by larger firms;
small and micro-enterprises perceive that these incentives
have no or littie effect on their operations (Exhibit 12).
On the other hand, tax incentives are not believed to have
much of an effect by the larger firms (Exhibit 13). Some
interviewees explained that the 5-year tax holiday currently
in place is not generally perceived as being of much benefit
to most new investors: the first 5 years of operation are
often not profitable and the tax holiday cannot be carried
forward. They also expressed that more emphasis should be
placed by the government on tax incentives, particularly in
the areas of labor training and export; incentives as
currently structured are not perceived as being of much use.

In addition, Exhibit 13 shows that micro or small enterprises
are far less likely to feel affected by matters reiated to
credit (collateral requirements, interest rates) than the
larger firms. Exhibit 19a suggests that this is because so
many of the smaller 7irms rely solely on personal funds for
their capital. Collateral requirements and interest rates
may hinder small firms' access to formal credit (and Exhibits
15a and 20 suggest that access is indeed a problem) but do
qot affect their current operations, since these policies
only affect those actually using credit from external
(nonpersonal) sources.

Larger firms were far more likely to be dissatisfied with
the quality of government services (electricity, water,
housing, health, education, the lack of suitable premises)
than the small and micro-enterprises (Exhibit 15a). More
than half the larger firms believe the quality of these
services had hindered business development, compared to less
than 20 percent of the small en*erprises and less than 10
percent of the micro enterprises. The larger firms, in
their comments to the interviewers, stated that the country
is generally better run than most African countries.
Nevertheless they also believe that government agencies are

C-8
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3.2.7

3.2.8

3.2.9

LABAT-ANDERSON

generally inefficient and slow moving, and that red tape
abounds. Criticism was leveled in particular at Customs and
Excise, the postal system, the police department, the water
board, health and education services, and the parastatals.
In addition, the increasing bribery and corruption of the
government is of great concern.

Production technology is not considered to be a coastraint
the majority of all respondents. Small firms were least
likely, and the agriculture-sector firms were most likely, to
be satisfied with the production technology available in the
country. The high proportion of all respondents satisfied
with their access to production technology in the country
perhaps reflects in part Swaziland's proximity to the
Republic of South Africa (RSA).

Many firms see prospects and profits in agribusiness.
Exhibit 16 shows that though only 12 percent of the sample
operated in the agribusiness sector, 29 percent of the firms
sampled believe that agriculture, either for domestic
consumption or for export (though a majority were likely to
feel that the domestic market was best), offers the best
prospects for the investor. Interviewees suggested that
prospects for agriculture would be even greater if land
utilization were rationalized and funding for agricultural
research increased. Less than 5 percent see any prospects
in tourism,

The RSA ana the European Economic Community were perceived as
the most profitable markets by those firms interested in
exporting. Exhibit 6 shows that the preference for the RSA
as an export market is related to size; the larger the firm
the more likely that it would express a preference for the
RSA.

3.3 Perceptions Regarding Resource Constraints Affecting Productivity

3.3.1

Firms in all size categories are experiencing difficultlies
dccessing skilled labor in Swaziland. Exhibit 15a shows that
smaller firms were much more likely to believe that the lack
of skilled or supervisory labor was hindering business
performance than the larger firms. Their respunses to other
questcions related to labor suggest that their problem is not
so much related to the quality of the skilled labor force
per se as it is to difficulties recruiting this skilled
labor. Dialogue sessions revealed that Swazis prefer to work
for the larger firms, since they offer greater benefits, job
stability, and an opportunity to learn from experienced
managers and professionals. But for larger firms, the
problem with the labor force was one of quality. Less than
one-third of the large firms reported being satisfied with
the productivity of their labor force; almost 100 percent
reported having to invest heavily in employee training
(Exnibit 17). During interviews, company owners in the
Targer firms complained that education in Swaziland is under-
funded and deteriorating:; degrees from the University of
Swaziland are not at all highly regarded. Good, experienced
professional and technical personnel are particularly
difficult to find locally (Exhibit 18). As a result, large
firms report having to pay very high salaries to attract
quality skilled personnel from outside Swaziland. GOS
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regulations regarding work permits make it very difficult to
do this according to respondents (Exhibit 12).

3.3.2 For larger firms, the key constraints affecting productivity
dre related to the poor quality of services. Exhibit 15a
shows that larger firms are more than twice as likely to
feel affected by the lack of reliable electricity, quality
housing, and quality services. Larger firms also felt
particularly hindered by their ability to access inputs.
Exhibit 14 suggests that this is largely due to local
scarcity of the types of inputs they need to operate and to
the cost of transport.

3.3.3  For micro and small enterprises, the key constraints are
marketing and access to credit and capital. The survey
revealed that firms in this size category rely heavily on
nonformal sources of capital, particularly personal funds and
funds provided by family and friends (Exhibit 19). This has
thwarted expansion and production plans to some extent
(Exhibit 20). These firms also report problems marketing
their goods. <Survey results suggest that in part this is
due to problems accessing the markets (see Exhibit 12) and
in part because they lack adequate information on consumer
tastes and demand (Exhibit 12).

3.3.4 As a result, the large enteryrises are very interested in
investing in personnel development programs, while the
smaller firms are far more interested in developing
marketing. Exhibit 21 shows that the larger firms are twice
as likely to express interest in developing management skills
and their personnel training program than the smaller firms.
On the other hand, the smaller firms are more interested in
improving their marketing than the large firms.

Implementing Agents

The results highlighted above suggest that there are some key
bottlenecks to private-sector development in the country. The
question then arises, how to reach the private sector. Survey
results suggest that reaching the smaller enterprises may be far
more problematic than reaching the larger firms:

3.4.1 Small enterprises, by and large, do not belong to any
business association (Exhibit 22). While almost all large
enterprises (90 percent) report belonging to some
association, only 17 percent of micro-enterprises and 30
percent of small enterprises do. When asked to explain why
they do not belong to any association, the overwhelming
majority of the micro-enterprises (80 percent) and two-thirds
of the small firms said it was because no organization
provides the type of services they find useful.

2.4.2 Even those associations to which the smaller firms belong are
not considered effective by their members. Those
organizations made up of smaller firms (Sibakho, Commercial
Amadoda, and to a lesser extent the Chamber of Commerce)
received very low effectiveness ratings from their members
(Exhibit 23).

3.4.3 But there is a considerable demand among the smaller firms
for the types of services business associations may offer.
Micro and small enterprises want and require different things

—
-
O~
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from the organizations than the larger firms. The large
firms believe a business organization should serve as a
vehicle to Tobby government and perhaps assist with the
development of personnel training programs. Small firms
believe these organizations should assist by providing them
with credit and marketing information (Exhibit 24).

3.4,4 There is very little contact between tne large and the
smaller firms. The smaller firms generally do not belong to
the same business associations as do the larger firms, and
even when they do belong to the same association, they have
very different perceptions regarding how well that particular
organization serves their interests (Exhibit 23).

Observations Regarding Donor Assistance

3.5.1 Most firms (63 percent) interviewed were unaware of any
benefits they may have derived or are deriving from
international donor assistance. Only 5 firms out of the 200
interviewed could say with certainty whether anyone in the
company had participated in USAID funded training, though
three of those that did found the material useful. In their
comments the interviewees noted that thcugh they were
generally aware cr foreign aid to the country, they did not
know the extent of that aid, or to which areas it was being
channeled. Some of the interviewees suggested that USAID and
other donors should publicize their activities more.

4. Implications for Dialogue and Strategy

4.1

4.2

4.3

4.4

4.5

Large and small firms have very different problems. These problems
cut across all sectors of economic activity in which each group
operates.

The creation of relevant labor skill training in the country must be
a priority.* This issue is not new. Past actions that have failed
to reduce the problem have included the Industrial and Vocational
Training Act (April 1986), which allows private-sector participation
in the training structure. The question for the focus groups then
arises: why does the problem persist; why have past actions not
seem to have alleviated this situation?

Small firms have virtually no access to formal credit sources.

Again this issue is not new. The survey results suggest that a
major bottleneck for channeling credit assistance may be the lack of
organizational infrastructure among the smaller firms. Hence, a
development strategy for these firms must address organizational
bottlenecks along with credit bottlenecks. The dialcgque sessions
should explore the extent to which there is a consensus regarding
the seriousness of this constraint. They also should explore ideas
on how to mobilize domestic savings more effectively and channel
them towards these enterprises.

Small firms face severe problems on the marketing side. Hence, a
strategy for developing these firms must address marketing
infrastructure and information issues.

The one effective business association, according to respondents
(the Feazeration of Swaziland Employers), does not provide the type
of assistance most needed and wanted by the smaller enterprises.
Since the majority of smaller firms do not belong to any type of
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association it may be difficult to reach and provide needed services
for these entrepreneurs efficiently.

There is a need to create a greater number of linkages between the
large and the small entrepreneur. Business organizations can play a
key role here as well by providing networking opportunities. The
creation of more networking opportunities between small and large
enterprises could help boost small-firm market contacts.

C-12
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EXHIBIT 5 QUESTION 18

CHARACTERISTICS OF THE FIRMS SAMPLED:
MARKET ORIENTATION BY FIRM SIZE
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EXHIBIT 7 QUESTION 21 & 23
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EXHIBIT 10

QUESTION 25
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PERCEPTIONS REGARDING PRODUCTION TECHNOLOGY:
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EXHIBIT 17 QUESTION 35, 36, 37, 38,
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PERCEPTIONS REGARDING LABOR PRODUCTIVITY
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EXHIBIT 19A
SOURCES OF CAPITAL
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EXHIBIT 20 QUESTION 49

EFFECT OF EXISTING COLLATERAL REQUIREMENTS:

PROPORTION REPORTING INHIBITION OF PRODUCTION PLANS
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EXHIBIT 22 QUESTION 59

MEMBERSHIP IN ASSOCIATIONS
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EXHIBIT 23 QUESTION 60

HOW BUSINESS ORGANISATIONS ARE RATED
BY MEMBERS AND BY FIRM SIZE:
PROPORTION RATING ORGANISATION AS VERY EFFECTIVE
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Annex D

MAPS Phase IV--Summary Results of Dialogue Process

Dialogue sessions were held with three separate groups. The focus groups
with private sector were organized by firm size rather than sector, because
survey results suggested that the problems facing businesses in Swaziland
were more a function of firm size than of the sector in which they were
operating; small firms in all productive sectors surveyed faced similar
constraints and these were different from those faced by the larger
establishments. The focus group discussions confirmed thz impression from the
survey that there were inceed two private sectors operating in Swaziland,
that of the large (mostly expatriate-owned firms), and that of the smaller
Swazi-owned establishments.

The focus group discussions with the private sector were held on two separate
days. On May 1, a meeting was held with representatives from large ‘more
than 100 employees) firms. Fourteen of the eighteen companies invited
attended. Firms represented included Aiken and Peat, Chartered Accountants:
Mafutani Ltd (cattle); Swaziland Electricity Board; Swazi Hotels; Barclays
Bank; and others. Harry Johnson, Deputy Director, USAID; Leticia Diaz,
USAID/HRDO; and Dean Bernius, AID/AFR/MDI, were in attendance. Derek von
Wissel led the discussion.

On May 2, a meeting was held with representatives of the smaller firms.
Twelve participants were in attendance from a variety of small businesses,
including an electrician, a plumber, a soap maker, a dress designer, and a
child-care provider. All but one of the attendees employed other Swazis--
normally one to five. All were black indigenous Swazis with one exception--a
woman-owned business operated by a South African. The focus group was also
attended by Leticia Diaz, USAID/HRDO, and Dean Bernius, AID/AFR/MDI. Derek
von Wissel made the presentation.

In addition, on May 12, a third focus group discussion was held with those
participants sponsored by USAID/Swaziland who received masters degrees in the
U.S. and have returned to hold responsible positions in government and the
private sector. The participants attending this meeting were Paul Thabede
(SEDCO), Bonlavi Nxumu (CONLO), Siza Zwane (SIDC), Nicholas Dlamini (SDSB),
Stanley Matsebula (Central Bank), Spencer Dlamini (Tibiyo), and Leon Jaiobz
(SWAKI).

The following is summary of findings from these focus groups.

A. Credit and Collateral

+ Credit and collateral requirements represent a serious constiraint for
the micro and small entrepreneur and the traditional farmer on Swazi
National Lands (SNL).

« Bank procedures, credit limits, lending policies and paperwork
requirements favor the larger horrower. Banks have limited interest in
assisting the small borrower.

« Banks and financial institutions were perceived by majority of focus
group participants as not responsive to their needs.

« The representatives of the small and micro-enterprises said there is a
preconceived notion among micro and small entrepreneurs that the banks
will not help them and that it is a waste of time to go to them.

They also pointed out that going to the banks was embarrassing for the
small entrepreneur. It was not clear if this was because of the
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procedures employed by the bank or the preconception that since the
bank was not interested, they would simply be ignored.

Farmers and entrepreneurs occupying SNL are at a particular
disadvantage when it comes to obtaining credit assistance.

Interest rates were not seen as a strongly differentiating factor.
Supervision of credit was identified as a key problem. Usutu Pulp
credit union and CARE credit programs were identified as potential
models for reaching the small and micro-entrepreneur.

B. Markets and Competition

Micro and small Swazi entrepreneurs export a significant but undefined
amount of their production. Many small entrepreneurs sold in the
Republic of South Africa through traders who were often gone for 2 to
3 weeks.

Those smaller entrepreneurs who are registered and operating in the
formal sector feel the unlicensed informal sector competes unfairly
because they do not incur costs associated with obtaining licenses and
other bureaucratic requirements or pay rent. The participants were
critical of the government’'s failure to regulate the informal sector.

GOS regulations, given the problem highlighted above, were more
important for the small entrepreneur than identified in the MAPS

survey.

Micro and small entrepreneurs felt that MAPS data underplayed the
effect of competition (from other Swazi firms) on local businesses,
which was felt to be fierce. Technological or marketing improvements
in this small enterprise sector were rapidly copied since price of
market entry is modest.

C. Employment and Training

While the larger business people said they have problem finding
qualified talent, the smaller entrepreneurs pointed out that their
problem is even worse. They noted that the small businessman does not
have the capability to interview or recruit large numbers of
candidates from a wider area. As a result, his applicant pool is
lTimited and generally of lower quality.

Micro and small entrepreneurs noted that Swazis prefer to work for an
expatriate-owned firm, considering them more stable employers and
offering more benefits and higher salaries than the local and smaller
firms (though it was pointed out that this was not always the case).
The result is that micro and small entrepreneurs may have more
difficulty than larger firms in attracting and retaining qualified
talent. Furthermore, the small entrepreneurs noted that the white-
managed firms are considered more competent--that is, white managers
are perceived to be better trained and thus offer more potential for
the Swazi to learn.

There was consistent agreement among entrepreneurs operating in
businesses of all sizes that training was a major and perhaps the
major constraint to private-sector growth and enterprise creation and
strengthening,

Training in accounting (bookkeeping) and financial management for the
small entrepreneur was consistently identified as a major need.
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Participants returning from the United States thought the banks shoutld
train small borrowers in financial management areas.

Some of the smaller entrepreneurs participating in the focus groups
said they had received training in basic accounting and management
skills in the past but there seemed to be differing opinions on the
effectiveness and applicability of the training. CARE was given high
marks by several of the attenders who had received technical and
financial support from this organization.

The formal educational system was considered generally poor and often
irrelevant to the needs of the private sector in Swaziland. According
to focus group participants from the larger companies, Swazi job
applicants were generally very poorly prepared technically and
professionally. The comment was made that less than 5 percent of
Swazi university students take math and less than 5 percent pass. But
some focus group participants noted that the fault may not rest solely
with students or the education system. Employer selection criteria may
also have an effect. It was said that employers do not look closely at
either the relevance of the courses taken by applicants or at their
academic records. What counts is the degree. Hence students often feel
that only the "credential” value of tlie degree is important, and tend
to place a premium in simply graduating rather than learning or
selecting courses that may be useful but difficult (such as
mathematics). There was general agreement that the quality of
education in Swaziland had deteriorated and that little was presently
being done to correct the situation.

Business representatives agreed that they should ptay some role in
improving the educational system, but they were unsure as to the role
the business community should play. There was some disagreement over
whether large firms were really being as responsive as they could be
in the area of training.

It was generally agreed that firms would be receptive to the idea of a
tax or levy for training but there was little agreement on what
exactly should be done with the funds so generated. Firms represented
in the focus groups agreed that any levy or fund should not be
administered by the Government.

Micro and small entrepreneurs said Swazis often consider the small
Swazi entrepreneur to be less trustworthy. Small entrepreneurs living
close to the edge reportedly may experience more rapid and more
serious labor and other problems if they run short on operating
capital and may thus often miss or delay paychecks, and so on.

Returned U.S. participants said they were often considered
overqualified for the position being offered or held. Further, they
noted the practice in Swaziland of considering "time" or seniority as
a more important criteria than performance when awarding promotions.
But all participants noted they had been approached with offers by the
private sector or other firms.

Highly qualified people in the public sector are not jumping to the
private sector because salary differentials being offered are not that
great. Salaries in Government may be considered low, but job security
may be considered higher. In addition some participants felt that
often higher salaries are offered to an expatriate with the same
qualifications and credentials.

Motivation of large employers to promote Swazis is considered low.
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D. Business Associations

The discussions with entrepreneurs confirmed the survey results, which
suggested that, besides the Federation of Swaziland Employers, no
other business associations were considered effective. The
effectiveness and continued existence of the Chamber of Commerce was
questioned. Sibakho was noted as having strong positions that are
often considered intemperate and possibly threatening to the status
quo. Nevertheless, the micro and small entrepreneurs (as well as the
returned participants) with whom this issue was discussed felt that,
for all its problems, Sibakho was at least a voice for the previously
unrepresented small Swazi entrepreneur.

At present, there is no effective representation of the micro or small
manufacturing sector or agriculture/agribusiness sector.

The small entrepreneurs noted that they did not know much about such
organizations as the Federation or the Chamber and they were never
contacted to join. Further, they did not know how such organizations
would or could help them. Mr. von Wissel pressed hard for the
Federation, saying that the survey had shown it t{o be the most
effective. This elicited little reaction from the participants,
although they did acknowledge and support the idea that membership in
such an association would give them the opportunity to get to know
fellow businessmen and establish potentially profitable business
contacts.

The Federation of Swaziland Employers, while rated as highly effective
by its members, is considered to be a largely expatriate,
predominantly white elitist "club” by a significant percentage of
indigenous Swazis.

The Chamber of Commerce was identified as having lost membership
lately and was characterized by one participant as being poorly
managed. Many of the members of the Employers Federation are also
members of the Chamber anc there was some discussion of why one
organization was considered effective while the other had few
supporters. There was considerable discussion among the focus group
of larger entrepreneurs regarding the need to merge the Federation
with the Chamber. While no conclusion was reached, it was apparent
that this was an outstanding issue of considerable import for
businessmen in Swaziland.

The representatives from the larger businesses seem tc recognize the
need for an all-encompassing business organization that would draw
more small Swazi businessperson. But, while there was concern, there
were no real tangible proposals offered during the meeting to
accomplish the objective of reaching and involving the micro and small
Swazi businessperson. No tangible returns for membership (such as
greater linkages between the small and large businesses in terms of
input supply or marketing efforts) were discussed; the discussion
seemed to focus more on the intangible benefits a small Swazi
businessman would derive from "networking”™ with other, perhaps more
powerful and influential, businesspersons.

E. Policy and Enabling Environment

Continuing attention to policy reform and consistency of policy
application were identified as being priorities by participants in
enterprises of all sizes.
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Changes in tax treatment, licensing, and so on, identified as areas
needing studv and possible reform/modification.

The role of the GOS and its attitude toward micro and small bhusiness
is viewed largely as neutral. Government has shown no great interest
in nor undertaken any major initiatives to help develop micro and
small entrepreneurs.

Swazi participants considered the monarchy to be the reason for the
present healthy cconomic environment. The monarchy is seen as a source
of stability &nd continuity in the country.

Survey fiadings indicating less optimism with respect to economic and
political environment, compared to the optimism demonstrated regarding
the economic environment, were attributed to the influence and
problems being experienced in the RSA and not to internal or domestic
situation. The focus group participants also recognized that the
recent land ownership decree could also be factor causing great
uneasiness in some quarters. Subsequent private discussions with other
private-sector representatives and experts in the country have pointed
out that Swazis are often very reluctant to criticize the monarchy or
the traditional system directly or openly. The three-tiered system of
government (the traditional monarchy and chieftainship system, the
civil service, and the ministerial system) is believed to be
increasingly unwieldy, hindering the public sector’s ability to take
decisive action.

F. Transport and Marketing

Access to markets was identified by all participants as a serious
constraint. This includes transport or rolling stock and roads.
Representation of these issues to the GOS was considered a priority.

Marketing also was considered an important obstacle to increased
market participation. This includes access to market information and
marketing training.

In terms of constraints, there was some variation between groups, but
all agreed, that improved technology and improvement of physical plant
were priorities. Technology was particularly important for the
medium-sized entrepreneur, perhaps because he was at a critical point
in terms of growth or expansion.

G. Miscellaneous and Other

Inability to find secure space was identified as a problem by many
micro and small entrepreneurs.

Agriculture is an attractive area for private-sector growth as it is
less complex and the price of entry to commercial market can be lower.

Big firm/small firm linkages are badly needed.

Efforts must be made to develop an "enabling environment™ to draw
small-s.ale enterprises into the market place and to ensure continued
economic growth. GOS is thought to lack a clear understanding of the
importance of the private sector in the economy and of business and
business concepts. Financial institutions and Government must be
involved in developing an improved environment for business growth.
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Nevertheless, despite the problem arecas noted above, private-sector
participants in all focus groups felt that the outlook for business in
Swaziland is good even if the RSA has problems.
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Annex E--Part 1

Government of Swaziland Development Strategy and Priorities

Relevant objectives of the Government of Swaziland per their fourth National
Development Plan (1983/84 to 1987/88) in the areas of commerce, industry,
mines and tourism include:

« Explore ways and means to further promote commercial and industrial
activities in the country

« Promote tourism

- Improve the quality and efficiency of the Ministry’s service to the
various industriai and commercial interests of the country

Priorities within the plan period include:
« Promote commercial and industrial activity

« Improve the efficiency and quality of the government’s services to the
commercial and industrial sectors

« Identify those products that can provide the greatest value-added and
can be successfully exploited

In the 1989/90 to 1991/92 Development Plan, the manufacturing sector remains
the sector of key importance to the fulfillment of the Government of
Swaziland's overall development objectives of boosting employment and
increasing and diversifying the country's export base. In this area, the
Government will pay particular attention to more effectively exploiting the
country’s resources and to enhancing the level of domestic value-added in
manufacturing.

In the 1989/90 to 1991/92 plan, the Government will encourage and assist with
the establishment of small to large industries by the promoting of local and
foreign investment. This will include research into ways of promoting
industrial development through changes in the goverinment's overall macro-
economic policy or, more specifically, in incentive schemes, while ensuring
that the development is appropriate, (labor intensive and environmentally
safe).

In the areas of vocational/technical education and training, which are a
continuing area of programmatic focus of USAID/Swaziland, the Government's
fourth National Development Plan had the following objectives:

« To secure a manpower-training plan that relates the training
requirements to the development needs of the country

« To encourage industry to play a greater role in industrial training
and to coordinate government efforts with those of industry

« To extend trade testing to cover a greater number of trades

« To establish four vocational training centers in proximity to centers
of employment

« To expand apprenticeship training programs

« To raise the level of training programs to full technological
certificate and higher diploma levels
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« To provide advanced training for the hotel and catering industry
« To expand the training facilities at the University of Swaziland

Priorities of the Government within the sector include the establishment or
improvement of vocational centers and training facilities at the national
university, the improvement of training programs, and the development of a
national manpower plan,

This focus was reconfirmed in the 1989/90 to 1991/92 Development Plan, which
reiterated that the goal of the government in the sector was to provide
educatiun to all Swazi citizens appropriate to their needs and abilities.

In agriculture, the Government’'s major goals include the achievement of self-
sufficiuicy in maize production, the expansion of fruit and vegetable
production as a means to increase rural incomes and improve nutrition, the
encouragement of cash crop production among small-scale producers, and
diversitication. Within the sector, the Government has assigned a top
nriority to the intensification of production among small-scale producers on
Swazi National Land (SNL).

Planning, policy reform and improvement, agriculture research, forestry
production using environmentally safe approaches, intensification of
livestock and fish production, improved land utilization, and intensified
agriculture, as identified above, will receive governmental attention and
support under the Government’s plan.

In the area of commerce and trade, the Government's goals remain the same as
for other sectors of the economy: to create an environment that is conducive
ta the expansion of trade and investment, both local and foreign and to
ensure that growth is in harmony with other Government objectives, such as
the reduction of unemployment and the promotion of economic independence.

Trade is to be encouraged through suppor* for trade fairs and exhibitions and
other trade promotion activities, export promotion training, and through
improved followup on trade inquiries and trade matters. Increased trade with
SADCC will be encouraged and the Government will provide continuing support
for handicraft production.

In tourism, the Government is to give increased attention to the development
of European travel, thereby reducing the country’s dependence on South
Africa.

Policy reform remains a priority and the Government of Swaziland recognizes
that further expansion of the country's economy may be significantly and
deleteriously effected by the tax structure of the country. Efforts are
being directed to rationalizing the country tax structure while examining and
promoting tax incentives or rebates for value-added activities and
investments.

While the Government's policies are heavily proprivate sector, it sees its
role as one of support and regulation rather than direct involvement in
commercial investments. The Government thus refuses to participating in
projects and appears serious about reducing its present parastatal
investments, many of which are losing money.

The Government is presently in the process of hiring an American, who will
be given Under Secretary rank in the Government of Swaziland, to head the
Public Enterprise Unit charged with privatization and the rationalization of
the Government's parastatal investments. This reportedly includes parastatal
reform preparatory to privatization.
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While the Government ihas followed conservative policies, itwill give
continued attention to institutional reform during the plan period. This will
include study in current fee collection procedures, developing manuals on
improved accountancy procedures, and expanding of data systems and databases
in selected areas.

In the health sector, the goal remains to promote preventive and promotive
health interventions to reduce and prevent diseases and illnesses before they
occur, thus reducing the cost and need for curative services and facilities.
In health, the Government will examine user fees, as well. Water and
sanitation, communicable diseases, nutritional deficiencies, and maternal and
child health care are other health priorities of the Government.
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Annex E--Part 2

Other Donor Activities

The major donors in Swaziland include the Eurpoean Economic Community, the
United Nations Development Program, and affiliates, Great Britain, Canada,
Republic of China (Taiwan), Korea, Israel, UNICEF, and the Republic of South
Africa. A description of their private sector activities follows:

1. European Economic Community (EEC)

The EEC provides long-term technical assistance and training of staff support
to the Swaziland Industrial Development Corporation (SIDC). Amount of
assistance identified for the period 1985-1990: 1,200,900 ECYy’s.

The EEC also is promoting tourism and trade through long-term technical
assistance to the Ménzini Industrial Training Center (vocational education).

A survey of all industrial sites in Swaziland also will be undertaken with
EEC support.

In ancillary areas, the EEC provides the Government with planning and
training support through a number of organizations and schools.

2. United Nations and Affiliated Agencies (UNDP)

Priority emphasis is being placed by the UNDP in the following areas:
environment, private sector, agriculture, manpower, and women in development.
Given the need to stimulate agricultural production, particularly on SNL
lands, and the need for improved human rescurce training, the UNDP program
remains highly relevant to A.1.D. private-sector thinking.

UNDP projects are targeted to:

+ Long-term technical assistance in agricultural marketing, including
assistance in the collection and publishing of relevant agriculture
statistics and marketing information,

+ Small-farm development strategy development. Funding estimated at
$502,000 for the period 1988-93.

+ Range management focusing on the overgrazing problem. Funding is
estimated at $470,000. The project will start in 1991. Other
projects will work with and provide training to livestock producers
and provide land use and land management assistance.

+ Women in development (institution building/strengthening). Under this
activity, the UNDP will provide technical assistance and training
under a public-sector support activity. A Phase IIl of this project
will support women-in-development activities. Phase III funding is
estimated at $700,000.

Total UNDP assistance for the period 1987 to 1991 is expected to be
approximately $20 million.

3. Overseas Development Administration (ODA)--Great Britain
Assistance from Great Britain through the 0DA in 1987 and 1988 totalled

roughly $2.1 million per year. While the bulk of this assistance was
allocated for scholarships and training, the ODA also provided (a) 90 percent
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of the costs cf the IVS volunteers in-country (b) some grant support to
selected non-governmental organizations (NGO's); and (c) technical expertise
to the Government in selected areas.

4. Canada (CIDA)

CIDA has assisted the Government of Swaziland with a number of projects,
including the establishment of a dairy plant and a seed multiplication farm.
CICA has also nrovided support to the University of Swaziland, the Swazilanc
Co '=2ge of Technology (SCOT), and the Mp. ka Technical School.

Other CIDA assictan.e is directed to water system development,
water-technician training, and ground-water surveys.

5. Republic of China (Taiwan)

Chinese assistance is primarily channeled through the agricultural technical
cooperative and the handicrafts technical cooperative agreements. Under the
agricultural agreement. assistance to the large agricultural farm at Matsaph
:s provided. This consists of long-term technical assistance and training.
In the future, the Chinese will give increased attention to bigger farmers
engaged in mechanized farming. Rice yrowing and irrigated schemes have been
part of the Chinese focus in agriculture.

Under the handicrafts projects, China provides technical assistance and
lecturers to train local crafts people in crafts work. The Republic of
Chiia also provides some limited scholarship support to Swazi Students.

6. Korea

Korea provides limited agricultural commodity support to the Government of
Swaziland and two ductors who are assigned to Government hospitals. Their
program is smail,

7. lIsrael

The Israeli program is small--some $200,000 per annum. Under the prngram,
specialists are provided in health and agriculture. At the present, this
consists of an eye specialist. a cotion expert, and a poultry specialist.
Some limiced short--term training of public-sector officials is 4lso
provided.

8. UNICEF

The UNICEF program is a'most exclusively targeted to health.

9. Republic of South Africa (RSA)

The annual level of RSA assistance is estimated at $1 million. It is
targeted to scholarships, tobacco and cotton production, cattle breeding, anc
irrigation. Some assistance in malaria control and AIDS testing is also
provided. Assistance consists of both long- and short-term technical
assistance and limited commodity supbport.



