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EXECUTIVE SUMMARY

Introduction

This report preserts the results of a nationwide survey of
small- and medium-sc61e enterprises (SMEs) in Malawi conducted
during 1986. The study was sponsored by the Malawi Government and
fundini was provided by USAID under the Rurel Enterprises ~nd

Agrobusiness Development Institutions (READI) Project. The main
flodings and recommendations of the study are summarised below.

Characteristics of the SME Sector 1n Malawi

More than 96% of
their b~sinesses.

the sampled entrepreneurs are sole owners
Most of the businesses bre in:

(a) trading activities - retail and wholesale tra-de (42%);

(b) service activities ~n a small scale - repair of shoes,
radios. watches. and motor vehicles; restaurants, bars,
rest-huuses and hotels (26%); and

(c) a few common manufacturing activities - clothing,
carrentry, food processing, sheet metal products, and
agricultural hand tools such as hoes (30%).

The enterprises are generally small. Three-quarters of the
businesses in the survey were started with less than KI,OOO.
while less than 5% started with more than KIO,OOO. The largest
initial investments are placed in the Southern Region and the
smallest in the Northern Region. Capital investmen~ put into
starting up businesses in the sector has grown at 5% a year over
the past two decades (1965-1985). The fastest growing business
investments have been in manufacturing) specifically in food and
beverage production, tinsmithing. and tailoring.

The overwhelming majority of small- and medium-scale
entrepreneurs (91%) started business with their own savings, the
major sources of savings being wage income (34%), business income
(2B%). and farm income (20%). Of the total number of entrepre
neurs interviewed. only 16% had applied for any loan during the
previous two years. Almost half (49%) of those who applied for
loans approached SEDOM and only 12% approached INDEFUND. The
main reason for approaching these institutions was that they were
the only financial institutions known to provide loans to SMEs.

There were approximately 3,000 people employed in the
bUSInesses in the survey, giving a mean number of 2.5 employees
per enterprise. Overall. employees are unevenly distributed
among regions. types and locations of enterprise. The SJuthern
Region urban enterprises ~ave the highest mean number of workers

i



4.61 while rural businesses in th~ Northern Region have the
{) w ~ s t :1'.' era g .~ n U ill b (: C (1 _ l) 0 f em p loy e ~~ s . 0 f the tot a 1 n u mb e r 0 f

employees 1n the S;}!tik1e, 78% dt'e working in rural-based enter--

prises \.. hlle 22'1; ar-£:: wor-king in urban-" 3sed enterprises.

Based un thf~ e:;;timated levels of SME investment projected to
1990 and the estim~terl investment cost of creating a job, a total
of 29,000 D0W Johs In the SHE sector 20uld be realised between
1 9 t~ t) H. n d 1:) ~':1 0 .

P r' () f 1 .1 e En 1: reprene,lf'

The majo'"lly ~~G%} of Malawian entrepreneurs are middle-aged
:-~ 0 /~ I:') yea r s II 'P e r- ~-; () n s ~ V(~ r' the m{) s t par t the y' a r' e mar r i e d (9 1 %)

and the m;j..J0rtty ha.ve six to t.en dependents (more than 50% of the
'" amp 1 ': ': ! - :-:; U ,l 1 j Y t h c~ y a r' e e due ate d per son S, alb e itt 0 l:ll 0 des t
levels. Only 11% have not attended school at all.

The M~ldwlKn ~ntrepreneur does not come from any particular
legIon or religious or ethnic group. A large number of
i·: n t r e: p r' e n eu r' S 1 nth f' sec tor a r- e mob i 1 e and res p 0 n s i \! etc e con 0 mi c
incentiv~s Rnrl opportunities. Thirty-three percent of the
'C'ntr'eprenf:urs hc1VC worked outside Malawi for a period of time

Eighty percent of the sHm~led entrepreneurs are full time
LU5ine~s persons. Irrespective of age of the entrepreneur and
number of ~mployees: over three-quarters of the entrepreneurs In
the ~·>ampl,-- :':-;])(-[10 all thf:~ir working time on their businesses,

r~"r~ ;~f,:;';/~:',:~t'r'ln1f~~nt.)s 1()r~g' tertIl })()Jicies as lcl:id down In DEVPOL
h~v~ r0CGgnlS~(1 tne complementary role of SMEs and the creation
u f h '"} im;j t ." '''; her' e 1 i'l r gescale as we 1 1 ass ma 11- sea 1 e en t er p r is e s
fffiUC;Sf, sld(~ by side'. However, heyond the provision of credit
an :j L 1.1 S ln ~::"; .:~ ;1 fi d t e ,~~ h n i c a] a d vis () r' y 5 e r \l ice s the.r ear e nos p e c. i a 1
}r~c~"~nt.i\'e ..~: ff),~ t~hr:-: p~~ornc)tion of SME development.

(; :; v,, '" n men t n ;:: s n () t ,j t: v ~: 'lop e d a com pre hen s i ve s t rat e g y for
pr(;ffiu' ing th',' rjev'.'}opmenr: of the SHE sector similar to that

'/lded fc,r larg,,, scalf~,'nt(:r-pr-ise development. The overall
p () 1,."0 ~( t"~ [} ~:/ 1 f' 0 n Tn .("' n t I-i asp r 0 v 'i d e d. 1 itt 1 e c e n t r"'" aId ire c t ion 0 r
c;;nrdln,1(lon t.f.) the t'/pe, (lUnDtity, quality and locat.ion of SME
:-:; ": I" \' : (. ': ~", , T Ii ~'; s.'.~ fa (: i. q 1" S h a vee e s u 1 ted in the cur r e n t sea r' c h for
,1 'ourd':-1L1,ii.:,-j sf.categy and need to establish a common understan'-'
d:rq{ (if ttl'" ~):r:;;ijS :HH1 obJcct"iv",s, pr'oblems and issues facing each
: n;s t } 1: ;..1 t L (; fJ ;1 n d r. h f-~ S of: C Lor' a S ;:'1 W h G 1. E:: .



Ih~. ill a j () r .......2.~~Jis;:y . .s_e C 0 I!! III e r0-lLt 1. (} n f (} r· S ~J E d eve lop rn e n t 1 n
t'1alawi 1S fo!- governmer~t. to establish a set of incentives whicll
!. fl..k~~--iJ.l t.£ a ~~ 0 u I.!..!:.-.....IP ~_ n e (~ d san~L..<.: 0 n ~ t.f' a i n t s () f t h I.~ S ME s. .:., c tor- 1

a fl sL.f!. 9.~_::.~:1(J..1:'.f!l.~;.n.;:. :? t.t~;t t ..>::..&.X.. {qX. __tt~~L_.~ e c tor _~.tlj..:~ il W(l U1 d g u ide the
(~i.1~3~J::i~!:::..l.CJ n s_.._('0~_~'i:~.tI~ ..__ ..':l e :!..e 1 2.E..T;\. (: !~"_i.r) s.0.:.. t u.!c__to n :i . This stu d y bas
provided the basic information to enable the Ministry of Trade,
Industry and 10urism to begin developing d strategy for promotIng
and 3 eve 1 0 p i 1l g t it e S MEse c tor . I n vie 'y () f the c han gest a kin g
p 1 G. C t: 1 11 t b f: e c () nom y, ~_~.__..J=~S 0 mm e n.Q......t b~__e s t a b~L?. hJ!l....e n....!......Q..f.. a
..r~-&.~!.L~u:JJ:' __2.~_.E.~! a!~~Q .~_~~t.L:? Li.:~!:ll._ d a..t a J~.a n ~.-J~2.£J 1ann i .D-K .. a (_.2.9 t tl.-__!..!1:.~_
.1..:: a ..~l ·~~~~_E~ __~_.~~~.!~_~~'_;L._.~~~3_q._._.~~~!lL __ "'~~ UJ!.P 0 .£...t __() r,z.~~Nrl~i_~_9..ll_2 ri s _1-(:: v_e 1s .

r: he g () v r.: " n:n '~n t pol cc y Cl n d s t rat e g y for SME d eve lopmen tis
pr Im~rlly developed and implemented by the ~inistry of Trade,
Industry and Tourism. Other government, parastatal and private
sector agenc'ies provide complementary services 10 the areas of
~ntrepreneurial tr~inini, business and technical advisory
serVlces and finance.

l\ r a r' t fro m t. h c ?- (: reg i c n :i 1 0 f fie e::;, L .h e In 1 n i s try d () e s not
t1 il vel Ii e fie 1 din f r as t rue t 11 r' e tOt: f fee t i \.':0' 1 y per for mit s
regulator'y fun,:t.iuns, let alunt: to promote activities that VI'ould
assist SMEs. Despite the scaling-do~n of some of the mi~istry's

I"J 6 ultlto:oy funct.ions, such as price control, the ministry has not
yet orient2d its~Lf to promotional activit~es. The manpower
~st8blishments of both the Trbde and Industry Uepartments do not
have personnel with the requisite qualifications and experience
f () r df~ v f' lop 'i. r} g; l,:} n I,J 'f,'.i t (J Hi {) tin g the S ME s f~ c' t () r .

Ove'<"1 r the rnaJor onstr'aint facinir S:"lE de\/elopment at the
1 e ~:J rj 111 1 n, "1 :3 t r "1 (~, vel (: () nee r- n s 1J 1. ann .j n!~ an (1 (-~ x t (; n s i () n .. 'T her e 1 s n ()

evid~nce of ar tiv p planning for the development of the SME sector
{:f thc-' pr-(}V{S10n ()f ;:-::~..~tcnsl0n spr"ViC(~S ~Jt the ~'inistr'Y {)f'fr-ad'e,

Thr:: only]'" f~;-:tf~_nsi()n ser"·vlces are the
} i Tf} I f. t~~ (f ;-1 c1. 'V -1 S n r ~,;" s l-~ C \. i (~f--: S p r' 0 \.' ~t de d L y DE ~1 f\ T T' W!'l.i. c h Y\o~ ere
(1 r .:.. g :: n ~.:! .i 1 Y f·!} ann f:- d f 0- r :-~ U C i1 1 t r <1 (~ e r s .

~;l h c~ r c .1.; ~.:; : i r t h F: :<1 i n i s t r· y () f T r a d e ~ Tn d·il 5 t r}=' and 'f 0 uri S JrJ

" t.': I 'j , ; ~o 5 ,. e d l r e c. t. ion . :\ s h i 1 t. Ln ill 1 n 1 S try p rio r iL i e s f C 0 ill

~·t:·/~;lj;':~\.:;r:·r' ~:1:~:ti\/ttles to fJr-()Tn(/t.~(>n;',-! actJvities 15 recommend.ed,
p :.i r; t i_51 I a rL y 1. n \.' j "w () f t 1-1 f" P r 1. (: f: d p con t. r 0 1 t h a. t has t a ken p 1 ace

f J ;; r' .i !""': t~~ t' h « I. a 3 t t· -yV () :/ f.l ;j(' S . T h t:: v! (j can t IJ () S t sin the t"1 i n is t. r y' nee d
~. ,': rJ e f l! 1 e d d n (1 t (' a j n i n g ;.J 1.) 1 b ere (~ u i r- edt 0 U Pg 1- a dee;.: i s t 1. n g
and n e y..-! per- 5 c> n n (0 '1. t (;. fa {: i 1 i t c1 t. e t'h ~~ f~ 11.i IJ a nee (j f the par t. i c i pat i. n ~~

SME 3e(~tor minlstr"J,es and implem~ntation institutions~ In
}~I 71 t- t J C U J C~ c r-. h e l\1'i rl t. s t. r~ ~'tV '~-:; S m ;:t .l 1. -' Sea 1. e I n (1 us t ria 1 Un i t ~\j i 11 nee d.
rf:~;::;()tJr."(:~·.~s, 21nd ."::Uf)rJ()I~t tf) ad.equate.1..y c:arry out t·he f()llowi:ng
t,()1.~;~~s.
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,- .t t;:A. S t ~:i f.l 1 } s t'1 L r ~ {;:; (~_ .j y n a nt .1. C ~) tV!· E 1 n (1 t.1. S t. 1- i (1 1 P l..J 1 i (.~ Y' [j n d
:.~ v \: ~ fo: \.,; 1 r1 o~~; i. t ~} (~.~ r t (;. (1 i. (". t..l 1 i)-: t ~,) r :~ f 1 e c.: t. e (~ (i n () v·.) C {: l'~ ;3 fi E~ e s

an;1 i () V E~ r" n W f:: n t r; f' :i t j r'" i. t y' ;

p r f} Tn \') tin t~ S .\-1. F: 1 r.f ci u s t r 1 ':'-1 I a C' t 1. v i t 1 e $ b y" est c! t) 1 i s 'h 1 rJ g
fl~,';;t,:~:iJ l.ncent l..ves r~t~ tt~Vrint t(y ttle SME St:c·tO!~ ~ind {)t.tler
inCf'rit...t.\·(OS Sl.}C·tl (."l.S f:1fll. ~)r"(JV1S1(Jr} (If cT"ed ..i.t 1 ad.visor"y
:'; e r';l ,~.: i.c~:s, ,. (' sea [" c handin f r as t rue t u r e; and

1.1 Ii rutH :,) 't t ,n g t 'h ~_'_'~ (1 (;' 1/ e' .1 () PI rn ,e 7.t t (l -rs ~1E (; n t. [' (~ £) l"'erl ~.? U. r s t, y
l ,.'5 f .. r'.l t t ~f ~~{ i f'i ~~~ fl.'(· '~. () t" 1 t y" ~~ ~'1 'F; t r a. j n i It g E\ C t::~ ~::l S El !) d S U J) I) () .r t i '[1 g'
-:; 'r x' -t:':. ,r~ r· f~ r'j t:':~ Lt 1'· ~Jn (j () fl·' t 'b f: ,J () t) t r a, ,i :n i r~ g I} :r~ ()g' r fl mrn <,~ s ():f

H F f! I, ]1: TS, ;j, n d t h i' e )<:p and e d D E 1'1 A T 'T .

i H t h ~-: t J c· t t i \_\ f .,~~: n S .J (J .n s (~ r \.' J, C' e s \..J 7~:' r'" e t-'- 0 mmen d t hat t h (-';
'~'" ~ ..__.._ .. ._..__,~ _~._,••__ .•,_ ~_••_ ........o"'_" ~~..•__ .• , __. ~__ ~o ~'•• ._

r~~,_f~ ~3 ::.:.~}_.~_."'i tj.~ !3_~~1~~.~:~E:_~~,_i:.)~f J2.E·~l}\~r rf.~h e_-:~ lOkr () \/ e (1 Ef rl (1 t; X F; a rl d t~ d tori 1- 0 \.: i d E~

! ,.t~~ __.._~i.:~tf~_ ?_~~~,~~__t..._~:~.~ __~ ..:f~_~_lt .._.~~__.._!i._i C! ..f:;.l~~__~!:!..~~ .~? t._~~ u sin e s? and t e s:: h n i c: a.l
._~.l fl ~; ~. >...~ }_.~~.j" :.~_::.~!~~._\:.,_~¥:. (.. 'I'l1 {~ I-J r C} P () S f~ d s t r u. c: t u rea n (1 C tj v era g e 0 f the
(~.. ;;,,: r; n fi d F {i DE~1 ;\ 'f T' J ~3 (1 1 ::; C !..-1. sse ~1 1 n s eo c: t 1 () n 6. ~~ l) f the r" e- p Ci r t ~

,.~~~E kJr'f)IH(}t l.fin ;.~n(j sU.f.>F~()r·t i..nst~ituti()ns <:1.re g'eared to
; 1 r~ .;') \:' i:.1 i. I')~: ~J n ~, ~o~i, u cas S IS t a r~ c f~ \t-i: t h v (~ c y' 1 itt 1 '2~ () 'v e .r .1 a. p .. C .r~ e, d "i t 1 S

[.'J: j, >- \i J ('1' r-: ~ 1 2, ::r' ~-) 1:,' n() fi,.°1 i"j(: ('1 r ~\i i) E F~1}::Ir..,1 D) 'b e i. n g: s f~ r' a. rat. (~ d. t) y 1 0 <-1 T} s i z, (~~' ; t: ()
l,:~ !~, rn '~ t· t t:' n t :'i'I E:[) I a -f 1:..'1 Ft 'f S .P r () v 1 (1 f~ s t ;:1. r t ~" u, ';) c' r" e d. itt () t rl e 1. ,r

,~,li:'.i ~',; .t n t~ ~,':.; :,:!; 1:1, Ii (j t C'.. (" h n i (: (,j. ] El <1 VIS 0 r y' S f''Jo r v j to (~:.~ a 1)d. t t' {] 1. r) 1 r1 g~

.. ;i h~,? DEMArl', R~rS 3!ld MEDI where the divisic)[l falls
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oft he pro J e c t sea n b e un de r t a ken b y SED O!'-; ;;~ lH1 IN11 E FIINnor the
Pr'O P (1 sed expanded and r e c () n s tit ute d DEMAT T . y:.~ __ r'_e C 0 mm e n 4. that
.€iQv...!U' omen t s hou l.:i_~!.].l(tL t he J:..e?s i bj:...l i t: y 0 f set t i n..JL..ll£ a gUB ran t e.~

scheme to secure the e00Der-atioD of the two commerci<'tl banks to
-_._---~_._---_.._---,-~.--........--~---- ---
~~_t a b Ii-s h~. W 0 r ~__L~1..Lf3...£.i.! a 1 _fa c i 1 i t...Y f 0 r SED OM and I tl DE?UN D.
.!...enl!..:.::lo~.!L cl ient? and .~1EDI and RTS graduates I so that the
r' e"'§'.Q..l.l_r.p~:s _..2.L the t rd.€:~~_i il.:'i t i t. uti 0 n sean bed e v c ted t 0 S~E fix e d
c80ital formation.----...._----------_._-----

At present most of the demand for investment capital is not
met by financial intermediaries because of a number of reasons,
including t.he fo! lowing;:

(8) limited financial resources for on-lending to the
Sf:~c>t{)r; fi!Jd.

(b) restrictive lending policies of SME financial inter
mediscies and commercial banks which limit lending to
the sector and/or specific types of businesses.

During the coming five years there is going to be a growing
gap between the projected SME gross fixed investment and savings,
which will be difficult to close using current projections of
credit. There will be Deed to find additional resources through
raising the savings ability of SME entrepreneurs, improving
savings mobilisation and delivery of loans by financial intermed
larlt~s> and aLlocating additional. funds to credit: institutions
-for on--lending to SMEs.

The role of the 5ME development financial institutions
ShOllld be to help overcome the financial constraints and barriers
facing the sector. However, the concern with financial self
sufficiency to achieve operating cost recovery for SEDOM and
INDEFUND. by both donors and government. conflicts directly with
development objectives of stimulatirg desirable sub-sectors o~

SME or types of businesses. Cost recovery objectives favour
funding more urban and simpler) less risky mini- and term-loans
and thIS 15 a constrRint 1n expanding into rural and high risk
diversified project term-lending portfolios.

fn view of the high cost of delivering credit, the SME
-- n ".; .,.., l' r.;." c> d .j ~ • e s "1 1 1 '.., k d d ~ 1" ,. ~1 b'" t_ 1 ., a n c 1 a 1. 4 .," '. 'C. <. m,_ •.~ a r 1 "'I -'- J.~. mae ere. 1 rea .... :t a " a .... ~ a Ie ~ 0

the S~1E sector wi thout assistance in financing the cost of
delivering credit.. ILct-edit is to be made readily available
~hr~.~.c.gJi<?_ut...th~. coanJJYJ £9.Tticularly t}.~ rur~J areas , the cost of
d~J..Lv~_Ij_.!li£ cr:._~..:.di.t_.E!aL_.1lave to be financed in the same way
;~.~_:dJ_·"-h 0_) <~ e r..? g r ~..:--::.~Lt.J:l r' e_c;s e d it .. i s financed.

An alternative way of financing the cost of delivering
credit 15 to provide the SME financial institutions with a large
spread LD ttlf':" interests at which thf:Y raise money and lend t.o



SMEs. Both SEDotrl and MPSCCO havE' De'''':D givf~n the maX1IDum possible
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largely un':lffectl~d by the J imited government strategy for
developing the sector and lack of adequat r information on the
sub--sf:~ct()r for planning purposes. Botb i'lstitutions t..;ere
occupied with establishing an in5t~tutional capacity to extend
credit. Cr~djt disbursement has so far been limited while staff
wer~ heing trained and systems established. For training and
Sllpr.:ft.'lSion rC':,i30ns the portfolios of INDEFUND and SEDOM are

concentrated in the bDuth. particularly around the city of
Blantyre. However, It appear's that the concentration of SEDOM
Hud INDEfUND loans in th~ Southern Region is also due to the lack
of government gilldance regarding the distribution of credit so ~s

toe n S 11 n: t h. a tit. (' () n f () rillS wit h the d eve lop Ul e n t s t rat e g y 0 f the
(: () ti r~ try' (..1 S H W h f) .1. f~ (s f.... e r- ~ C; 0 illmen -d a t i O"fl i rl sec t ion l.. 1 ) ...

Credit should be available at commercial rates for any
entrepreneur who requires it, but because development can be
faster in certain sectors than others credit could be used to
promote the desirable sectors while being withheld from over-
crowded sectors. The recommended basis for business promotion
rh!"'ot;gh crerl,t f'JCll1.tles couLd be to make cr'edit available for
a{:ti~..;!ties < tlCtl are~ likel).! to gerierate a high rate- of employ~me.nt

or USI~tO( --lJmaterlnls or/and s·~~t up back~.ard and for'ward

11) thE~ are~ of business and technica advisory ser'Vlces
flna.nc,:'i ;.11 int.f~;r·rn{~r:ii;::t!·.i.f:.~S' ~:;t?:r\·i(;(~s ar"e luostl)" gea:rf~d, for th.eir
b rrawers. DEMAYY requires broadening of its functions, beyond
advict:: t,o cueal trarlers, to include a full range of business and
technical advisory serVIces. The advisory services of MEDI and
HIS hav~ so far been ~onflned to their graduates due to lack of
res G U r c c S ' T r: add i tit> n, non e 0 f :_ h e ins tit H t i ;) n s h a v e a d e qua t e
Tt}hr!t)()~!f~r~ ~~:itr_ tbt~ {~~~:r)(~rience to .prf)vide the tusiness and
~ e (7. h n i C' ;:1 1 (1.•j '\7 i ~; () c :( s: t-: r' v· ice s. d f~ e me d nee f'; S S a r' ',y' ..

Fpwpy· than 5% of the sample have made use of the serVices
(, Cfcc c d by:·; E D0 Pi ~ DE:>v! A T T, I NDE FUND, 1\1 USC C0 and ME DI . B 11 sin e s s
f:l n ~j t.(~ (' h Yj ;. (." ~:1 1 <) (i vis Ci r .Y' ~~~ ~{ ten S .i 0 I:l S f.~ r v i <:: e S £1 a "',/ e bee n 1 i mit e d. t l)

thr' tcat!,np, 51":ctur, ;l] though the ()vprall strategy has been to
devf~iop th;c: pro:iuctive sector-. Credit access has been limited
}JY h()~h avai]~bi.lity of f~nds ar~d t}le laCk of resources to
adminisl~r an extensive credit network. Other essentiai
incentive programm~s are either lacking or not comprehensive
enouf:h '.0 havf~ an impact on development: of 5ma11-- and medium-
Sl-·U E~ ~alawia'n ent,reprenelJr~s. Overall~ the 5MB su?port
tns Jt:l.,t,ilJnS f~ac0 COTJs'traints in project identification,

- .
1. (jf1 an(J mo.rlittlr~.il1g~
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,~ SME Development

Lh2 entrepreneur~s fa<:e a TIllmber of major constraints 1n
s art ng. runnIng and expanding their enterprises. The magnitude
of the constraints faCing the sect~r is demonstrated by the
en~reprerleurs perceptions of the greatest problems during the
three ph'-ises 01 initial investment:, cUJ:"rent operations and
exparlSlorl (lr improvement of businesses~

More tl1an ha,lf of the respondents to t survey recai:ed
that obtalf1irlg funcis for ~t}ejr capital "investment was the biggest
problem in startIng thei,r businesses) while as m·any as 31% were
confronted with other barriers while trying to start up their
bUS1rH~Sses. These included: attracting customers (9%). acquiring
gnorls and raw materials 6% equipment and parts ~upply (5%),
I) r f~~ u :1~:; e S (j rt (1 I ·1:1 rl (j. ,4 % l' I'E! rl S}> (1 r" t was am. a i'n tl a r r i e r f~ 0 :r' :3 % of
the e;ltr"eprenellr"S and the nstal.lation of equipment and machinery

R()ughly the same barrIers or problems were mpntioned for the
(fay to ddY rUfloing of the buslne~s as WL~e mentioned for

ci {}f maki.ng the initi.al lnvestment and getting the
::;tc1 ted. GustOl1ler pr()blems oeC'le more frequentIy 14?6
ggest ~ar~rl~r t running the husin~ss compared to
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Increasing from 6% t()

while 27% say t31e
()nl~/ with r·f~gar:d

.1S thE~prot)l{~ni

t r.,H

More i.han half of intervj~~~led

rn () s t
lliif:ntloned that the purc:hase of add; tional

f?mpl.()Y more skiJled
short suppl.y rather() f

l II t (~n t () n.s f () [' (; }{P Ft II S 1 0 n f:i 71 (11mI>r 0 v e me r~:L, a rna. j c, r
a, f' C y' 1 ii -b U t in () s' t fJ 1 a rl S ], S a In 8. t. t e t"l. () f Tn (" n E~ )~ ina t

pr~)vi,dlng l1ew products or services~



111r1 t,e Impro'ved if they themseJ.v s ilad

lJSbVi

r~i,r~lng of trainers (J('

A high propoI~ti n (}f

wn bUSltleSses after tra Ding.Ll.P tnf:' r

th

flf~d If1 trlE::

t
f C) r

be erlcouraged to develc[ the~r

Iylanning) appraIsal and monitoring,
Lnp~Jt5 on market 1 raw materia and

o pr'ovide tllc necessary business
planning stage~ For small

Id be enc'ouraged to use DEMATT's ~ €~:d

deIltificatioTI of potentia,l

y n

n

FC.E AD

{lin

f ,e,~ () v {~,~,'"' ,n f11 'f.: t: t we ret () b u i:. c! s 11 (~h ;.1

t:rl(~ l)o·i)lt ()"f \/if:\..q ()J.:" f~~trt:?pr'eneur's

arE ~ilterpr·j,se entre is most 11.kely
meet the reqlJlrements 01 specific



rot f

was the next most
fr'equ~ntly mtntioned pr()hlem b}' er'!trepreneur~s ill al.1 stages of
S ~1 E n "'\I' (~ s t r.nt:~ [1 t. 1~ [1 i sis ;>1 g f: nf~ t' a 1 t:~ c: CI ft () 'tTI 1 (: f) r- ()[;1 f·: 111 J (1 11 f~ t () t:hE,~

stru tur'c of markets whIch are domInated by a few major holding
compan'les 8Ild tllei,r ommercial OUSIllesses. It IS r~commended

benefit
"lnd the small

e~on0!ll(ca ~1"J:.
large firm which would

business which renders the

D{)[S ar(~ flot (lew t{:~ the pressing lssues confronting the
ME Sf~ rn Malawl All the major SME development institutions

t~ \.' ('~n lnl l;:]tt.~\j \~: ttl tllf~ f~inarl(,:l,al a,fltl. t{~(;}1ni(~al SllPI)c;r""t of'
:jCJnor's. fr·tlt~ ontlntled S\lppOr"t of donors IS vi.tal to the promo

lc)OaJ ~:ff()rts beIng plann~'d for the sector~

some JDors on SME development institutions to
s f sufficIency appears to force SME institu

hplr serVIces In rural and remote areas where
vcr ng serVlces IS highest (see Sections 4.4



CHAPTER ONE

INTRODUCTION

1.1 Background and Justification

Malawi is a IB~d-locked country~ 80me 900 kilometres long,
varying in width from 80 to 160 kilometres and covering an area
of 118,000 square kilometres. The population in the 1977 census
was 5.54 7 .460. The populatioD is unevenly distributed,
refl~cting tbe topography and hip+ory of the country and regional
variations in the stage of econoaic development.

Before independence in 1964 the country was a mono-economy
almost entirely dependent on agrlculture. Soon after
independence, diversification of the economy was initiated by
emphasizing algo the manufacturing and service sectors. However,
the government promo\.'on effort was concentrated on the modern
BDd large-scale parastatal and private sectors and not on the
9_811- and medium-scale informal sector.

Until the end of the 1970. large-scale enterprises
contributed considerably to the growth of the entrepreneurial
sector and the economy 8S a whole. But of late, the growth of
the sector has slackened. Tbe inability of the large-scale
f'H:'H.:::tor L) solve the emerging problema of off-farm employment and
income generation WBS becoming obvious early in the mid 19708. 1

As a result~ government began re-orienting its emphasis from
1.'1rge-scale enterprises to 8m811- and medium-scale (non-farm)
enterprises (SMBs) during the second half of the 19708.

In general. the main virtue of SHEs is their creation of
employment at far lower cost than large-scale c8pital-intensi.ve
operations. Furthermore. SMRs use more indigenous skills~

materials and technologies and. to the extent that the bulk of
SMEs are usually found in the countryside J they help ra~8e rural
incomes. thereby arresting migration to urban centres.

As beneficial as SMEs are to the economy there have so far
been mixed results in attempts to promote them. These enter
prises see. to be fraught with three major problems. First,
governments of many developing countries have only the vaguest
idea of how 5MBs are managed and operated, fit into a coherent
development strategy, and can be promoted and developed to.ake
the best contribution to the development efforts of an economy.
Second. while their principal need is for credit and business and
technical advisory services, these have not been readily

1 World Bank, Malawi.__-Basic BconomicReport, Washj,ngton,
Ii , G " 1982



available to them. Third, where the services that are most
needed by these enterprises are available, they are often not
effectively delivered. Government ministries and departments are
generally neither well placed nor do they have the capacities and
capabilities to deal with small business problems which, by their
nature, are diverse and localised. Similarly, Poo-governmental
institutions have not had a clear idea of how 4 0 go about
rendering financial, business or technical B88i~tence. However,
there is aD overwhelming agreement among policy makers; aid
donors BDd economists that the effort is worthwhile and that what
is needed is to give the SME sector the necessary push and
infrastructure for it to effectively contribute to economic
development efforts.

In order to facilitate the development of SMEs in Malawi , a
number of institutions have been established during the past
eight years, specifically to provide finance) business and
technical advisory services and entrepreneurial training. These
are the Investment and Development fund (INDEFUND), the Small
Enterprise Development Organisation of Malawi (SEDOM), the
Development of Malawian Traders Trust (DEMATT), the Malawi UniOD
of Savings and Credit Co-operatives (MUSCCO) and the Malawian
Entrepreneurs Development Institute (MEDI). Financial services
are aleo available from institutions which have been in existence
much longer, such as the National Bank of Malawi~ the Commercial
Bank of Malawi, the Post Office Savings Bank, th~ New Buildinq
Society, the Invest_ent rod Development Bank aDd the Government
Loans Board,

Despite the numerous institutions that have been created to
serve the needs of entrepreneurs in the 8MB sector, there is lack
of information about the small- and medium-scale enterprise
sector in Malawi. For detailed planning. accurate monitoring and
evaluation of small- and medium-scale enterprise projects and
programmes. and indeed for a comprehensive understanding of the
sector and its potential Bnd proble~s1 accurate information must
be available to the institutions (such as government, banks, SME
development financial Bnd service organisations and donors) that
deal with the sector. In view of this, the government requested
USAID to undertake this study, under the READI Project.

1.2 Description of the Study and its Objectives

The study deals with policies and programmes necessary to
promote the growth of the sMall- and medium-scale enterprise
sector in Malawi. The major objective is to provide a framework
for pro~oting the sector through:

(0) aD analysis of information on tb~ current state and
needs of small- and medium-scale Malawian entrepre
neurs; and

2



b) a shared understanding of the objectives. iSBues.
CODBtrainta BDd prospect, for growth of the sector
a_ong 8ME support organisations.

The study involves 8 critical review of significant
constraints and barriers which impede the development of .m.ll
and medium-scale enterprise in Malawi. The major effort of the
review is directed toward so analysis of the impact of the
strongest barriers to rural based enterprises and agrobusinesses.

After demonstrating the critical aspects of the constraints
and barriers and their economic effects. the study will apply the
evidence to an exploration of the area for improvements in policy
implementatioD , including recommendations for new or refor.uIeted
policies and development programmes. ThE analysis and corres
ponding recommendations arise from a view that is committed to
the promotion BDd growth of the rural and agrobusiness enterprise
sector, while being consistent with the development strategy of
tre whole economy~

The critical review of the significBnt constraints and
barriers impeding the developeent of the SME sector focuses on
the following core areas:

raJ barriers to entry into l Bod constraints impeding the
develop~ent of, 8~all- and medium-scale enterprise;

b) impact of government laws and regulaticDs on 5MB
development;

c profiles of Malawian SME entrepreneurs;

d) demand for credit by small- and medium-scale entrepre
neurs;

(e} SME savings capacity and sources of credit;

f) demaDd for and supply of business and technical
advisory services; and

(g) institutional ~D81ysi6 of 8MB policy, savings and
credit institutions.

1.3 Research Methodology

The study started in January, 1986 with the recruitment of
librarians who undertcok 8 survey of studies (SOS) on saall
8Dd medium-scale enterprise development in Malawi and elsewhere.
Following the SOS. 8 degk unit study team (DUST) composed of a
team leader. an economist, a statistician, 8 sociologist BDd a

3



bueioeeSMan. was contracted to carry Qut aD SME-needs assessment,
involving govern.ent. financial institutio05 t donors and SME
representatives. and to design the study. DUST identified the
seven core-study aress for further investigation and analysis.

Seven principal investigators, one for each core-study area.
Bnd a study team leader were engaged in mid April to carry out
the study. l'heir first task was to further research the lite
rature, Bnd it was soon apparent that there was reel need fora
aore detailed national survey of 5ME-activity.

Survey Design

With the proposal to survey agreed upon, each principal
investigator was given the task of drafting outcome statements
that would Bummerise their conjecture, together with skeleton
table requirements for subsequent analysis of the eventual survey
results. TheBe materials formed the Lasis for constructing a
field questionnaire.

Next came the problem of hr"fJi to sample 5MBs active owners"
or partners in SME::.. To a larg>~ extent the choice of methodology
was prescribed by constraints in budget, the skills available
and, most critical, timing; results were required within montbs
rather than years Bnd skills were available only from July to
September, 1986.

A Major problem was that there is no explicit population of
SMRs from which t~ sample. SEDOM, DIMATT, INDEFUNDand business
licensing Buthoritif':s provided lists of businesses known to them,
but these in no way cover all SMEs.

An area probability-sampling scheme was considered bu~was

rejected for Ccf~aBons cf logistics and cost. Such a scheme would
have b~en statistically more desirable but would have involved:

(8) a division into smaller areas, such as the enumeration
areas (BAs) used by the National Statistics Office;

b se.lection of a probability sample of RAs; a.nd

c) pre-surveys of each of thE selected RAs to establish
the population of business-types within those selected
EAs,

Only then would it be possible tc draw a genuine probability
sample of SMEs and then there would have been the much great~r

practical problems of accommodating and moving teamsb h within
and between EA.s. In summarY1 there was not enough time,
resources nor expertise to do all this.



The scheme finally adopted was business-type quota based,
and strictly speaking was not a quota sample, for the numbers of
en~repreneur8 within each bus~ness type are also unknown.
Nonetheless, the survey did make every atte.pt to represLnt all
major business types throughout tbe country, and provides
considerable information for any future surveys that can afford 8

more rigorous sampling scheme.

Thus, because this was not 8 probability s8mple, we are
unable to estiaate the absolute distribution of business types
in the country. When quantitative infor_ation on the distribu
tion of SMRs does emerge, as it will from the 1987 Census of
Population and Housing, the results of the survey can be better
generalised. Meanwhile, since the main objective was to investi
gate the problems that face SMEs, this survey can reveal and has
revealed differences between sub-populations.

1.3.3 Survey Organisation

The country was divided into eight non-overlapping and
exhaustive zones (see map on page 6). Each zone was assigned ~

team of five persons: four enumerators and one supervisor, with a
vehicle. to cover that zone. Each team was to conduct interv±ew.
with SMEs in and around pre-determined trading centres in their
zone. The four-week period from July 28 to August 23 1986 (22
working days) was allocated for field work.

Enumeratore were recruited fro. the undergraduate student
population at the University of Malawi. Supervisors were
selected from applicants for the positions. These people were
not undergraduates, but older persons chosen for their organise,.
tional skills and initiative. All field staff underwent one-week
intensive training in the purpose of the survey, intervie~ing

techniques, the questionnaire itself and its translations into
Chichewa and Tumbuka, and the field-procedures to be followed.
All staff also conducted a series of .ock and practice interviews
at and around the training centre (Bunda College of Agriculture)
and some parts of the city of Lilongwe before going into the
field.

The supervisors' main tasks were: to arrange interv~ews for
their enumerators on a day-to-day basis, to check their work, to
make regular twice-weekly returns of batches of questionnaires to
headquarters in Lilongwe, and to keep the team on its pre
determined itinerary. Businesses were not selected a'L random;
rather, supervisors were instructed to use listings of businesses
which had been provided by SEDOM, INDEFUND, DEMATT and business
licensing authorities, together with local inquiries they
themselves would make, to achieve a reasf,n:.l~'\~ihle balance in the
business types in their zone.
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The recom~ended system of service centres consists of:

7
15
84

Dational centres
legions] centre
sub-regiousl centres
district and/or main market centres
rural market centres
village centres (number of centres will be determined
at district planning level)

Blantyre and Lilongwe have been designated as national
centres due to the concentration of commercial functions and
government functions respectively. They contain functions and
services which have a nationwide influence area. Typical service
fal iIities include central government functions, specialised
health care. tertiary education, business, professional and
persona] serVIces; international transport and telecommunication
links.

Regional centres have an influence area which extends over
five or more districts and their facilities include large-scale
wholesale distribution and warehousing, regional ADMARC office,
specialised retail shops, etc. Apart from Mzuzu in the Dorth~

the two national centres, Blantyre and Lilongwe, are also
expected to provide functions of regional centres and all lower
l,eve1 functions~

~UD regiona~ centres have an influence area extending over
two to six districts. Their fUDctions include manufacturing,
agro processing, some commercial, business, professional and
personal services, vocatIQnsl training establishments and
community services. The seven centres which have been designated
as sub-regional centres are Keronls, Kasungu. Salima, Mangochi,
Liwonde, Dedza and Befigule.

District and/or main market centres extend over an influence
area the size of at least one district. Twenty five locations
have been designated as district and/or main market centres and
their facilities inclu industrial infrastructure, some banking
fac~lities. sgro-input warehousing, specialised retailing and
wholesa~ing. Ten are centres of a higher hierarchical level
(BleDtyre. Lilongwe, Mzuzu, Karonga, Kaaungu, Selima, Mangochi,
Liwonde, Dedza and BanguIs), while another ten are district
8~miniBtr8tive centres. The other five centres are urban places
weich have developed commercial functions on a reasonable scale
Bnd which are located in strategically good positions. These
five centres are Euthini~ Mponela, Monkey Bay, Ntaja and
Phalombe,



Rural market centres are the hub of basic economic activi
ties where rural inhabitants sell their agricultural produce and
buy the goods and services they need. Their services include
small retail shops, post office, health centre, mobile bank
services, multi-purpose community halls, ADMARC facilities for
agricultural input and output marketing, etc. A total of 84
rural market centres, 21 in the Northern Region, 33 in the
Central Region and 30 in the Southern Region, have been desig
nated by the National Physical Plan. Rural market centres are
the lowest level that SEDOM, INDEFUND and DEMATT (or the expanded
DEMATT) are intended to serve. 1

The Bbo~e hierar~hical settlement structure is already being
promoted and developed by government through two ongoing projects
the Secondary Centres Development Project and the National Rural
Centres Programme. The Secondary Centres Development Project
concentrates on the development of regional, sub- regional)
district and/or mai~ market centres in the hierarchy while the
National Rural Centres Programme is restricted to developing and
improving rural market centres.

2 .1. '" Structure of the Economy and Role of the SME Sector

Structure of the Economy

Th~ structure of the economy of Malawi reflects the balance
of resource ~ndowment. The country is b~tter endowed with arable
land) favourable climate and unskilled labour than with minerals,
capital and technical skills. Agriculture provides livelihood
for close to 90% of the population. contributes just under 40% to
the country's gross domestic product. provides 88% of its exports
Bnd accounts for no less than half of recorded paid employment.
Within agriculture. smallholder agriculture. mostly subsistence,
exceed3 estate agriculture as a producer of foodstuffs, but not
as a producer {}f export crops.

The other significant sectors are manufacturing and distri
bution which produce and sell the secondary products for which
demand is stimulated by incomes originating in the agricultural
sector. Public and other services also constitute a significant
sector in the econOIDY~

There have been major structural changes 1D the economy
between 1967 and 1985. The share of agriculture has fallen from
51% to 38% AS rising incomes and demand have stimulated rapid
expansion of the seconda~y and tertiary sectors. In addition,
agrlcultun~ has lostgrotwd as a result of the slow rate of
expansion of output in subsistence agriculture. This is eviden
ced by the decllne In the share of subsistence agriculture in GDP



from 36% in 1967 to 25% in IS80 (Table 2.1).
nents of G~P remained fairly constant during

The other compo
this period.

TABI,E 2.1: SELECTED SECTORAL SHARES IN GDP

1.~_6l ... _.._.._.. :L§1..1.;L..__. 198O .__.. .1.l3 8 5
Agriculture 51.1 44.9 39.4 37.7

(Monetary 14.7 13.9 14.5 8.2)
(Subsistence 36.4 31.0 24.9 29.5)

Manufacturing 10.9 11.2 12.0 12.5
Construction 4.0 4.5 4.8 4.3
Transport 4.9 5.1 5.U 5.7
Ser·vices 13.0 10.5 11.1 10.8
QJ:_hf:..L .. _.._ __ ._._ 1 6_:.._l ....f_3 .:JL . 27 . 7 ? 9 . 0
fL?.t~I ..__9J2.e__ _.. _ _ _ _ __.._ l~.Q_.r~:...Q.... . .l QSL~~ 19 0 '. 0. ..1 0 0 ~Q_

Sour'ce: Department of Economic Planning and Development

SM£ Capital Formation and its Financing

Not much has been written about the size and significance of
the SME sector in Malawi. From the little that has been written,
it is not possible to establish the size and structure of
investment in the SME sector. The level of monetary investment
alone is probably small, but taking both monetary and
non-monetary components into accou~t. the magnitude of SME
investment is sizeable. 1

Similarly, the literature has li~tle information on the sIze
ana significance of SME savings. The available information on
the probable average savings rate of the sector i dicates that it
is fairly low. Domestic saving rates for the economy have
Bveraged 3-5% in the recent past, reflecting high inflation
rates, relatively low rates of economic growth and the unsatisfa
ctory performance of the economy.2

In order to have an idea of SME capital formation and its
tlnaocing, attempts have been made using the national accounts
figures produced by government to estimate the size of SME
investment and its financing during the last few years.
The method used was to estimate SME investment and savings using
1978 national accounts figures_ 3

Chipeta, G.
Exposition Press)

( 198' ,
• L 1. ) Indigenous Economics (New York:

Ban k, ~~J~Vi .L__':'~~~Q.n om ~ c
An Economic Memorandum,

Recovery:
1985

Resource and

3 Estimates of gross fixed capitRI formation, broken down
Into large. medium- and small-scale components, were last
published for the year 1978 by the National Statistical Office.



For medium-scale fixed investment it is assumed that all of
It forms part of SHE investment. However, for small-scale fixed
investment further adjustments have been made to the data because
the indicator- for small-scale investment is construction
consisting of both dwelling units and business property. In the
absence of information on small-scale fixed investment in
dwelling and business construction, estimates have been mode on
the basis that construction of houses accounts for a higher
proportion. probably 60%, than the construction associated with
SME businesses (a ratio of 3:2)1. The size of SME investment in
1978 is, therefore, estimated at about K4.7 million (i.e. 2/3
small-scale plus all medium-scale invest~ent). Applying the
average growth rate of 13.5% per annum for small-scale investment
for the period 1978 to 1986, the current (198bj size of invest
ment is estimated at K12.9 million.

TABLE 2.2: GROSS FIXED INVESTMENT AND ESTIMATE SME INVESTMENT,
1978 AND 1986 (K MILLION)

247.1
1978 1986

307.8
196.2
111. 6
85.9

N/A
25.7
12.9----=

149.0
98.1
87.8

l.0
9.3
4.7

Gross fixed investment
Public
Private:

Large-scale
MediuID'··scale
Smal1'scale

E S .:LL-n ~t~.i1~"1 E .._i n v ~ s t m~n t_. , , ".__

Source: Department of Economic Planning Bnd Development, and
estimates derived from government figures

The technique for estimating SME savings involves applying
an average savings rate of 3%2 to small- and medium-scale sector
GDP at current market prices. Assuming that business savings are

The 3:2 ratio was obtained b} ~~pr~ssing bu&iness income
as 8 percentage of total income, excluding wages and transfers
using information contained in National Statistical Office,
~'a tiona 1 __~ a_~..P_L~ __,~S_ur.v!'::..Y_.Q..LMr.,i c ult~ rh_1980 11981. Zomba, 1984.
The survey was limited to rural areas, but given the low degree
of urbanisation} the proportions are fairly representative. The
ratio of farm to business expenditure was also 3:2.

2 World Bank, Malawi - ~conomic Recovery: Resource and
E_qt:Ls:_:c~?:ie_~5t~J ,!.':!.L,_.~ '_9.P_2.!D.J:..s:_.Jiem.0 r U D_d u!! , 1 9 85, p, 4 0 .
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proportlonal to the snare of business income in total sector
income, SHE sBvings were calculated as 2/5 of totel savings. l

TABLE 2.~: SME SAVINGS ESTIMATES, 1983--1986 (K MILLION)

t978
S~1E sector GDP
at ~u~reDt market

prices
Savings (3 per

of sector

404.4

') .;
i~.

586.3

617.6

674.9

20.2

797.1

23.9

931.8

27.9

1064.2

31.9

SHE business ~2vings

{Two-fifth of to'al'\ 4.9 7.0 8.1
--lo_.~_~..,_."...__.•_._•._. ~'~ "_,_~.. ,,, _._._._._.__._~ ••"._._ ~ ~._,,_,~~._~._... __.,.~.,.J-_"_,~~_.__~_ '_~. ~_ .._ •.~ .,,',.._. "...~.~._.__._. .._..__......_ .._,~.__~ _ 9.n 11.2__.c;:;:. 12.8

Source: Department of Economic Planning and Development and our
estimates

Until recently, SMEs have had little access to formal credit
for starting up and expanding businesses. Information on
commercial bank lenaing to SMEs is not available. In any case
the number of advances from commercial banks going into SME
investment is perhaps negligible as commercial banks do not lend
for start-up capital nor to persons without banking track
records, such as many sroall- and medium-scale Malawian entrepre-

SME investment has, therefore l been funded largely by
savings during the past years, as confirmed by the large propor
tion of entrepreneurs :in the READI sllrvey who started their
businesses with their own savings from wages, farming and other
~usinesses. formal credit, of a limited size for 8ME investment,
has only been available from 1982 to date (with the exception of
t~e period 1978/1979 when the Investment and Development Bank
made available KO.5 million through commercial banks).

Table 2.4 gives Information on the financing of 8ME invest
ment durIng the period 1978-1986. Clearly, even with the
establishment of SME development financial intermediaries,
the sector has continued to finance most of the capital for
mation from internally-generated savings. These results are
also consistent with the finding of the World Bank that the
household sector under which most of the 8MEs fall "has been

SME savings are estimated as 2/5 of total 5MB savings,
based on the proportion of business cash income out of total cash
inc 0 ttl e de r ]. ve d fro m ~i.~.;..LtQ.!l~J__..~_~-E' 1 e _.~.y-.~__o f _, U!.:-:L~ u 1 t r !:!~_:1_
_~.~J~tQ.L13.J rep () r t.
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the only one to show 8 cODsistent surplus (savings greater thaD
investments)".l

TABLE 2.~1: SME SAVINGS, INVESTMENT AND CREDIT (K MILLION)

1978 ,.:::.1.::::;9.::::;8~2:.....---=1;..;;:9:..:;8:..:;3::....__.....:.1::...::9~8::...4.:..........__1~,9:::...8:::...5:::..._-.:::.1 9 86
4.7 7.8 8.9 10.1 11.5 12.9
_4>_9 ~., 7. 0 8. 1 9 . 6 11 . 2 12 . 8
0.2 ({La) (0.1) (0.5) (0.3) (0.1)

Est. 8MB investment
Est. SME savings

surplus/(shortfall)
SME credit (INDEFUND
____a n d .§..[QQ.M.l,!____ 0 • 5
Bs. 1an c e ._--..::0;.,..:.:..,.:7:--..

0.8
0,0

o. 5 1. 1 _---:::::1...;..• ..;::.6__2 • 5
o. 4, G::::....'.:....;6:::...__ 1. 3 2 .4

Sources: Study estimates, SEDOM & INDEFUND

* For SEDOM only term 10ano of K3,OOO and above have been
include"

2.5 Institutional Framework for 8ME Development

A number of government ministries, statutory bodies and
private sector institutions play an important role in the
promotion and regulation of the private enterprise sector in
Malawi. Trade, Industry and TouriSM, Agriculture, Forestry and
Natural Resources ere examples of ministries which directly
influence the Qector through promotionsl programmes of research,
credit/financing and the provision of investment incentives.
Others such as the Ministry of Finance and the Office of the
President and Cabinet (Department of Economic Planning'and
Development) influence the sector through the setting of national
economic policies and strategies. 8MB support institutions, such
as INDEFUND. SEDOM. DEMATT, MEDI, RTS, Rural Growth Centres
Project and MUSCCO, are responsible for implementing some of the
government 8MB development programmes, while some large-scale
enterprises (both private and public, such as MDC, Press Corpora
tion Limited, SUCOMA, ADMARC. etc.) could and do playa part in
pro~oting SME development.

2.5.1 Ministry of Trade, Industry and Tourism

The Ministry of Trade, I~dustry and Tourism is the govern
ment agency most intimately involved with small- and mediumscale
enterprise sector, mainly because it is responsible for
implementing government industrial and commercial policies.
For operational purposes the ministry is divided into three func
tional departments; trade, industry and tourism. Given the terms
of reference of the study, the focus will be on the trade and
industrial departments.

World Bank, 1985 p38
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The Trade Department 19 responsible for the promotion and
regulation of Internal and external trade. In this regard, the
department 15 responsible for:

(8) m0~it0ring multilateral obligations pertaining to
InternatIonal commodity agreements Bnd WIthin the
context of Malawils membership in several international
organisations;

Cb) liaising with all institutions which are connected with
commercial activities, such as the Malawi Export
Promotion Council, DEMATT, SEDOM, the Import and Export
Company of Malawi, the African Businessmen Association

ABA), the Regi~tr3r n~ ra~~~~i:3. Di~~~~~t Cnmmis
Sloners for the promotion and administration of
internal trade; and

C! Issuing import and export licenses.

The department has statutory responsibilities over Incorpor
ation and registration of trading companies, trading licenses,
acquisition of land for trading purposes, regulation and super
vision of co-operative societies, price investigation and
inspection and assessing of weights and measures used in trading
operations throughout the country.

As far as SMEs are concerned there are no clear policies or
programmes in which the Trade Department is involved, apart from
issuIng trading licenses, which in most cases has been delegated
to District Commissioners. The field infrastructure of the
department, three regional trade officers stationed in Mzuzu,
Blantyre and LIlongwe, is inadequate for effective performance of
actiVItIes that would assIst the Malawian SME trade sector.

The Industrial Depa r t men t.

The duties and responsibilities of the Industrial Department
are gea~ed towards the promotion and development of manufacturing
industries. The department is primarily involved 1n those
actiVities that f10w from the Industrial Development Act, 1966,
incluffing:

~.a promotIng the expansion of existing indtlstries and the
establishment of new ones which are both import
substitut~on and export-oriented;

D encouraging and promoting the development of Malawian
entrepreneurship 1n the area of small- and medium-scale
1. nd.u.s try':
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undertaking analysis of i.lldustrial investments;

d Bssessing and revIewing industria] incentives such as
tax rebates, ex luslve pratectlon and tariff protec
t i {) Is \

e IncorporatIon and regIstration of industrial firms; Bnd

f licencing; of Indu:stclal fIrms,

The depBrtmer~t has a Smsrl--Scille [ndust·ry {Jnit whj.ch was
primarIly created to.

8 formulate and erlforce government policies In order to
reate a cllma1.e favorabl.e to SME development;

t) promot:e small. 9(~ale io(lustries;

collect ijata and disseminate informatioll pertaining to
the development of small scale ind~stries; and

d advise small- Bnd medium-scale Malawian entrepreneurs
on l.icencing requirements~ raw material procurement!
marketing and financIal assistance programmes~

Th{~ planned establishment for the unit was four officers:
one senIor l.ndustrial development officer, one economist, one
industrial offic:er and one senior" assistant industrial develop
ment officer. The unit 18 currently staffed by only two people
and IS therefor-e unable to deal effectively with pro. tems facing
small a medium scale erlterprises.

SME Df~vel pment Institutions

INDEFUND was set up under the auspices of the Investment Bnd
Development Bank In December 1981 and began its operations in
early 1982 wIth the aim of providing medium-size loans (120,000
to KlOO,ODO initially and currently 130.000 to K150.000) to
Malawi?n entrepreneurs who could not otherwise obtain funds for
projects from INDEBANK or SEDOM due to loan size limits. Its
priorIty funding 1S for projects that would promote exports,
reduce imports) US2 domestically available raw materials,
develop MalawiaD skill~. increase the general production and
productivity of the economy and contribute to creation of
employment. Emphasis was to be upon productive projects rather
than those in the trading and service sectors. However, since
its inception INDEFUND has financed projects in such areas as
manufacturing, Bervices, tou.rism, agriculture, agro'-industry,

22



f"ishing; tracling
durirlg the first
1~at)lt;-; 2.:5"

a n (i (~ () 1:1 S t r' \1 c: t .i () n_ ..
plan period, 1982-1985 are given in

opecatl0ns

'fABLE :~.5: LOAN APPLICATIONS TO INDEFUND AND APPR0VALS

1.. () a n a !J p J 1 cat i () n s r e (~ e i v e d
Luans applications approved
Value of appr()ved "loans (K,OOO)
Funds disbursed (K,OOO)
Average loan size (KJDDO)
ArlrtUa,j r·ejection rate (%

320 203 315 190
16 7 22 26

800 2 1tj 735 "j 059... )

1 '76 423
,

149 .1 787.i. , ,
<) 0 1\ :) 42 54-l._ ,J ··f t:..

c- 97 93 87.30

s () u r" c f~ ~ I NDE F" Ij ND

Apart from operating as a lending institution, INDEFUND IS

al J.o ....'ed by Its charter to take up equity capital in projects.
Howev~r! th-is has not been done yet, due to INDEFUND's capital
structure which is predominantly made up of loan capital obtained
through the Malawi government from outside organizations. In
lCB4 INDEFUNG started to operate a business advisory service as
&ll integral part of its development objectives) with a view to
develof'lng sound entrepreneurship and management skills for both

CNDEFUND currently charges interest of 16.5% on loans, the
d ,"~ rat i i) n G f the 1 0 a n b e.i [j g two t 0 1 2 yea r s w.i t h a ill ax i ill U m g rae e
p t~ r' 1 () d () f'r () 1.1 r y f~ ,[1 r s .. 13 {J r" r- () ~; E~ r s e. r E~ r ·eq II ire' d tom·8 }; e a c on t 1- i b, '1.1 ---

ti,)n ()f at i.(~a~:;t 10% ()f thE: total. (;{)st of the fJro,ject~ -They ml1~;t_

81~;() prOVi{je sc(:urity in the form of debentures, mortgages or

£NDEFCND IS now lmplementlng 1t3 second plan (1986-1988).
The forus of the plan 1S to improve financial performance and
t CI In ~.l k F~ TNDE fUN D s e 1 f- s u f fie i e ,j +: a sadeve lopmen t bank by:
~; securing adequate finance on softer terms for on-lending;

'b~ imprOVing the productivity and efficiency of o~er8tions of
its m~ir: brar1ches -- investigations, monitoring and business and
t~:c.hni{:al advlso.ry S"'=:['Vlces: and. (c'l increasinst: income from
pr(;jf:~ct.s th_r t)Llgl1 cfJ:flucing t}:~f~ r~ate 0-[ arrears and bad debts.

Rati.o of aln()~jnt of ffiC)ney dtle for repayment
the ~~r}d elf' the year- and total repayment du·~ at

y I."a c,
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At the time ~f data
hod fi P, f:l He n t 5

~ra.t~l.E~ 2.fj~

z.--: () 1. 1.. f: C t: 1. 0 n for t b i S ::t t Ll d y ~ I -N!J E F U-~~ f]

~j 1. s t r ;. b Ll t i () n b y i 11 (j U s t r~ y iss fl () w n t n

TABLE 2.6:

29.93969,74930.88

Pro J e c t s An~ 0 un t
No. % Value (K'j %

~_,.,__ ~_"'_' ..~ ~'_~'_'_~~'__'~__~~_'~'._ .. _ ..._~~._~ ~.__...•.. ~ ..__~ .-"'--•.,.::......4"~_._.__~__~_~ -_

19 27.94 640,205 19.75
9 13.24 542,800 16.75
4 5.88 176,000 5.43

10 14.71 579.000 17.87

Food Products

Other Manufacturing
Agriculture and FOI'~9try

Tl-ade, Hestaur"t:int, 'J.nd
SerVICf~S

() t t~ ~.~ t' (Q~l <J r C y 1. n g El n d

UnlIke SEDOM, where the emphasis is in promoting manufac
turing (the first three industries in Table 2.3 above), INDEFUND
pc(}vides funds to all business sectors. Manufacturing accounts
for 47% of projects Bnd 42% of loan amount. Food processing
accounts for 28% of al] projects, but only 20% of loan amount.

Nin~ v three per cent of all projects, and the same propor
tion of IObos, are controlled by male clients. There are only
f iv e f e ID ale c} i en t s, 'oJ i t.b a n a v e r' 8 gel 0 an s i z e 0 f K44, 1 60 •
compared with thp 63 male counterparts with an average loan size

,l.r. terms of regionaL distribut~.on, the south has 60%, cente:r
22% and the north 18% of the projects funded by INDEFUND. The
regional jlstrl'b\ltion of the projects may be a reflection ()'f

population d stributlon which is denser in the south, providing a
r e H d Y m f~ r k e t for' p r' 0 du (' t s wit h 0 uti n cur r' i n g h a u 1 age c {) s t s .
How~vert trle c'listr~i~)tltlorl of projects is likely 3150 to be a
result nf the locatIon or INDEF'UND offic{~s in the Southern
.Fiegit)n,

T h f: 6 .h~ t7 r f).,.1 e (~ t [~ h:3 <1 ere a: t (~d l) 2:1:! .J 0 b S . 1\ g ric u 1 t u r e:1 t. r 8 d e
a [1 r1 () t. {l ~:: r i n d. u g t t· t. f~ S (q tl fl r r"y i n g and cons t r u. c t i '0 n) em p 1. 0 -i' a h i g tl e r
prnpartic)n (}f the luhc)!lr" force than manufac·turing. Looking at
t.he uver"age number nf employees per project in each industrYJ
cons!ruct ton Bnrl quarrying employ the largest number of people,
follow~i by ngrlcultur~; food processing is the lowest, In terms
(,f f.ID.{)u.nt. (if 1()dO it: ~_6_kes to cr·eatf~/s{i\'e ()I1E: j()o) again t.he same

industries which have ttlf~ l~rgest average employment figllres have
t h .f:~ } () 'S-"i (: S t: 1{) a .n ;/ "j () t:-, r [1 t. i ~.') ~
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The Small Enter'?rise Development Organization of Malawi
~SEDO~) was farmed by the Malawi Government. with the assistance
oft i If: E lH' 0 P e H nEe 0 nom i. ceommu nit y, 1 n 1982. The pur p os e wa. s t 0

create BD institution which would assist Malawian entrepreneurs
who could not oth~rdis~ obtain financial assistance from the
commer·ciftl banks and other- financial lntermediarif~s either
[) f~ c~ (1 U S f~ () f t. to} e nat ti to' f.: u f t tl t~ en t (~ r' p r i s e- b t~ i "(1 g pro p 0 sed 0 r- the
conditiuns and requLrements of the lending institutions. SEDOM's
t.rU"it deed empol"ecs It tG carry out, among others, tIle follot-ling
f \1 n (~ t. i 0 (1 S ~

f1 . ~!, P r u v ide J 0 E:l n s t G Mal n wi an e '1 t !" e'p r en e u r s ;

b to acqulre and Improve land intended for rental or
sale to Malawian entrepreneurs engaged in industrial
ventures and to construct premIses which Malawian

.- tG establish and operate schemes which can facilitate
the purchase ur hire of machinery, materials, parts and
(:G'mf)-Oner~ts ~ 8Ild

!~1 to 8rrnrJge, sponsor and co--ordinate any training
ac:tivlties which are related to ttle setting up and
0p~r8tion of industrial enterprises by Malawians.

SED()~~ c~aI~ e~.:ter;(i 3 loan to the maximum amount of K50~O'OO at
H {; 1 n t. e :-< 2 s t rat e () f 16 % }) e r~ an T1 tl"m ~ A 10 e II can beg,';'-ant e d at
Lhc:,,~'; le,vels, depending ori the amount.. Loans up to K3,OOO are
8pproved Dy the General Manager, loans betwee~ K3 J OOO and K30.000
are approved by the Loans Committee and loaos between 130,000 and
K50,OOO hre Bpproved by the Board of Tr~stees. Up to the end of
August LSjE\C" SEDOi"'l hf1.d e",;tended a. total of 1,610 Joans valued at
K2,987,OOO. About 42% of SEDOM's clients are in rUTal areas.
T3ble 2.7 below depIcts the annual breakdown of loan applications
recesvect and approved) including total loan values.

APPLfCATIONS FOR LOANS FROM SEDOM AND APPROVALS

£~ fi_t~~~_ ,'__ ¥ ~?1~ .._£~~_r__.l~~~~ ~~~_.~t~ _~., ._.-_."_ ...~ ._..,._.._~_._.>_~ __~_~ ,,~ ~ .~ __...,.__. - 2_...-:.1__~__....~ _

S(n:rce: SEDOM

L.{)dn ~pplications received
Loan apf)licatlon~ appr()ved
fun (t ~l (1 i s b tt [" S e (1 (K 1 , 0 0 0 )

1986
1126

608
891

1500
46

5.9% 9.4%.....::...._----=-

1983 1984 1985--_..-_._--_._-_.-._----------_.__._---- ---
209 473 l09~

46 220 736
166 603 1327

3600 2750 1800
78 53 33,'~. ,

i~ -..., /Annual.

Ho.t 10 of 1:~moLIDt CiT mOrJ(.'Y (iue for repayment but. not paid
e,i. th",~ end of ;.hf~ year and total r'epayment due at the end of each
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DEMATT was ~~stab~ished In 1978 with techI}lcal assistance
from an American yrj~8te voluntary organisation, Par~nership for
f'roduct.ivity (Pfy) The main purpose of DEMATT ..,'8.S to ;;ru1note
J..: r (J w· t h ,I e x 1) a !l ~1 .i ~) 1"1 a :n (t f u..r- t }l e r~ d e ~l;,r e lop Ul e n t 0 f' Mal a w· 1 \! S P r i vat e
busine39 ge{tor~ particularly the smal1- and medium-scale traders
located in cural areas where Asian lraders riad previously been

Cl p {~ r ft tin g t il e i r' 'b u s i "fJ -~; S t; t;~ ~, ~

Under the pilot phase (1978-1981), DEMATT conducted a
\uslness advisory service which was designed to ~pgrade the
entrepcf'Deurtal skills of Malawian tr'~H1ers al"i.2:-~reate awareness
of the business opportunities offered by government. The
business advisory service is mainly provided at the entrepre-'
neurs' places of lusiness where DEMATT business consultants
t1S;',,~.st cJi(;nts on a one··to"onebasis. Grt)up training Hessians
are also held at convenie~t centres where there is a common
trainIng need shared by several business people.

DEMAYT has 25 field offices, ~leven In the south, six in the
Cerlt re and ei ght 1 fi the north, an: each 0r:.e of these is staffed
t,y a LusineS9 cons~111:ant. DEMATT assists a total of 2,000
clients throughc)ut tilE country_ Sixty per cent of these clients
are IG the retailing husiness, 30% are producers and 10% are in
tIle" ser,\11C:f':S .5(-;·~~t(Jr~ .. T}1e ta!~gf:t n11mb2r~ ()f clients b:¥ the end of
phasp II is 5;OOO~ DEMATT hopes that the l~atio will increas~ in

Dur'lng phasfl I 1982-1988) a credit worthiness scheme,
Whl.ctl was inten(ied to Lmpr(:)v;~ ttle use of capital already exi~ting

,1!! thf' ['ur'g 1 .'1,t;'~i)S :,1 !! ':1 t ncr-cusEc: the capt tal flow through the
~)rOV1Slori r~f loans, and a mot>ile unit designed t,o pr'ovide
~~'; .(~ 1" 'V .1 (.: ~:.~ S Ll t s '!. d, f~ t r'l f: ,m -n J () r- t r f1. d :1 ,n g C~ f? fJ t 1"' ,E~ S i :n t t1 er e'n1 0 t f: r'll r .c:!;, J
;~ r~ ~'-~ d. S ~ j~~! E:: 1..'. e ; t1 t r' <::: d, :'.J C ::: d. . /\ n ]. c: f.: () t.1 n tin gs f~ r v 'i c (~ 0 f t'" e r" .i [1 g so 1.1 n 'd
11 (' c: (' ; tl i. 1 t t n f: _P r () L f: (1 u r- f:~ 3 t () ~. > t) r r'" 'e n t a 11 (1 n f~weI .i. f.~ n t 5 ~_ t s c h e d u 1. e tj

~1EDl :"'5.; Mr-tj~iW1 '~tj r~t-c:i.ni~r· tr1st l~tutlo-n f"or erjtrepr~enetlrship

':l.~ V", ; f) pm e nt, r t } 3 C h d r g e ,j 'd i. t h the (; rea t ion and ~. x pan s :i 0 n 0 f
{- h I-"~ .i. r-~ d. l g z-~ n (:: U S ~.' n t t ,? P !,. f:.:; n p tl r' :1 a 1 C~ () mr.n tl. r) 1. t Y and p r (1 En 0 t i 0 _n 0 t"'>.

t·~~... t.~~t1 !;._ri~-~ r~ni_i tb(: ~:\(~t"'')J'':~_f'' -tradf:s. rftlf: tr<lil1ing cl)m.bi-nf:s t~oth

f" n t r f.~~ P C ,::, .fi C.:tl ;:. ~~3 n, L p a. n d t e C" h n i C', {,i.1 s k. 1. 1. 1 d (:~\l e~ 1. 0 p'In e '0 t fer ;,: 1. i en t s wJh 0
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}, h f~ 1 n s t t t u te 11 r:i ~jlb (~ e fi 0 P f~ r El t l 0 £1 E1 1 S nee 19t3 J t! ;1 (1 f~ !'~ t 11 e'
Millistry f I~abour-. MED! 1.5 a su(:ceqsor of" what use La be (~a:lJ.ed

V0cational TrainIng Institute VTI) ~aunched in the midi 1970B by
th~ Minl,str'y of Labour if) the very p-emises now occ'upied by MEDI~

It is joirltly flJoded by the Malawi gLver~nment and the United
Nations Development Programme, and r Ct~~P~ technical Input from
the Internat.lonal I:abour Organizatlo~

During tile present phase of ttl!; progr'Hmme 198b 19HB) J about
150 Malawi,ens wil:l receive trainin~ each year on or off the
irlstitute campus at Mponela, out ~O kilometers Ilorth of tIle
Capital City, Ll10D e. So far no ~omen have been in~luded in
the student population, but plaDs are under way to include women
to the tH:ar futu!'e. The average cost 1 of training one graduate
is currently 1986 87 around KIO,800 Bnd expected to drop to
K3.600 in 1987 88 when the number rf treinees nears the planned
level of 150 graduates a year~

'rho Ins ltu e current y ope ates a K200;OOO UNCDF loan

tCl grfiCffJE~tes s
for ts gradu~tes. Over KIOO.OOO has been loaned
far. MEDI lS therefore a full fledged financial
Its graduates~ It also has close liaison with

other fund ng agen les ac~tive IT1 small-- and medi.umscale
enterpr- s vel pmerit in Malaw such as SEDOM and MUSCCO.

r.~. -.i n t
t~a,in

As 5 ell RTS aoel ~EDr complement each other.

lD 1975. with W~st ~erman

is fully Malawian run and fi

edil etian level although

-Q~f rll.ral
"'t ~ •

on rural ana seIDl
,de 1le.l ()_pmeI!ttheIS

he

Entry qtJsl ficat:lor~

50me candlda~es with only prImary sChool quali.fications have been
tra fled at the school.

T'b.(~fir'st yte~ar is s'per)t in g, ining fil-~iliarit:y with to(]!lsof'
their trade, and ttle second learn ng how to make products which
have bef~n identif'ied as belt)g needed in the rural settings where
t 11 e y ~-..f 1. I! f)e p I, -Ei (: e cJ ~ T' f1 E~ )l E1 r' t~ Ei.1 9 () ta 'U g .ft t b f1 sic b tl S i r~ e s s
.anegement, s(}me of them eventual.ly become DEMATT clients and
receive more on-the job training in business management. The
school also prOVIdes up grading courses during school holidays to
train the graduates make new products which have been found to be
needed lD the rural areas.

The aVet~Bge cost is composed of the annual operating
budget plus amort setioe of capital improvements. equipment and
toell<.,

2 E~



The graduates are placed in rural areas away from their
homes. Each graduate is equipped with a tool kit containing some
tools and raw materials, and signs a contract for five years in
return for the assistance. PresentlYl there are 411 graduates
still under contract, but only 242 of them still require RTS
extension services.

The school claims that only 20% of the graduates abscond
from duty, and that many of those absconding return to sign a new
contract, and in return they get a new set of tools. Most of the
graduates found in the field are living on a shoe-string budget,
rarely earning more than K50-K70 per month, and in the case 6f
the metalworkers, normally relying on repair work rather than
production.

In the past the school tried a revolving fund, to provide
the graduates with working capital to buy raw materials. Poor
repayment record led to the discontinuation of the scheme;
instead a bulk warehous~ facility for the graduates to buy small
quantities of raw materials at large quantity discount prices has
been provided. In reality the facility is not often used because
of the location of the graduates in relation to the school in
Salima.

Th~ school has nine technical instructors, but is critically
understaffed, with the extension officer having to do teaching as
well. The business and entrepreneurship training is very
limited. characterised by the lack of business planning which may
have contributed to financial difficulties in which many of the
graduates find themselves.

The school is still teaching the same things that were
taught when the school opened. and should up-grade the prodqct
range so that it is more in tUDe with the needs in the rural
areas. H0 'ri' e "Ii e r- J the s c h 0 alp r 0 v i de s a val u ab ]. e s e rv ice too the r
development institutions such as the Rural Growth Centres
project, by placing the graduates in the centres_ The operating
budget is around K300.000 per year, about K7,500 per graduate.

MUSCCO was 0fficially regiLtered 85 a national organization
0f savings and credit co-operative societies or redit unions in
September 1980. MUSCCQ's philosophy Bnd operations are aimed at
achieving the following:

'a) to provide savings institutions in predominantly rural
areas from which the mobilised capital can be used for
credit by its membership t~ increase productivity and
raise their standard of living;
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(b) to promote the organisation Bnd development of sound,
s elf -- g u f fie i en t c r- e d i t II n ionsin the co un try; and

(c) to pr"omote a sout"ce through which outside fUflds and
technIcal assistance can be sought to further the
development of the credit union movement.

At the inception of MUSCCO there were 26 credit unIons in
the country wit.h a total membership of 7)700. Total savings
stood at K400,OOO while total loans outstanding were K3GO,OOO.
To meet its ioitLal and developmental costs, MUSCCO was given a
five year grant by USAID. At present. there are 58 credit unions
with a total membership (as of 31st December, 1985) of about
14.500. At this date, the total loans outstanding amounted to
K989,755 while total shares stood at K934,414, thus makin~

K27,570 in reserv~s and total assets of 11,095,571. To service
these credit societies, MUSCCO has three regional offIces.

C o.m:n e !'" f; i a,.1 B2 T1 k g

The two commercial banks account for most of the financial
savingr{ 1n the country. At the end 1983, for example, they held
a total of K154.3 million in the form of time and savings
deposIts. The Post Office Savings Bank held K41.4 million in
sBvings deposits at the end of the same year. while the New
BUIlding Society had K15.5 million in fixed, investment and
sBvlngs depo~jts_l Savings and credit co-operatives barely had
KLO i.(, s.hare. deposits at about the same time. 2

The dominance of ~he commercial banks is due to the provi
st(}n of a 1 ;rger range of deposit instruments (savings, shortterm
fin-d time (ie~':')sits ()'f vac3'.ing .maturi.t.ies);; and a wider network o'f
fHtVln~~s tnfcastructure which, U1 1985 stood at 27 br·anches. 29
static agencies and 106 mobile agencies. These facilities have
grown steadily In number since 1967 when there were 10 branches,
2~3 s -t e tic age n C' i E~ :3 and 5 4.. ID () b i 1-e age 11 (: i e s.. rn 1 9 7 0, the
compur-at!.ve numbers .... ere 17, 32, and 76, respectively.3

financial and Economic--_..------------
No.XVII~

U~":; .A I ,[) '!

:; Harawa, R. (1985). "The Changing Physical and
Financial Structures of the Commercial Banking System in Malawi
1965-1984: Some Lessons," paper presented at the Southern
Afr can Universjties Social Science Conference held at Chancellor
Col ega in July.
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The Post Office Savings Bank has a larger network of
branches and agencies, 113 and 51 respectively, and is open more
hours and days per week. Interest income on its own deposits is
exempt from taxation. and it enJuys security and safety. It has
lower mlnimum deposit balances and withdrawal is allowed at any
post office. But, as its clientele consists of small savers, it
does not have as much money in deposits as each of the commercial
banks. The fact that it does not lend money to the general
public acts as a disincentive to banking with it.

The New Building Society is open about the same length of
time per weBk as the Post Office Savings Bank and has a low
minimum deposit balance requirement as well as several deposit
il1struments. However, it places restrictions on the amount of
each savings withdrawal aud has a more limited range of branches
serVIng only five urban centres.

Savings and credit societies (credit unions) are fairly new,
relatively few in number (58), small in size and do not cover the
entire country. The low dividend rate allowed on shares compares
most unfavourably with interest rates paid on fixed investment t

short-term and savings depo~~ts at commercial banks. In
addition, they do not offer alternative savings deposit instru
ments.

Informally. savings are held in the form of currency at
home, through rotating savings and credit societies and through
giving money to other people for safe-keeping. The amount of
savings held in this form is not known and it does not earn
interest. Lending at high rates of interest is done through
informal money lenders. The Money Lenders Act limits the maximum
interest rate to 30%. Illegally, rates above 30% are charged.
This does not appear to deter borrowing, largely to finance
C;{)osumption.

The two commercial banks do not provide credit to SMEs for
several reasons. The following are some of the major reasons
advanced by commercial banks:

(a) it is costly to deal with large numbers of 8ME bor
row~rs, and given the interest rates which are fixed by
government, there is a feelin~ that the ~~tes do ~0t

reflect the real cost in~ulved in p~ovidicg credit to
the SME sector;

(b) SMEs are considered risky borrowers and commercial
banks are not in the business of lending money for
start-up investments, particularly to entrepreneurs
without a track record. as many of the small- and
medium-scale Malawian entrepreneurs are;

~C) historically and by purpose the target group of
commercial banks' customers in Malawi has excluded the
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<... ~ ,) , nstltutiof1al Linkages

WhIle the MInistry of Trade, Industry and Tourism is the
government agency irltimately involved with commerce and industry,
other ministrIes and specialised government agencies are involved
LO and consulted on specific problems and policy issues. Key
among those consulted on policy issues are the Department of
Economic PlannIng and Development in the Office of the President
and CabInet on industrial and trade policies), the Ministry of
Finance on industrial incentives and finance), the Ministry of
AgrIculture regarding agro industrial projects) and the Malawi
Export Promotion Council (MEPC), on export promotion. The areas
where there eppear to be minimal linkages between the Ministry of
Trad [ndustry and Tourism and other government ministries!
departments involved in SME development are in matters per
taining to training of entrepreneurs at MEDI. Rural Trade School,
the Rural Growth Centres Project, the University of Malawi and
te hn 81 schools under the Ministry of Education.

A number of parastatal body SME development institutions.
DEMATT, MEPC and SEDOM report to the Ministry of Trade, Industry
Bnd Tourism and the Department of Statutory Bodies in the Office
of the President and Cabinet on policy and technical issues. In
All the three cases the Ministry of Trade, Industry and Tourism
lS represented at the board level. As of now there is no formal
IJrlk wi,th fNDEFtlND and the commerCIa] banks~



CHAPTEi~ THREE

DESCRIPTION OF THE SMALL- AND MEDIU~I-SCALE ENTERPRISE SECTOR AND
PROFILE OF SMALL AND MEDIUM SCALE MALAWIAN ENTREPRENEURS.

3 .. 1. Intr clttc:ti{)i"l

Although the importance and size of the agricultural sector
IS usually a starting point in any description or analysis of
MalawI, other sectors of the economy are important as well. The
development of the agricultural sector, including fishing and
foreetry is a well measured success. Other sectors, such as
tra and industry, have also had impressive growth.

The contributIons to the Malawian national income of the
non agricultural sectors, however, are most visible in the
activities of larger enterprises. Whereas much is kno~n about
the larger firms because they are covered by regular surveys for
statistical use, information about the many smaller firms is
sparse. often being merely names which are kept by local authori
ties. Many small economic activities are operated without being
fficially recorded anywhere~

Consequently, virtually nothing is known about the size and
the contributions to the national economy from the sector of
small and medium scale enterprises. Nevertheless} development
economists worldwide generally con~ider this sector of the
economy to be especially Important for the economic growth and
de vel 0 p men t 0 fan y c 0 un t r- y. wh e the rIa r' g e 0 r s l1l all, we a 1 thy 0 r
poor, but especially important to the less developed countries.

As productivity increases and agricultural production is
transformed by large structural changes, rural demography is also
significantly changed: rural workers become available for non-
agricultural employment. thus expanding supply in the labour
market, and the remaining agricultural workers have greater
effective demand for goods and services due to their rising
~ncomes and expanding demand 1D the goods and serVices market.
Not only 19 tbere a growing potential market for products and
services which may be supplied by small- and medium-scale
enterprises, there is also a natIonal economic priority for the
development of this sector because of its impact on the economy_

In the coming decades, according to the World Bank. a fast
growing number of workers in most developing countries "will seek
employment In non farm occupations roughly two out of every
three job seekers over the next 25 years". The World Bank study
g 0 ~~ s fu r the r t 0 S [) Y t hat the a b S 0 r b t ion 0 f " the g row i n g 1 abo u r
for e In pccductlve employment is one of the principal challenges



of developJIH.::nt"_l It 15 likely that these challenll,~8 w~~? b~,~

met, 1n pact, through the development of the SME sector, Many
economic advIsers and policy-makers, including Lhose at the World
Bank, hold this view for several related reasons:

a) the cost ~er work-place in small- and medium-scnle
enterprises is likely to be lower than for large firms;

b capital sDould be proportionately spent on capital
intensive, as well as labour intensive businesses. It
is recognIsed that capital intensive businesses give
rIse to support Industries which help to develop the
SME sector;

technology needs to be developed to promote the growth
of small- and medium-scale enterprises to make
effective use of scarce capital and provide jobs;

(d SMEs are better placed to make effective use of
resources and raw material found in small quantities,
Bnd better able to serve small market needs than
large scale enterprises which need both large quanti
ties of raw materials and substantial markets to make
the business viable;

e relatively more unskilled workers and women workers are
employed in sm811- and medium-scale enterprises; and

f the dist~ibution of national income is improved by
increasing income in poor households.

A polICy of developing the economy's enterprises in agro
bUSiness is complementary to the development of the agricultural
sector and logically follows the achievement of national self
sufficiency in the production af food. An important approach to
a continuation of the momentum of the past economic progr~ss

would be, for the reS50ns listed above, one of building entre
preneurship and enterprises of all kinds, especially in agro
business,

World Bank. flf!EJ__(u_~en! __ a1!-sLDe_y"elopmeDt of __~maU_EDte;:
.2-rige_~_t. A Sector Policy Paper, Washington. DC: World Bank t 1978,
p. II
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3.2 Description of the Small- and Medium-scale Enterprise Sector

The term small- and medium-scale enterprise could be defined
10 various ways, depending on the Circumstances in which the term
is being used. In this study an SME is defined as any business
engaged in manufacturing. processing, assembling, provision of
services, repairing or trading, owned and operated by Malawian
private citizens.

Characteristics of the smal1-· and medium-sized businesses In
Malawi generally reflect the level of development of the economy.
The su~mary of the READ! survey (Table 1.1), shows that most of
the businessEs are in:

(a) trading activities - bars, retail and wholesale trade;
(b) service activities on a small scale - repair of shoes,

radios, watches, and motor vehicles; restaurants, bars,
rest ..·houses and hotels; and

(cj a fe L
! common manufacturing activities - clothing,

carventry, sheet metal products, and agricultural hand
tools such as hoes.

These enterprises require relatively little capital t start
Bnd operate. They are typically artisan activities or small
shops, dealing in commodities for basic consumption and serving
small markets which are fragments of a larger economy-wide
market. Accordingly, most of these businesses produce or trade
In very small quantities and employ very few persons, usually
only the owner of the bu~iness and perhaps, particularly in
trading businesses, the spouse.

:3.2. 1 Structure of SME Investment

Data on the amount of money invested by SMEs in various
~ndustrles is not availaole in the national accounts or any other
published source. Thus. data generated by the READI survey was
used to get some idea about the structure of SME investment.

In terms of the amount of money invested in diffelent SME
~~dustries during the past, the most prominent industry is the
wholesale and retail trade sector which accounted for 34% of
total investment. Restaurants, b~rs Bnd hotels accounted for
27%, other manufacturing 10%, textiles and clothing 8%, food
processing B%, Bnd services 8%. The rest of the sectors
accounted for claimed lower proportions of total investment.



With rega~d to the size of initial capltvl. three-quarters
of the businesses in the READI survey were started ~ith less than
Kl,OOO, while less than 5% started with more than KIO,OOO (Table
" 1.).1

~{ , 1 _ DISTR!BUTION OF BUSINESSES BY SIZE OF INITIAL CAPITAL
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amount of inItial investment, The following table shows that in
most types of businesses the standard deviation in initial
jnvestm~nt is three or fOllr times the size of the mean amount;
and as much as 15 tlmes in the group of bars and restaurants~

TABLE 3.2: VARIATION IN INITIAL INVESTMENT (K,OOO)
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Bars, restBurants
Hotels & rest-houses
Hepairs
Otherper"S()!lal servi,ces

Agriculture, mining
(; r ;1 1 n in i 1. 1. .i. [1 g
Othf'C food 81 beverages
!Jlothi.ng, tailoring
Other tex. & leather
Wood furn. & carpentry
Other wood products
Brick making
i·rinsmitrl.irJg
Other maol.facturing
Other industry
Tra,~de

In the i~r~est group of businesses, retail ~nd wholesale
trade, the average initial investment was less than K2,OOO and
it was less thaD K3,OOO in bars and restaurants. The smallest
5t~rting capital is reported by the producers of wood furniture
who invested an average of K210 and the group of repair services
whic~ were started with an average of K280. Next lowest initial
capItal investments are In clothing and tailoring (K510J and
brick-··waking (RhOO).
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K17,700, Rnd textIle and leather other than clothing and
taIloring at K15,400. The average size of investment of this
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Tbp y-eglona] (~istribution of size of initial Investment is
very uneven, Clearly the largest inItIal investments are placed
in the Southern Hegion and the smallest in the Norther'n Region,
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REGIONAL DISTRIBUTION OF BUSINESSES BY SIZE OF
INITIAL INVESTMENT %

Nearly all businesses were started with the owners' own
fu ,ds; 85% ()f all sole owners and 76% of all partnerships
fi~ n cd their capital investments from their own savings.
Freq en t y the savings came from earnings or sale of other busi
Rease Relatives or friends were the source of loans for 6% of
ttiC ()tf~ ()wrier~ship businesses 811d 7% of the partnership firms~

The Size ofnvestment. initially and currently, tends tc
[) e S 0 J1H:: W h a I ! a " g f: l'"' nthepa r t n e f" s hip s . M0 reo v e r". the s i z e 0 f

he lndividual owners own contribution to capital funds is
::mni Ie. in pdrtnf::f'ships than In firms under one owner. The
largest average amount of capital funds went into starting a
bUSiness In the Southern Region and the sIDallest average amount
10 the Northern Region. The pattern of size of initial invest-
ment ad current value of cap~tal among the three regions is
slgnift antly different,
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sizes of p~eser)t val,ue ()f f"ixed (~api,ta) a,ffi()Ijg the various types
are about the same as for start-up investments,
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Other per"sonal SerVl(~eS

Bars, restaurant.s
f[{)t.(~ls & rf~st h(Juses

()t.her tf;X~ ~'i!. leEitber
Wood furn~ & carpentry
Other wood products
Br~i(':km~aklng

Tinsrnithing
Other- marlufuc:'Lurtng
o t b E: ! t n d us t r" y

AgrtCll llilOirtg

GraIn mIlling;
Other~ food & b~ver~ages

Clc)thir:g, tall{)r-ing

Capital investment put into starting up businesses in the
SME se tor has a tr~nd growth rate of 5% over the past two dec-
ades 1965 1985 Of the sectors for which the estimated rate of
growth IS statistically valid, the fastest growing business
investments are in manufacturing, specifically in food and
beverage production, including grain milling, tinsmithing, and
tallot'l.Clg. Investment i.n retail and wholesale trading has also
) ncr" e a;".;; f' d it, t ft f a s t rat e . Tab 1 e 3. 5 s how s the est i mat e d g row t h
c;:dJ~S of the tota.! amount of Inve8tment~ in current prices, in
new bU$ lncsses tn the SME sector'. The growth rates are estimated
from information about currently operating businesses.

This pattern, which is not likely to change in the near
future, largely reflects the structure of demand for goods and
serVices In the economy. At the pre~p~t stage of development,
most of the CrH)SUmer" expendit.ure ' __ rected to satisfying demand
for goods rather than for services per se. But the pattern also
reflects ease of entry into wholesale and retail trade where the
amount of capItal required average from READI survey: Kl,814 per
enterprise, the technical and managerial skills needed and even
the l1cc:nl'lnf; 1"cqulr-ements are not ver'y critical factors.



TABLE 3.~: GROWTH RATES OF TOTAL ~TART-UP INVESTMENT
TN THE SMES£CTOH, .l9G585

Trend rate Number
L!L~tILs ({_,L_i~L~_~.~_," n • .2..t_A£Q_!i t D_.--L't 2 SL.L_-.f_~~~

Grain milling 7.7 ** 31
Other food, t',;veri:lge lQ.9 * 33
Cl()thinJ{.tailc.,rinl~ 7.1 'JJ( 98
Other textile, leather 31.5 11
Wood furniture 2.5 89
Other- wood pr()ducts 2866 8
Brick iXH:iking
Tlnsmithing
Other manufacturing
Dther- industry
Retail/wholesale

UL '/
9.5 *

--87.4

5.1 **

43
59

6

Bars, restaurants 1.4 124
II () tel s, r·e s t ,.,. -h 0 use. s 12 . 7 22
Repai, services 3.6 149
Other personal services 3.4 33
~2_.~-~-J~_._~.,!~,.__~_~,~!_~~~._L::~,!~.~~!-?_~_~, ... ~._._. ~__._~_~_, .... ~_,__~_:.~.-9 _.__ .MO__••_._-_. " ~ • ~ ,_,,•••_,_ 8
.....__..__._~._ .._~__. ~ ~,~_~..__~ . • ~T"_.__.~_._> - -._~___ _ •.__

* F) (O~O.5

** P (O_OJ

Total 5.1 ** 1246

3 . 2 -. ~.: FInancing of SME Investment

The overwhelming majority of SMEs (91%) started business
enterprIses wlth their own savings. For 34% of the entrepre
f>,,":'S, the flource of savings was '.,Iage income, for 28% it was
business IDcome, and for 20% it was farm income. In terms of
~alue, farming and businesses are each more important sources of
savings t!'an eithe~r employment or sales of possessions. Loans
heve played a relatively insignificant part in financing the
start-up of new business enterprises. Rence, businesses have
tended not to take up the business and technical advisory
services of financial intermediaries and DEMATT.

Wlth regard to expansion of existing businesses, the pattern
of financing has been similar. Some 96% of all SMEs have funded
bUSIness expansion out of business savings. Again) loans play an
insignificant pa~t in financing business expansion.

Of the tota] number of SMEs who were interviewed, only 16%
applied for any loan during the previous two years. Almost half
(19%) of those who applied for loans approached SEDOM. The other
source worth noting was INDEfUND (12%). The main reason given
for approaching these institutions was that they were the only
financial institutions known to provide loans to SMEs.
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Overall the deciding factors for selecting a mode of savings
were: lllinima l withdrawal t.>rocedllres 22%; clot:;f;ness of savings
institution or branch 15%: ond security (11%). Among the
reasons f0r saving, the follow~ng were the factors mentioned most
by those who save at co.mercial banks: easy withdrawal procedures
(1(:;%); securit.y 15%; number' of branches (pr'oximity to savings
institutIon) 14% and higher rates of interest on savings
(10%).

TABLE 3.7: REASONS IT SAVING WITH INSTITUTION BY SAVINGS
INSTITUTION (%)

Resson for saving
with institution Post Comm. Building Credit Other*
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The single overwhelming reason for saving with a credit
union by far is ability to borrow money (leverage for loan) from
the c:cedit union (8:3%). Howe'Ver, the results of the READI !Survey
show that credit unions are used least by small- and medium scale
Malawian entrepreneurs as savings institutions. An interview
conducted among employees of Chitedze Agricultural Research
Station where there is a credit union revealed that low income
levels and lack of knowledge of the operations of credit unions
were the major reasons people do not save with the ChiteJze
Agricultural Research Station credit union.

Mark t Characteristics

Entreprene~cs in the SME sector appear to manage their
businesses roue:l less competitively than their large-scale
counterparts, Undoubtedly the returns per kwacha spent on ad;er
tising or other forms of promotion and image-improvement are much
lower ror th.e smaller firms. Also, they stand to lose
proportionally more if aD outlay of funds does not reap the
expected gains. The ['esults of the study show that only L5% of
the businesses sampled did Bny advertising.

Besides merely being cautious with regard to spending money
on attracting customers. the entrepreneurs in the 8ME sector
passively establish the prices of their goods and ser~ices. When
setting the prices for what they sell~ only 47% claim to heed the
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prlce5 ::!et by other bt.iSlneSSes and just a few more, 52%, consid!er
what their customers are able to pay. Eighty five percent set
prices relative to what they are charged by their suppliers, Bnd
as many as 73% claim that they consider government regulations,
even though only a very few commodities are affected by price

When asked which is the most important factor in setting
prIces whether it is customers, suppliers, government regula-
tions or prices charged by other businesses more than two
fifths (43% of the entrepreneurs answered government regula
tions, and nearly as many sa~d suppliers. Nearly 14% give
customers their first thought while setting prices and 5% think
that prices c rged by their competitors may be the most impor
tant consideration.

Som,' s~H:::cific industries within the 8MB sector give greatest
8tteut10n to their suppliers' prices. Those industries are the
whole sector of textile and leather goods producers (including
tailors, wooden furniture manufacturers, tinsmiths. repair ser
VIces, Bnd the groups of other manufacturing and other personal
serVIces. None of the sectors place either customers or the
prices charged by other businesses as being the most important
of these several price determinants. Proprietors of grain
millIng and brick making businesses, however, rank customers
next tv government regulations in their cODsiderations.

Looking at competitive priclng in another way, 60% indicated
that they compete with big business but only a little over 10% of
those compete against lower prices charged by a big business;
that IS, less than 8% of the surveyed entrepreneurs face
effective price competition.

3.2.4 Licencing

When entrepreneurs were asked if they thought that all
businesses like theirs should be licenced, a surprisingly large
numtH':r, 89%, answered yes. The affirmative answers were given
for reasons which reinforce the impression that the entrepren6urs
1D thIS sector are not very independent-minded. Most (41%) took
B legalistic view and nimply replied that licenses should be
required because they are required by the government. Another
quarter of them said that the requirement for businesses to
obtain licenses is good because it is a source of revenue for the
government. Anoine;" 21% of them think that licenses protect
their businesses. In other words, a licence gives a business a
legal status. a in a governmental viewpoint.

[n all, 94% of the yes answers were justified by a need for
official compliance, hardly an entrepreneurial spirit or feeling
for laissez falre in the senae of market freedom. Barely a tenth
of the entrepreneurs think that licenses should not be required
for their kiLd of businesses. Among these, tailors tended in
this direction more thaD others.



The main r"eaSOl} for flot favouring the requirement of
licenses fOl~ t'usirlesses of their' OWL} type is 51,reply that the
requirement imposed unnecessary inconvenience or cost; SM£s
should not be put to the trouble. This position was taken by 39%
of those who gave B negatIve response to the question of whether
licenses should be required. Of those who are not in favour of
the requirement for a licence. a quarter tended simply to respond
that licenses should not be required because licenses are not a
~overnment requirement.

In all, 87% of SMRs gave a response, whether for or against
licenses, which is in accordance with what they view are the
requirem~nts or needs of government. Only 4% expressed the
opInIon that licenses cause the SMEs too much inconvenience~ and
9% gave various other reasons. A plausible conclusion from these
results may be that this compliant attitude prevails because
licenses are quick, easy and cheap to obtain.

"7 :1 ;;
....) '" :...l • "-./ Pactnerships

More than 96% of the sampled entrepreneurs are sole owners
of their businesses. Only 48 out of the total of 1,383 surveyed
businesses are partnerships. The number of businesses which are
owned by one p~rson Bnd the number of partnerships are shown in
Table 3.8,

3.8: SOLE-OWNERSHIP AND PARTNERSHIP BY TYPE OF BUSINESS

4

')...

2
5

3
8

4
30

11

7
15

Proportion of
Eartnerships _
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Business type Number of Number of
.__.. _ __._.. _ _"""_"" __"" '''''' ""_' i? ..~Lls..:- (-!.~_r~.f:.I:~_,. __...PJ~.E1..!?~J S fl ips
Ag?-iculture, mining; 13 1
Grain milling 32 :2
Other food & beverages 35 I
Clothir:g, tailoring 107 4
Other tex. &- .leather 10 3
Wood furn. & carpentry 98 3
Other wood p~odu~ts 9 1
Br 1. c k-' ma kin g ? 0
Tinsmithing 42 3
Other manufacturing 52 8
Other industry 9 0
Trade 566 9
Bars, rest.aurants 124 6
Hotels & rest 'houses 24 {)
Repairs 154 4
Other personal services 40 3
9 t 11e.L_~__,. ....~. . . .. ._f!__. v..;;..!'o _

IO 1~1~ . .... . . ..._.... ... ._.__..... l.L 3 ~.§__..__.__. 1-L. .
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P8rtnerships are roncentratcd particularly within textIles
art (1 t f.: <.:.'1 L t'i {_~:',; c (3 O"~ .:, 0 t. h f~ r in a 11 tl fa c t uri. n g (15 ~i) ~1 n {j 0 t fl f~ (' woo d
tJ{')f:!.U,;tS. Only 2~;; of the trade sector are partner'ships,
especialLy in retail and wholesale firms where less than 2% are
owned jointly by two or- more :)wners. ~1any of these businesses
d. t' ~:.. ~:; ill a. 1 1 g t-· [) c e c :( and t) {) ttl f:; s tor e sin W fl, i c h t tl e W 0 r ~: iss h are d
by a man and his wife, who is virtually an unnamed par'tner. More
partoprships are found in the ownership of bars and restaurants,
wherf, ~~b of the enterprises are owned by more than ODe per'son.

Only 3~ of the repair serVIces are partnerships,

Women tend to be involved in partnf';Tships more than men. Of
'~omen ()Wnf.~r3 wbo were i.nterview·ed~ 8% were in partnerships,
representing 15% of all partnerships, compared with only 3% of
the men. Seven per cent of all respondents to the questionnaire

3 . 2 . (:;

About 15% of the SME sector supplies goods or services on
contr·act. About tllree--quarter"s of those enterprises supply to
other businesses and half supply to government on contract. That
is, 11% of the SME sector delivers on contract to other busi
nn~ses and 7% to government, with 5% delivering on contract to
~..J C) l h ~

Most bUSinesses which produce on contract are In the manu
f~cturing sector. The kinds of businesses and their relative
SIzes within their specific groups in the SME sector are wood
furniture 38%, tinsmithery 40%. and other manufacturing 31%.
A small percentage of contract goods are supplied by food and
i)cv~r~age producers, tailor-ing firms t and all trading businesses
and Sf2rv 1 ces.

The data shows that a greater proportion of the businesses
In the Southern Region 34%) work on contract than in the
Northern Region (23%) or the Central Region (17%).

While much of the preceding discussion has focused upon
descriptive characteristics of SHE in Malawi, there are ne "er
theless a number of policy issues that are illuminated by the
~eneral patterns revealed by this sample study. There is a

A greater part of the contract work in the wood furniture
~nd tinsmithery enterprises tends to be for the government, while
f 1. nil S 1 nth e g r 0 U P 0 f 0 t b e r man lJ fa c t u r e r s ten d t 0 dot he g rea t e r
part of their contract work for other businesses. Businesses in
the Central Region are more likely to get government contract
work and to work for both government Bnd other businesses than
are the enterprises 1D the Northern Region.

f) <) 'j
.....i ~ f..... ! Implications for the Development of the Sector
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patterr] e)f 'a!l(_entr~at!()n of busir~esses in a very Darrow f'ange of"
enterpr'i.ses fifld therefore more COI'lsidet-atiofl mig!lt be devoted to
ways and means of diversifying the pattern of SME development
withifl ttle (~O{.j!1tI·Y.

~3 . 3. A Typical Malawi,an Entrepreneur

fh pre edlng section of the report provided a general
portrayal ()f ttl hara t,er~istics of SME within Malawi~ Th,is
se tian of the study endeavours to distIll elementary and crUCIS]
attributes f the entrepreneur into a realistic portrait. While
there IS astonishing varIety in the characteristics of entrepre
neur"s. ther~~ ar~e also many important cammarl traits~

The MalawIan entrepreneur is a middle aged man He IS

invariably marrIed and more often than not has six to ten
dependents. The typical entrepreneur is usually an educated
person, albeit to modest levels He is also often cosmopolitan
to some degree, having migrated either within the country or from
()utside the countr'y, The Malawian entrepreneur does not come
primarily from any particular region or religious or ethnic
group. Finally. the Malawian entrepreneur often has a high
degree of commitment to his business activity, the last charac
teristlc being one which should give encou~agement to all those
who are involved In the active promotion of the SME sector in the
c:()untry~

Pers(lna-l Characteristics of the En-trepreneur

The study demonstrates clearly that the vast majority of
entrepreneurs 1n the sample have B strong commitment to their
businesses; 80% of the sample are full time business-persons. It
is also quite strIking, as Table 3.9 below suggests, that this
level of ommitmeDt appears to prevail irrespective of the type
of bus:iness activity t>eing corlsidered.

TIME DEVOTED TO BUSINESS BY TYPE OF BUSINESS (% )

Type of
bus l.D,eSS

.FC)(Jd I}r{)c'{-;s::~ing

Cl<Jt'hl:r:g
Wood produ ts
Oth.':r IDHDofacturtng
Trade

Half or

2 1

5
2

.I 0
4

46

More than

13
12

11
13
'f g"''r
1£

7

A11 the

66
81
84
87
89
78
89

100
100
100
100
100
100
100



The rnost striking aspect of the relations! p between the
normal xonthly turnover of income and the time devoted to the
businpss is that the lat~er is uniformly high and varies little
r'egardless of tbe different levels of usual monthly tur-nover·.
Thus, 80% of those business people whose enterprises make K50 or
l-ess i.n a fIc}crna"l m{)ntrl gp(~n(i a.II t.heit~ w()rking time' ()rl ~-lIE:.:ir"

Lusinesses. Out of those enterprises that have a normal monthly
turnover' exceeding K3,OOO, 81% are run by people who devote all
their working time to business activity. There IS, moreover,
itllt'~ variation between these e)(tr-t~me5>

If, on the other hand, normal levels of monthly turnover
wi.thin those groups that spelld di.fferent amount:::: of time on their
t)USirl(~~;se's are {::')(flmlrlE~d, thf:n it S(:enlS t,b<l't th€.: f)(~'[~t time,rs
(i.e, those who sperd less than half their working time on their
husinesses) do rather b~tter in this respect, as the accompanying
table demonstrates. Within this group 17% turn over KIOO or less
monthly while 29% turn over more than Kl,OOO.

TABLE 3.10: TIME DEVOTED TO BUSINESS
BY NORMAL MONTHLY TURNOVER (%)

No r roa 1 mo.n t h 1Y"...".. J~{!:?I:1LL~LK__ .~j._f.!l_~"" .."Q.!~_yg_!_~ d ..-!....~_J?Jl._~.!J!~ s s .. .
t u r"J:l",,~~_~'fLt " ""_ .. "..._ " _,,,,__ .JI;'LLL .9x__ .. L~~.§§._",,_..M.0_r~_tb ax!__h a) t ._.__/t 1 "1 " t h~_U m~.
Less than KIOO 17 41 37
K100 KI,GaD 54 41 41
K1 .~;) 1. ". K :::: , 0 0 0 16 1 1 13
More than K3 000 13 7 9____ ._"._ ._.•.•.__._...~_"__"__J.._,,._._,,__,,_.__ .__ ,,... "._....__..._._."....."•."._._". . ._ .___ __--"::.........__-,'-_

Total 100 100 100---==-:::....::_---

Of those that sp0nd half their working time or more on their
bUSinesses, 4L% make a monthly tucnover of KIOO or less while 19%
makemot'c than Kl,OOO monthly. For the full·-timers (those who
spend all their working tIme On their businesses) the relevant
figures are 37% and 22%, respectively.

What is remarkable about the Malawian entrepreneur is the
fact that commitment to business activity is undiluted by other
factors that one might: have supposed would lead'to partial rather
than tolal involvement in business. It would be reasonable
enough to suppose that a long-establIshed entrepreneur might
spend Jess tIme on business than a recently-established business
person; however, the data show that irrespective of the age of
the business, 80% of the entrepreneurs spend all their working
time on their businesses. Even in the case of businesses
established in 1965 or earlier, the figure is 77%. Furthermore,
one would surmise that commitment to business activity would
decline with the hiring of one or more workers, hIlt again this lS

not the case. The bulk of the entrepreneurs spend all th~ir

working timp on business and even entrepreneurs with firms
emp loy i n g f i v e 0 t· ill 0 r e work f~ r' s are mo.s t 1y f u 1 1 ".. tim e i n t he
businesses themselves.
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uf businesses turn over K50 or
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entrcpr··~r)eur arId tl'10 r"egion of business location, theft some
patterr!s emer"~t~. There is qUlle a high proport'~0n of y~unger

entrt~preneurs lU the north, possibly indicating a movement
outwnr'd fin t.n,c' pact uf entt·epr··~neurs from there \""hen they reach
an age at which they c~n realistIcally contemplate entering
busIness, Tablt: '{,] 1 illustrates the point

REGf0NAL [II5TRTB£11'ION Of ENTREPRENEURS

North Centre South
• _ ,_.~__ .~A••_.~·_"·.~"__••• . __ '_•• '._' ••_~._"_~ " . • ... , __• __> ._. ~

35 22 43
23 32 39
:50 :if} 34
2: 39 40.]5--3~j

40-~·L14

!~5·· {l~~

,~ ~) & () v !:; r'-- ---~--_.~ ..._'".,~-.-.-.- ,"--.."-- ---

?7
24
27
30

'? <) 4 1
~, ~ L

=~ 2 4 -1"":

3 I 4 .)
j ..

26 44

Total
100
100
100
100
100
100
100
100

WIthIn those groups of enterprIses that turn over relatively
small amounts of money, there are r&ther more entrepreneurs from
the north than ODe would expect, given the proportions within the
total sample of business people from various regions. Within the
group of entrepreneurs from the north, 43% turn over KIDO or less
in a normal month. for the business-people from the centre and
t.he sout.h, th,.)s~: whose turnOVCI is K100 or less constitute 29~i

and 37%, respecttvely, of their groups_ It is also the case that
within I.hat group of ~ntrepreneurs who come from the centre, 27%
hav~ businesses wittl a o,:lrmal monthly turnover of KI,OOO or more~

This is a rather hlgher figure than for the other two regions
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If OGe considers the relationshIp between the origin of the
person running the enterprise and the region in which the
bU9Loess is set up, then it is possible to gauge to some extent
the volume and dir'ection of the interregional migratory flow of
entrepreneurs (~able 3.i3). The natural trend is for people to
establIsh their bllsinesses within the region in which they were
b <) (" n . H(:; W 1:' ve r, e n t n~ pre n e u r s are 0 P P 0 r tun i s t spa rex c: e 11 en c e and
would bp expe~ted to move in search of business possibilities and
in response to changing economic circumstances. It can be
stated, albeit cautiously, that movements of entrepreneurs do
Ind~ed co:re~pond to broader socia-economic trends. This is
partlcularly noticeable because the Central Region is becoming a
progressIvely mare significant locus of growth in the economy.

T~ble 3.13: REGIONAL DISTRIBUTION OF BUSINESSES
[]V q~rTr~r 0~ oDrG~TN.·· OF' RN· TRvPD~~EUJRS (%' )r. I ,.,.t.,.~l" ..J.,,".Vz.l \) ... v".~n .." ,.J., •. ,~ ....... ';.., ,!:iI., n,t,;;,il '\" l

E~·:gi.on of ori gin

(~t:ntr~e

Eegi-on of
North._---

76
10
14

100

business
Centre------

8
71
21

100

location
South

4
7

89
100

Th~ evidnnce in Table 3.13 shows that there is a net flow of
entrepreneurs from the Southern Region into the Central Region
especially, and also into the Northern RegioD, and B smaller net
m0vement from the Central Region into the Northern Region.

This IS Inter'esting, since the di.rect.i.on of the flew is
counter to the relative sizes of the potential market, consi
dering the regional distribution and density of population, but
Also II is an encouraging picture of the results of efforts for
an equal dIstribution of national economic development.

Among the possible explanation3~ it may be said that th~

direction of th~ net flow is the outcome of a policy to replace
non"African traders outside the cities, since the migration is
measured for the whole sample) wh,ich is heavily wei~hted by
trading busln~sses. A closer look at the evidence on a sector-
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L y- sec t !) r a 11 a L y ~j 1 S m u y pro v ide the bas is f 0 f' a m{) " e mea n i n g f u 1
conclusion. On the other hsnd. however, the results may reflect
the distributlon of cornpet1tion. with most business competition
in the Southern Region. or distribution of fi~8nce capital Hnd
level of profitability of businesses, ~itt capital and lowest
rate of return in the Southern Region, hence the movement
northward. ThlS may be evidence of a favourable spreading of
bUSiness Bcumen or technology. Again, analysis of the data at
B dlsaggregated level might be important. finally, it may show
that the economic conditions of the Southern Region provide the
most f~rtile soil for the production of entreprene rs who took
advantage of the business opportunIties created by the move of
the capItal from the south to the centre, and the whole govern
ment policy of distributlng economic development to the lesser
developed regions of the north and centre.

Overall l the results of the READI survey show that B fifth
of the entrepreneurs are running their enterprises in a region
WhICh is not the one from which they ori~in8teJ suggesting that a
large number 0f entrepreneurs in the SME sector are mobile and
responSlve to economic incentives and opportunities. Entrepre
neurs from the south exhibit somewhat greater mobility.

However, the analytical !~eport of the 1977 census 1 shows
that the pattern of internal migration in the country generally
is far more complex than is suggested above and that our results
only give a very general approximation of the movements of the
entrepreneurs in our sample over a lifetime. Our results show
the original place of origin of entrepreneurs but reveals little
or nothing of their movements either within the country or
abroad. Moreover, while there have been generally recognisable
volumes of inter-regional movements, this masks the fact
of inter-'district movement within regions. One implication of
these points is that policies to assist the sector should not be
designed on the basis of an assumption that the regions are
homogeneous or that they have attained different levels of
development. If internal movements really are an indicator
of levels of socia-economic development, then policies should
be targeted at the district level or at some similarly circum
scribed area, in the geographical sense.

Further research on the relationship between the pattern of
internal migration of Malawi's population and the movements of
entrepreneurs might focus on districts with high or low levels
of out--.migration wi thin regions. In 1977) for instance, the rate
of out-migration of the population (whether to other districts
within the region or to destinations outside the region) in

NSO, Malawi Population Census 1977: Analytical Report,
Vol. II, 1984, Zomba.
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N ~3 a. 11 J e· 'y''''; H S ;*1 f> V r 0.'''-. 1. ma. t f~ .1 Y 3 it % \iit' fl 1. "1 f'" f () r MC }1 i r'i j 1. the c () r- res p (1 n .:1 i n g
f.L!£Ltre was 10%.

If: conclusion} H limited amount (;f infor~mation on personal
~·h8racteri~tlc5 of Malawian ~ntrepreneurs can be gleaned from
various studIes that have been carried out in recent years. One
study' notes that the entrepreneurs are predominantly young,
L. c., 25 35 yefIt::- of age, and that they are deemed to have an
~ntrepreneurjal spi-it, thought to be ambitious and to value
the .i riD d E~ P <:: n den c: e . The s e sup p 0 sed per s () n a 1 c h a rae t e r i s tic s are
~~rlved from an analysis of attitudes towards saving and other
pecuniary habits. The more recent stud y 2 undertaken in Malawi
n0tes that only 12% of those entrepreneurs interviewed were
female and that they were found to participate exclusively in
certai.rl types of business activity (e.g., beer brewing). The
study revealed that practically all enterprises have ownersj
managers who are over 20 years old and half owners or managers
who are over 38. It is surmised that the general pattern is that
of fairly late entry ir~o bustness. With regard to marital
status. it was fouud that 84% of small-scale entrepreneurs were
married. In the READI survey only 7% of those interviewed were
women. In this study the number of married entrepreneurs was
even htgher than in Ettema's stud), i.e .• 91% of the total
sample.

Family Characteristics

The importance to the study of the issue of family back
ground rests upon the analysis of the effects of family life,
notably family size Bud influence of the extended family, on
business activity Bnd performance. Naturally, the importance of
family characteristics willI in turn, be affected or modified by
other personal attributes of the entrepreneur or features of the
~)USir!f~S5 .

Available literature contains little evidence for assuming
that family obligations and the extended kin group in particular
retard business performance by diverting scarce and vital
resources away from the business.

In the study the concern was to see whether or not a large
family affected the normal monthly turnover of businesses and
also whether family size bore any relation to the size of the
work-force of the businesses studied. It was also hoped that
some light might be shed on the association between family size
snd specified types of economic a~tivity.

Arbel1, M' l MalawJ; S1l1a11 Scale Ent~rise Deyelopment,
World Bonk, Washington, D.C., 1978.

;:: Ettema, W. §.!DalJ~:-s£!!..~nd_usJ~l:.y'_)n Malawi.
t't1odern African Stuciies,22 (3), 1984.

Journal of



For the purposes of thIS study the focus has been on the
number of dependents rather than the number of children. Grown
children m~y have a positive effect on the household economy, but
extended kin may Also be a financial burden.

An important question is obviously that of whether the
number of devendents has any effect on the performance of the
firm, considered in terms of normal monthly turnover. However,
before this Issue is addressed it is important to point Qut that
1n general the ~alawian entrepreneur has a large number of
dependents. A quarter of the ~ample had more than ten dependents
while only 4% had two dependents or fewer. A little over half
of the sample had six to ten dependents. Table 3.14 below
demonstrates that thpce ~s B relationship between the Dumber of
dependents an ectrepreneur bas and the normal mon~hly turnover of
the enterprise.

TABLE 3. L4: NUMBER OF DEPENDENTS BY NORMAL MONTHlY
TURNOVER OF BUSINESSES (%)

N11 ill b -c J () f d e p.~ 11 d e fl t S Ji 0 r. m..£l -.!!1 0 _lJ. t h.1Jl t u r p. 0 v er _
.... _.. __~_. .._._ __ _~__ _ __ .._._!:_~ s .:~..__JJ}-_~_!3 i5...LQJ!_ K1.0 1- 1.J..9 0 0 K1 1 00 1+
Less than 6 45 40 15
6 to 10 37 41 22
More than 10 22 46 32
----._~~•••-_._--~-_•• _ •• - .......--.•~-'._._'.... _ ••<- •••_-----,_••_-_.~_._----~._-,~-~----_.__. --- -._------

Total
100
100
100

It can be seen frOID Table 3.14 that out of those entrepre
neurs who have a fairly small Dumber of dependents quite a large
number (45%) are involved in businesses with modest levels of
normal monthly turnover (KIOO or less). However. if one studies
those entrepreneurs with a large number of dependents. only a
little over B fifth (22%) are engaged in enterprises that have
small mOfithly turnovera By contrast one can see that business
people with small numbers of dependents are only rarely operating
substantial enterprises. Of this group only 15% run firms that
have a normal monthly turnover exceeding Kl,OOO. At the other
extreme. out of those entrepreneurs with large numbers of
deoendents, almost a third (32%) are running concerns with a
normal monthly turnover in excess of KI,OaO.

Care must be taken with these results in order that causal
fallacies are avoided. The likelihood in this instance is that
as entrepreneurs operate increasingly bigger concerns, they
assume r~sponsibility for a greater number of dependents.
It is unlikely, though not impossible, that a large number of
dependents has a direct and positive effect on the performance
of the firm, measur~d in terms of normal monthly turnover.

If we turn our attention to the relationship between the
number of dependents an entrepreneur has and the size of the
labour force, it is Ed30 evident that there is a strong
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In the first
FlE .A

1,:1 5-;~ t) '1 t f t [1 f:.!' S !Ua. J f) r P () r 1 () rz
on ~r~ two genel'al r~emar'ks can be

f ",!{).men Ie!!

rrade about

~)lf1 ~,~" hi{J1I[e~r! tt~ntr· :pr'f:r)L~tirs ,h,t:iV{~ jLlst as str'()flg fl (:::()1l!lllitnl'~rJt t(J

busine9~ Be iVlty 1n terms of time spent on the business 8S men.
ful y B5~ of the women entrepreneurs compared to 80% for he
wtl()le sample wc,rk on tllelr businesses on a full time basis.
M()reover~ while the [lumber' of women who have been trained ill

r~unning busi.n sseg IS low
Sp{)!l(il,!lg figure for mer)

AS far~ as their' ages aT'e c:oncerned. there IS no notice Ie
d ffer n etween the propo 10ns of women and men entrepreneurs
10 verI us age Btegories. This s important since it is often
ttlOtJgtlt ttlft hil.dtJear>ing may have an effect all women's
ptlY't ipat:io[l in SME~ Basi.cally, only 15% of women entrepreneurs
ar'e under 30 t 55% are aged between 30 and 44, and just 10% are

v E'~ t .:} ~) j/ f~ a t' S () 1 (j .~ .ff £~n (: (~ h' () Hi t':: 11 E.~ [1 t r' f: I) r~ E~ rl e 'u rs are· p r" e d ()!ni n 8. n t 1 'j/

he 11l1mber' f women who are lD recently established
bUSinesses is Jllst as rema kabl If not more so) than the number

f ill n 63% f women are operating businesses that have been set
up S.llie 1980 It s also quite evidently the case that there is
s rn;f::~ IT"Act (:f.ltlC).n trlat b1.1sir2t:;s:sE~S (}r.)\":~~r·ate(l }).)r women are o:fteri
grOWIng lD a health v fashion. Fifty ~ix percent of the busi
nesses perated by women have seen their businesses increase
SIne the first year of operation and 48% have increased their
numDer f mp,lc)yees Slnc~ the year in which the business was
es abl·istled. F'urthermore J and this is a particularly revealing
figure, 27% at women are running businesses that turn over more
~harl K.l a 0 n a normal month, compared to 21% for the :entire
9amf~1 F' flH iy, women entrepr'eneurs are positive and 'forward-

k ng os fa as 89% of them have no intention of leaving their
bus ness s an 41% anti pate that they -ill employ more people

t.h fu lJr

¥t'bJ:' n if} srnfl}Ol J?f~rCE~~nta"gf·~ ()f trl(}Sf; intervi'eweij n th:~~

READ Slir y wer"e womer~, a sample of 1,OUO business persons who
" ,1 it P P lId f r 1Dan's f [" I) ill SED 1 n die e ted t hat 3 2 % we ref r 0 In

t'U.I3 nf~:)sw()mc~n ()r prospec Ive busJ.nesswomen. While SEDCi~~ appli<-
8!ltS itr·p ad~nttt dJ.y a special CEse, there is Father more in the

f s u
of'· r-t
\.. }~

ata for analysis us far 9S women entrepreneurs

;r'he m t. str-iking Aspect of ,the SEDOMinformation, as r as
ttl~~ gender ques'tlon 19 concerned, relates to the rate of appro
vals of l0an applicatioDa for ~en and women. As we have a-ready
Doted, 32% of the applicants were women and 58% were men.
However, while 66% of the applications from men were approved,
ttle c()rr-eaponding figur~e for female applicants was 83%~



An examlnatioi. of thf.: cf<~l(jtiorshi.p bet .... een gt.:nder and type
of business activIty r~veals some quite marked diffctences, bot:
f (J r t h () sea iJ.P 1 .i can t s w h () S f.' 1 () a n s wet· e ::; p pro v e dan d for- t h {) S e
whose applications were turned duwn. In looking at the latter,
it is clear that women applied for loans for businesses falling
within a very Dar r 0 .....' activity range. Slightly over half (519~) of
those applications from women that were turned down by SEDOM were
e1ther in food processing or textiles. Applications from men
that \>·iece not 1H::cepL2blf~ to SEDO~1 w'ere sprea.d over a some-':at
broader range of bus-iness activi.ty. If we look at the SEDOM
approvals, it is apparent that there is som~ concentration,
Io'.'ithin a narC0~'" range of enterpr-ises, for both the male and the
f em a 1 f~ e n t r e ;) r e n e u r- s, but t ha t t hiS i s e s pee i 3 1 1 y p (' () n 0 u nee d for·
the wemen clientso It could be argued that there is a conserva
ti-..u,:: streak i.n SEDOM appl i.cants irr'~?spective of gender- (of~JJ.

the applicants 30% applied for loans for food-processing enter
prlses and 24% sought loans for textile businesses) and also that
there .15 a par·ticular reluctance on the part of men and women to
participate In types of activities which are perhaps seen to be
traditionally illHle or female preserves. Henc~, if we look at the
category other Manufacturing, which comprises such activities as
carpentry. pottery etc., then only 7% of women applied for loans
for such types of enterprise in contrast with 26% of the male
appli(;ants~ If~ we !o{)k al textiles t however. 45% of all women
applicants sought financial assistance for these types of
business tD comparison with 14% for the men. At the other
extreme, a mere 3% of women applied for loans for trade and
serVlce businesses. Table 3.16 below gives a useful impression
of the way in which loans granted to males and females were
dist!'ibuted am()og various kinds of business enterpr-ises.

Oth~r Manufacture
&. Forest.ry

Male
_ ••__._.__w •••••" ' ",_

33
16
28
l 1.

S

49
5

10
1

() l h -f~ t' J n rt lJ S t r H 6 4_._ . •._....__.__.. :. •............_....1... ._ _ . . .•..'0 •• _ ••••• ••_ •••• _0. . . . •.• __.. ._. .,,_._~ ._._. _

Tot_sl_L.._.. . . __. ,_~ .._. ,._ __ .. ..,. .. __.. __. .LQ_ 0 . .. . 19 0.__. _

WhAt the abov~ table suggests, in relation to the concentra
tIon of a l:vitles within a limited range~ IS that while SEDOM's
.f 1 r" ~~ t C f) tJ Cerr t .i :.; n 2"1 t tl r~ a 1 ].J~ .... ~) rn In t; _r~ C .t a 1 v.i a b -i 1 i t Y f) fen. t. e l~.P r i s e ~~- .,

there is 2ureiy great scope for greater diversification and
lma~lrld~j_ve Inr10vatlon 1 especially among tIle women entrepreneurs.

A,i ;:~DaLys is of SEnOM's i_nfot-matlon pertaining to business
f;: ;.« ~) (_~ 1-- i (? n C f: ~j t~: n~ (; n s t r .:~, t est h n. t. i ng (~ :n e r- a j In- e 11 1'1 a"·l e h <3 (1 .1 0 on f{ (~ r~
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wlth 18% for the females. Only 9% of all SEDOM applicants.
regardless of ggoder, had no business experience whatsoever.
Curiously, very few of these inexperienced entrepreneur~ h
their applications turned down (only one person in the sampIL;
which either Guggests that business experience at times G0unts
for very little or that SEDOM is very lenient and supp~~t:~e 10

its consl~eration of inexperienced applicants. As far 8S the
approvals are concerned, the general pattern seems to r~inforG

the point that men Bre relatively more experienced in business
than womeD. Thus, 46% of female clients have one year's expe
rience or less. while for the males only 34% are inexperi~nced to
this degree. Conversely, 31% of male clients have six or more
years of experience in contrast to 19% for th~ female clie~ts.

Among those applicants that were appro °ed , 63% were male and
37% were female. When one studies the size 0f firms with regard
to the size of their work-forces. it is evident that, given the
ratio of male to female clients, the males are somewhat
over represented among the large businesses and slightly under
represented among small establishments. Thus, of those firms
that have six or more employees j 80% are being run by males. Of
those firms which only have one employee. by contrast, 42% are in
male hands. This tendency could be partly attributable to the
type of bllslness Bctivitles that men and women become involved
1n, but it IS equally likely that firms run by male clients are
larger due to their having had a longer spaD of business

~~l}H:'~i" pt{::'~~H::'o_,~ ~d. at a recent workshop on the advancement of
women in Malawi praised the« Jrmance of women entrepreneurs
and hinted at the great p -6ial for expanding women's partici-
pation in SMEI. ~ever, many practical measures need to be
laken to turn this potential into a reality. This is p8rt~cul

arly true of the r' 11 areas. where it has been reported else
where that only 1.5% of women are in non-agricultural family

3.5 The Malawian Entrepreneur and International Labour MiJration
!

The p nomenon of migration is considered in relation to
some background variables, together with those variables that are
related to the question of business perfonnance.

SEDOM, "Women in Small and Medium Scale Enterpris€~s"~ .A.
paper presented at the workshop on Malawi's Forward-looking
Strategies on the Advancement of Women to the Year 2000, held in
Lilongwe~ September, 1985.

Hirschmann) D. ~omeI!J._P1..?..!Lf.li:qKand Policy in Mals1wi.
Nations Economic Comission for Africa. (1984'• . j



The proportion of entrepreneurs who have worked outside
Malawi for a period of time exceeding nine months constitutes
33% of the overall sample. At the national level) about 17% of
the total population aged 15 and over had worked abroad at some
time prior to the 1977 census and the relevant percentages for
males and females were 35% and 1% respectivelyl. Since the
number of female entrepreneurs in the study sample is small (7%),
we can say that tbere is a great 3imilarity between the picture
of illternational labour migr3tion at the national level and the
patter., which was discerned from the study sample.

If one comperes the regional ~istr~bution of returned
migrants et the national level t and the distribution of entre
preneurs who have worked abroad, among businesses located in the
three regions an important discrepancy emerges. In our study
sample the regional distribution is very even. Out of those
businesses that are located in the Southern Region, 33~ are being
run by entrepreneurs who have worked abroad for periods of at
least nine months, and the corresponding fi~ure for the Central
and Northern Regions are 34% and 32% respectively. However, if
we look at the 1977 census data it can be seen that 42% of all
former labour migrants are living in the Southern Region while
the Central Region hus 48% of all returned labour migrants and
the Northern flegion a mere 10%. It can therefore be argued that
a greater proportion of returned migrant workers have entered
into buniness in the Northern Region. On the face of it, this
would seem to defy the logic of market potential, but it may have
something to do with competition. A possible combination of some
initial capital Bnd negligible competition might have enabled
more ex-migrants to start businesses in the Northern Region than
in the other two regions. Nevertheless~ this is a highly
speculative observation which requires further research.

In general, If one looks at the categories of those who have
and have not worked abroad, the shares of the various activities
are broadly similar, with the highest number in the trade sub
sector. However) in considering the situation for particular
enterprise groupings, it is noticeable that the group which
incl~des rest-houses, bars, hotels, etc. (11% of the sample)
contains a large number of entrepreneurs who have worked abroad.
As many as 46% of those engaged in these types of businesses have
worked outside Malawi for a period of time in excess of nine
months.

Generally speakIng. the countries of destination are the
neighboring SADCC countries, together with the Republic of South
Africa. When questioned about which country they had last worked
ln, 44% saId the Republic of South Africa, 26% said Zimbabwe, 22%
Zambia. with the remainder having worked elsewhere in Africa.

NSO. Malawi Population Census 1977 Analytical Report,
Volume I! Zomba 1.984,



Of those entrepreneurs who had worked abroad, 51% aeserted
that this experience has assisted them in running their Jusi
nesses. When questioned further about how the experience had
been of benefit, they gave the responses set out in Table 3.17.

One finding of this part of the study is the fact tbat t of
those who worked outside Malawi, while 37% were unskilled
labourers, 27% were in production end services, with a total of
26% in the category of e~ploymeDt embracing professional,
technical, administrative and clerical occupations.

TABLE 3.17: BENEFITS OF LABOUR MIGRATION

Initial capital
Business experience
Trade/vocational training
On-the-job experience
Business ideas
Academic/professional training
Total___• -.........""-0

120
43
21
20
11
10

235

51
18

9
13

5
4

100

As far as po}icy-making is concerned, this group serves as
an exemplary case of entrepreneurs who establish themselves
without the benefits of official assistance. It is therefore
instructive to study such a potential group of rural entre
preneurs. particularly when one considers that 94% of returned
migrants are living in rural areas 1 • The analytical report of
the 1977 census discusses the types of economic activit~es that
returned migrants are engaged in. Basically, 73% were alimi
(subsistence and peasant farmers). 20% were employees and 7% were
self-employed (family business workers and employees together
only constituted 0.3% of the total). If we contrast this with
th~ overall distribution of the working population by economic
activity status then Bome differences emerge. At the national
level 77% of the working population are alimi, 18% are employees
and 5% are self-employed. It is clear from these figures that a
larger proportion (20%) of returned migrant workers are
self-employed than is the case for the working population taken
as a whole (18%0). This is in line with the findings of our
study and reinforces the need to study the erstwhile migrant
workers as potential small- and medium-scale entrepreneurs.

IbTd., p. 184
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The basic point of the ~nalysi5 of education and training IS

to arrive ~t some idea of the degree to which its presence is a
s pur" t 0 bus i n e s S sue c e s san d its a b sen c e a con s t r a ;. ,1 t O!l SME
d eve 1 (; pIT! P. (1 t ' What emf: r' g e s f r () m the sec 0 n dar y 1 i t era t u rei s a
congeosus that education Bnd training alene are not significant
f Bet () t' s but t h 8 t the y <':\ ret i e d upin imp 0 r' tan twa y s wit h !Il any
other variables such as access to credit, suitable location, etc.

Th()ugh tile bulk of the litet~ature attaches importance to
edlJCati.o!1) with certdin reservations, tIle fi.ndings [r-om Zambia
and Malawi are rather dramatically contrasted. The Zambian study
asst~r·ts that while educational level,s f~or entrepreneurs were
tlj.gtier ttlDI'l th~ aver~eget the correlation between education and
suc(:ess was l()w, f~speciaily wtlen other factors were consIdered. 1

In contrast, the evidence from Malawi indicated that while
!"elatively ff~v.1 entcepre:neucs had posteprimary f~ducation they were
nevertheless doing very well and were not confinetl to anyone
business category? Their income ""i8S much higher- than the others
and they were also often employers. The same Buthor has observed
6 simi.lar c(}rrespondence between vo(~ational training and business
pe·r f()cmar}(:e.

An ImmedIate impreSSIon gaIned IS that two out of three of
the entreprene~rs sampled (67%) have received at least a primary
educatione OnJya small proportion, about 9%. have received
upper secondary education (form three and above) while a modest
number (14:s) hav~: at.tended secondary school up to the junior
certifIcate level. At the other extreme, a similarly small
n Uill b t:~ r" (; fen t rE~ pre n (; u r s :: 1 I ?i) h a v ~ not a t ten d e d s c h 0 0 1 a tall.

The normal lilc)nt,hJy tur"nover of businesses in the sample is
one factor WhICh is being treated as an indicator of business
pet~'formal)ceG It l,s evident from the data that there is a
meanin~i~u.! relBtioflstlip t>etween this facet of business success
and the level of education of the entrepreneur. The trend is
noticeable for all levels of education, but it is especially
marked with respect to those entrepreneurs who have reached the
upp~r levels of secondary school. Out of those entrepreneurs who
have r~8ched this level, 29% estimated that th~ir normal monthly
turnover was in excess of K3,OOO. By contrast only 3% of those
with upper secondary education state that their normal monthly
turnov~r is K50 or less. At the other extreme, it is equally
apparent that very few of the entrepreneurs who haven't attended

lt~ Bf~vf:ridgf~) A .. ?-;.,. £1:0(1 Robers(:.na.l1
Businessmen and Oevel()oment in Zambia......_~._..... ,~----,--,._.-_...-,-_.•._~ ..._----_ ..~~ .._.~.~,-,-,,,._, ...- ..._-_...,~.,._.,, ..._...._-..._,,-_.__._,.,y.~_..•-.----._-

i\ . R. , African

",,t. Small scale Industry 1D Malawi.
2:; 3) I 1984
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school ace tn be faun in businf~sses that usually have H monthly
turnover' :tn exr:t~SS ;1 K3 000 15%). Of those entrepreneurs vlho
have not attended ~.chool. 26% are to be found in enterprises
which h8ve a normal IDont~ly turnover of K50 or l~ss. Table 3.18
below il'l~Jstlnt~s these trends.

r'.·'.' .~ , LEVELS OF EDUCATION OF ENTREPHEf'EUHS BY NORMAL
MONTHLY TUHNOVER OF' BUSINE S

__ _ __ ~!J.E!P.~J~ __.m 0 Q-!l L.Y _t.~E n 0 y_~..r:.. .__._.. _
Lev ~ 1 n f Less K5 1 .' K 1(1·- K2 0 1 -- K 10 0 1 --K 3 0 0 1

f~.~t'f.E2.tL,~j.D Lt~.t~!~. Ji..~.Q.. ..JgQ._..gJLfL__._..J-l..~Q..Q ..__~L_OJ!_.fL.._._._ ~±~. .)' c~t.~L
None :.J; 13 14 :31 11 5 100
Primary 23 19 14 27 l~ 6 IOO

~) c C () Ii '1 ii ( )-. ; 1 15 1:3 3 4 1( 1 1 10 0
{_l~:__: .__S ~:..(:;_.~ .. ~! L~~~f~L_., .._~~ ] ~...~_,._._ ... _._1.. _. ,__.__,.l._~l__~__._ ~~_~_?_fi ~.__~~~§~.~,.~~._ ..__~_.__.. _?,_~ ~_.LQ~ __

The datu .uggest th;"t then.: is also a noticeabl,:, trend
tuwards higher ]evels of school att~ndance amon~ recently
estahishea eC.trepr~neurs. Once ~gain the trend is most
C' CHI sp 1. .. u 0 U S f,•.-j t [1 reg u r d t 0 sec 0 n dar y e due a t ion. Am 0 n g t Ii 0 s e
entrep~eneurs who have attended school up to upper secondary
lev(~J) 44'?", ,ire involved in busine'sser:: that were established In or
after 1985. Corversely, only 2% of . hose who attended upper
sf::condury school ;,.,'e1f.:.' lli businesses \.. stablished :.D 1965 or prJor
to that year. The picture is also similar for those
(·:crrf'fJr't'neurs who hav;::: been !.:~{POSf d to junior levels of secondary
e due £:1 t 1 0 n . O' t his sub ··gr () up. '. 6', \>/ ere i ~~ b us in e sse s est a b 1 i shed
SIn c e ; 9 F :, ",f fA , ,P G n;y J % we r e h 0 s e f 0 un d (' din 1 965 0 r

':f' 'h f: f) r (} I} () ." t i iL) [1 0 f ;;:::: n \ ~.~: p r" f~ n e u r ,S ~r h 0 11 a v e 3. t t E~n d 'e d.
:.::;<:ho(,:'1 t,; u.p',er ~;ec()n(1,Jr leve' IS approximately 9% for the
s t1 rn;) 1 (.~ ;.~.i ;:;; ~1 'w ,h. () 1 f~ " () ~1 ,0\ f t h ~) s' n t E.~ r"' j) r- i s C~' s est ~:1. b 1. ish t:~ (j s 1. :n c: e
1985, l6% ()f f~ntrep:'eneurs h3V(~ a1.tained tilis level ~f edUclltioT!.
F ;>c t t, rj::;~: hu s 1. n e sse s s c' t Up if! 0 ret han t wen t:y yea r sag J ) t h F.:

P t· i) poe til.) n (; f f:: " r c cpr c n ~ u c S ¥. i t h up p e r- see 0 n dar y s c h 0 ') 1 i n g i::; a
m'0' C r:; ;!~;;;, The r e 3. <'1 t 1 (J ; Ish i p bet wee n 1 e' e 1 () fed u cat ion and the
;~:ar rhf: bus 1 l:"'S·': (piH5 c-,:stablished is ,epicted in Table 3.19

or") ~ f;
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In this ~t.ud'l th~: number'" of workers employed in a gi.ven
enterprise 15 R fbctor that is taken to be suggestive of the
success of the business. The READI survey results demonstrate
some relationship between levels of education and the size of the
work-force, Of those entrepreneurs with upper secondary educa
tion. about a third (34%; are engaged in enterprises that employ
five or more people. Out of the same group only 17% are involved
in businesses that have no employees. for those entrepreneurs
who have not attended school, half are in businesses with no
employees Bnd only 9% ere running businesses with five or more
W <'J r k e r s . Am 0 n g the g r' 0 U P 0 fen t rep r e n e u r s who are run n i n g the
more subs:ent.i.al enterprises (those with five or more employees),
41% have receiv~d secondary education, whether at B junior or
seDlor ~euel. and only 6% of this category have had no schooling
at a]l. The picture is rather different for those enterprises
with no employees at all. In thIS category, 16% have attended
secondary school wh.ile 11% have received no schooling. What
Sfl{)tllc! l)t~ b()r'n(~ i.n mind) ho.we"ver, is trle cverall patte-rr! wtlereby
appro~im8tel! two to every three entrepren~urs have received a
primary educ8tlon. This pattern is modified when
we look at enterprIses with labour forces of varying sizes.

~'e can stete guardedly that higher level~. of education are
positively correlated with certain aspects of business
performance. It LS therefore worth looking at whether certain
age categorles wlthin the sample are being exposed to higher
levels of scho()ling.

In appraising the corresponderlce between exposure to
training and levels of education. it appears that it is those
with higher le~eis of education who are most likely to avail
themselves of {)pportunit.ies for train ng (Table 3.20) _ It could
be the case that training experience reinforces the advantages
that. already lC(;rUe to those who have moderately h:igh level.s of

f.:~ (.1 1J c: a t .1 ~. n ~ rr t l i, .s ) }) S f,: r' '1;/ a t if) n c 1 ear l;l has i 'ID 'P () r t a [1 t pol i (~ ~r

r!BLE 3~20: E~:~ost.IRE TO raAINING BY EDUCATION LEVELS
OF ENTREPRENEiJRS (%)

... E_~,.P_Q~~._t~..r._~.. __~SJ..__.f:.X:_!!.~~ 0 i ..n..6 .._..
Tr8ined In Not trained in

t> .i:~.~_.!:.n..~.~..~.... ._..... .J;'!._~.§...!l!.~.§_~._. __.__._... I_s~_t~1

JO 70•• _ ~_ .•••• .._ •.••.• J .,,_' .... ". " .• ~_......,__ ._~ ....., • __"' • ._. .......

14 86
80
73

100
100
100
100



Table 3.21 below shows that those with upper secondary
educati.on drf~ less l1k.:::ly to spend a.ll their working time on
their businesses but that this is the case only in relative
terms.

TABLE 3.21; TIME DEVOTED TO BUSINESS BY LEVEL
Of ED ATION OF ENTREPRENEURS

[, f~ \/ e:1 0- -r

NODI::;

PCLmary

Very few enfrepreneurs in the overall sample have had any
traIning 1n running their bUSInesses. In general. the relevant
£'i g u r' CIS it 1 itt 1e a b Ii V eon c, i n f i v e 2~: %). Neve r the 1 e s s, the r e

are substantial variations in the number of entrepreneurs in the
sample who have been trained when one looks at specific business
groupings. One can generalise by stating that out of those who
are involved in productive enterprises, a higher proportion have
had tra.Jning than fCll the sample as a whole. Thus. of those In
lathing bus,i.nesses, 43% have had some trainIng. For wood

production (furniture-making, etc.) the respective figure is
35% and for other~ manufacturing (potters, smiths, (:~tc. 41%

With regard to tertiary activities such as trade. the
reverse pattern obtaIns. Hence. only 11% of those engaged in
trade have been trained. For those entrepreneurs operating bars.
rest houses, hotels etc~ J the figure is a mere 9%~ An exception
to this general trend CBn be found with those activities in the
servi es category repairs, personal services. etc.), where 35%
ha',,'(~ bad sonIe; tr2l.ining, in contrclst to 65% who ha.ve not.. T Ie
3.22 lllllstrates these patterns~

'1',-\13 LF :3 < :~2: EXPOS!IHE OF ENTHEPRENEURS TO TH.A.INING
BY TYPE OF BUSINESS

100
100
JOO
100
100
100
100

94

89
91
h~-, :)...
{

65

Not t.rainf,~d in

35

35
Fllf;~ S t ~1l.l r <=:1 1'"1 t s} 1) a r s ~ J~-~ t
Sf?CvIC~es

Food process l.flft

Clothin2;
Wood p·coducts
() t }1 f~ ,r' rn<'l fl lJf ,;:1 C' t 1] r- i n g
Trade
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General Feat-tlres ()f SHE Employmetlt

Overall, there were approximately 3.000 people employed 1"

the businesses studied in the READI survey. The mean number of
em p loy e f: 1'3 f () t' the b U 3 i n e sse s sam p 1 e dis 2. 5; howe v e r' , t b e [' e ace
marked vtHiatloflS in that urban enterpcises in the S0uthern
Reglon have tl mean number of workers of 4.6. while rural
businesses in the Northern Region have a meaD number of
employees of 1.1.

It is clear that there are some significant trends in the
way that the total number of employees is distributed among
vurlOUS activities. The two categories that encompass trade and
bars, f'f:stautants, etc. together account for 45~" of the total
number of employees In t.he overall sample. Furthermore, there
are some discrepancies in that trade (which constitutes 41% of
t.he sample) absorbs 25% of the total number of employees whereas
bar's, restaur'ants, etc. absorb 20% of workers while only repre
sentir:g il't of the samplf~. In most other respects, though, the
number of employees absorbed by VBcious types of business
activity correspunds to their relatlve significance in the
sample as a whole-

Employment and Gender In Malawi's Smull Businesses

;\3 ff1t' <is gender- is concerrH':d, there is a preponderance of
mai~s wlthlrl ttlC tc)taJ. D1Jmber L of emp'Ioyees in small enterpr'ise&
For the sample as B whole, 81% of employees are male while 19%
are female. Table 3.23 illustrates that this preponderance
applies irrespective of the type of enterprIse. The closest that
women get to parity with men IS in those activities comprising
bars" Cf.>.st bouses, r'E'.staurants, etc., where 48% of the employees
are women. l'h.:.S" however', I.-an only be considered as a minor
aberratIon within the general pattern. It is evident that
employment opportunities for women in the small-scale enterprise
sec tor DC e s eve r e 1y C 1 r C' U in S C [' i, bed :a n d t hat tb isha s f a !~-' rea c ~1 i n g
pollcy lffiplicntions for the meriium and long term.

TABLE J.23: GENTlER BY TYPE OF BUSINESS

~') 1 8J."--

n 6 24f

97 "",)

B4 1 "t~r

87 1. 3
;::.. !"} 48'..~ <:.

0-:;: 7.~:.,; '>J

(:lc)thing) leattlf~r pr-odur:ts
Wood f'jrl'!it.ure & f)r{)dtl(~ts

Other manufactll!~it')g

T' -r a. (1 ~~

~~·_Yl~~:~_,,_ ..E~_.__( .._...J:~1~_1.~~~.~~ __~~_ ~:.~5..~~~ ..__ ._ v __,, ~ .. ' __ • • •• _.-_._._. __ ~__ _.__ .~ ~••__ ••_~••__~ ~._,.,--~_.~J~1_2:.,Je __,__,~__ F' ~_!!!§.le:.
('of)d processing

64



If one examines the way in which male and female employees
are distributed dmong various business activities. then similarly
slriking patterns emerge from the data (Table 3.24). In the
first place, whether one looks at men or women it is apparent
that employees Bce unevenly distributed among the various types
of enterprise grouping. rn the second instance, again regardless
of whether we Bre considering male or female employees, most
employees ere found in trade and services Bub-sectors. Thirdly~

the disproportionate spread of employees among various types of
business activity is especially pronounced for the women workers.

TABLE 3.24: DISTRIBUTION OF MALE AND FEMALE EMPLOYEES
BY TYPE OF BUSINESS (%)

Food processing
Clothing, leather products
Wood furniture, wood products
Other manufacturing
Trade
Hotel} restaurants, bars
Repairs, services
All other,--,-----p------_._-_.
Total

5
5
9

13
27
13

8
20

100

4
7
1

10
17
50

3
8

100

The implications for employment pOlley within the 5MB sector
uppear to centre around the enhancement of employment-
generating capacity among specific types of enterprise activity
and the generation of employment opportunities for women in
particular types of enterprises in which they are clearly
under-represented within the 8MB labour force.

The Rural/Urban and Regionsl Employment Profile

Another extremely important issue for 8ME development is the
rural/urban ~~1e~~~ of employment opportunities and possibilities
for job creation within the sector. The data clearly show
substantial variations in the ratio of rural-to-urban employees
of small-scale enterprise between regions.

Out of the total number of employees in the SME sector, 78%
are working in rurBl-based enterprises while 22% are working in
urban businesses. The variations in the ratio are substantial
but 50 8190 are the variations in the ratio of rural-to-urban
businesses in the three regions. Out of the total number of
enterprises that employ people. 84% are found in urban areas and
16% in the rural districts. In the north, 93% of businesses that
employ people are in the rural areas. In the centre and the
south the corresponding figures are 83t and 79~) respectively.
Table 3.25 shows how 8ME employees predominate in the rural
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areas. The main contrast IS between the Southern and Northern
Regions; in the south the pattern is largely attributable to
urbanisation levels and the pre-eminence of Blantyre-Limbe in
particular. However, this is a region in which there are some of
the highest rural population densities in the country. Hence, a
possible policy dimension is that of rural job creation in the
context of a strategy that seeks to promote SMEs in rural areas
with high potential levels of effective demand cr market size.
In looking at the Northern Region it is apparent just how high
the share of rural employees CHn be within the overall SME
labour force.

TABLE 3.25: RURAL-URBAN DISTRIBUTION OF
WORKERS BY REGION (%)

Centre 15
29

85
71

It 19 not only significant how many workers are employed in
rural enterprise, it is also quite evident that both the urban
and rural work forces are unevenly distributed among the various
regions (Table 3.26).

TABLE 3.26: REGIONAL DISTRIBUTION OF URBAN AND
RURAL LABOUR FORCE (%)

____________....__.__.__. .__..-l~ o_r t h ~ en t r e
Urban 8
Rural 15_..._ .._---_.._~~~?--._-_ ...._...---'._-~.~_ .._-_._-_._--

20
33

South
72
52

Once agaID, if one considers the extreme cases, the Northern
and So'uthern 'Regie/os, there ar'e again some very marked discrepan
CIes. [0 the Northern Region, for instance j we have seen that
87% of ewployees Bre in rural business, yet Table 3.29 shows that
the share of the total national rural labour force in 8ME in the
north is only 15%.

As far as the Southern Region is concerned, the ratio of
rural-to urban workers is lower than for the other regions t yet
52% of all workers in rural SMEs are to be found in the south.
When it cornea to the urban worker, it is also obvious that the
bulk of them. almost three-quarters, are found in enterprises in
the south. Businesses in the Northern Region only have an 8%
share of the total number of employees in urbaD enterprises at
the ns·ional level.

The data discussed so far give some interesting and impor
tant insights. However, it is helpful to get some idea of the
way in which enterprises with small, medium and moderately large
work forces are distributed in terms of the regional profile, aod
also with respect to tho~e businesses which are in rural or urban
locations.



If we look at the regional distribution of enterprises with
labour forces of varying sizes, regardless of the rural/
urban dichotomy, there are again some conspicuous patterns
emerging. Among the larger enterprises, those that employ fl~e

or more people. 12% are located in the north, compared with 30~

for the centre and 57% for the south. Within that category of
firms that do not employ anybody (over 40% of the sample), 45%
are in the north. 23% in the centre and 32% in the south. Of
those firms that are moderately large with regard to the size of
their labour forces (those enterprises that employ two to four
workers), 18% are found in the Northern Region, 38% in the centre
and 44% in the south. There are therefore regional imbalances
not only among the work-force i~ a general sense, (insofar as the
total numbers are unevenly distributed) but also in that the
total number of firms with work-forces of different sizes are
also unevenly spread.

Table 3.27 illustrates the marked contrast between regions
8S far as their labour-absorption capacity is concerned. The
fact that 2/3 of enterprises in the north do not employ anyone is
suggestive of an acute lack of employment opportunities in SME
and is also, perhaps, indicative of poor performance in general.
By contrast, in the centre and south only about a third of the
enterprises have no employees.

TABLE 3.27: DISTRIBUTION OF BUSINESSES ACROSS
REGIONS BY SIZE OF LABOUR FORCE (%)

Region

North
Centre
South.....----------,-~_ .._--~-_.

Size of labour force° 1 2-4 5 +
66 11 17 6
32 20 34 14
34 .:=.1....:..7 2:..9::::.-_. __......:2:..0=-_

Table 3.28 demonstrates how firms with work-forces of
various sizes are distributed within urban and rural areas, as
well as within regions~ and the variations are substantial.
If one looks at firms in the rural north, 68% do Dot employ
anyone. The corresponding figure for the centre is 31%. If one
looks at the urban areas there are also some marked contrasts.
Of the urban firms in the centre some 11% employ five or more
people in contrast to 27% for the urban south. It must be con
cluded that if employment creation is high on the agenda for SME
development, then those wide discrepancies should be recognized.

TABLE 3.28: REGIONAL DISTRIBUTION OF URBAN AND RURAL
ENTERPRISES BY SIZE OF WORK-FORCE (%)

Size
5+



Some Reflect:i.oflS ()Il the Employment Pr-obleuJ

The pre eding discussion has invol.ved an analysis of"
enterprises In terms of size BDd characteristics of the work
force. Considerable importance has been attached to this compo
nent of the study by some clients who are concerned with raising
levels of income Bnd effective demand in rural areas by means of
effective employment creation in the SME sector. The READ!
survey incorporated B number 01 questions that furnish informa
ticn pertinent to these issues and what follows are a few
comments on some relevant secondary literature on th~ subject
of employment patterns in 5MB.

One study which looks at patterns of rural non facm employ
meet within developing nations suggests that the major dimensions
of the policy profile are four 1n total: the quantitatIve
imp?ctance of rural non-farm actIvities. the sectoral omposition
of employment, equity implications end prospects for growth 1.

Many of these descriptive attrib~tes of the employment profile of
SHEs are covered in the READI survey. It is Brgued by some that
5ME a~sorbs lour BDd maximises scarce resources. Thus. growth
of rural income and employment is a major spur to 5ME develop
ment. This 15 an interpretative issue, but the present study can
contribute to discussions of it. Explol"ation of these issues are
also justified, given the level of ccmmitment to aiding rural
enterprise 8Dd encouraging non farm employment 2.

The summary of future employment prospects up to 1990
prOVIded by the World Bank lS in many respects 8 sobering com-
mentary. The Mission concluded that even a sizea~le expansion of
formal se(~tor employmeo, would not solve the problems of a
rapIdly expanding labour force. It was assumed that most
addit iOflal worker-s would nave to be absorbed into non-estate
a~~·r i tl,l r ur t~~()r' oth r inf()rmal sec'tor'·s3 ..

Chuta, E. and L.LE~dholm, C. "Hural Non farm Employment: A
ReVIew of the Stpte of the Art", MSU Rural Development Paper
No.4, Department ot Agricultural Economics, Michigan State

W()rlcl Ba,nk l

Wf.H.hirqnoi1, D.G., 1981
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CHAPTER FOUf<

PROSPECTS AND CONSTRAINTS FOR SME DEYELOPMENT

~l. 1 Intr"'ocitl"ctl.-On

Development of the SME sector i'equires a thorough transition
ln the approach to setting development objectives for the sector
and organising the structure of institutions through which
te~hnical assistance is or will be provided.

A system has been established for prov~ding essential
credit. entrepreneurial training. and business and technical
advisory services to entrepreneurs in the SME sector in Malawi.
The situaticln is ~romising for expanding and developing practical
changes Bnd improvements as they become essential and feasible in
the system of credit provision, entrepreneurial training Bnd
business and technical advisory service provision and a whole
array of incentives specifically geared to the promot10n of the
sector durIng transitional changes and growth
10 the SME sector and elsewhere in the economy of Mal~wl.

If thc CVilllliitment has been and effectively made to the
objective that development of the 8ME sector is a crucial
component In the programme for dynamic growth in Malawi, then
much more must be done in the way of upgrading technology and
economic behaviour in the sector. This calls for conditioning
the ~conomlC environment and greatly expanding the provision of
business and technical 3ssistance to entrepreneurs in the sector.

The degree of urgency is demonstrated by the entrepreneurs'
c.one (~pt ions of thf:i.r greatest operational problems. In the day
to day conduct of their enterprises. 14% of the entrepreneurs say
that q lack of customers is their greatest problem and 6% s.y
th"d. th[s is their second larg~;st worr'y. More than half the
entrepreneurs find that fina~cial capital for investment (perhaps
....'or·king capical fol.- investment in goods and materials) is their
greatest problem and nearly 70% say that a problem of rapital is
t. he i c '2_f}J.L i;I' c· (} t e ill . i\ few eve n say t hat fin a Z'l c e -c a pit ali s bot h
the 1 r g rea t est ~S,-d the irs e C 0 IH.l g rea t est prob 1. e ID. I fen t rep r e
neurs are to overcome the3e probl~ms they are going to nee~

~ntreprpneuria~ training and on-the-job advis0ry services to help
them to draw customers and to make their enterprises profitable.
Such training and o~-the-job advisory services will require the
C(1)1oin-erj r~eSOIJrc>es ()f gover.nnlent) donors and SME support
~) r~ gani 5 at.! C) {l S ..

4.2 Prospects for Growth f0r the 5MB Sector 1987-1991

Projections of SME investment to 1991 have been prepared on
thp assl1mpt.l0n that the estimated CLrrent (1936) size gives a
fair basis for cnlculating estimates of future growth ~n the



size of SME investm~rlt~ The gov~::rnment nat.i.oDHl ac::cunts
largescal~ investment will grow at a
small-'scale investment (10.1%). Past
rates in lO.rge-scf'.lle investment during'

ompared to small-scale fixed investment

assume thht
(10.5%) tban
lower gr-oh,th

1978 to 1986,

project ions"
faster rate
t

,.
:renc.lS s.hOW

the period
(Table 4.1

RATES OF GROWTH OF INVESTMENT BY SECTOR (%)

lQ7~-'19?Q lQ7 G -19"RCl. ~ ~_.~J__...~.-- .2-~~~_~~!_

Larf';e'scalelnvestment 9.9 ·-0.4
§.;~aJ t=_?_S..? t~~.__1n y_~_?_.t~.~ n ! .__. ~2_t· 6 __..__.. -l~,-'-.-=5__

Sour~e: Department of Economic Planning and Development

If the overall government projections of GDP and fixed
capit~l formatiun have to be met it would seem that the SME
sector may have to grow faster than large-scale investment.
Based. on the nistori.caJ. growth rates of f;.xed investment given
above It seems realistic to project a higher growth rate for SME
investment than for large-scale fixed investment. particularly if
you bear in mind that past SME investment growth rates have been
achiev~d with little support from government and now government
would like to promote the sector actively due to declining growth
oppor"t.unities :in l.arge'''·scale investments. The projections of SME
investment have, therefore, been made using an annual growth rate
of 22% as oppos~d to the growth rate of 10.1% for small-scale
investrn~rlt~ Ttl~ results of the projectiorls are presented in
Tab.if~ 4-.2 t)~~.l.()w ..

'I~AB]~i~ '1~2: ES1"fMATES OF SME INVESTMENT 1986--1991 (K MIL,LIOK\

472417334

320

:304

::: 0 8

1986 1987 1988 1989 1990 1991---,_._--,._--------------- ._-...::...:::...::...::__...:::...:::-=.
2036 2216 241~ 2641 2882 3149

402 446 507
1 c1 r g~. -S (: 8. 1 e .~

si_~aie investj11er1t

G f} F-'

Est _ S~1 E t-~ u sin e .:~) s
l~" lr, r).r~ :-:-J(4 ?!t:'

.......... ..l:: ..'2......._..... ..__...':..:J....._...._....__...:::....-::._.......... ..... ..._~_._ .... ..~_~.

R-t: [} (-.~ r~ t I :J :~3 f; a n (-f (;. u r f:'~ s t. j rn £1 t t:; S
...---~-~..• - ,"_.- •.• _ ..• ~,.'-~_.-- -y- --,..<--.-

or·' Df'pdl'tment (of Economic: Planninl{ and Development ,
.-" .
f.omO-3.
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The technique that was used to project 5ME business savin~s

wa~ b~sed on tile methodology which was used to estimate current
Sr.1E blE;iness saviltp£$ in Chapter- two. The results of the projec
tions are prcs~::nted iII table 4.3.

PROJECTION OF SME SAVINGS TO 1991 tK Million)

Small- and medium-scale sector
GDP at market prices 1,157 1,25S 1,369 1,489 1,619

Total 5MB savin~s 35 38 41 45 49
S r.! ..1~~:?-_§Jr~.f~ ..?.2 §.•i;l.~.LQ.K~__.__ _ _ __ _ _1 '1. . L~. ..1Ji. . J_~. __.__. ..!J3.

Source: Depi.:lctrnent of EconomlC Planning and Developmen.t and our
est 1 f1lE.lt es

Estimates of Future SME Capital Needs

Comparing the projecte~ SME fixed capital formation with
savings. a financing gap ranging from almost K2.0 million in 1987
tu Klf} milli.oCl in i9S1 emerges. Including current pr"ojections of
SEDOJ'.'1 and U,iDEFVND loans, the indications are that therewil.1
still b2 H shortfall 1n the financing of projected 5ME gross
fixf;(! ('af).ita.l .f()r"rna.ti()Il [)egi.nnlIlg in 1989.

T~BLE 4.4: ESTIMATES OF SME CAPITAL NEEDS 1986-1991 (K MILLION)

1986 1987 1988 1989 1990 .1991_.....::....:::... --.._--•.__._-

19
.- 16

9
7

')0
~:J

18
1 1
1. J

1 f)
7
6

15
.... 0

'--

14

, J
'"J

S ~i E b 1..1 S 1 t; e s s S '.1·V i. n g: s

Projected SME credit*

INDEFLND ard SEDOM ter"m loans

In addilion to the projected shortfall in capital for gross
run~;d :apital fnr'mation, the SME sector WIll requ~re wOr1-:ing
cnpit~l Using the proportion of SEDOM mini-loans (about 50% of
t h t: I (j an p () rtf () J .l 0) a san i n die at 0 r 0 f the min ,i ill U ill I eve 1 0 f
demand fcr worklng capltal from SME financial intermediaries, we
cstlm~te that the mInimum }evels of demand for credit from SEDOM
a n (~ r ~t DE F' {j ~~ .Dw i 1. 1 b (:~ c> r-i f':: a n (j 1'1 i~ 1 f times t [1 e amount of long term
l()~ns projected by SEDOM and INDEFUND shown in the above table,
K4.5 milLion L~ 1987 rising to K13.5 million in 1991. As of now,
n~ither SEDOM nor fNDEFUND has yet Identified the sources of such
magnitudes of resour=es for their iending operations let alone
theIr runnlng expenses. Until now donors. particularly USAID.
EEC% KFW arl(j FMO, have provided t'he resources required for
lending operations and some running expenses of SEDOM and
INDEFUND.

71



SHE growth w.ll require active promotion efforts like those
mobilised for ~.allholder agriculture over the last two decades.
Only trading businesses have been encouraged, through DEMATT'a
advisory servicea, in 8 way that asy be compared to the encour
agement which bas been given to ssallbolder agriculture.

Given the current pattern of concentration of businesses 1D

a very narrow range of enterprises, there ie scope for growth of
SMEs. particularly in productive ventures. Therefore, more
consideration might be devoted to ways and .eans of diversifying
the pattern of S~E development within the country into productive
ventures, especially in the area of agro-industry, using the
agricultural base as a source of raw materials. Diversification
of the 8ME sector can be promoted through the provision of entre
preneurial training, advisory services and credit on a selective
basis. Currently, these services are not targetted to any group
or groups of entrepreneurs because the provision of the services
is driven by the institutional capability of the 5MB institutions
rather than a government 8trategy.

Govern.ent will, therefore, playa key role through its SME
policies in shaping the future of 8ME development. The above
projections of SHE invest.ent and its financing show that the
SME invest.~nt cli.ate will ~e characterised by limited credit
delivery capacity, scarce credit funds and a high projected
invest.ent capital resource shortfall. The expected expansion
of SMEs into productive agro-ind~stry will require a dynamic
policy-driven credit progra••e which channels credit resources
and advisory services into diversified production oriented
businesses.

4.2.3 Prospects for SME Eaployment Generation

The su.mary of future employment prospects in Malawi up to
1990 provided by the World Bank is in many respects a sobering
co.mentary. The report concluded that even a sizeable expansion
of for_al sector employ.ent would not solve the problems of a
rapidly-expanding labour force. 1 It was assumed that most addi
tional workers would have to be absorbed into non-estate agricul
ture or other infor.al sectors. It is at this conjuncture that
SME development can contribute to the creation of rural job
opportunities.

The estimation of an increase in the number of jobs has
assumed a credit driven policy with emphasis on labor-intensive,
high value-added ev.terprises 1 ike wood furniture and carpentry,
tailoring, aDd other foods and beverages and a de-~.phaBis on
capital-intenaive enterprises such as wholesale and retail trade.

1 World B8nk,Mal~wi -EaployJlent Aspects of Economic
P~v~'Lt.2.£..~en,;, Washington, D.C .• 1981, p. 59.

72



One of the major benefits that would accrue from raising the
annual level of SME inve$tment would be an increase in the nu.ber
of jobs. The SMEsector is more labour-intensive than the larg'l!
scale sector. As s:lcb it creates more e.ploy_ent per unit of
investment. The cLp£tal cost per job derived from the READI
survey is about K2.900 compared with K3.820 (1981 prices) for
large-scale enterprises l •

The capital cost of K2,900 per job, adjusted by an ipvest
ment deflator of 7% per annum assumed in the government projec
tioDS 2 , has been used to estimate the number of jobs likely to be
created by the projected SHE investment. The results are presen
ted in Table 4.5 below.

TABl.E 4.5: PHOJECTED EMPLOYMENT GBNERATION BY 8ME INVESTMENT:
1986-1991

1986 1987 1988 1989 1990 1991
Proj. SME inv. (million) 13 16 19 23 29 35
Capital cost/Job (K) 2,900 3,100 3,320 3,550 3,800 4,070
Es t. number of new jobs 4.480 5.160 5,720 6 .. 480 7,630 8. SO!)

The above estimates assumed that the pattern of industrial
distribution of investment will be similar to past patterns.
Some industries like grain-milling, hotels and rest-houses and
wholesale and retail trade are relatively lIore capital-intensive
than wood furniture and carpentry, tailoring, and otber foods 8Jlld

beverages. Increa~ed emphasis on the forller would Ii.it new job
creation while emphasis on the latter would create aore jobs.

Given population growth trends in the country, the total
labour force is projected LO rise fro. 3,516,000 in 1985 to
4,047,000 in 1990 3 • In other words, the absolute size of the
labour force will increase by 531,000 or 106,200 per year,. Out
of the total number of 531,000, subsistence agriculture is
expected to absorb 408,000 which means that the number of people
employed in that sector will rise from 2,104,000 to 3,112,000.
That will leave 123,000 people to be absorbed by other sectors.

1 The capital cost per job for large scale enterprises is
calculated by dividing fixed as&ets (book ~81ue) by total
~mployment u5~ng information contained in the Statistical Year
Book 1983, published by the National Statistical Office, Zomba ...--'._.._------

2 OPC. Department of Economic Planning and Development,
Economic Repoct 1986, p. 114

:3 NSO.
Zomba 1984~

Malawi Population Census1977 ADslytical, Vol. II,
pl16.
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Large scale modern sector employment declined from 387~491

in )983 to 380,853 in 1984. 1 If it grew at a rate of 2.9%
(population growth rate), in 1985 it would have reached 392,000.
Future growth at the SBme rate would raise it to 452,000 by 1990,
implying that total additional employment in this sector would
grow by 58,000 over the five-year period, which would leave
65,000 people to be absorbed by the SME and informal sectors.

Out of tbe total employment of 812,000 outside the subsis
tence sector in 1985, 147,000 were accounted for by the 8ME
sector and a further 275,000 were self-employed in the informal
sector. If the projected SME investment to 1990 were realised.
total employment in that sector would rise by 29,000 to 176,000
over the five year period.

TABLE 4.6: LABOUR FORCE AND EMPLOYMENT GROWTH. 1985-1990
(THOUSANDS)

Employment In subsistence agriculture sector
Large scale modern sector employment
SME Sector employment
Other informal-sector employment and under-

employment
Employment outside subsistence sector
Total labour force
--'''.'''-~'''''''''''''''''~-'.~-'''''--~'-~.'- _._.,...-.,"~.._._, ,-",>-,-"",--",~,,,,,,,,,-~------,,-----------~~-,~-,,~,",~, ...,-_._.__.-~,._~.

1985
2,,704

392
147

273
812

1990
3,112

452
176

307
935

4,047

SOU r" C e: NSO, ~~jJ_£~_;L e_9_E!11~l.L9_!!__£.~£s uf!~J.9TI I Ana 1 y t i ca 1 Report)
Vol, II, flDc! our- {~atimateB

4.3 Major Constraints Facing SME Development in Malawi

Entrepreneurship is 8 difficult and complex activity. Many
kinds of abilIties are re~uired and many kinds of responsibil
Ities must be ex~~rcised~ A lack of personal and managerial skill
and other faults caD be major barriers to getting st~rted and to

~-

running a business. Besides the various personal constraints to
the deciSIon and t effort of becoming Bod remaining an effec
tive entrepreneur, there are barriers which can be attributed to
s {) C 1 0 c:u t t u r a 1 I po 1 j tic 0- 1 ega 1, 0 r e con 0 micc 0 n d i t i 00 s . A number
of these constraInts can be overcome by entrepreneurs on their
own WJth very ffi1nimal outside assistance. However. Bome of the
constraints are outside the control of individual entrepreneurs
and requlre the assistance of government. financial
intermediaries, business Bnd technical advisory service
institutions Bnd other 3MB support organisations.

Depl:H'tment
~+! ...

of EconOlD.ic

74

Planning and Development.



The major problem in the way of developing thia sector is
the average size of the establishment. Most (43%) are ODe-p~rSOD

firms. They are essentially artisan working places and small
merchant businesses. not firms in the modern sense. Dot yet the
foundation fo~ growth of employment. expansion of national output
nor increased efficiency and productivity.

As B useful way of organising information for understanding
the development of firms in the 8MB sector, the constraints or
barriers are classified according to significant time periods in
the life of an enterprise, as follows:

( a)

b)
( c )

initial investment;
current operations; and
expaDsion or improvement.

At aoother level the barriers or constraints are classified
according to groups of barriers which are determined by factors
which ace,

oJ Institutional;
b economic; and

{c individual.

4. :3 , 1 Barriers to Investment In Enterprise

More than half of the respondents in the READI survey
recalled that obtaining funds for their capital investment was
the biggest problem in starting their businesses. A problem of
funds for capital investment was the only problem in the initial
phase of business for 35% of the entrepreneurs. Business and
technical advisory service inputs are needed to help SMEs develop
a proposal for prescntat'on to financial intermediaries. Often
it is the }(ilowledge of tiJc~ way to write a proposal which is
lacking, rather than the funds.

Although the matter of funds for investment was the biggest
problem for more than half of the businesses, and was the only
problem for a third of the entrepreneurs, as many as 31~ were
confronted with other barriers while trying to start up their
businesses. Getting customers WBS the principal problem for 9%
of the business persons , getting goods and materials was the main
problem for 6%, getting equipment and parts for 5%, matters of
premises and land far 4% one third of the entrepreneurs now wish
tlLat trleir tll1si:n(e~~5Sf~S weI"e situated elsewhe,re) '" Trans,portwas ~l

main barrier for 3% af the entrepreneurs, the installation of
equipment and machinery for 2%, and a number of other problems
for the remaining 4%. The identification of markets, market
resear h and marketing per se is an area which business and
technical advisory service institutions can provide both
tralnlng and in 80me cases actually provide such a service.



Taking up the problems from the point of view of specific
sectors of production, the problem of getting customers was quite

& strong constraint on food and beverage businesses (mostly grain
_iIling), clothing (mostly t~iloring), for bars snd restaurants.
Services (mostly repair services) often viewed this as the major
problem but were more inclined to mention equipment. parts, and
the supply of goods and materials for their work as the big
problem. Wooden furniture and carpentry works also tended to
.eotion .stariels 8S the biggest problem, second to the lack of

inance capital.

A problem concerning customers was the next most frequently
a' ~tiorBd problem, especially for furniture makers and other
.anulacturers (not including the groups of food and beverage or
clothing bQ8inesses) and for the service businesses (mostly
repair services). Transport problems do not seem to attach to
any particular type of business more than others, except that a
small percentage of traders did mention it as the biggest
problem.

R€;ionally, there was not much difference among entrepre
neurs in the problems experienced. Businessea in the Northern
Region had more difficulty in ~~ttiDg started because of lack of
goods or materials for 12~ of the businesses. Transoort was the
bigge~t problem for 6% of the businesses in the north. The
suppl~ of raw materials, stock control and cash flow to pay are
often problems of business planning. While raw materials are
often scarce, proper business planning can overcome many of these
problems. This is clearly an area in which business and
technical advisory service institutions ca:~ assist SMEs.

'fhe fact that these businesses were & irted and remain in
operation is proof that this barrier is not insuraountable, at
least not for the entrepreneurs of the businesses co~ in the
READ! survey. Nevertheless, investment finance presents a
diffictilt impediment and could well be the major barrier to
expansion of the SME sector.

4.3.2 Barriers to the Running of the Enterprise

Roughly the same barriers or problems were mentioned for the
currer'. rlay-to-day running of the business as were mentioned for
the per~od of making the initial investment and getting the
business started. The proportion of entrepreneurs with the
problem of premises and land diminished from 4~ to 3%. the
problem of the installation of equipment and machinery diminished
fro. 2~ to 1%. and the problem of getting equipment and spare
parts diminished from 5% to 4% as the biggest problem.

Problems of customers occur more frequently as the biggest
barrier to running the business in 14% or the enterprises~

compared to getting it started, in 9% enterprises. The supply of
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goods and materials logically becomes a more prevalent ba~rier,

increasing from 6% to 10\ of the cited biggest problems. This
problem is especially frequent in the food processing sector
(mostly grain milling) and wooden furniture making.

The problems of lack of customers may arise because the
market is too small (too few consumers within business reach or
p~tential customers with too little income). On the other hand,
Lhe problem may come up because the troubled entrepreneurs do not
have the marketing abilities required to draw customers to their
businesses, or do not know where t9 go to find customers. Ettema
reasons that the fundamental cause is the level of income of the
consumers within the entrepreneurs' potential market. l

It is possible to der~ve from national sample surveys of
agriculture data some impressions of rural cash income and
expenditure levels which do indeed suggest that the lack of
purchasing power is rather critical. In the 1980/81 survey
annual national rural cash income per household was estimated at
1137 and the level of total annual expenditure per household was
estimated at Kl17 2 . If purchases of inputs for farm (14%),
business activities (9%), food (23%), livestock and products (2~)

and transfers (8%) were excluded, then only 44~ (K51.47) of
aonual household expenditure was spent on the purchase of non
durable, durable and semi-durable goods and miscellaneous items.
It is clear that the low level of cash income limits the pur
chasing power in rural areas.

TABLE 4.7: ANNUAL TOTAL CASH EXPENDITURE PER HOUSEHOLD
BY ITEM 1980i81

All items
Farm
Business
Food crops
Livestock and products
Other food
Non-durables & misc.
Dureblcs & semi-durables
Transfers

-,~-"._....,~._~'_._.-......_,--

Kwacha
116.98
16.17
10.09
12.53

2.66
14.00
29.55
22.16

9.22

Percent
100

14
9

11
2

12

19
8

Source: National Statistical Office, Netiooal Sample
Survey of._~uiculture 1980/81, Vol. III.

Ettems , W. Small-scale Industry in Malawi. Journal of
Modern African Studies, 22 (3), 1984, p.508

2 National Statistical Office, National Sample Surve;y' of
~_rj_E:..~Jt~!r_~_.,L~JI9..LJ~.l., Vol. I r I I Z0 ~b a 1984, p p .5- 6
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4.:3. 3 BaCCler:'l to i!.xpanSl.un

E n t t' Ii:; P r t:: n e U f' S .1 nth (~ SME ~; {: C t. 0 C W Ii:; [' e if S j.{ e d ,j que ~; t i U [j abo u t
th'~l(, plans or' lntientlons f(.it' makIng changes lCl theIr buslnesses
during th~~: ne;·:t t',.;ejv(~ month:''';, Most said that thr'Y intended to
expand or improve their businesses. Well over half said that
they intended to buy more equipment (69%), to offer better
products or serVices (BStJ, and to offer new products or
services (7R'!'~).

Entr0pren~urs were also asked to point out WhICh Intended
change would likely be til>": most difficult to irnr:lement, and to
explain ·,.;by. ~()re than half of th{~m <545~) roentloned that the
p u. r c has ~~ () fad d i t. i. 0 n OJ 1 t~ qui p m~. n t ..... 0 u 1 d bet hem 0 s t d iff i c u 1 t )
while 27% say the same about new products or services; 10% say it
about better products or services. The choice of appropriate
equipment requlres a Level of technical and business knowledge
not often found, Technical advisory service institutions are
neecied to provide this knowledge to the SMEs.

Well under h~]f intend to employ additional workers (38%) or
additionul skilled workers (35%). They aim to be independent but
most do not employ others and do not strive in that direction.
Only in the textiLe and leather goods industries is there any
apparent interest in employing more workers_ In that part of the
SME sector. ~% of the businesses expressed an intention to employ
lddit lonal ski tIe,'] ..... or-kers, and 4% intend to engage more
unskilled ~'t(;rkers. Three of the 23 rest houses and hotels said
t.hat they lntend to hIre mace ski lled workers and one hotel
expressed an lntention to take on additional untrained labour.

80% of the enter~prises.

to employ mOf"e skIlled workers
s 1'1 i.; r t s ~l f.~ Ij 2 y r:J t ;~ e r t [1 a n m{) n e y .

Df: S ~) i t f-~ .1 r! t f~ n t. i f) n s
I) r~ () () 1em i. n C" i:'t {' r' y~ 1 rll~ (j u, t

1 f~~~ a,~,; t

fr) c
m(} ~,~ t

expans ton and impr'ovement, a major
plans is a matter (.If money in at

Only with regard to the intention
IS the problem explained as one of

4.:L ,'}.

Bi'S.\ct(,,:,, t.h(: bEI.SlC matter of problems encountered while
~~'; :ibl1Shin;;{ their businesses and those ~... hich they encounter
," U f' , '.' n t 1 Yin 0 per a t. J n g t h {~ i." bus i tl e sse s, the e n t l~ e pre n e u r s '
r ~ S fi (} n s ~. s t 0 ({ U ("1; S ~.. i 0 Ii S W e f~ (:'1 fl 21 1 y sed f (; r c: 0 rl s t r a i n t S (J r b a 'r r :i e "r" s
W fl L ~~: '1 in i g h t ri (: t D ~~~ 1 wme (j i tl t :.:; 1 y ;:1 P f) a r F: n t ~) .r S t; e (; i fie all y mf~ n t ion e d

.A t:~ () u t. 2. :~. ~t {) f 1. [1 f~ e [1 t r' (~ IJ c (~n e II r' s ~i b ;:j W i~ r t:~ l n- t e r~.; i e ~,,' f: d s ,a. i. d
th~t ttlCY tlav~~ }lad training in thf~ fi~ld elf their businesses~

'fhe s~ctors 3D which the entrepreneurs had some training and the
proportlon of those entrepreneurs in their sector are clothing
Rnd tUlloclng 43%, other manufacturing 41%, and 35% in both wood
r)r()~jl)(.. t~~; :nanLlf"a(.t1,lr:in~£J antj i.n trl(~ St~r-·Vl(:.f~,S. I'n tt-a::jing
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Despite the advantage that they lend mon~y to their members,
credit unLons are not papIllar savings institutions for Malawian
entrepreneurs because of a number of reasons~ Th~ follow~ng are
som~ of the major ~easons, which have been revealed by the study,
for their unpopular-ity as savings institctions among small- and
fiJcdium'-scale Malawian entrepreneurs:

fa) they dq !lot permit withdra ..;al of shc..res and as a result
the type of member attractErl to the membership in the
society has been alm0st exclusively a borrower and all
the funds saved n the unions are immediately borrowed
back by the same people (for example) as at December
1985, outstanding ~0ans amo~Dted to K989,755 while
savings/shares stood at K934,414);

(b~ the current organisatioh and operations of credit
unions lack an image of a sound financial institution.'
For example, because of high loan deliquency rates,
qpproaching 75% in all credit unions, credit unions
cannot pay dividends due to lack of interest earnings
O~ loans, thereby discouraging future savers and
tainting the hoped-for sound financial image of unions;

(c) there IS lack of trust In credit unions becau~eof

being associ~ted with cooperative societies which have
had a parr record:

(d there are low dividend rates (5%) payable on shares
which compare most unfavourably with interest rates
paid on fixed investment) short-term ahd savings
deposits at the commercial banks, New Building Society
and Post Office Savings Bank; and

Ie) there is a lack of knowledge of credit unions.

Although the presence of commercial banks was evident in all
toe centres where SMEs were intprviewed, their reluctance to lend
to the SME sector in general limits Lheir attractiveness to
d8vers in th~t a substantial number of the entrepreneurs select a
savlng~ institution with the hape of being able to borrow money
from the i~!s:ituti()n. As for the New Building Society, the major
constrai~t to savi~g with the institution would appear to be its
ltmited infrastructure which currently only has brioches in
B1ant It·~;) Z (; ill b a, 1. i 1 () ;' f~ we} IV: z .j Z u and_ Man g 0 chi .
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establishment of 24 SEDOM district offices staffed to process
credit applications and provide advisory assistance in line with
the future distribution of government services for supporting the
agriculture policies whi~e addressing re"ional equity and issues
of rural/urban migration.

The financial implication of district level representatjon
1S a constraint oeyond the current projected budget programme for
SEDOM. The benefit of the proposed plED would be to achieve both
a more equitable distribu~ion of credit in rural areas as well as
providing the infrastructure to better meet national deve~opment

objectives. However. adopting the plan would require a highly'
subsidized programme and a change of attitudes on the part of
those pressing SEDOM to aim for finan~ial self-sufflclency.

With the ~xpected increased activity in the SME sector in
Malawi over the next ftve to ten year~~ there are some clear
areas of concern in tc:rms of the support structure needed to
realise the aims and object~ves of promoting the sector. While
a system has been established for the provision of credit and
business and technical advisory services. there are areas of
concern in the existing institutions, in terms of adequate
coverage in all other aspects of SME development, which need
careful consideration. These are best discussed in terms of
the steps one goes through in proje-t formulation through to
impl~mentBtion> usually referred to as the project cycle.

if. 4.1 Project Identification

The project must meet some defined need. identified in terms
of available resources and skills. This requires an assessment
of resources, their exploitability, processability and suitabi
lity, as weI.l as an evaluation of skills and their potential fof
being developed and upgraded to meet the business and technical
requirements of the proje~ts.

A market and consumer survey will highlight the needs and
preferences of the consumers. Particular attention must be paid
to consumer preferences which are becoming much more sophis
ticated with time. The market needs to be understood in the
context of the culture and the purchasing power of tha soci~ty in
which the new SME will be introduced, as well as the ecological
constraints and infrastructure implications of the proposed
venture.

With the knowledge gained from the project identification,
the 8MB can be researched or developed to provide alternative
scenarios from which a choice can be made. In the case of
man~facturing or service-based ~MEs, there are technologi~al

implications. A technology must either be identified~ developed
or modified to meet the requirements of the project asidenti
fied. T re are three possible routes:
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Ii t r a d i. t J () n a 1 t e (: h I1 0 1 (> g y C 11 n be ass e sse d t () see h 0"' i t
could be up-gradeJ to 8atisf) the requirements. This
route IS more like y to be accepted as it requIres only
a change 1n familiar technology;

b conventional technology - used and proven elsewhere
to meet the requirements. This may involve scaling
down of technologies used in western countries or
slight design changes to technologies tried and test
in other devel ing countries to suit the local raw
roaL ci;:d.s and consumer prf.:'fer"ences; and

completely new technology can be developed to satisfy
the requirements of the identified project. This
should only be done if the two previous routes do not
meet these requirements.

In all 5MBs there are business implications which must also
be considered and to which solutions must be developed:
marketing channels, product promotion, raw material supply
routes, product costing. record keeping. perso~nel development
and general management. Such solutions will depend on the
I)art i(::tll~1r St\1E ~

lNDEFUND and SEDOM face a term loan lending constraint to
larger projects, particularly projects in new types of business,
because of the 18 of a well staffed in bouse business anJ
technical advisory service needed to appraise and evaluate
projects Bnd sponsors before ventures are funded. Technical and
business aspects of new types of businesses are riskier, requir-
ir!g -rn(j-r{~ i.r)t:e~nsive a:n(Jlysis and 1 3.Ckgrollnd researc~hli These
services similarly are required ~t various points throughout the
processing of the loan and during project implementation. The
expansion of project lending into a more dive.sified portfolio
will reqUIre mobilisation of more financial and technical
resources than currently available.

SEDOM accepts all types of projects that fall within its
lending criteria. No promotion is undertaken to stimulate the
development of specific enterprises. As a result the portfolio
reflects only a handful of diversified projects with 70% of the
150 term loans in either tailoring or maize meal production.
SEDOM has experienced a 41% increase in volume of loan applica
tions since 1983. The promotional department, originally a
business advisory service for productive businesses, now
appraises and monitors loans for thB credit section. The
majority of the projects in SEDOM's term-loan portfolio are
relatively low risk Droductive enterprises which require little
business, technical and monit()ring services. There have been no
expressed objections to funding more sophisticated projects if
the sponsors meet the lending criteria, but SEDOM faces a
constraint as it does not have the adequate operational
resources and number of technically qualified staff to identify,
appraise and monitor large numbers of more complex projects.



An evaluation of the financial viability of the proposed SME
must ~e completed. It must be affordable by the people it is
i.ntellded to ser"ve, or genel&te sufficient cash advantage to reps'y
and gerVl~e loans. The owner of the SME must see R clear advan
tage such that she/he will realise 8 net gain from involvement
with the 8ME activity~ and not be burdened by it. Added to this
is the socia-economic evaluation which must be completed in order
to assess the impact on the community in which it is promottd:
what IS the effect on the region's economy, is it going to dis
advantQ~e others, or will it destroy more jobs than it c~eates?

fNDEF'!)ND and SEDOM appr;:dsal staff have constraints in
gathering information at both the applicant and sub-sector
levels. The appraisal officer also plays the role of project
onsultant becBLse there is nowhere else t~ refer the applican~.

Often appraisal and project preparatio~ become part of the same

4.4.3 ?r"GJect Impleroentati.on

After the project has been identified. developed and
appraispd, it needs to be implemented. A pilot project may be
promoted and tested against all the variables previously identi-

In all cases, the financi?l structure of the project needs
to be finalised: premises need to be r~nted, developed or built,
lInes of supply of raw materials or stocks developed. personnel
trained in business management, and the product(s) promoted.

In the particular case of manufacturing and service SMEs,
this will plso involve equip~ent supply. installation and commis
SIoning, per::;onnel training and development in the operation and
maintenance of the technology, pre-operation production trials,
and tbe develoj.Jment of production schedules.

The institutional survey picked up INDEFUND implementation
onstraints in proces~ing a loan. The average period of time

between project appraisal and disbursement of funds at INDEFUND
IS DIn months. The analysis shows that the time required is
part y a formal internal lending procedure constraint and partly
bureaucratic government Bnd banking procedure in the granting of
land title. legal documentation and b3nk and foreign exchange
Clearances. The time lag has resulted in an unfavorable reputa
tlon for INDEFUND among entrepreneurs and business groups who
complain about the operating inefficiencies of the institution.

SEDOM has
ti()n J)r()(~(>(rtl:r(~

t1r)})11(~a.rlt.;s :3n

set up un efficient high volume loan implementa
which, like its applications, are packaged so that
understand what information and procedures are
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required before t~ey start the process. Part of SEDOM's success
at quickly turning around mini-loaDs 1S the approval process
which. after ;coject appraisal is completed, require only the
general msosger's siqnature. The 150 term loans in SEDOM's
portfolio fclJow a more rigorous appraisal and implementation
procedure but the time lag is rarely longer than six months.

One of INDEFUND"s key operational constraints is that of
defining its role 85 either B development organization or 8

quasi-co~mercial organization. The conflict arises from pres
sures from donors and shareholders who want INDEFUND to be a
self-sufficient development bank and to pay quasi-commercial
rates for operational lending resources. Government places a
7% interest charge on the grant or soft loan money and a grace
period of five years before the first interest and principal
payment begins. The corresponding government money to SEDOM
is 3/4 of 1% interest per year with repayment due in 50 years.
INDEFUNDls qU8si-comaercial credit rates do not allow enough
interest spread to cover the high costs of disbursing credit and
the high risk of funding development projects. INDEFUND requires
grant funds to cover the development costs) which to date have
not been sufficient to couer current operations. SEDOM)s credit
funds ure on appropriate terms but delay in receiving funds has
sometimes dis~~~ted the disbursements of approved loans.

For' projects in the productive sector neither INDEFUND nor
SEDOM are allowed to fund enterprises in which non-Malawians are
partners. A number of viable projects in which the Malawian
sponsors solicited experienced non-Malawians through partnerships
have been turned down d~e to the restrictiQLS imposed on the
institutions by their trust deeds. The current restrictive
poLicies on lending to ventures with non-Malawian partners may
deny Malawian entrepreneurs the much needed transfer of techno
logy and know-how which £8 possible through partnerships with
foreign technical partners.

4.4.4 f'roject Monitoring

Once ... n operation the project needs careful monitor'ing to
check that it satisfies the original need/market identified, that
it does not create further problems or disturbances and does
create Det benefits. In practice this will probably involve
checking to see that the business can meet its loan repayment
schedules) to identify problems before they develop. and to make
suggestions f0r the rectifying of the situation.

I, the particular case of ruanufacturing and service SMEs.
monitari ,~ will also require a check on the performance of the
technolclyjequi ent in terms of its capacity utilisation,
maintainability and ease af operation, and will identify produc
tion bottlenecks.



SEUOM end INDEFUND monitoring functions place a constraint
on quality and performance of the portfolio. ProjEct monitoring
In both organizations is intended to be 8 once quarterly
activity, but monito~ing for some loans is done only once a year.
The volume of SEDOM's mini-loan programme further limits the
ability of SEDOM to even confirm that loans are used for the
intended purpose, much less to evaluate the impact of the loan.
At INOEFUND project monitoring is said to be constrained by lack
of transport and as a result the arrears repayment rate is as
high as 40%. ThE viability of some projects has fallen victim
to poor or no monitoring, either resulting in poor project
performance or in some serious problem of loan default.

4.4.5 Project Dissemination

In many ~ases, SME models caD be developed for a wider
dissemination, and the experiences and lessons learned from the
pilot exercise can help to develop the model. The project cycle
needs to be re-run to check that the model is nbt being forced
Into the perceived need/market, but this will inevitably prove to
be a much quicker exercise, calli~g on past experience.

Such a project cycle needs to be coordinated as it requires
a multi-disciplinary team if it is to be completed successfully.
Invariably, there will be back-tracking as obstacles are encoun
tered. There are rarely shortcuts, and in order to ascertain
that the SME is truly viable, the general approach outlined above
must be adopted. It is also recognised that it is not always
practi~al or logistically possible to adhere to these steps, but
the promoters of SMEs must be aware of the potential pitfalls.

4.4.6 Support Structure

The discussion of the project cycle, and our analysis of the
institutional capacity of the Ministry of Trade. Industry and
Tourism to deal with SMEs, has revealed a number of institutional
weaknesses which constrain the promotion of SMEs. Apart from
three regional offices, the ministr~ lacks the field infrastruc
ture to effectively perform its regulatory functions, let alone
to promote activities that would assist SMKs.

Despite the scaling-down of some of the ministry's regula
tory functions, such as price control, the ministry has not yet
oriented itself to promotional activities. In our discussion
with ~,fficials in the Trade Department, for example, it was
evidfO

-.: that officers are still occupied with price controls,
when ~Jch controls have been reduced to a bare minimum. There
was very little evidence of trade promotion, particularly in
rural areas where the gap left by the departure of Asian traders
has not yet been filled.
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The manpowpr establishments of both the Trade and Industry
Departments do not ha\e personn~l with the r~quisite qualifica-
t j:)r)S and e>qH'cience fer dt>veloping aud promoting the SME sector.
For ;-;x<:tillple, the Cl1rrent establl.>hment of the Smull-scale
r n d u s t r" y Un i t d (j f-: S not h a v e any IJ 0 S t s whie h call for en gin ee r in g
qua) ifLcations or small-scale industrial experience.

Th 0 mInistry 1S aware that it needs to establish offices at
t he d i. s t ric t 1e ,,;-~ 1 t 0 be r e oS p 0 n sib ll;=~ for all rn a t t e r s per t a i n i n g
rot r;, (1 f', i. n (1 Lt s t r~ y' and tour ism reg u 1 a t ion and promot i 011 • How -
e v t' r. t h (. r ;: ;. r (. n 0 1. n die & t ionsat pre sen t. a s tow hen t his \00' i 1] b e
Jonr, In VIew of th~ budgetary and manpower limitations being
e ;.: per 1. e r: (. e r! " Fur' t h" :' m() r e) i tis not c 1 ear t 0 U sw h e t he r the
mlf11strv wIl emph;JsisE~ its cegulatory or promotio"'al role.

Over~!l, we believe the major constraint facing SME
d eve 1. () pm e n lin M.\1 a w 1. con ',' e r !1 S P 1 ann i n g and ext ens i on . In our
discussions wIth the ministr'y we did not find evidence of active
planning for ~he ~ev81opment of the SME sector or the provision
(;f e:-:tensLon sc!'vi(;~,;s" The planning unit in the ministry appears
to be o,._"cUpieawl t.h regulatory functions such as analyses of
price nnd industrial Roplications. A number of Malawian entre
pren~urs we t~lkerl to lc~l that the ministry treats any informa
l. 'j 0 nit has, I rl f' Iud i :1 ~; t hat ,: n p (1 ten t i a 1 Sr--m are as 0 fg r ow t h , as
cnnfid('nf.li:l! and j'h"'l'"efore not avajlable to the general public.

In th(:~ iI11t.i~\1 st:.!r~t UI.) p(.~rio~i l~DEFUND and SEDOM wer-e
largely unafferted by the limited government strategy for deve
lopi np.: the st:'etor lInd lack of adequate informat1.on on the sub
sertor, for planning purpo~es" Both institutions were occupied
wit h r~ s I ::l b ) 1 S h i n 9, '.I n j n s tIt. uti () n a 1. cap a cit Y toe x ten d ered it.
(~' r' ~'-~ d i ~ l"flS b ur' s e ro, f.~ n t t'l ,:.J S S f) f ::Ji t:~ (;' e n 1 i mite d w'h i .1 e :..; t af f ,.,{ e ,r e
b (, i n 11: t r: l L n f.' cI :\ n ,J :'; Y' s t ems est a b Ii she d . For t r a i n i n g and s up e r"-
\/ls!.n[j :'"·\5 nl"; thf' portfollos of INDEFUND and SEDOl\i are concent·,·
r::ltr'd tTl the' south, par"tirular"ly around the city of Blantyre.
HOWf'Vf'r. I' qppe.af'S that the conc":,ntrat ion of SEDOM and INDEFUND
loans In the Southern Region is also due to the lack of govern
m~nt gu:rlanc~ regarding the dLstribution of credit so as to
f~ n S Ii " f ' t h Ft ti t c () n for m~ with the development strategy of the

As INDEFUND And SEDOM have expanded their operations and
becom~ more ~xperiencpdt demand for basic sub-sector information
and nUl'rall SME policy directlon have constrained the expansion
and dJversiflcat ion of their portfolios. Needs assessmeits)
prospects snd constraints analyses have heen lacking. Whatever
inforro~tio:1 exist is often +r~ated as confidential by lead
ministries 3f1d not. ~va'ilable to SME in~estors_ Both i.nstitutions
have BI,s() br:en COllst.r31ned by l,ack of in house staff to appraise
cl 'n (j f} 'V;j !. ;.1, ?J t (- P r' f) ) f~ c· t S ~J IJ (is;,) () rJ s t) 'r" s t) ~:'f () r p v e n t 11 r e ~:; Fj ref llD d, ,e d ...



The institutional survey revealed ~hat SEDOM and to some
extent INDEfUND L1Cf.: internal or-ganisatioDfiJ constraints due to
lack of instItutional plans to guide their operations. We were
unable to obtain programmatic plans for SEDOM. INDEFUND, on the
other hand, has prepared an institutton,.?J development plan and an
annual work-plan which are required by one of the funding agen
ctes, USAID, for evalulting the READI project's success.

rNJEFUND 15 the lesser Known institution of the two, accord
ing to the READ! survey and the institutional survey_ INDEFUND
has no formal appli~ation form or procedures which could be
self-administered. The resulting application procedure requires
considerable INDEFUND staff intervention to ensure sufficient
information for project appraisal. Compared to INDEFUND, SEDOM
has widely a~ailable application forms with detailed instructions
for the applicant.

The role of the SME development institutions within Malawi
should be to help the entrepreneur overcome many of these const
raints. However, the concern with financial self sufficiency to
achieve op -ating cost rec0very for SEDOM and INDEFUND, by both
donors a~d government, conflicts directly ~_th development
objectives SEDOM and INDEFUND would like to address. Cost
recovery objectives favour funding more urban and slmpler, less
risky mini- and term-loans and is a constraint in ex~anding into
rural and high risk diversified project term-lending portfolios.
Often, the temptation is to set up a myriad of institutions to
solve the problems created by the constraints,

It is recommended that the existing institutions be develo
ped to take on the roles nat already covered. In the me~ntime,

hO~1ever, the.' project cycle of l.C1entification, appr'aisal, imple
mentation, and dissemination must be completed; otherwise the
development of SME will be stifled. This then leaves a possible
rol'~ for private voluntary organisations (PVOs) to backstop until
the instltutions in Malawi can be ide~tified and developed to
take on expanded roles.

TJH'! READI survey has ident:'fied a number of gaps where the
support of PVOs 15 needed. These Lnclude:

(a) Funding: A provlsion for pilot indu~try funding IS

required so that entrepreneurs can make products for
consumer testing before a market can be developed.
This will include the field testing of new and unfa
miliar technologies introduced to the SMEs for the
Improvement of efficiency and of product ranges. A
continuation of funding for SME loans is needed to
cover the high costs of monitoring projects,
particularly for smaller loans where interest payments
could not possibly cover such expenses.
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(bl Training: The main requirement ~s for the training of
trainers. Much of the skill up-f~ading that is needed
can bed 0 n e i I, Mal a wi if the t r a i n e': s are e qui p p e d ~d t h
the necessary skills themselves. The two main areas
where this is needed are in the provision of the
necessary skills for business management and entrepre
neurship development, and the technological training
required to advise produ~er c:ients, initially in
artisan up-grading courses.

(c) Technology/development: Technological problems are not
maj0r constraints to SME development, but a provision
for techn Jlogical developme. t needs to be made in
Mala<,.."i, in fO;.lr main areas:

( i ,)

( .1. .i )

iii)

InformBtinn on available technology choices
needs to Ge accumulated. This can be done by
the proposed technology centre at the
Polytechnic, but assistance in determining
the most appropriate information will be
n~eded;

The specification of the technology required
is an essential comp0nent of the project
cycle. Without it the most apprOprl"lte
technological solution to the proble.cannot
be deter~ined. Technologyspecification
skills can be developed, but only over time
and with experience. Therefore, the best way
to develop these skills is to havA counter
part on-the-job training, provided by a PVO
placement;

The information on technologies often does
not necessarily reflect needs in Malawi.
Therefore, the technology will need to be
adapt ed or fur t her :leve loped to sui t-.--t he
resources and skills available in Malawi; and

Using technology testing facilities, imported
technologies need to be evaluated for
suitability in Malawi. Such institutions do
exist, but they D€ed developing so that they
can undertake minor modific~tions to match
the conditions in Malawi. One notable
omission is a food technology laboratory.
Facilities for the development of agricul
tural tools are available to some extent, hut
would need to be developed further. There is
a role for PVOs here to fill a gap and to
belp build an institution to a level where it
can handle the work on its own.
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Cuntinued relIance on PVOs is not a desirable objective, but
Q phased lnput by PVOs would help to fill the institutional gaps
identifi£d, and help to develop the institutions so that they can
grow and eventually be self-~ustaining in terms of funding,
training 8nd'technologica 1 inputs. The PYOs should be encour
aged to take on the task Jf phasing themselves out of a job as
they provide their specialised inputs to effective Malawian
institutions.

4.4 7 Other SME Development Institutions

DFjMA'T'r

A ma,Jor goal of DE!\1ATT, in Phase II. is to attain financial
independence. In the current phase. DEMATT operates ana grant
from USAID, through Partnership for Productivity (PfP; of U8$2.8
million, and a subvention of US$0.5 million from the government,
but would like to see itself attaining financial self-sufficiency
thrall increased income generating ventures such as providing
services to public and private institutions at a fee that would
cover the cost of the services. At present. DEMATT receives
payment for services it gives to the Malawi Commercial Transport
Project and to the Rural Growth Centres Project. Other income
generating activities include loan preparation on behalf of its
clients, and a modest management fee (K2.00) levied on all its
cli nts. In the future it intends to operat~ a venture capital

Ac ording to the Institutional Plan~ the focus of DEMATT's
Phas L operatlons includa the following:

8j selection of high potential areas;

b closer cooperation with financing institutions, in
particular SEDOM and INDEFUND, to provide a support
service to both the financial institution and the
(;1 lent j n terms of project appraisal} planning a~.J.

monitoring;

intensifying marketing serVlces for new and existing
t)t!~;; 1 fle!5St:S;

developi.ng a venture
businesses in need;

capital
and

fund to assist Malawian

e) improving tbe quality of staff through training.

The plan further comments that it hopes that these measures
will, among ot r things. bring about:



(8) 8 reduction in the number of fiel~ offices;

(b) increased income fro~ chargeable services to achi~ve a
level of 3elf-9uffici~ncy and financial independence;
and

(e) reduction In expenses through improved management and
fin3Dcial controll.

In our view these measures will effectively result in a
smaller service beSng provided than at vresent, and yet the READI
survey has shown that DEMATT's strength is in its 25 business
consultants spread throughout the three regions in the country,
reaching businesses which would otherwise not benefit from any
Lusiness advice. These are by definition rural and remote; the
READ! survey has identified that this is the greater portion of
the enterprises in Malawi. Cutting back on the geographical area
of operation will undoubtedly affect the
most rural and remute, ard may be self-defeating in terms of
the developmental role of DEMATT.

Further, the READI survey has demonstrated that the number
of producers in Malawi is small compared with the traders, so
that D~~ATT will again effectively reduce their assistance to the
majority of those in need if they favour producers at the expense
of traders. It should also be noted that the needs of producers
require a different approach for which DEMATT is not yet pre
pared, and therefo .. ·e DEMATTwi 11 need to provide a new type of
consultant to deliver aD effective serv~ce.

While the aim of self-sufficiency is admirable, it IS not
operable if the original target group is to be maintained.
DEMATT activities in the initial phase were to assist small rural
shopkeepers whose businesses could not support the cost of the
business advice they need. If DEMATT were to charge for its
services it would only reach those who could afford advice and
not those for whom advice is most needed. The READI survey shows
that 77% of businesses interviewed are in the category; having
started with less thBn Kl}OOO.

It is recognised that venture capital is needed in Malawi to
help entrepreneurs who have good projects but lack equity. By
definition. venture capital is money provided for high risk
projects with projected ~igh gains. In developing countries,
most industrial projects hold a degree of high risk. What makes
them succeed is effective appraisal at the early stages of
project conception in order to assess what these risks ar~ and to
design the prcject to minimise them. Once in operation, the
venture n~eds to be run efficien~ly~ often imaginatively, and it
needs to be carefully monitored. The role of the venture capital
investor is to see ~h8t all the necessary steps are carefully

DEMAYT, In:stituti,;nal Plan 1986/87-1988/89
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appr'aised and that once the b'lsi'tess is operating, see that it
runs according tn plan. Most venture capitalists have vast
experience in businesses and are busines&-persocs in their own
right. Tbis is not. the case w.~th DEMA!!, Further"more. it i.s
unlikely that the returns from the projects will b~ significant,
certainly in the early stages w~en reinvestment is the most
prudent use of profits; hence the capital will be tied up and not
working for the Malawian entrepreneurs most in ne2d. DE~ATT

lacks the ab~lity to properly appraise such project~. run them or
monitor them, and hence lacks the capability to operate a venture
capital fund.

A move to producer clients, venture capital and charging for
ser~ices all have implications on staff training. Ip~rder for
DE~IATT to provide professional services, it will i.ep.d to upgrade
Its staff considerably, Most of the business consultants hold
only MeR, which is not much greater than the qual~fications of
their clients as identified by the study. Before they CbO be
trained, it is the belief of the study tea~ that a level of
formal education will be needed to provide the educational tools
for the consultants to benefit from training. Four or five years
formal educatio~ will bring them to the level needed for on-the-
job or 1" service training to be beneficial.

What is needed is an assessment of the skill levels in
DEMA'fT, followed by an assessment of the skill l~vels require,a .to
provide the services that it perceives as being demanded. The
difference will highlight the areas where training ~sre~uired

and determine the type of person capable of receiving that
training. Alternatively, DEMATT should look at the manpower
resources it has and develop a plan of assistance which mor~

closely matches that. If tbis were done, however, DEMATT would
probably have to revert to the original goal and objective of the
organ:i.sation- assistance to the ru,'al trader. This would,
indeed. match the needs as identified by this study.

Apart from serving its own clients, DEMATT proposes to make
special arrangements with SEDOM, INDEFUND, MEDI and Musceo to
service their clients in the rural areas, for a fee. Before
doing this, however, DEMATT will need to imp~ove its reputation
in the field. where it presently does not work effectively, if ~t'
alI, wit h the s e ins tit uti 0 n s , I i: s h 0 U 1 d ben 0 ted t hat DEM ATT has
in the past year introduced an Bnnual fee of K2.00 to its
clients, to gauge their willingness to pay for the service. Th~

results ~'ere positive, but this must be seen in the light of this
fee being much less than the actual costs. estimated to be
KBOO.OO per client, Whether DEMATT can command this eort of fee
from the other institutions remains to be seen.



CHAPTEr! fI VE

CONCLUSIONS

5.1 GOVI rnroent Pol icy and Strategy

Government development policy and strategy has largely
focused on large-scale enterprises in the agriculture, transport,
industryj tr~de and socia] services sectors. However, the
g~vernment'8 long-term polic:es as Laid rlown i~ DEVPOL and with
some subsequent amendments, have recognised the complementary
rolt of SM~s and the creation of a climate where large-scale as
well as sIDall-scale enterprises flourish side by side. The
policy calls for a mixed economy in which both public and private
investments are promoted and the economic development goal is to
increase the degree of 10csl participation in business ven·ures.
In addition. the government is committed to a free eLterprise
system in which government keeps a relatively low profile. while
exercising regulatory and promot:onal functions.

While small- and medium-scale businesses are included in
DEVPOL, specific mention of the SME spctor is brief and not very
impo:tant in Malawi>s development plans and statements of
objectives, policies, and strategies. Moreover, very little is
said about any aims for developing the sector.

When DEVPOL was drawn up the g0vernment did not have enough
information 00 SMEs for the design 01 a development strategy or
incentives for the sector. However, in recognition of the role
of SMEs in the economic development of the economy, government
had hoped to formulate a development strategy and incentives for
the ~ector as informetion about the sector b~came available.
Beyond the provision of credit and business and technical
advisory services. a review of investment incentives to take into
account the specific needs of SHEs has not taken place yet The
results of this study have therefore provided the government with
some of the much needed information necessary for re~iewing its
policies and incentive ~tructure) taking into account the needs
of the SME sector.

The institutional analysis ~f the Ministry of Trade,
Industry and Tourism, the lead ministry for SME development, has
revealed weaknesses in the institutional setup. The ministry
la~ks the manpower and field infrastructJre to adequately imple
ment promotion policies and programmes and at the same time
qevise jew promotion policies and programmes to accommodate the
ever-changing needs of SMEs.

The Ministry of Trade, Industry and Tourism IS represented
on the boards of DEMA?T. Musceo ~nd SEDOM. (but not INDEFUND or
MEDI) and is therefore in a position to influence the SME
promotional and development programmes of these organisations.
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nowever, the ministry has not rleveloped a strategy for promoting
the 5M£ s~ctor in order to be able to influence the operatic~s of
the S ~1 £ t n s tl t l.l t i. 0 n s toy,,· a r d s the d e si r" a b 1 e go 0 a 1 for S !'w' E d eve lop-
med t..

5~2 Sr~tE fnslil.'uti(jn.aJ SU.Pi)Ort .Stl"ucture-

The SME sector. while it has a place in the institutional
structure which pro=otes and manages the development of private
enterprise in Malawi, dops not have 8 place which is comparabl~

in importance to the position given to large enterprises. Com
~ared to entrepreneurs in large-scale enterprises! the entrepre
neurs in the SME sector have con=iderable freedom in busi_~ss

decisions. They are not subject to most of the legal and bureau
cratic procedures which constrain the operating modes of the
managers of large enterprises. Nevertheless J because their
freedom is derived largely from benign neglect, they are deprived
o't positive ass~stance and support in many ways.

In the presen~ system of SME promotion and support institu
tions, the SCODe cf assistance of each agency is unique, with
very little overlap or unproductive duplication and interference.
Such separation of work is commendable and should be continued.
The credit function should be left to the exclusive preserve of
SEDOM and INDEfUND. being separated along the current lines by
size of loans. or along other lines such as types of businesses
or purposes for which the loans will be utilised. Likewise, the
busine3S and technical advisory services and training are best
kept wilh DEMATT, HTS and MEDI where the division falls more or
less along a line bptween entrepreneurial and skill training at
~EDr and HTS and on-the-job bU3iness and technical advisory
service by DEMATT. although DEMATT has so fur been giving most of
its attention to traders~

Clearly, there P.r-t>: gaps in the institutional framework for
the delivery of business and technical advisory services which
until now have been partially filled by DEMATT, SEDOM and INDE
FUND. In the case of SEDOM and INJEFUND, business and technical
advisory services are considered secondary to their lending
operations. DEMATT requires broadening of its functions beyond
those of advice to rural traders, to include a full range of
business aDd technical advisory services. In addition, all three
institutions lack the manpower and the experience to provide the
business and technicRl advisory services deemed necessary.

Currently all major SME promotion and support institutions
in Malawi are faced with barriers to the development of their own
operations and the provision of their services and assistance.
Those barriers or constraints include insufficient financial
resources, an inadequate or overburdened staff, seemingly
un8void~ble Iligh operating costs 8~d little or no institutional
planning or upciating of quarterly or yearly plans. Such barriers
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or' c (s.n s t r a. i [1 t. s) b. (J ~;! f~ V f:~ r) a r- (~ 'n () t. 1 i ill i t e (j tot he i!} s tit. uti a n~; ,
bee a use the i OJ P e d i ill e n t s t () the i r' f u -'1 C t i () Ii S t r- a n 5 1 ate d i t" e c t 1 y t 0

iml)eeJi;:nf.?l·:'tS t() the Si'-"~c:t.()t' which. ttlt:)/ are air!!f;'tl to Sf..::.:rVf::»

5.3 Per-focm:,.tf'c'= <1[;d Prospects for ('r owth of the SME Sect('t"

WherebS much IS known about large-scale enterprises through
regular sur eys for statistical usc, information about smaller
firms lS sparse, often being merely a list of names kept by local
authorlti£~. Many small economic activities are operated w~thout

bejng officially recorded anywhere. Consequently, until this
study, vi~~ually nothing was known about the size and the contri
butIons to the ll;'ltjonnl. eCOO{lmy of the small and medium-'scale
e n t e [. p ; i s e '. e c t u c . Ne 'oj e r the 1 e s s > g r; vee n ill e n teo '} side r s t his
sec t G r i ro p 0 r t 01 n t fur' t bee COli 0 ill 1. c g r () w t han d d eve lop ill e n t 0 f the
country, csppcially sinc~ the end of the 19708 which brought
about a sJrw-down In the growth of the large-scale enterpris~

s e (: t t) r .

ThiS study has attempted to measure the SIze and signifi
cance of the SME sector using secondary information contained in
the natIonal accounts published by government. The size of SME
Investment :n 1986 as estimated by this study is approximately
K13 miilioil) rising t,) 1<35 milli}D. by 1991.

Un" 1. 1 now mG S t 0 f the S ME in v est men t il a s bee n fun de d by
savings generated within the sector. Due to lack of information
on savings in the SME sector, estimates hdve had to be made using
government nr·tjonal accounts figures. S~1E savings have been
estimated at K13 in 19Bf rising to RIg in 1991. The little
formal credit that has been provided to the sector is a recent
phenomenon following the establishment of INDEFUND and SEDOM.
CommerciH] baaks have no~ provided credit for SME investment
l)eCaU,Sf: ()f:

~B the high cost of dealing with large numbers of small
borrowers;

(b) the risk of default associated with SMEs;

(c; the commercial banks' practice of not lending money for
starting businesses; and

Cd1 the difficult liquidity position often faced by banks.

SME t e rm-' 1 {) ans given by I ND EFUND and SEDOM have sofa r
been limited by institutIonal constraints and availability of
resources. 10 the next five years term loans are projected to
rIse from K3 million in 1986 to K9 million in 1991, leaving a
fLnancing gap for SME capital formation investment of at least
K7 million in 1991 alone.
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5.4 Characteristics of the SME Sector

There is a patt.ern of concentration of businesses in a very
narrow range of enterprises, and therefore more consideration
might be devoted to ways and means of diversifying the pattern
of SME develop~ent withIn the country. Businesses in different
regions do not all perform equally well. It is unlikely that
this is attributable ~o entrepreneurial deficiencies but is
r"ather explicable in terms of deep'-seated struct:.lral economic
factors. Imbalances due to such factors cannot be rectified by
policies initiated within the SME sector strategy. They will
need to be ch,\nged through a strategy that is much broader in
scope. Any programme for SME development must take account of
diffet'ences in the rural/ur-ban profile of enterprise activity.
In different regions of the country there are widely differing
degrees of urban concentration of SME. This is an important
issue since the spread of business activity is much more narrow
In the rural areas of the country. Moreover, there are substan
tial divergences in the capacity of rural and urban firms to
generate employment. Finally, the participation of women in
business enterprises is very minimal despite the great potential
for expanding women's participation 10 8MBl. However, many
practical measures need to be taken to turn this potential into a
reality. This is particularly true of the rural areas where it
has been reported that only 1.5% of women are in oon-
agr'lcultural family businesses'?

5.5 E!uployment Patterns in Malawian SME

Employees are unevenly distributed among the various
types of enterprise groupings. The disproportionate spread of
employees among various types of business activity is especially
pronounced for the women workers. The S0uthern Region urbari
ente~pr-ises have the highest meaD number (4.6) of workers w~ile

rural businesses in the Northern Region have the lowest average
number (I.I) of employees.

The repercussions for employment policy within the SME
sector appear to centre around the enhancement of· employment
generating capacity among specific types of enterprise activity
in the rural areas, and the generation of employment opportuni~

ties for women in particular types of enterprises in which they
are under represent~d within the SME labour force.

SEDOM, Women i.n Small and Medium Scale Enterprises, A
paper presented at the workshop on "Malawi's forward-looking
strategies o~ the 8dvan~ement of women to the year 2000" held in
Lilongwe, 9 .. 10 September, 1986.

? United Nations, Economic Commission for Africa. Women,
PJ.l'L!!_Q._Lr~jL-.?!:I.rL,£.9t L~LY.._L~,~~,l a wi c ) Af ric anT r a i n i n g and Res ear c h
Centre for Women t Addis Ababa, 1984) 9.2.
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Another' extre~iely importflnt issu.e for SME development IS the
rural/urban balance of employment opportunities and possibilities
for job :~ rea t ion IN i t h i n the sector . Of the tot ell number of
employees in the sample, 78% are working in rural-based enter
p r i s e s whi 1 e 22?", are W 0 r kin gin u r ban "b a seen t e r p r i s e s .

Based on population growth trends in the country and the
pcojected labour force, it is estimated that the large-scal~

modern s~ctor will generate 58,000 jobs over the five year period
to 1990. This will leave 65,000 people to be absorbed by the SME
and informal sector. Based on the projected levels of SME
investment to 1990, a total of only 29,000 new jobs in the SME
sector could be realised. leaving 36.000 people jobless or
u.nd(~remployed.

5.6 Constraints Facing the SME Sector

The degree of weakness in business requlsites is demon
strated by the entrepreneurs' perceptions of their biggest
operati0val problems. In the dqy-to-day running of their
enterprises, J4% of the entrepreneurs believe tbat a lack of
customers is their biggest problem and another 6% say that this
is their s~cond largest worry. More than half thL entrepreJeurs
report that finance capital is tLeir greatest problem and nearly
70% say that it is their only problem.

Insufficient funds for capital investment is a problem which
is not normally associated with ongoing operations. Perhaps the
entrepreneurs set aside too little working capital when they
establish their busi~es8es, or perhaps they depleted their
capital. On the other hand, their perceptions may have been
misinterpreted when the entrepreneurs were simply trying to say
that their essential problem is one of low income, which some are
able to understand as being the consequence of too few customers.
This possibility appeard greater in view of the fact that not
aany more than half the businesses have expanded since starting;
in fact, 37% of the businesses were said to have declined, 16~ of
all entrepreneurs doing less than half the business that they did
in their first year. In terms of employees, only 45% have done
well enough to employ additional workers. Of those who did
employ workers, 30% now have fewer. Many businesses started and
remain as enterprises for the self-employment of the owner,
without employing others.

Most of the surve:ed entrepreneurs have serious difricul
ties. They are enterprising up to a point. Either because they
are unable to find an employer who would employ them in the
desIred activity, or because they want to be self-employed, they
managed to put themselves in business. Many of the business
persons soon reacb their entrepreneurial limit. Their businesses
bardly grow; few employ additional workers while many (43%)
remain one-person enterprises) essential£y artisan working places
and small retail businesses, Dot firms in the modern sense.
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There appears to be little room for more new businesses to
be stru:-ted in the SME sector, Of' even in the 1,S~ sector, given
the structure of the economy, But this may be just a passing
phase ~n a nation in which a sixth of the national income is
,:"n!,'WI;::..j' ~')" c",l)",;"'t'e"fJ"'f'" 'f",,·,·tn f""J"'I'l'i,t·t·'·""- a'''''d ''''s much as four,-fifths of'.- .-1. ~ 1 .. ,,- . t:J .:;."? U t, "., .l...•~,. ,,""..... ~~. .'~!, ~j . ~...... :.1.. " .1.. " ....7 _ 1$, (;.I. .. ..-' 'r"" ' .......

th"",nrJ~F..)~~,,,1 lab'o"t" +'oy"""'> B·re pe-ars''''''j+' f'armer''''' " ,S'''bSl'st'''nce-.. "~""t· 'I.., '~'-_ -t,,~ C l .. (,'"-4.. ".' "~..4 f. 4~ '" l..... -::'-:.:: {. , ' 1..Af.., {~ " , ~ ~ l,...;.~, , ... ,""" .......~, .""

output and the group of peasant farmers are diminishing measur
ably in relative importance. If the nation is changing into a
post agricultural society, industrlalisation may well be leading
to signifi 'ant changes in the present structure of ownership and
control" Consequently, the economy may become more competitive
and open to divec~ified types of businesses.

This tranSItion must be encouraged and promoted by a pro
greSSIve policy which will induce appropriate responses and
entrepreneurial actions throughout the economy. Entrspreneurs
In the SME sector should be looking into ways to bring faster
t~ n (1 5iU s t a i n (:; d: ,~: ;' (j f'!'r' t. 11 t () t: .h f: i r-' ma :c k f~ t s ~ l.~, g r- ()w i f1 g mark e t (: [:1 n b e

a extending the geographical reach of business; and/or

b increasing the purchasing power of customers.

Busj~'·_S fl.?~inS of tfie LSE sector have a~r2ady Ilearly
omp e their spread into all market areas of Malawi Bnd their

ex er~nal markets at'p i~it.e(l greatly by tr~nsportation, the
actor Whl h alsu restr"ai.ns their foreign competition in Malawi

mar·ke $. Th b st 2~ternative dIrection for the SME sector,
~h n to OK award raising the purchasing power of their
f',r-- ~-~ ~':~ e r] t.:::1 J~- k ~_~) . 'r h:.. :-~ (an b (~ ::~! (:};. i (~ '\/ E~~::i ttl r () Ll gh :

lc,;wer prIces and cost.s of purchases.

t ~. :i nllmb~r ()f reasons, "large businesses have greater
surV1V8 ower than small bus nesses in the face of most fluctu-
at ons 10 the mar'ket. Conse ",Aently, they present imposing
ompetlt on to smaller businesses. Large businesses, however,
re nol invulnerable to market forces and they are not always in

a mor(~ faVOIJrable position than small businesses. Large size
also means that small-scal~ activities ~ay not be economical for
f.rms whi h do not have procedures and administrative support for
them or which TIrust disturb large sc:ale activities in order to
c'a~ ry out a small'··scale activity. This means that there is room
for sma],t-scale businesses to provide consumers with certain
final goods and servi.ces which are uneconomic for large--scale
businesses and, also, fCir small sCEde businesses to produce goods
and services wh~cb lar~e scale businesses must have in small
quantities for nputs in their production and services.



The constralilts summar~s€d ab{)ve all need ttJ be surmounted
before SMEs can develop. Th~re IS a need for institutions
already trying to addlPss these problems to take on a much more
rigorous r'olif.:. 8USIness (il)d tf'chnicaI adviso!'y serVIces are
needed to hel,\> S~'iEs ,)Vf:fc:ome rneiny elf these (:of'striilnts.
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ThlS IS a much more complex area, and one which will require
long; tet'iIl assistance fcom outside of Malawi. to fill the gaps
id·;:rltifi.ed h(:ce. It is essential for the most appropriate
technology to be used. This basic information could be
provided by the proposed Technology Centre at the Poly
techni.c. T!:e Centre exists in name only at present, with
two lecturers working part time on the development of the
c: 0 11 C e p t () f the Ce n t r f: . As a fir s t s t e p, are sou r c e c e n t r e
needs to he developed to provide information on technology
ctolces, their performance and problems in other parts of
t }-: e w~ u r t (! ~

The testing of these technologies 1S a separate function
which is being done to a limited extent. Chitedze Agricul
tural Research Station, for instance, JS doing ~ome testing
Gf 9gri~ultura] implements. and processing equipment. Other
:;rr~i:'l:~ such RS food p'cocessing technologies, mineral
,,~\: ~. : ,] c 1 lOr: and p r () c e s sin g tee h n 0 log i e s, and W 0 r k s hop
;:~ 'i U :i ,P Ht (~ 1'1. t ;:::1 n {1 t. () () '1 S) Zl r e [1 () t c:a t f:: r' {~ d t (j in Ma 1. a w .i. ~

"T ~_~ , . h r~;) 1 ;) g .Y-' .~-1 d ~ It-~ t ;:t t. l () nan (1 d eve 1 {) P 11j e n t 1.. S net b e i r1 g d ()net 0

•r ~1 y ({ r ( ;1\ ':: :dJ; n t j n Ma .l a ~i '1 T n dee d > the Chi ted z e Ag ric u 1 
7 c r ;. ~ ~~ t " ti r;r) nee d s t 0 de vel 0 pit sengin e e r in gab i 1 i t yin

t ' 1!.: r t u t u r c, g u c, d C 0 Ii C (; P t sin top rod u c t ion mod e 1 s . a J t sid e
, i.i !", iii '(: 1:'; lj[.tlc~ beIng done. The Polytechnic .bas

'ie;",:' '; mc' \..;c;!'i( ;,i:'; a paY'l ofi '; research programmes, but
; ~ ~:; t, h i i. i{ Co f n () t ~-:. w' h, i (~ h r:, ~) u 1. (1 ass 1. s t.. t h f: S MEse c' tor . I tIS

. ': r ..".. :. (} f"!1 fil ~:; [1 d ~~. d t ~1 (~ ~ t h eF 0 1 y t e -c b n j {~ b (:.~ the 1 .n s tit uti 0 n t ()
r--:;~~.:: .. C;11 ~~r~lS r·c.~tf-·" tiS worl<.1h'i.de experience witrl Technology

:;; L .', '.; " ,j ;.; I a cad f~ in i ( ins tit uti 0 n sh as not bee n p os 1 "

fL '~l 'ins df::,r"~d tour-emote from the sector they
t. .~; !~ ,'-, '.' j f,";. E '1 s e y.,' h t~ ref 0 rea c h tee h n 0 1 (} g y are a an
) i u t , (> n 1 " de;; P. ; () j' ':: oj tot a k e 0 Ii the r 0 1 !:~ 0 f tee h nolo g:)'
, ~., ::~ ~ '-'! d- : ~ p t :.1 t ~. () fj a fi (j ci e v (-; 1 0 ,p ill f: n t . A s epa rat est u (i y i s

."' ~~, (1 \.; 2. ~.:; i.:: n" ~. f y t h F.:~ m() s t [i P fJ r 0 ri ria t f::? ins tit u t. ion f () r e <.1 c h

Y".

'r~, . ;. S :t \: ;1 :.; t ,~t C C'::1 ~'}l 1 f. h des c~ r v e s m(J res I) a c (. t. han t his
:·'i.J"i :;~n ?,'\"·,f,u r. bru:fly the areas ;:an be split into
• t' I ; n; i; r: !; f f r iti n ,'. 1" S, S " ) t hat the con c e p t s c an bet a ugh t
'.('i'in'! i'l t,.) djfferf'~nt groups, and entrepreneurial
(·.i'i: ::9, Sf;crt ;J::; thHt bp::lng undertaken at MEDT. Then there

"-,, U." i';'U1'~ are:'\s of tp~.jn.ing which can be c(',tegorized
3 ; i t (', t: u ~~ ! n e ~:;~: '-1 n d t ~-: (~= h n () log y ..
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Varmal education In this field should continue to be
encouraged, both at the secondary school level and at
thp Polytechnic and MEDI levels. In-service training
courses need to be d.e:signed for small and medium
busInesses, and DE~ATT and MEDI could upgrade activi
ties 1n this area to cover the sector requirements.
f>..' '.·c y' effc}rt. should be made to hold courses near to the
hUSIrJf~SS(~S. I.n n(~f~d.

Fi)!-:;liJl courses such as those already held, should
'(JIlt liiue at the secondat'y schools, Nasawa Technical
Trall'lLng Schuol, MEDJ and the Polytechnic, where tr'ade
t ;. '~ t:.; and ',_ e r t 1 f 1. cat esc an b e a war d e d . The It u r a 1 T r a de
s: hoo: pro"i.des a valuable service to rural artisans;
t ;}~ .•. ~ c C;:ir);:~b t 11 t Y t () (~:.<teri I ttle.i..r s(:::rvices to t,he field
:\i}(! ! rdIf1 non graduat.es should be expanded to provide
(lj't i Sdn up' gt'~1dlng course._, The Rural Trade School
( U il 1d ;j 1:-; u b C (j 11 S f': f u 1 ill e diu m for pro v i din g t r a i n i n g 0 f
!,;l iri~C::; i;OUi~S':'S fur the other institutions mentioned.
Thi" ,1.1d),J.vJl:li! Ent.reprcneurial Deve':opmenti;..stitute does
" uSf:ful Si~C\jl('e in combining the technical training
"".:.til thf' nt'Cf:SSH!~Y busine~;s training. A pal'allel
.; .' r... 1.' C r; e Ie.: d s t (; b f~ d e v 1': lop e d for e xis tin g bus i n e sse s ,
v, h ) '.. hi. 0 II 1d t a K '_: t h (' f () t':m 0 f j () i n tar tis ant r a i n i n g and
!'} i. i <; 1 n e :3 S '. 0 u r- S f: S _ T b 1 S W 0 U :1 d r e q U 1 r' '~ ace r- t a inam0 u n t
{, f (. (-}"1 J a"h (; r ;1 t -t f) n bet w ~~ e n b t.1 sin t~ s sin 5 tit uti 0 n s sue tl as

~) E':\1 At T' '[' 2: n (I t: let. f~' C~ h n i c ~'i 1. ins tit uti () n s .

,,' f·i !:::l,'.'!:] I 1 n j f'cmvd i. iJr} '::5, I ;..JDEfCND, SEDON and ~1USCCO,

o~i·i';i;1i.fj Lf~~ ~'nf~(}tlr:1g:~::(j t{) dr_-~Vf:}()P their ()wn c:apabill.ties In

!'.~ C t:, ; ... 1.·f r;'l ;'; n n 1 r~ iT. d PJ) r (1 1. S ~-.~. 1 (1 n d m() fl i t. () r- i r1 g, c' a. 1 1 i Il g ·u p 0 rl
r; F: ':\1\ 'T ''{ ;) r n, I) \"t t C) n i!J ;~i r-k c' t) C \:"1 \..; tn a t c· r 1. a. 1 and t ran s [) 0 r" t
~ .~; ~ t.:. i ~r~. ~ r j ~; r;! ~.~ r~ d ~ {; ;"; r· !.·i v ~_ d {.. t h .~~~ n f.; c t:.~ S S ;J r:l bus i n e sst i a i ..n i Tl g
:' 1~: ~s i·j{.·..";~?lf~~"~!·J :i; ~ .. r~;"O r.\Larlr~lI!;{ st~€~c.::. FO.r" s·mail loans,
<" ~, r ~ .j \1 ' ! .r·;:1 \1;:. f.; c.: c.: (~ ;" u ~ i 1 r.: b ,~-, ~.' ["; ~: 0 Li C .:} ~r t.l d t () u s (~ DE IV! ,A T ~r ' s f i E~ 1 d

service,

t· h (: l. r- <: u s t (; rn e r s .'-., .:' r '".' 1 :.1

;:,~ t.; .....; ;- :~::t 'br ~ t:h t b. t2 in (} n i to r- i n g . T tl i s w i I 1. r (~ ,(j ~J c; 'e

rhr"'{ ("(;"'::;r if" rn;..tnit.:-)c."n2~ ::")Hl:JL'i Lonns r~tler'e trle
(r;d~ ~:_; _~ f-_:]nL~)t h()r:fo to (f)"./f:r· trl~se (3clrninistration

d,

, .
i> ".

1 (0 (.:
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,) • <.• Hole for Business and Technical Advisory S~rvices In SME

De v f~ 1 () [JIll en t

More than findDcial aid l~ required for the promotion of
busi.ness. Information and d.,ivice are needed, too. Sometimes
even those forms of assist8Dce are not enough to make the
difference between success or failure of a small venture. In
some cases, direct credit assistance for obtaining materials,
goods or serVices lS ""3 ' cntial. Such assistance, including
loans, is valuable but credit alone is not likely to be enough.
In order to put technIcal assistance on a level of first-order
importance a.long with cred'it functions, the network of o111cial
tnstitutions should be restructured, removing the subsidiary
relationship by which technical assistance is now secondary to
credi t fune!: ions anci t(;'chnic:al assistance to SME industrial
producers IS less important than technical ?ssistance to traders

Business and technIcal advisory services are required to
me~t the needs of the existing businesses to develop, and those
of the new enterprises being developed. However, it should be
pointed out th~t ~ dIfferent approach IS going to be needed for
t. h (: c :'~ i. s t Lng t) '1 S l n f:: sse s '"",hi c hal rea ri j h a v e pro b 1 e ill S, 0 f ten c a u S 2 d
by L3.ck of pcuper project planning, appraisal and monitoring, and
the~e need to b~ addressed .Ln the light of the p3rticular busi
n.~'ss, the conte;·t in hhicb the business has found its pt'oblems,
a n ci ; t~; ('~ t < : 1; :, y LOG \.' ere 0 met h e ill i. n t e rillS 0 f t 11est a t us () f the
L·usiness. ThJ.:3 ~'iL] 1 often need innovative thinkir.g on behalf
~ ..,r L[~{~~ tJUSJnt:.s::,;, c;l"id L(~cltIli:~ol ad'vjsGry" sec"·.;:L(:€: instituti()TIs.

Careful planoLng before u business venture 1S established,
;,;'c.;;t'C appr;Jlstt1 ;:'ind <:ar':fu'l monitocing ,... ill reduce trle rumber of
proOLems encountered, If only because this process will identify
f)(:,lt,erltl:1 f~I·0tlem 81:~ea~; f,)0t~()r~ ttl€~Y are r'eaCll(~d) arId allow
t-' I r ~:' v ;:~; n r L \,' t-;~ ;J ~.': t JI. (:~ n ~':~~ t. () t> e d f:\/ i 5 E~ d .i n a d \t a n c: e' .. Exis tin g "b u s i. n e' s s· e ,S

~"y·t!i{~rl "j-;"'-. r~~_·.-,t t)'t;3r·j,n.t~d_, ar"'r·r"~.:1is(:d or -m<)r1.ttrJl'{.)(! wil] find t.hern'-
s· f':: .; '/ ;..~ 5.; ;, [1 t h t··· to 1- \1 (1 I t::: C) f ap r.-' 0 'b 1. e In vol h .i C Ii C () u 1 d h a v c: be f"';'.n sol ve (1

;- ....-~...... ; ,~ ...... ......
'--" .... -....J. ~_ ~ J,. .. , 6 i.rlE:.t i. tu.t 1 (>1"15:

Technological

ar€~ taken up, more irloovative thinkixlg
(1, r- 'I,':~ ~:,i t.'i ':. C' ), n e' 11 (~y§ i ,£1 'P 'U t s 'f r ()fn rJ U S i.n (~~ s s

"J

,:,1 r;
", ')
,.-,1 ;'.>

c : [:1 t J. Cl n .1 S 2~ 0 .i r..i-~ t !:i 'l) .c-~ n c f:~ (I f~ <} .. Reli a:n c: (~

t:. t) (: 0 In r:~ u ,i) \./ t t. b v i ;::1!) 1e p r'" 0 j e c t ~. ., \~~ ri~, {~~ h '1 S
;'1 :~t ;:" i~,\ ,~. 1 'j t.l l;!. ,'/ 'Le 1 d, t ['1 ~~ n E-~ t:~ d (~ d. i.> r (} j E~ C': t s .
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inputs) such as raw materials, and technology assessments
are going to calIon the services of outside institutions.
In addition. market research and development facilities
should be developed in country with the existing institution
sharing the responsibllity.

(b) Proper planning of projects will need market research and
consumer preference t~sts to develop a marketing strategy
that includes delivery of finished goods to the markets.
'ThIS can be done in conjudction .-lith testing the suitability
of the supply of raw materials. The choice of the most
appropriate technology, best ma~ched equipment and process
\vi tl a,ls(J Jt',:~(luire f1 tE~(.~hn()l()gic:a:l ir~put trj t~=st, EiClcipt ()t'

(ievel,{Jp the technology_ Also required is an assessment of
t :h e b 11:j, ii,1 f} :::; a. n. :~j In ri, ekE; tin g' H 'k ill ,51 :n E~ e (1 ~~' d t () () P E~ r Ei t ~::; t he
bt.tS In ~SS.

Ttle ppralsal of proJe ta IS to a vel~Y limited extent being
done by the f nancial in-termediaries J and to a lesser extent
}>y DEMATY with its c!'edit worthlneDS scl1eme and loan

flowever J a much more rigorous approach
s n e(ied t,o reduce the number' cf projects with a,rl~ears on

t t"i ,:.~ () (/H s f rn t){T )-' ~ "f" t:h c:, s ~~ C,} ?"' ~{cl n i ~s Ei t i on s .. rr r" a. i n i rl, g' i n

J>Y- (' ppra_iEj~]j t.t.; t:i3.k.(~ int() aCC:'()lJ..i1t IIiR, NF}'\l~ t)r'e<lJ{"·-(~VE~'r1

are

but

c}rnf'()rtabl:l-~

Sfl onl.y be done if the market IS

hat the var:ance in size and accep

pro ected In omefr m the project IS

eptabJe level by
,

a,r!tli::/~-;;.i.

e evarlt, par~ ic larly when the more InrJovative

.ha t

j.s krlowD. the raw materi31s carefully
I propr·j.~~tely prired} operable and maintainable

tlosen~ the manpower skills needed are
('1 f," ·v i (> I) ·t:~ d :l and t 'h (: f" i 1] tlD (: 'is] s t r 11 c ttl r f~ 1. S

ro e~d, as 1 ng as the risks are known, quantified

n 15 ()t~ten lef~t to the entrepreneurs

>r"',
." :j

he hus tless and tec}lnic:aJ advisory set~vice

o t~,tl1 kI.y If?t g:() of tlleit ,pr'oject Eft this
tf~lr:~~;~ tt'ltrtkjrl~~ thc~ir' jC)tJ is (lon(~ .. (~lea,I~ly' tllf~!'~;(~ i~3

tttese instl utions in hplping with advertising
Ftr: on f the prcldll(:'l, establishing the lines of raw
rna a supplY, SIJperVlsirlg or over·seeing the insta'llation
nn ommlssi,onlng of the equipment. rn additi,on there IS a
nee~1 fo design,ing and arranging training courses to run)
sc t'·;,/ I 'f~ <:in (} ill clin t cl. i n the t f":~ (~~ tin (]l 0 g y t1 S~V E: I]. 131 S run" m ct rl 1.:1 f; ~e

and vievelof) the business, and finally in the effectIve

08



p Th whol.e 8z'ea of monitori,ng is III need of a r-adical re
thinking on behalf of the financial intermediaries, whc pay
lip ser lee to this activity but rarely give constructive
advice to businesses running off target. Checking on con
sumer reactions to the product, determining that the process
flow and capacltles of the equipment are balanced and
adeq' ate) that the machinery is being properly maintained,
ch,lL the rUi:lnf'o\",er peI·formances are on target and that the
((~p.'.Jymerltschedule is being nlet or being rescheduled, are
all essential services to the infant industry to help it
gl~OW Into 3 heulthy and prosperous business~

len with enterprise centres has not been
The facilit,ies that have been built so far
been loea'ted far from shoppers, and in terms

appear not to have taken into account the

du: m

the entrepr l1eurs of SMEs said that i-f the
}"}uild a small market plac~ or a workshop

harged rent} they would move their businesses
p READI survey results show that four sectors

average number of potentially interested
~'rtlose se tc)rs are the service businesses except

textlle and leather product manufact~rers, wood
;1r' e c S E:~ n (j () t b. f;~ r- In ,(1 fl tif a c.: t llr e s ..

Futur·e Policy Direction

som growth rate trends SInce 1965 for the
n\/ strn nt ~)tlt ~!ltO t}l(~f()llrl(li,ng ()f blJsinasses

t rl ().S e c.~ ;.J :::;}. n e SSt::S ~ s II ~ g. *~ s t .s th a t n. () t. () n 1. -:l is t· h, e
+ q t which s important to the economy.

~ S1!··u ural hanges are occurring within the

n"·,/estment
~rhj.s is ut)'t Ei

r·' d. t €~ 5 {)t C: (1 an ge

~s one or two deca

hanges, whereby ~hese sub-sectors

large n~lmbers of businesses I,n

t)~rrier· to entry.
;1 ttlC SIze of Initial

ed n }l(~Sr~ Sf:"'(~t.()t~s.~ .hc)\-~levf~:c; is
i<)W r-at,~. This suggests that perhaps

t' 1~'~(1. II 1. r ',J ~} t -1 n t () t .h. e s f~S U,t)--- sec t. () !-. S

,. f narl es put int~o starting busi,nesses,
1.. n i~ t rne ,n t i. :::; t:f (':~n t~ r at €.'" (1 i n lit a n u f act uri Ii g

(} an beveragt'S 11% tinsmithing

.i' r



Looking for the sub-sectors having a relatively ~~W rate of
arowth 1n the current market value of initial investment, one
finds WQ0d furniture manufacturing and restaurant and bars, Ln

particular. Curiously, thes~ secto~s show comparatively high
rates of growth in numbers of starting businesses. In other
words, the size of the SME sector is growing', especially in
activities in which the req~ired size of the in1tial investment
l~ relatively small, perhaps ~eclining.

The sing1e noticeable exception to the above two observa
t i 0 Ii S 1:5 t b ':: sub '- S f:> C t. 0 r" 0 f h (I tel sand res t - h 0 use s , Wh i 1 e the
rate of growth of lnicial investment is not low, the rate of
growth of numbers of new hotels and rest-hou~es appears to be
hi ~;h.

The conclusion derived from the above analysis suggests that
some types of DUSIll€SSeS, for example grain mil1ing j food
r}r·o·c~es~;il·~g; ~::ln.fl ::3hf:C:t. meta} fahr"ication; :may be swit(~hing tC) rl'::W
and more expengi.ve te:tlnology which entails increasingly large
fin~nrial credit for starting and for capital improvements.
Other t~'P~5 of businesses, for example carpentry, some manufactu
ring and restaurants and bars, may be declining in levels of
tf.-:chnology, and, therefore;. require greater emphasis upon
manpower development particularly in forms of business and
techrl.icaJ. trailling.

A study 1.n greater detail of the characteristics
~l ....

all

DI1:~1.n~:SSt:S) ~.~:'pf~cial1:/ in ca.r}Jf~r1tr}~ and .mi r ·{::e 1.. 1a.ne·ous t)t"pes of

manufacturing and restaur"ants and bal·s~ 1.s -ecommended before
ma ki. r: g p () lie y t' e C (1 mmen d a t ion 5 on specific types of businesses.
Overall, the gpn~ral. results suggest that investment i~ the SME
sectc::- 1::·; bot.h inc~reasin~~ /gr-())~'ing i'n nu,mbet' of" e'nt:~r~prises) ,a,tid
deepeT'IJ,ng bOt}l tn si.ze and capital irlvestment)_



CHAPTER SIX

RECOMMENDATIONS

6.1 SM.E Oevelopmellt Policy and Stratesy

The major policy recommendation for SME development in
Mal a w i i s fo r go v ern men t toes tab 1 i ~ hase t 0 f go v err,mentin c e n
tives w~ich take into account the neeJs and constraints of the
SME :ector. and a develop.ent strategy for tIle sectoTwhich would
guide the operatiwns of SME development institutions. This study
has provided the basic information to enable the Ministry 'of
Trede, Industry and Tourism to develop a strategy for promoting
and developing the SME sector. The desirability of developing
the sector has been laid down il"" DEVPOL. The base for developing
the sectot- has been created through the establishment of SME ,".,
developmer!t institutions such asOEMATT, IN:DEFUND. MUSCGO,SE,llOM
and MED I.

The focus of the Ministry of Trade, Industry andTouris~

requires redirection. A shift in ministry prioritiesfroJD
regulatory activities (0 promotional activities is recomlllE::_'lde'd:"
particularly in view uf the price decontrol that has taken place
during t~e last two years. The V8cantposts in the Ministry need
to be filled and training will be requir~d to upgrade existing
and new personnel to facilitate the guidance of the participating
SME sector ministr"es and implementation institutions. In
particular the Ministry's Small-Scale Industrial Unit will need
resources and support to adequately ca-ry out the following
roles:

{a) establishing a dynamic SME industrial policy and
reviewing it p~!riodically to reflect economicchallge~sl.

and government priority emphasis;

(b) coordinating SME industrial policy for all secondaiy
~rocessing of primary products in coordination with
sectoral ministries responsihle for production ~t

primary products;

Cd) promoting the development of SMEentrepreneursby , ,
identifying prio.rity SME training areas and supportilDg
en t repreneur ial and on- t he- job t raini ng programmes, o:f;
MEDI, RTS, and the expanded DEMiT!.

Ie) promoting SME industrial activities by establishing
fiscal incentives relevant to the SHE sector and other
incentives such as the provision of credit, advisory
serVIces, research and infrastructure; and

1 1 l



(;iVffi t.tlr:.: l:-:l.rgp Tlum-t)(;r' 01"- g"(jVf~r:1ment n1inistrj~_. lnd ~jepa!.. t-~·

ments inv()lved in defining and formulating governmc: .. t.lOllCies

and stretegies fGT the SME sector we recommpnd the setting up of
an SME Development Advisory Committee which will be responsible
for defining an~ fo~mu13ting SME p01icies, objectives and
strategies. The rule of the committee would be to coordinate and
mon itoc the ~~r1E r'o; ici (:s and str(1t~,;gles, including r·eview.ing
policy and strategy changes tor government consideration and
approval. Membership could include Principal Se~retaries of EPD
i.• \0 .p C :....; ! (' r'l '.0. .; ,. m .~ fl' ) r. l' n .., n f' <co " .-< -.; r', 'J "]' - <:> L(' ,... "" 1 ~. 0 ,. r.. r" ~ "" t:>r) t.' ". ...J. 0 A. ll••. , .') • A <.. , ~.••" n t> l "~. '-' • ,~ .. ,. c ; , ,_ G.. ;:;, v, I; w ,._.. .,

Forestr-y and Natural ResQur~ces) Labour~ Education and Trade,
I rl {j '11 S t t'.y [1 n (1 It () uri S :0 .

Wi.th sevf:t'Jl ir:st ilut.ions invoi'·.;cd in small and medium scale
i n d u s t .C L a1 d ndiu [' :.' 1 d e v 1.'.>. 1 () p me n t i-i 0 C k, coo r- din a t ion () e C 0 Jll e s
~ssent181 in urder to rationalize the individual efforts and
compl~ment them more effectively with government policies as
i ill P 1 e ~"i t: n ted t h r (l u g: h SME S;l p p :) r tin S tituti 0 n 5 . Wet her e for e
recummend that the Ministry of Trade, Industry and Tourism set up
an SME Im0lementation Coordinating Committee to provide guidance
at national levt 1 and also serve as a fOTum for discussing SME
Issues, We ?ropose that membership include all the SME support
organizations including non··governmental organizations as well as
representatives from all other institutions involved 1n
industrial and rural extension work such as the Ministries of
Agricultur'~, Labour, Education, Forestry and Natural Resources,
fin a nee and t h f: {j n i v e r sit y 0 f ~, a 1 a Vol i . At the fie 1dIevel s i mil a r
coordination using thf~ DDC is recommended with a view to present
ing regular reports to the main com~ittee so that coordinated
action may be t3ken~

6.2 [r~stltutiona'l C;lP~:I(~lty of Lean Ministry

Currently the Ministry of Trade, Industry and Tourism has
Imit~d number' of officers working on industry as a whole and

f1uly on~ of'ficf~r devot.~s part of his time on SME issues~ At the
(; ~'f t~ r 1"'1 t .i () :~~ ~ 1 .;' () r f 1 f- J (f ) 1e \j e 1 r he- l\1 i n is t .r "yo 1 S not rep r·e sen ted ..

F {) r t f-l f.~ a t~ {j ",/ (': r f:: .3 ~') () n :.; w (~ r e c: () mmen (1 the s t ~r eng t h e·n i n g 0 f t. h e
lead ~i,rlj~tl'Y S(~ ttl~t it has the illstitutional capacity to
coordinate and advise government and SME support institutions 00

opportunlties f~)r· SME development and related support policies
-'J n d p;' 0 g r q mm .'~ :;; . T h "': k 1 n d (, f "l mI' r- 0 v em e 11 t we \-oj 0 U 1 d 1 ike t 0

C f·'~ ;.-; {) IT} mf~ n d i. S i. n r-:.t () t h n U ill. b F.-~ r S f) f () f fie e r s! :1 eve 1. 5 and t .y'pes 0 f
professions on the establishment of the Department of Industry.
The mlnistrj ~'equlres to hav~ ar1 In house i~stitutional capacity
~ c; a r.J 1./ ~ :;.; t~ g"'; V f~ r r~ men t :) n ;:1 f·~ ~) r 0 r) r i .8. t ~~ f) Ci 1 i (~ i f::~ S a fl. d a 1. sop .1 a ~l an
;) c' t t \/ ("~ r· to) 1 ~::' ~. n t b~ .~:~ r~ 1'" () m () t 1. () :: c f S1'1 E S t.l}' be i n g r e J:l r- e sell t e 13 at t 11 e

(;p f? C ~j t j. {) ['} ~:~ 1 Lev (-:1 , ,S t';, .". h s t r· '~~ n ~~ th e n i fir: ';~..; i .l.l r e (~U i J~ (~ c\.) ill m' .i t ,m {~n t. 0, 'f
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We not!"" that one of the ministry's functions is to provide
advice and extension services to antrepreneurs. We believe that
this is better faCl Ii tated at t; '.~ operational level i. e. where
the S~Es oper~te. ~e therefore recommend that in addition to
enhancing the institutional capacity of the lead ministry at the
ministry level, the ministry should also denlov staff at the,.,. ..1 r ..,

field level to deal with coordination, promotion, monitoring and
tiel'v"i (:f~ .

6~3 Planning of SME Development Institutions Activiti~s

The preparation of comprehensive instituticnal work-plans is
recommended for SEDOM, INDEFUND, DEMATT, MusceD and MEDI. We
found little or no instit~tional planning, or updating of quar
terly or yearl¥ plans. in these institutions. The coordination
and sharIng of institutional activities should be facilitated by
institutional ising the modei develope~ for the READI Project
Implementation Committe~, which meets once a quarter and is
chaired by the Ministry of Trade, Industry and Tourism.

6.4 Cost and Availability of Credit

Present institutions have a key position in the mobilisation
of resources and must be maintained and expanded. Financial
] jquidity seems to be the biggest problem for
most entrepreneurs. Therefore. any possible relief that is
econaw~cally sound should be ~mplemented. One form of relief
would be making credit more readily available in the rural areas
b: increasing the penetration of credit institutions.

Given the high cost of delivering credit (KO.67 for every
K] .00 for SEDOM and KU.44 for every Kl.OO for INnEFUND)~ the 8ME
finao(:ial int(~.rnlE~(j,.iar-ic~s will n,ot 'rJeable to make (:redit rea,di1,y
av~i13ble to SMEs with~ut assistance in the financing of the cost
of delivering credit. If credit is to be made readily available
throughout the country, particularly in the rural areas, the cost
of delivering credit may have to be financed in the same way
smaJ.l--holder agriculture credit is financed. Government and
donors may have to bear some of the expenses
of delivering cre~it, particularly into rural areas.

Given the ri~ks involved in providing credit to the SME
~ector, the SME financial institutions require a large spread in
the interests at which they raise money and lend to SMEs. Both
SEDOM and MUSCCO have been given the maximum possible spread by
government. However. the government on-lending terms to INDEFUND
(7% interest per annum and eight years grace period before loan
repayment starts) are a major barrier to lending for high risk
development projects. INDEFUND's ~xposure is the same as that of
SEDOM. The terms of loan monies from government should, there
fore. be the same (3/4 of 1% interest with first repayment due in
50 Yf"1H-~



Credit should be available at commercial rates for any
entrepreneur who requires it, but because development can be
faster in certain sectors than others credit could be used to
promote the desirable sectors while being withheld from over
crowded sectors. The recommended basis for business promotion
through credit facilities could be to make credit available for
activities which are likely to generate a high rate of employ
ment 1 use local materials) and set up backward and forward
linkages.

As for the services of the enterprise development organi
zations, it is recommend~d that charges for their services be
determined by a balance between what the market can bear and what
the government wishes to achieve. Consequently, advice and
demonstration might be free) and lectures and course~ might be
free or available on tuition payment, depending on the character
of the course and other circuIDstances.

With regard to RTS gLdduates, it is felt that they are under
capitalised when they start their businesses. It is there-
fore recommended that SEDOM be approached to help finance limited
working capital for HTS graduates, and that DEMATT provide strict
monitoring procedures.

Finally, government support is needed to secure the coopera
tion of the two commercial banks to establish a working capital
facility for SEDOM and INDEFUND term-loan clients so that the
resources of the two SME financial institutions can be devoted to
SME fixed capital formation. The commercial banks are not
opposed to the idea of financing the working capital needs of th~

SME sector. particularly those entrepreneurs whose start-up
capital needs are financed by SEDOM and INDEFUND, provided a
guarantee scheme can be worked out and the monitoring of the
projects can be undertaken by SEDOM and INDEFUND or the proposed
expanded and reconstituted DEMATT.

6.5 SME Institutional Support structure for Business and
Technical Advisory Services

Often, there is a temptation to set up a myriad of institu
tions to solve the problems created by the constraints to SME
development. However, too many institutions end up competing for
clients, r~~ely having their interests in mind and frequently the
entrepreneurs are confused as to which institution would cater to
their needs. Therefore) it i~ recommended that the existing
institutions remain unchanged. and that the present functions of
DEMATT be improved an~ expanded to provide a wider range of
business and technical advisory services to help SME entrepre
neurs become aware of their needs and overcome their problems.
The proposed structure and coverage of the expanded DEMATT is
discussed below.
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The distriblltion of SME businesses extends into the dis
tricts, and advisers are needed in all of the 25 districts and/or
main market centres as identified by the national physical plan.
The ba]unc:e of businesses over" the country is not uniform, and
some districts and/or main market centres may need 2 or 3
advisers. These advisors should be coordinated from a regional
office with a level of autonomy that would allow it to respond to
the special needs of that region. Each regional office should
have facilities for providing the following services: management,
business promotion and marketing, technical advise, and training.
The three regional offices would be serviced by a nation~l head
office with a general manager, supported by specialists in
marketing, research, training of trainrrs and technology choice.

Each office would need to develop its own work-plan, which
could be pulled together in a master institutional plan by the
henri office. The institutional plan will develop strategie~ for
implementation, which will include a manpower recruitment and
d'c:"e) opment pI an.

The fin~ncial implications of such a nationwide institution
staffed by qualified advisors are enormous. Government and
donors will need to offer financial support for such an organi
sation.

The functions of each of the positions in the restructured
DEMATT is described below with an indication of the type of
person needed to fill that role.

(i) District and/or Main Market Adviser

It is recognised that it will be difficult to recr~it high
powered) well educa~ed people to work at the distritt level.:.
However, it is suggested that the adviser sh0uld be diploma
level. developing their experience with in-service training.
His/her tasks ~ill be to provide business assistance to
traders and producers, similar to that already being
provided by DEMATT, but a better devel~ped package will need
to be formulated which closely matches t6e needs of the
rural traders and producers. The advisors can also be used
In long-term and continuous research work as enumerators.
collecting data under the instructions of the regional
office for use in developing SME promotion packages. Such
people need close supervision, guidance and regular on-the
job training from the regional and head office so that they
CBn eventually take over the innovative role needed for 8MB
promotion. Until then this role will be fulfilled by the
regional office.
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(ii) Regional Offi(~e

The regional office will be one of three operational units
which will have B level of autonomy to respond to the needs
of that particular region. It should be managed by an
experienced person with a track record in management and
an ability to plan and develop programmes. He/she will
be advised at a regional level by a team of experienced
people: a business promotion officer, who will have project
appraisal, planning and development skills; a marketing
manager who will develop marketing strategies based on
identified market needs Bnd feed information back to the
head office for wider analysis; a technology adviser to
help entrepreneurs choose the most appropriate technology,
identify technology gaps and training needs for action by
the head office; and a regional training officer who will
work closely with the district advisors to develop training
packages based on district level needs, using case studies,
and provide that training him/herself in the districts.

The regional manager should run the activities of his/her
region according to an agreed upon work-plan with the head
office, which he/she should develop based on the information
being collected from the district advisors and analysed by
the regional office specialist. Once this work-plan has
been accepted by the head office, the region should be left
to implement it, wit sufficient funds to execute the plan.
His/her other role will be to form a close liaison with
SEDOM and INDEFUND regional offices to provide a project
appraisal and planning service for them. In the case of
MUSCCO. the regional office could also be responsible for
mOllitoring LOBns which are small and not cost effectively
monitored from a central office. Arrangements could also be
made for SEDOM's mini-loans to be similarly monitored.

( iii Head Off~ce

The main activity of the head office will beta provide a
national perspective and coordinate the regional work-plans.
identify the resources needed to implement the plans, seek
the necessary funding and provide a hack-up service to the
regIons. This should be comprised of training for field
personnel, a marketing and research facility. and a tech
nology choice facility. To integrate the national develop
ment plan into th~ institutional plan, the general manager
would need to develop close links with sister organisations,
INDEFUND, SEDOM, MUSCeO, MEDI and Rural Trade School. to
provide the services they need in order to operate
efficiently.

116



The trainlng facility sho~ld have two arms, one to train the
district advisors and give them tool kits to help traders
and rural pr0ducers in basic business skills, the other to
train th~ regional trainers. Training is a spe~ialised

skill, particularly when applied to the seminar or classroom
situation. The role of the regional training officer is to
identify the common training requirements, and develop
appropriate training packages based on case studies drawn
from the district with the help of the distcict adviser, and
to hold training seminars. The head office training manager
will be responsible for identifying the mos~ appropriate
courses for the training of the district advisors and the
r~gional training officers.

The marketing and research facility needs to include
assistance with rural and urban market surveys, export
market potential, government tenders, manufacturers'
I'!ssociations and the whole area of raw material procurement
and delivery of finished goods to markets, with particular
reference to transport needs.

Th~ technology choice facility is only an interim measure
until the necessary institutions, as discussed previously,
can be developed to take on this role. The facility will
essentially identify technology needs and the institutions
to meet these needs.

IV) Board

Since this institution will provide the project appraisal
and planning services needed by the financial intermedi
arIes, it is essential that they are represented on the
board. Similarly, the donor organisations should also be
represented. The board structure should then have the
general managers of MUSCCO, SEDOM and INDEFUND, the general
manager of INDEBANK, representatives of the two commercial
banks, MEDI, RTS, the donor organisations - USAID, EEC, KFW,
FHO, etc., and other business connected representatives who
could help direct the activities of the institution.

The financial intermediaries, INDEFUND, SEnOM and MUSCCO
should be encouraged to develop their own capabilities in project
planning, appraisal and monitoring, calling upon DEMATT for
inputs on market, raw material and transport information, and to
provide the necessary business training ~eeds as identified in
the planning stage. For small loans, SEDOM and MUSCCO could be
encouraged to use DEMATT's field extension staff to assist with
the ponitoring. This will reduce the overhead cost of monitoring
small loans where the interest charges cannot hope to cover these
administration costs. For their larger loans, however, the
financial intermediaries should be encouraged to develop their
own monitoring service, as this is the most effective means of
feedback to build their experience in loan provision and enable
them to provide a better service to their customers.
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O.S Mobilisation of SailIngs and D",:11.\/<':ry of Loans tu SME's

The res~lts of this study have indicated that there is a
strong and pGsitive association bet~een changes In savings and
changes in real interest rates. The implication of this IS that
by making deposit rates positive In real terms. a strong
incentive to save can be created which should facilitate
mobilisation by financial institutions generally. Different
flnancial tnst.ituti.ons bave, lrJ addition, specIfic pr-oblems ~.. hich
must be addressed.

for credit unlons, which are handicapped by a very low
d i. v ide n d r tl t e, the r f: 1 S nee d t (j see ;, go v ern men t per miss ion t 0

raise the dividend rate to a level that is at least equal to the
savings deposit rate. Because it will be necessary to increase
the interest rates at which credit unIons lend money to members,
it will tJP DP(:essary tG seek reform of the pr'ovisions of the
Co operative Societies Act which prevent payment of dividends if
m0 n e y lsI e n t t) uta t m0 ret han 1 0 % per· ann u m .

Other measures which WGuld encourage savings at credit
unions Lncludc allowing withdrawal of shares, streng·hening th2ir
capacity and that of MUSCCO to lend, and generally
improving the operational efficiency of these institutions.
MUSCCO has already made plans to implement all of these measures.
We endorse these plans as well as measures that would separate
the Ilnk between savings and borrowing so as to attract mor~

savers. All these would go a long way toward improving the
competitiveness of the cr~dit union movement in the country.

Although the presence of commercial banks was evident in all
the centres ~~ere SMEs were interviewed, their reluctance t) lend
limits their attractiveness to savers. It is therefore
recommended that they should increase their lending to SMEs, if
not directly, then through other financial intermediaries. Ther~

IS also need to establish a cost-efficient network of branches
aod agencies fo! the commercial banks, as well as for the New
Building Society, whose activities ·at present are limited to a
small number of urban centres.

~.7 Provision of SME Site and Service Enterprise Centres

Renewed consideration of planning and building SME enter
prtse centres or" industrIal estates 1S recommended. Bearing in
mind th~ problems that have been experienced in utilising the SME
erlt,~rprise centres th;d. hav<-~ been built so far, we recommend a
chang~ In emphaSiS, from industrial complexes such as the Biwi
Triangle In LIlongwe or the SEDOM Industrial Estate in Blantyre
to the provision of ::-ura1 enterprise serviced plots. Such sites
cO~JJd be selected from th~ {~entres identified by the National
Physi~al Development Plan and the Rural Growth Centres Project.
The 51tes would be made available to SME entrepreneurs to build
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theIr shops and facturiFS, with 8 specIal fund to assist quali
flPd f~ntrppreneu['s build S~lOPS and factories.

Ttie proposer! sites, planned specifically for particular
types of bUSL~eSses and taking into Account the needs of the
entr~pr~neurs) can effe~tively Bchieve a number of development
uh~J~(~tl_Vf~S. ~ost important from a development point of view~

tbey lnduc~ Rnd qUicken the pace of industrialisation or growth
() f par t 1 cu I ar type's of bus inesse:~ by he lpi ng 13mb i. tious entrepre
n ::: u :. stu ::: c q ui r·· (; 1and wit h sup p j 1 e d uti 1 i tie s . E f fie i en c y in
r~S0urc~ a:lucation is also achieved in several ways. First,
" c () n u ill 1 f'S (\ f sea 1earere a 11 sed w hen a C" on c en t rat ion 0 f
industries Ar~ constructed in one place and utilities for
the whoLp area are put in place at the same time. Second, the
SIt0 anej infr-'astruc:ture in the surrounding environment may be
p 1 ,I nne d t () ill e e t the r f; qui rem e n t S 0 f the en t rep r en eu r san d the i r
markets. Thlf"d) the composition of the enterprises on the site
rn~::y L~f~.~ tu f'lLJ~-_·!~(.eJ (".Jy J'-~ ~~;1~ C}1' _~~'Ur\ "~~f- .~-.()~ lC·!..~~· ~~ic_h pr-omote

e :< t i:, ! ,; al f~ '. {J n u m, e sin s bar e d sup p 1:/ 0 f 1 abo u r- 0 f d iffere n t type s ,
Sh''lCi·d ht.S1IH·SS and technicaj serVlces, inter--business trade in
go01s and services, etc. Besides efficiency, the location of
rur"i.11 enterpr·jse site and service schemes promote policy objec--
t lV~S fo:" devt~l()pment: of specific regions or areas, pro.motion
nf impraveri incomp distribution, employment in econoroically
dep,'!:sse(~ HlP-as, and exploi.tation of potential resources.

BUSInesses In the SME sector would be better able to remain
v;2hl~ in markets which do not fluctuate greatly. It is recom~

menrlerl that gJvernment formulate a general set of volicies for
pr"ocurement which would favour businesses in the SME sector.
ThlS would require identification of items which could be
sat lsfa(~torlly supplied by businesses in the sector and entail a
systematic method of purchasing, and informing small businesses
so that they may submlt competitive tenders to supply the
gov~r~m~n7 Dnd local authorities with their requirements. It is
recammeorled that the set of policies be drawn up so that enter
prIses In the SME sector would have initial advantages or
f;Y-F:ferentia] treatment.

P,{,c'n'ement of government requirements or goods and services
from the ~rivate sector would include procurement of supplies on
,_nntr-act.. Additionally, small businesses could be greatly
assisted by means of policies to induce businesses in theLSE
sector to contract as much of their work to sIDal1 businesses as
would be economically feasible. This should benefit both the
large firm which would contract out the work and the small
h u si n P ssw h 1 C h r end e r' s the W 0 r k . Promot i on 0 fag rea t e r am 0 un t
o-r c0ntrac·t business between firms within the private sector
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S (1 () U 1 d 1 r~ 11.1 (j f:' .P ():1 i 1 f~ S t ('j (); II 0 ~\"Ii'a n .j E:',~ n t': {) 1.1 r- a g f~ S U t.> ,(" () fit {' fl (~1' i, JJ ,g'
w_ittltn t~:~'n(if~r'·s. Thi~'3 latt(~r Ctir.n w()tll(i bf,·~fostf:;r (1 t:hr"{)IJ.gh :an
instit\ltio[lalized DE:t,wor-k f)f ir1for~matiorl and procedut~e for
brIngIng thfa antra ting par'ties tc)gether" aOft assisting in the
formal agreements.

6.10 Sele tl()n of Target Gt·oups

:'\ ~{ener<JI bias of all pcogrammes of fifl'~n('ial~ t.raining,
bu.slness and t,",;hnt';."al assistance to SMEs should be directed
towara assisting f rms that contribute most to national product
anel lts g;r-owth, for example, in tbe use of locally produced
matexl'l.Is, in employment generation, in technological advance
ment. et~ Such a bIBS should apply t~ all programmes such as
fin a n ('i n 1 red .i t, t ,'1 X inc' e n ti v e.s, b us i n if: S S and t e (~ h n i cal
servi es, Importatlo~ for capital expanSIon, internal and
external marketing s hemes, etc.

D~flnitlcn of Enterprises by Size

Another recommendation IS to define the dividing line
between the two or three critical scales of enterprise and
between types of enterprises, such as formal and informal , or
cottage and craft enterprises. This action would not directly
effect the private sector, but would serve the development of
enterprise because it would be extremely useful for purposes of
research ~nd analysis, as a basis for planning and policy
formulation, It is recommended that the definition be strictly
in terms of ctlsrn terlstic~ of the enterprises and not the
owners' ethnic orlgin or nationality. ft .ordingly, enterprises
of all types auld be Included in a study, Of course, any set of
reqUirements for type of enterprise and ownership may be
specified for poliCIes and programmes for the beneficiaries of
special aSslstan(~e.

6.12 A Role fc)r PVOs

There are a number of possible roles for private voluntary
organlsatlons to backstop and fill some of the gaps until the
most appropriate institutions can be identified and developed to
take on new expanded roles. Expatriate advisors/counterparts
with development experIence Lould be provided from private
voluntary organisations. [0 the interim these people will help
t i' a i n t be i r- c ('1J n t e r par t s to f i 1] t h eg a psi den t i fie dab () v,., .
These gaps include:

(Ei) 'Trairiipg:

The main requirement IS for the training of trainers.
Much of the skills that need upgrading can be done in
MalaWI if tbe trainers are equipped with the necessary
skilIs then}s~,'1\ie8.~rrle- tW() rna.in 21rf~a_s wflere trlis is



(l f:,,,{·tefJ If) t.hpC(}\/'.LS'l,Ofl()'f tb.t:~ 0(,: eSS;:1ry sl{il1s ft,)c

() LJ :~.:) .tn f'~~ s s rna n i:l f{ f~ In {~Ii all d en t c (:: I) r- (~ n t?: U r·~3}1 j I) d t'~ V (~ 1 0 fJ m f-; n t j i-l 11 (i

the t c:~ h n (} 1. (J g j ~'j J t r ~:J i n 1. n ~; r (~ <1 tl i r'" f~ (i t. () a d v :i s (~~ f) r () d t.lC If: r
li-"nts. This initl.ally ~",'il1 b :'iftiSi\rJ up-grading courses.

lously, te hnology 1S not the major constraint
pill n t; L u t C1. r 0 v 1 S I 'y n for t e c- h fi (} 1. 0 g yeI eve 1 0 p-

n Malawi. This will fall into four

Tn r rrn::t t f'I ;,)t': t [1 t. E~(~b:rl{) 'I () Ji5."Y
At)lf~ rj(~efIs to t)e a cl,lmulated~

[lr posec} Ie hno],ogy Cent.re at
ssistall e to collect the most

choices that are avail
This can be done by the

the Polytechnic, but
appropriate information

rf~tl0 S[le ifi at.i.on of the tech~ology required 1S an
0ssential comDon~nt of the project cycle. Without it,
the most appropriate technological solution to the
pr blcm cannot be determined. Such skills can be
aeveloped, but only over time and with experience.
Therefore, the best way tL develop these skills is to
nave ounterpnrt on the job training, provided by a

The Information on technologies will often reflect the
)'1 '.:ds 'if a parti(:ular equirement elsewilcre wh·ich do
nC,Jt necessarily ref:lect the needs in Malawi~ Ther~

forc, the technology will need to be adapted or
fur-ther df~velci:ped tc, su-it these needs, to suit the
resources and skills available in Malawi. One notable
omISSIon to Malawi IS in the provision of a food
technology laboratory. Other areas such as the
development of agricultural tools are available to
some extent, but would need to be developed further.
There is a role for PVOs here to fill a gap, and to
help bu Id the institution to a level where it can
handle the work on its own.

Closely assocIated WIth adaptation is the need for
t cho61ogy testing facilities, so that imported
tec!lDologies could be evaluated for suitability in
Malawi. Such institutions do exist, bqt they need
developing so that they can undertake minor modifica
tions, or conversely specify how they should change to
meet the conditions in Malawi.
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Th y d()n()r~s and government on SME development insti
tuti,ons t,:> attalfl fi.naDco-ia'l sel,f su'fficlency will need to be
revi~we(j 1.n light of the development objectives placed on the 8MB
development nstitutions. Otherwise these institutions will be
f () rc: edt () c: 1.1 r t ;:1 i J t ,he '1 r s f:,~r v 1. (,~. f:~ 's 1. [1 r~l reI are a So iN'; her-·e t'h e c () s t o:f
deliverj,ng the services is hIghest and concentrate on the more
developed urban areas. We recommend that the self sufficiency
strategy b app~ii,~d se ectlvely. The institutions for example
COll d be requ1.rc f i to at.taix1 flnancia"l self suffic'iency in the'j.r
operat OflS In more cleve" pf~d arld urban areas whIle heing allowed

ppratl.ODS in less de'vel,oped and rural areas.
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