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Executive summary

SMEs contribute significantly to the provision abgductive employment opportunities, the generatibn
income and ultimately, the reduction of poverty.idtthrough the promotion of SMEs that African
countries can make progress towards reaching thiervlium Development Goal of halving poverty
levels by 2015.

Section | of this report shows that initial requients for a successful SME sector developmentimare,
general, an overall “enabling environment” and supgservices that cover a range of policies and
strategies for promoting the establishment and traf SMEs in Africa, including: access to finance,
regulatory and legal frameworks, improved infrasimue and human resource development, reducing
barriers for SME development, and successful iattsgn of SMEs into local and external value chains
and networks.

Section Il analyzes the importance of SMEs as dsivé productivity, job creation and growth in the
economy. It discusses the major challenges theg facaccessing external sources of information,
knowledge and technologies in order to build capzcand reach markets. It also identifies thagypial
requirements for enhancing the productivity and ¢ogation potential of SMEs, as well as for linking
them to a more inclusive growth path in African otiies. SMEs are also instrumental to the transitio
from agriculture-led to industrial economies asythgrovide simple opportunities for value-added
processing activities which can generate sustaéni@alinoods. In this context, the predominanerof
youth and women is of particular importance.

Section Il provides country experiences and bestires (from Tunisia, Mali and Nigeria) pertaigito
successful SME development, showing that employroegdtion cannot be developed without a vibrant
SME subsector.

The final section provides some specific recommgads which could be considered by African policy
makers to put Small and Medium Enterprises on eenmlusive, sustainable development path in their
countries.

Introduction

The UN Department of Economic and Social AffairEE?), in collaboration with the United Nations
Economic Commission for Africa (UNECA) and Interioaial Labor Organization (ILO), will organize a
regional meeting on the topic “Small and mediunegises (SMEs) as drivers of productive capacity
and job creation”. This note emphasizes that sstaeSME development is the key engine for growrth i
Africa, by promoting productive capacity, employmhemd decent work to eradicate poverty in the
context of inclusive, sustainable and equitableneodc growth at all levels for achieving the MDGs.
Most economic literature tends to conclude that SMéntribute to employment growth at a higher rate
than larger firms do, and that in the longer tethey also provide a significant share of overall
employment; give economies greater flexibilitysirvice provision and the manufacturing of consumer
goods; increase competitiveness in the market piaweurage entrepreneurial skills and innovatday

an important part in the provision of services amenunities; and promote local production and skills
They also predominantly produce and sell in thallocarket, helping boost local consumer spendirty an
social stability, which in turn promote politicstiability.

Firm productivity is low in African countries, prgting governments to try a number of active poficie
to improve it. This background note captures thg &enstraints African SMEs are facing, analyzes
SMEs’ development policies and strategies thathaghly conducive to an accelerated and sustainable
economic and social growth that leads to employrgeneration and poverty alleviation.



Section I. Strengthening the enabling environmenfor successful SME development

African SMEs face many obstacles. Among them aseffitient capital, lack of focus, inadequate méarke
research, over-concentration on one or two marfatginished products, lack of a succession plan,
inexperience, lack of proper book keeping, irregyawer supply, infrastructural inadequacies (water
roads etc), lack of proper records or of any resatall, inability to separate business and faroily
personal finances, lack of business strategy, litvabo distinguish between revenue and profit,bifisy

to procure the right plant and machinery, inabitilyengage or employ the right caliber staff, antd c
throat competition (Basil 2005). Moreover, becao$ehe weak operating environment for business
ventures in most developing countries, potentidtegmeneurs resort to economic activity outside the
legal system (informal sector). This both limitdgmial benefits for the micro entrepreneur (eapeas

to finance and support services) and hinders thatgr of the formal sector by draining resources and
reducing the tax base.

Large firms, in contrast, have adequate resourcaddress their own constraints and do not requireh
outside support. SMEs, on the other hand, are @tengreat disadvantage, vis-a-vis the largersfirim
terms of their ability to address market failurgsyernment failures, and their own isolation.

Poor regulatory environments in Africa are chandoéel by the absence of laws and regulations foESM
development. The complexity of such regulationsstarttially increases the transaction costs for SMEs
placing them at a disadvantage vis-a-vis largeionat companies and foreign enterprises. Additilgnal
the lack of transparency in implementing SME suppoogrammes often results in benefits for other
actors rather than the targeted SMEs. Howevenbatantial number of African countries have seen
major improvements in their regulatory systems dherlast few years. They have learnt from sucoéssf
experiences in Africa and elsewhere that involerttain interest groups in the identification, desagd
implementation of SME policies.

The constraints that African SMEs face in enhandirar productivity relate essentially to their ited
access to the technologies, skills, information &ndwledge that can trigger and sustain growth and
capability upgrading.

* Identifying policies for promoting an environmergonducive to the establishment and
growth of SMEs in Africa

The volatility of growth in Africa comes from a regal pattern favoring commodity exports over

manufacturing. In order to increase GDP growtlkegaffrican decision makers place high reliance on
primary commodity exports rather than manufactufimgdomestic and external markets. The enabling
conditions for high growth, especially in low-incersountries, have been based on growth in expbrts o
primary commodities, high growth in industry, highwrowth in investment, but also a higher share in
manufacturing. The higher share in manufacturing ltegen seen to lower volatility in GDP growth, and
improve labor market outcomes in terms of unempleytrievels, enhanced employment in industry, a
lower level of the working poor, and a higher legkproductivity.

Generating more employment often entails diversgyproduction from commodities to manufacturing.

Investment has to be increased in manufacturing agritulture in order to raise productivity and

incomes. The high proportion of the working pooede to be addressed through a combination of
increased private sector investment for more prideicemployment, and increased public sector
investment for job growth and access to basic saeivices. Raising investment in manufacturing and
agriculture and promoting sustainable enterprisesainecessary condition to raise productivity,

competitiveness, employment and incomes. This regumcreasing both private and public investment t

raise aggregate demand and put in place a possiboyment floor. The enhanced private sector
investment has to be based on higher domesticgavamd the enhanced public sector investmentchas t
be based on raising the revenue base through aymawtodating macro-policy framework and the

creation of new fiscal spaces in order to providsidservices.



A number of labor and social policy measures amessary to improve wage outcomes, labor market
performance and overall macroeconomic results. dilg sustainable way to raise wages is through
economic growth that brings about increases inrlabaductivity which is also a pre-requisite foogth.

A sound and well-articulated system of wage andrime policies can make a positive contribution
towards a more balanced and sustainable econordisarial model. In particular, a coherent system of
collective bargaining, minimum wages, transparertt sireamlined wage structures in the public sector
and income transfers targeting low-income househatdn provide additional income support to low
wage earners, thereby preventing them from fallimtg poverty. Taken together, these measures can
promote more inclusive labor markets, stabilize stconption demand and generate more sustainable
economic growth.

Governments need to foster the promotion of sthegtd policy and regulatory environment for:
employment-intensive infrastructure investment @arrigation, etc.); improved access to finanoe f
farmers and rural MSMESs; promotion of agro-proaggsipublic—private partnerships to deliver skills
training; good labor market information on skillpga systems to recognize informally acquired skills
and strong universal education equipping young worred men with core competencies for working
life.

A range of labor market institutions are in place most African countries, mainly dealing with
employment protection legislation and the minimumage. However, they apply only to a minority of
workers in the formal economy and often are vergrlyoenforced. Thus, it appears that labor market
regulation is not very well structured for SMEs d®pment in most African countries. At the sameetim
unnecessary administrative hurdles and costs atespiead, posing the challenge to reduce such costs
and to encourage the formalization of informal gurigses, whilst preserving the original purposéadbr

laws and institutions. Minimum wage legislation, particular, is a proven means to ensure that all
workers receive at least a salary allowing a deldentor their families.

Government policies can facilitate the entry of MBMnto the formal economy by reducing unnecessary
regulatory burdens and offering quality public sexg. They can also develop programmes for the
improvement of working conditions, with specifictiomal targets for reducing non-compliance withdaw
concerning hours of work and minimum pay, the réidacof occupational accidents, diseases and days
lost to illness and accidents per worker, and gnessive increase in the number of labour inspgdtor
relation to workers.

Without enhancing the role of industry, a sustdiegath of economic development will not be achieve
It is industry — more than any other productivet@ee that drives the economic growth process, ipies/

a breeding ground for entrepreneurship, fosteranogical dynamism and associated productivity
growth, creates skilled jobs, and, through intet@®l linkages, establishes the foundation forhbot
agriculture and services to expand. Furthermoiiegepiof manufactured exports are both less volatilg
less susceptible to long-term deterioration tharsehof primary goods. This provides the potental f
sustainable export growth and integration intoglebal economy.

A key to economic growth is prudent economic manage that avoids volatility and uncertainty.
Policies that lead to high inflation, excessiveat#on, distorted factor prices, or lack of foregxchange
discourage business formation and investment.

An efficient financial system is an important compat of economic development, in mobilizing savings
and channeling them into investments. Entrepreneeesl access to financing, information, and various
types of support services to create and operatmdsses; enterprise managers need similar access to
operate their businesses in the most efficientcGmdpetitive manner. The existence of instituticnssh

as universities, consulting firms, accreditationd astandardization bodies, and vocational training
institutes can play major roles in private sectumpetitiveness.



Competition promotes efficiency, and policies thegmote intense, but fair, competition will resimta
strong private sector. Competition policy, privation, and public sector procurement policies alph
make markets more competitive.

* Increasing SMES’ access to finance

In order to make use of their potential, SMEs neexteased access to bank credit. African SMEs
historically lack access to finance and this illjkto be exacerbated by the effects of the firelremnd
economic crisis on the continent. Access to finamreains a major problem in the majority of African
countries. Many development banks seem to havenpeel poorly and, in West and Central Africa,
most have nearly collapsed. While loans from coneiakbanks are at least possible in principle, the
evidence shows that the terms of such access & @initive for SMEs. SMEs are constrained by high
interest rates and by lack of access to credit {sd#e 1 in Annex). Overall, an efficient structwe
financial institutions providing short-and long+tecapital to SMEs is significantly needed througtibe
region.

There is a strong economic case for scaling up augpr African SMEs. In this context, alternative
means of financing have been developed, espedialtiiose countries where formal lending is weak.
Thus, microcredit schemes have been promoted by sN@®Omany African countries. While data
indicating SME performance through this alternativeans of financing is not available, access teghe
schemes is relatively high in Kenya and Uganda.

Development assistance for SMEs in Africa remaimnghlii fragmented, with several donors and
development finance institutions (DFIs) runninguanber of SME programmes in an uncoordinated way.
A regionalization of support and a pooling of remes would avoid duplications and inefficiencies, i
line with the Paris Declaration and the Accra Agefat Action. In particular, the provision of guatees
complemented by development of bank's capacithgage in SME lending seems to be one of the most
effective policy instruments for easing accessradlit for SMEs. The Africa Commission in 2009 cdlle
for the establishment of an African Guarantee H#&@EF) for SMEs. The AfDB, the Danish Government
(Danida) and the Spanish Government (AECID) areetully implementing this initiative. The AGF will
be a permanent regional conduit for channeling aptaes and technical assistance to financial
institutions in Africa with the objective of genéragg enhanced growth in the SME sector, thereby
creating increased employment opportunities in éaenomy, particularly for youth. The AGF will
operate as a non-bank financial institution withb@ard of directors responsible for the overall
management and a chief executive officer headiagfierations.

» Successful integration of SMEs into local and exterl value chains and networks

International lessons on SME development showekggrnal factors such as inter-firm co-operatiod an
institutional support can play a key role in hetpiBMEs build-up internal capabilities to compete in
regional and global markets.

SMEs foster economic cohesion by linking up withd &upporting larger enterprises, by serving niche
markets — and in general, by contributing to thitdog of systemic productive capacities.

SMEs foster social cohesion by reducing income as®t gaps and disparities, thus spreading the gain
of economic growth to broader population segmentstackward regions.

Obtaining access to export markets is crucial fiareasing SME growth and productivity, especiatly i
light of increased globalization and market libzaion. SMEs in developing countries, howevergfac
many constraints to competing effectively in theskets since they often lack the necessary kn@eled
and financing, may not meet foreign regulatory mequents, or may produce products in quantities and
of a quality that are not adequate for foreign losly®ne effective way of addressing these probliesms
through the development of export consortia. Exporsortia are voluntary groupings of enterprises,
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usually in the same or similar business or subsewiith the objective of improving the export reaess
and increasing the export volumes of the partidipaBy combining their knowledge, financial resasc
and contacts within an export consortium, SMEs s@gnificantly improve their export potential and
reduce the costs and risks involved in penetrdongign markets.

By joining together to promote exports, groups MES are able to effectively compete against other
firms in markets that they would otherwise be ueablaccess.

UNIDO is implementing a program aimed at promo#ficient systems of relations within clusters {tha
is among enterprises and between enterprises astduiions) thus enabling small enterprises to
overcome their isolation and achieve collectivécefhcy and competitive advantage.

At the same time, foreign direct investment (FDénccontribute to productive capacity development
when combined with policies promoting productivevastment, technology transfer, enterprise
development and the consolidation of productivercha

For Discussion

* What policies should governments put in place tmqmte entrepreneurship and an environment
conducive to the establishment and growth of SME¢éf?at roles can social partners, the private
sector and civil society best play to contribut&SME creation?

* What can be done to increase access to finanamiyding sources such as risk capital, for
innovative and potentially high-growth SMEs in tiegion?

« How can SMEs be integrated more successfully intall and external (regional and global)
value chains and networks?

Section Il. Promoting productive, job-rich SME devdopment in a context of inclusive,
sustainable and equitable growth

Labor productivity (defined as output per workes) dften recognized as one of the key drivers of
increases in wages and living standards. In Afiicereases in productivity (mainly due to the expudr
extraction products) have not been translatedimtomes sufficient to reduce poverty, indicatingtttne
income gains from this growth have been narrowsT&inot surprising, given the dominant pattern of
growth that continues to rely heavily on resoursérastion with limited employment creation (See
“Empowering Africa’s peoples with decent Work”, 1L.Qctober 2011 and Table 2 in Annex). This trend
can be illustrated by the Malian case, shown below:

Mines generate most of the resources of African erpts but create few jobs — a big part of
those resources are used for import expenses.
Big contribution to exports But limited imployment creation

0,19% 4% E
. mployment by sector
Malian exports | ploy y

W Activités minieres
26% Activités miniéres

/ artisanales
Autres

0%

Agriculture

70%

And few links with the country economy

Most of the goods and sevices arc
imported: cguipments, technical services,
Exportations miniéres tuels, reagents, spare parts, construetion
W Autres exports materials, et

Source: Mali/Investment Promotion Agency

As a result of the weak operating environment fasibess ventures in most developing countries,
potential entrepreneurs resort to economic activityne informal sector for generating income. Thash



limits potential benefits for the micro entreprende.g. access to finance and support services) and
hinders the growth of the formal sector by drainmegources and reducing the tax base, competitive
capacities and the economic and social resiliehpeaple in African countries.

Informal economy workers tend to have little or amxess to formal mechanisms, such as insurance,
pensions and social assistance, for coping witksri¥he main elements of an integrated approach to
upgrading the informal economy are: enterprise aghgg; skills development; the extension of social
protection; improved observance of labor laws idelg on safe work, and organizing workers and
employers.

For both workers and employers, cooperatives peoeid important means of strengthening productive
activities and the provision of essential services.

The challenge for Africa therefore, is firstly, tcreate the conditions for triggering economic
diversification, and secondly, to fuel the transfation process by facilitating the accumulation of
competences during the industrialization procebg. dhallenge is also to design policies and ingiits
which provide incentives to start profitable adies, to invest in new technological and commercial
knowledge, and to shift into higher productivitydatearning intensive sectors which can create
opportunities to accumulate capabilities.

The central role of productive employment and deegork must be one of the core policies of SME

development in Africa. Most African countries haweainstreamed decent work into national

development frameworks: medium-term developmenglpoverty-reducing development strategies and
the United Nations Development Assistance FramesvQdNDAFs). Strengthening capacity building to

enhance implementation and effective delivery ofeté work for all is one of the key strategies to

increase productivity.

Sustainable economic development that is both énatuand job-rich needs to be accompanied, indeed
driven, by a continued productive transformatiochigving a well-integrated domestic economy, with
strong inter-sectoral as well as inter-regional auadhl urban linkages, is indispensible for enaplin
productive transformation and putting African SMis a path of sustainable job-rich growth. This will
require an active developmental role of the siatezquires policies and interventions that acvelster

the development of efficient markets, but also siepvith compensating measures where markets tlo no
function well. It requires adequate provision objicigoods and forceful policies to ensure develepm
with equity. It requires a common vision of theuid, developed through social dialogue, and a state
equipped with the capacity, the mandate and thks tooimplement well-designed strategies, including
industrial strategies.

The manufacturing sector can create the much-ne&glesiream and downstream linkages” (secure
access to inputs and to markets for output) tacalitire, thus facilitating the development of agltiare

as well as enhancing the impact of this developneangrowth and employment in the economy as a
whole. Parallel to an intensification of agricutuan increase in productive non-farm employmentheé
form of wage employment or successful non-farm egrgneurship, must be a core component in
development strategies. To achieve this end, seftde=zonomic diversification is needed.

Besides capital and labor, improving informatiorr foetter policies is an important input to the
production process. Adequate information to suplatrdr market policies and programs is essentidl, b
in many countries is unavailable, unreliable ordated. The overall objective of strengthening metio
capacity to produce and analyze reliable laboistied and labor market information is to contriotio
the goal of employment creation and poverty reductinonitoring in Africa. Easy access to reliable
information is, therefore, essential for small eptises to become competitive and grow.



» Strategies for creating more decent jobs through EMevelopment

The primary labor market challenge in Africa is motemployment, but rather productive employment
and decent work for the many working poor, partidylin rural areas (see Table 3 in Annex). Thithes
main obstacle in efforts to achieve the Millenniubevelopment Goals and set Africa on a more
sustainable development route.

Sound policies are needed to encourage the tramsitom the informal to the formal economy, to
support micro and small and medium sized enterfrised to protect the incomes of the most vulnerabl
groups.

In order to be competitive and create more decedt @oductive jobs, African SMEs need to foster
technological innovation, which includes both teglogical advances and various non-technological
innovations such as strategies, processes, stescimd management techniques.

The employment generated by public investmentfiragtructure can be increased by a factor of ttwee
five by using local resource based methods comp@arednventional technologies. Innovative programs
such as employment guarantees schemes can prasidemorkers with a minimum employment floor
while accounting for improved local infrastructure.

On a broader level, investing in skills and experfprovides support for the development of a coempet
workforce, which can only improve the investmentnelte. National growth promotion strategies must, i
they are to have maximum impact, prioritize skillsrelopment in sectors that are the most promising
employment terms.

Job creation strategies include also the promaif@mployment through planning, employment
targeting and employment mainstreaming, learniagifsuccessful experiences in African and other
countries and building strategic partnerships fpsut growth strategies.

In Mali, remittances are an important source oaficial flows, far exceeding those from Foreign Eire
Investment (FDI), as seen below.

Graphique 1: Trends of remittances and FDI

Evolution des transferts de fonds des migrants et des
investissements directs étrangers
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This observation allows us to assume that the Makaovernment could encourage migrants,
emphasizing of the potential economies of scaldoim a business consortium in order to investia t
areas of services and sustainable industrial #iesvivhich generate more growth and productive.jobs



* Promoting entrepreneurship for SME development angowomen, young people and
marginalized groups

Africa has the youngest population in the world &ed young women and men represent the continent’s
best hope for getting on to a sustainable developpeth.

However, the continent is suffering from shortagéskilled workers that are holding back growth and
development. In some cases, foreign investors fawebliged to bring in foreign workers to implent
projects.

This pattern shows the need to increase, throutibnad policies and strategies, the supply of digali
African workers and include investment in traingmgd development assistance projects to faciliteg# t
(re)integration into the labor market, as well egablish mechanisms for their implementation at
national, regional, local and sectoral and entseptevels. Policy makers need therefore to align th
education curricula to labor market demands anditie=a to emphasize the importance of vocational
education and training and skills development inegating employment, increasing productivity and
competitiveness, and improving wages and incomes.

Vulnerable employment and informal economy emplaytrteas been increasing in the African region.
Rural youth are particularly vulnerable in thisaed) since they are often employed under inforitoal;
productivity and casual contracts and have limiigtits and voices, both within households and &irth
communities. Ensuring that young women and mertrgetight start in their working lives must be @ to
priority for the region’s Decent Work Country Pragimes (DWCPs).

The informal apprenticeship system holds a greaerni@al alongside strengthened institutional
capabilities to provide training for advanced tembgies, and improved quality and effectiveness of
training in order to promote productive transforimatn the crafts sector and informal economy.

Promoting the transition to the formal economy éntcal to successful MSME development. This
requires integrated interventions that attack thétipie drivers of informality, including: job-ricgrowth,
improvements in regulations, strengthening the mimgdion and representation of informal economy
workers, promoting entrepreneurship, skills, firmnaextension of social protection, and local
development strategies.

In rural areas, the way towards more productive aatisfying employment for youth lies in
implementing strategies that enhance agriculturadiyctivity and enforce policies that attract youtto
farming, while improving non-farm rural employmenpportunities. Such policies will contribute to a
better management of rural out-migration of youmgpe, if complemented with other measures that
seek to maximize the developmental benefits, whifeng to minimize costs. Investing in gender-
sensitive education and vocational training tatlore the needs of rural areas has proven verytafégc
especially when accompanied by an enabling enviemrfavoring increased youth access to productive
assets and markets, and the means to overcomelebsia the implementation of new technologies and
approaches.

There is broad consensus on the benefits of inagdse level of education by enhancing the releean
of the education system to labor market needs eahdcing the share of the population without schmapli
Transforming the educational structure of the lafooce in a balanced manner is important in order t
enlarge the space for sustained diversification Iotv and medium technology manufacturing. A key
element in this process is to provide women witha¢@ccess to basic education and develop theintsal
in order to fully use the potentials of the labarck for rapid catch-up.

UNIDO is implementing the Rural and Women Entrepreship Development Program that improves

business environments by providing specialized hunegource development on entrepreneurship that
enables rural and women entrepreneurs to take tafy@rf economic opportunities based on market
mechanisms and entrepreneurial initiatives.
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ILO is working with constituents to promote a sbgeotection floor of essential social services and
income security for all women and men. Furtherihg implementation of ratified international labor
standards through their integration into nationaligies is equally instrumental in realizing thehet
three strategic objectives (employment promotiogja protection and social dialogue). Formulatamgl
implementing these policies through broad basethkd@logue greatly increases their rate of sukces
Improving the quality of governance and public s contributes to the creation of an enabling
environment for the achievement of the developrgeats.

* Human resource capacity building and protection feustainable and competitive
SMEs in Africa

It is widely acknowledged that the developmentairtries’ industrial capabilities requires invesitia
human capital. With the growing pace of technolabichange, the spread of information technologies
and intensifying competitive pressures, the needspecific skills has become even more demanding.
While general industrial development in the paguieed simply improving the basic educational syste
and encouraging in-firm training, the emerging cefitive environment calls for greater emphasis on
high-level, specialized training to meet industegds.

Although it is difficult to measure technologicaffaet, its intensity and effectiveness are a key
determinant of industrial competitiveness. In thentext of developing countries, R&D becomes
necessary to absorb technologies and adapt théocdbconditions. A strong R&D base permits better
and faster technology diffusion, facilitates greated more efficient use of local resources, presithe
industrial sector with greater flexibility and drgdication, and makes local economies more aitradb
TNCs.

Developing tripartite systems (state, employersons) as a key governance mechanism for inclusive
poverty-reducing growth enables labor markets tfion efficiently and equitably. The involvemerit o
employers’ and workers’ organizations in the depeient, implementation, monitoring and evaluation of
DWCPs and national development frameworks is ¥ialtheir success and ensures that they promote
decent work.

African countries need to adopt national socialiggcstrategies that articulate measures on odeupa
safety and health (OSH) and employment serviceduding increasing protection of workers through
capacity strengthening, compliance with labor séadsl, establishment of the labor management and
information systems, provision of social protectiorvulnerable groups and skills development fartkio

* Role of SMEs in the transition to greener and mosastainable economies

Agriculture provides the main source of employmantl income for approximately two thirds of the
labor force in Africa. (An even larger share of thwerking poor is found in this sector.) Increasing
productivity and returns to labor in agriculturéhe key to increasing productive employment anzkde
work and progress towards MDG target 1b, espedialftiie short and medium term.

Most of the rural poor, and in particular women awodith, are mainly engaged in the low-productivity
and informal employment segment of the rural econdooth in subsistence farming and agricultural
wage labor and in non-farm self-employment. Thgdanajority of workers remain trapped in vulnerable
forms of employment that cannot lift them abovepbegerty line.

Reducing the yield gap between domestic and meglaal agricultural production and investing inalur
infrastructure and services might require a greswolution in African LDCs (along the lines of theeoin
Asia in the 1960s), with enhanced irrigation, femr and infrastructure. Some African LDCs have
demonstrated the efficacy of this package. Poprigiressures in rural areas would also benefit fittan
development of rural, non-farm enterprises and eympént. The role of the developmental state in
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expanding much needed public infrastructure to ntieetneeds of the private sector is crucial for a
productive transformation of African LDCs.

A green economy is one that results in improved dumell-being and social equity, while significantl
reducing environmental risks and ecological scasitlt aims to achieve economic growth and tackle
youth unemployment at the same time as providingtaral resource base which sustains economic and
social developmeniThe development of agro-based SMEs would con&ibuipoverty alleviation, while

at the same time enhancing productivithe promotion of green youth entrepreneurship @mognes in
African countries focusing on promising green sestaot only would strengthen youth’s ability topeo
with climate change and environmental degradatiom,would also turn environmental challenges into
business opportunities. These programs would lwaifghcity for business development services ants skil
development, whilst linking youth to financial iitations for support. This is expected to creatsitess
opportunities in green sectors such as solar antlieg businesses, ecotourism, organic agriculéung
agro processing. Furthermore, investing in a warieft agricultural techniques that maintain land
productivity, returns and sustainability can beieedd through measures such as the use of sudiainab
produced and biological nutrient inputs replacirtteroical ones, soil and water conservation, and
improving post harvesting and processing technolddye application of these types of measures has
demonstrated positive impacts on yields and incomes

Section 1ll. Country experiences and best practicespertaining to successful SME
development

Since 2001, UNIDO in cooperation with the Tunisidimistry of Industry has been promoting export
consortia. The Tunisian Engineering Consortiumugiog 12 firms with no export experience, has been
able to win important international bids in Algeaad West African countries. The consortium hae als
signed cooperation agreements with Iranian andhSadfrican partners. These two consortia are now
becoming more confident to access more challengiagkets in northern countries. Efforts to promote
export consortia are now undertaken by a varietpaifonal institutions such as the export promotion
agency, chambers of commerce, technical center®#md private sector associations as well as éxpor
promotion specialists. Specific incentives for pofimnal activities undertaken by consortia are tgdn
by the FAMEX (Market Access Facilitation Fund). labgequirements for accessing the “National
Competitive Fund” have been simplified in the cakexport consortia.

Though Nigeria lacks adequate census data on rel@wnomic indices, it is estimated that SMEs in
Nigeria currently account for over 75% of employmenthe country (SMEDAN 2006). This relatively
high percentage is, however, a paradox as 60% @éridins still lives below the poverty level (UNDP,
2005). When the 60 percent living below the povéitg are taken into account, the share of those
gainfully employed in the SME sector is more likéty be in the region of 10%, as recorded by US
Industry Small Business Administration (SBA). Asmayment creation cannot be developed without a
vibrant SME subsector, the Government could focusewersing the situation. Extensive efforts imigr

of strategic programmes, policy and practice wéllrbquired to significantly expand decent job dogat
These should emphasize and strengthen the linklageag growth, employment and the eradication of
poverty.

Kenya is a good example of a variable regulatony policy system that has been improved over the las
few years. ECA reports that, with the help of DFK&nya introduced a single business permit, whith h
drastically reduced the financial and transactiost€ of operating a business. Since its implememntat
the number of companies being registered and atlotee do business in Kenya has increased
substantially.

The Malian Investment Promotion Agency (MIPA) ispilementing a Program of Private Investment in
Mali which aims to:
- attract local and foreign investors (this will iresse employment, income and competitiveness);
- welcome, inform and support private investors;
- simplify procedures and different steps (“one-stapdow”);
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- favor the development of SMEs and their links vattger firms;
- contribute to the development of industrial sites;
- suggest solutions to reduce investment barriersradtor the implementation process.

In 2010, MIPA provided COMAFRI (an agribusiness gpkzed in processing mangoes into juice and
paste) with technical assistance in developingilidig and market research studies. The Promofer o
this agribusiness is a Diaspora Malian nationaé &bency helps him in obtaining the agreementhier t
Investment code of Mali. The initial capital of thasiness is 2 billion CFA francs. The businessos
well positioned in the local and regional markets.

The agency (MIPA) provided the same technical tmsi® to another agribusiness in the same sector
(CIDAM). It is a Foreign Direct Investment withcapital of 10 billion CFA francs. The business t&dr
operating in 2012.

Section IV. Conclusion and Recommendations for acn
Conclusion

The export-oriented strategy, which much of Afriwas pursuing, was largely reliant on agricultural
products, minerals, and oil — all of which are \asbble to volatility in world commodity markets
(affecting government revenue flows). Moreover,sthesectors are characterized by low employment
elasticity. To consolidate the post-crisis economgcovery, the policy challenge for Africa is the
adoption of a framework that promotes coherencedet the objectives of growth and the generation of
employment and decent work.

Africa needs a strategy for sustainable enterpieseelopment and decent work. The strategy should
include the creation of an enabling environment,asnees to improve the investment climate,
macroeconomic stability, respect for workers’ rggtdnd good governance. Particular attention shiogild
given to policies that promote SMEs, women’s pgétion and entrepreneurship.

Policy recommendations

If African countries are to rely on the dynamismsaurcefulness and risk-taking of Small and Medium
Enterprises to trigger and sustain processes aiiagsi@ growth, they will need an overall “enabling
environment” that allows private firms to operaféceently, and specific institutions and polici¢isat
promote effective SME development. Moreover, takimigp account the importance of the inflows of
remittances in several African countries, far exieg those from Foreign Direct Investment (FDI),
governments could encourage the channeling of Baals to take advantage of economies of scale, by
developing business consortiums in order to inireservices and sustainable industrial activitigsich
generate more growth and productive jobs.

The following are some of the more important pobptions for consideration:

1) Promote export and sectoral diversification. Mgvfrom commodities to manufacturing is needed to
improve employment and decent work outcomes.

2) Adopt a macroeconomic framework that explicitkes into account job creation and poverty
reduction. Fiscal space can be seen as a fourreafriscal diamond” that harmonizes four elements:
domestic resources, ODA, deficit financing, and esxiture efficiency. Monetary policy has to go
beyond inflation targeting, recognizing the bormogvicost constraints on growth and move towards
financial inclusion. Exchange rate and capital aotananagement regimes must aim for competitive and
stable exchange rates that cope with capital flamesaccommodate structural transformation.
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3) Ensure that the global economy better accomnesdaDCs trade needs. This can be achieved by
reducing trade barriers and price volatility in coodity markets, among others. Social protection and
minimum wage policies are needed to cushion tradeks and volatility and protect the more vulnegabl

4) Enhance investment in infrastructure and enthaktthese investments are designed and implemented
with the specific objective of boosting employment.

5) Increase the level and quality of educationuiding by enhancing the relevance of the education
system to labor market needs.

6) Promote diversification into new technologiesl dnigher value-added manufacturing for increased
productivity. This can be achieved by designingriga strategies that combine incentives and
compulsion with support measures, and targetingieg intensive sectors in addition to sectors with
comparative advantages. Multilateral trade rulesviple sufficient policy space to provide temporary
trade protection in order to nurture infant indiesty create learning opportunities and build domest

capabilities and new comparative advantages.

7) Take advantage of South-South cooperation tstea appropriate technologies, import cheapertakpi
goods and export low-technology goods.

8) Attract domestic and foreign investment in naaditional tradable and support learning networks
between domestic and foreign firms, such as vahans, joint ventures, clusters, industrial parks o
business incubators.

9) Establish an efficient financial system whiclaisimportant component of economic development, in
mobilizing savings and channeling them into investis.

10) Take advantage of the ILO technical assistaimcenelp reduce the implementation gap on
international labor standards in LDC countries aranstream international labor standards into Decen
Work Country Programs and UNDAFs, with a view tdiaging a progressively increasing coverage of
each of the strategic objectives.

For Discussion

* What strategies for creating more and better jdbbeugh SME development have proven
successful in the region?

* What can be done to promote entrepreneurship ahtteebarriers for SME development among
women, young people and marginalized groups imegsn?

* What are some of the most recent innovations irc&iln and training and social protection that
have promoted entrepreneurship and reduced bafoie®VIE development in the region?

« Given that SMEs can be a major source of innovadimh productivity growth, what role are they
currently playing and/or should they play in thensition to greener, more sustainable
economies?
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ANNEX

Tablel: Availability and access to loans in 13 Afdan countries

Commercial and Development Banks NGO Finance
Availability Accessibility Availability
High Medium Low High Medium Low High Medium Low

Cameroon v v v
Cote d’lvoire 4 4 4
Ethiopia v v v
Gabon v v v
Kenya v v
Mauritius v 4 n.i.
Morocco v v v
Namibia n.i. v n.i.
Nigeria v 4 v
Senegal v v v
South Africa v v n.i.
Tunisia v v v
Uganda 4 4

Source : Economic Commission for Africa

Tableau 2: Employment in major economic sectors (%)

2000 2008 Change 200-2008
Agriculture | Industry | Services| Agriculture | Industry | Services Agriculture | Industry Services
LDCs 69.3 8.1 22.6 64.2 9.7 26.1 -5.1 1.6 3.4

Asian LDCs 65.6 10.9 234 58.8 12.5 28.6 -6.8 1.6 5.2
African LDCs 72.6 5.8 21.7 68.4 7.7 23.9 -4.1 1.9 2.2

Source : ILO, Trends Econometric Models, October 200

Tableau 3: Unemployment rate by sex and for youthrad adult
Both sexes 2000 2004 2005 2006 2007 2008 2009 2010p | 2011p
LDCs 6.1 6.2 6.2 5.7 5.7 5.7 5.8 5.8 5.7
Asian LDCs 3.8 4.4 4.4 4.3 4.3 4.2 4.3 4.1 4.1
African LDCs 7.8 7.5 7.4 6.7 6.7 6.7 6.8 6.9 6.9
Male 2000 2004 2005 2006 2007 2008 2009 2010p | 2011p
LDCs 5.6 57 55 5.3 5.3 5.3 5.4 5.4 5.3
Asian LDCs 3.8 4.2 3.8 4.2 4.2 4.0 4.2 4.0 3.9
African LDCs 7.0 6.8 6.8 6.2 6.2 6.2 6.3 6.3 6.3
Female 2000 2004 2005 2006 2007 2008 2009 2010p | 2011p
LDCs 6.8 6.9 7.1 6.2 6.2 6.2 6.3 6.3 6.3
Asian LDCs 3.7 4.8 5.4 4.6 4.5 4.5 4.5 4.3 4.2,
African LDCs 8.8 8.2 8.2 7.3 7.3 7.3 7.4 7.5 7.5
Youth 2000 2004 2005 2006 2007 2008 2009 2010p | 2011p
LDCs 11.0 10.3 10.5 10.1 10.1 10.1 10.8 108 1013
Asian LDCs 9.1 8.1 9.1 9.9 10.0 9.8 10.1 9.8 9.6
African LDCs 12.3 11.6 11.3 10.1 10.1 10.2 10.3 30. 10.5
Adults 2000 2004 2005 2006 2007 2008 2009 2010p | 2011p
LDCs 3.9 4.5 4.4 3.9 3.9 3.9 4.0 4.0 4.0
Asian LDCs 1.5 3.0 2.7 2.3 2.3 2.3 2.4 2.3 2.3
African LDCs 5.8 5.6 5.7 5.1 5.2 5.2 5.2 5.3 5.3

Source: ILO, Trends Econometric Models, October 200
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