SMALL AND MEDIUM ENTERPRISES AND INDUSTRIALIZATION 

IN SOUTHERN AFRICA

TEMPLATE AND FRAMEWORKS

· A. TEMPLATE FOR MEMBER STATES’ PLANNING TO DEVELOP SME CAPABILITIES AND CAPACITIES
TEMPLATE FOR NATIONAL GOVERNMENTS
	INTERVENTION
	REQUIREMENT
	RESPONSIBLE STAKEHOLDERS 


	
	REGULATION /LAWS
	

	Draft or update Regulations and Laws
	Set timeframe for the enactment or updating of SME, Competition and Preferential Procurement or Localisation Policies where they do not exist.  Review and amend these policies where they are more than 10 years old to ensure that they cater for what is envisaged in the Industrialization Strategy.
	· Ministries of Planning/Monitoring and Evaluation 
· SME business associations



	SME Policy/Strategy/Bill/Charter
	Clearly define SMEs and ensure all government departments and agencies use this definition.
	· Ministries of Small Business/Trade/ Commerce/Industry (Lead)
· SME Development Agencies
· Industry-specific line Ministries
 

	
	Develop an export strategy for SMEs
	· Ministries of Small Business/Trade/ Commerce/Industry

· SME Development and Financing Agencies
· Industry-specific line Ministries
· SME business associations

	
	Create a specialised entity for registration of SMEs for ease of data collection and registration.
	· Ministries of Small Business/Trade/ Commerce/Industry

· SME business associations




	Competition Policy
	Review Competition Policies on collusion, abuse of dominance and price discrimination, guided by best practices on administrative penalties, market inquiries, and merger control at a regional and global level.
	· Ministries of Small Business/Trade/ Commerce/Industry
· Competition Authorities
· Industry-specific line Ministries
· SME business associations


	Second Chance Policy
	Consider developing Second Chance legislation on bankruptcy for SMEs, as well as criteria for “honest” entrepreneurs to whom the legislation will apply.
	· Ministries of Small Business/Trade/ Commerce/Industry

· SME development agencies

· SME business associations



	Preferential Procurement or Local Content Policy
	Develop targets for government procurement from SMEs. Disaggregate targets further for women and youth-owned SMEs.
	· Ministries of Finance (Lead)

· Ministries of Small Business/Trade/ Commerce/Industry



	Tax Policy
	Consider the use of the differential tax approach such as tax holidays for SMEs for a specified period and within specified turnover thresholds, zone-specific taxation and presumptive taxes.
	· Ministries of Finance (Lead)

· Ministries of Small Business/Trade/ Commerce/Industry

· SME business associations



	MARKET ACCESS

	Supplier Development Programmes
	Develop targets and link them to public procurement.
	· Ministries of Small Business/Trade/ Commerce/Industry (Lead)
· Industry-related Ministries (e.g. Department of Health for Pharmaceuticals)
· SME development agencies

· SME business associations



	
	Government to create linkages through SDPs by making direct financial contributions to some aspects of SME needs in SDP, thus unlocking financial contributions from large-scale enterprises.
	· Ministries of Small Business/Trade/ Commerce/Industry (Lead)
· Industry-specific line Ministries 

· SME business associations

· Large-scale enterprises


	
	Design SDPs that unlock market access, develop capacities and capabilities, and facilitate financing-especially concessional loans to SMEs.
	· SME development agencies (Lead)

· Ministries of Small Business/Trade/ Commerce/Industry (Lead)
· Industry-specific line Ministries

· Ministries of Finance

· SME business associations

· Large-scale enterprises



	
	Support or facilitate the creation of national Supplier Development Awards.
	· SME Development Agencies (Lead)
· Ministries of Small Business/Trade/ Commerce/Industry (Lead)

	
	Document best practices in SDPs and report to SADC for peer learning.
	· SME Development Agencies (Lead)

· Ministries of Small Business/Trade/ Commerce/Industry (Lead) 

· SME business associations

· Private sector associations


	TRAINING AND INFORMATION SERVICES

	Business Development Services
	Support, through training and partnerships, the development of demand-driven private business development programme (BDS). 
	· SME Development Agencies (Lead)

· Ministries of Small Business/Trade/ Commerce/Industry (Lead)

· Industry-specific line Ministries


	
	Centralise information for sector-specific incentives, investment promotion, financing and capacity-building.
	· SME Development Agencies (Lead)

· Ministries of Trade/Industry/Small Business

· BDS providers

	
	Accreditation should be mandatory and located in a department or agency responsible for SME development
	· SME Development Agencies (Lead)

· Ministries of Small Business/Trade/ Commerce/Industry (Lead)

· Industry-specific line Ministries

	
	Government subsides should be used to assist low turnover start-ups and designated groups.  However, a timeframe should be assigned for subsidisation as a measure of effectiveness. 
	· Ministries of Small Business/Trade/ Commerce/Industry (Lead)

· SME Development Agencies

· Ministries of Finance

· Industry-specific line Ministries

	
	Involve all levels of government in the design, financing and implementation of BDS.
	· Ministries of Small Business/Trade/ Commerce/Industry (Lead)

· Provincial and local government departments and SME development agencies

· SME Development Agencies



	
	Establish SME umbrella bodies and include them in national consultative processes.
	· SME associations (lead)

· SME Development Agencies

· Ministers of Small Business/Trade/ Commerce/Industry

· Large-scale enterprise umbrella bodies.

	
	Involve industry specialists and professional bodies in the design, financing and implementation of BDS.
	· SME Development Agencies (Lead)

· Ministries of Small Business/Trade/ Commerce/Industry



	
	Support the development of business incubators through subsidies and public-private partnerships.
	· Ministries of Small Business/Trade/ Commerce/Industry (Lead)

· SME Development Agencies
· Ministries of Finance 



	
	Include technology and data analytics capabilities in the training of SMEs to increase competitiveness and improve market access.
	· SME capacity-building agencies (Lead)

· Private BDS providers

· Technology companies

	B2B Platform
	Create a business to business platform where SMEs domestically and regionally can identify each other by industry, product offering and pricing.
	· SME Development Agencies (Lead)

· Ministries of Small Business/Trade/ Commerce/Industry 



	Networks and Clusters
	Use networks and clusters to maximise training and information access at reduced cost.
	· Ministries of Small Business/Trade/ Commerce/Industry (Lead)

· SME Development Agencies



	
	Link training to the Industrialization Strategy and the development of value chains
	· SME Development Agencies

· Private BDS providers



	Quality Assurance and Standards
	Reduce the cost of compliance through developing incentives for cost-sharing between standard-setting bodies, SMEs and large-scale enterprises in the same value chains; national certification systems should make provision for group certification of SMEs in the same geographic region to lower costs
	· Ministries of Small Business/Trade/ Commerce/Industry (Lead)

· Standard-setting and quality assurance bodies

· SME associations

· Large-scale enterprise business associations

	
	Harmonise standards to eliminate duplicate testing and communicate priority standards to SMEs through capacity-building programmes
	· Ministries of Small Business/Trade/ Commerce/Industry (Lead)

· Standard-setting and quality assurance bodies

· SME associations

· Large-scale enterprise business associations

· BDS providers

	FINANCE

	Beyond commercial banks
	Explore the restructuring of state-owned development finance institutions to offer a combination of SME and commercial loans for long-term sustainability.
	· Ministries of Finance (Lead)
· Development Finance Institution

· Financial regulation authorities
· Ministries of Small Business/Trade/ Commerce/Industry 
· SME Development Agencies 



	
	Review the regulatory framework to enable the upscaling of co-operative banks or SACCOs.   The framework should include a developmental component to capacitate existing SACCOs.


	· Ministries of Finance (Lead)

· Development Finance Institutions

· Financial regulation authorities
· Central Banks

	
	Explore tax and other incentives for attracting angel investors and venture capital. 
	· Ministries of Finance (Lead)

· Ministries of Small Business/Trade/ Commerce/Industry
· Ministries of Science and Technology
· SME Development Agencies

	Innovative Products for SMEs
	Engage financial institutions on innovative products such as Movable Collateral and Reverse Factoring. Explore governments’ capacities to implement Public Guarantee Facilities and state-owned development finance institutions’ capacity to implement Reverse Factoring.
	· Ministries of Finance (Lead) 

· Development Finance Institutions

· Financial regulation authorities

· Ministries of Small Business/Trade/ Commerce/Industry 
· SME Development Agencies

	Multilateral Development Banks (MDBs)
	Influence the design of SME financing products in Multilateral Development Banks through constituency offices.

	· Ministries of Finance/Planning/Infrastructure, depending on who represents the country in MDBs (Lead) 

· Development Finance Institutions

· Ministries of Small Business/Trade/ Commerce/Industry
· SME Development Agencies
· Government representatives in constituency office

	
	Establish formal platforms for information exchange between Ministries representing the country in MDBs, SMEs and Trade/Industry on SME product design in MDBs.
	· Ministries of Finance/Planning/Infrastructure, depending on who represents the country in MDBs (Lead) 
· Ministries of Small Business/Trade/ Commerce/Industry
· SME Development Agencies


	
	Explore the increased use of domestic development finance institutions as intermediaries for MDBs, to offer lower interest rates and longer repayment terms.
	· Ministries of Finance/Planning/Infrastructure, depending on who represents the country in MDBs (Lead) 

· Development Finance Institutions

· Ministries of Small Business/Trade/ Commerce/Industry

	Insurance products
	Government agencies and BDS service providers should include awareness of business insurance products and their risk mitigation effects in training.


	· Ministries of Finance (lead)

· Ministries of Small Business/Trade/ Commerce/Industry
· SME Development Agencies


	
	TECHNOLOGY TRANSFER
	

	Innovation Hubs
	Identify synergies in government, private sector and international co-operation partner-funded Innovation Hubs to increase collaboration and pool resources for maximum impact.
	· Ministries of Science and Technology (Lead) 
· Ministries of Small Business/Trade/ Commerce/Industry 
· SME Development Agencies

· Industry-specific line Ministries



	
	Once each country’s participation in the SADC Industrialization Strategy’s regional value chains has been ascertained, identify gaps for capacitating existing Innovation Hubs to respond effectively to the SMEs’ technology needs.
	· Industry-specific line Ministries (Lead)
· Ministries of Small Business/Trade/ Commerce/Industry 
· Ministries of Science and Technology


	
	SME development agencies to facilitate bilateral exchanges with other SADC Innovation Hubs, especially in the priority sectors of the Industrialization Strategy.
	· SME development agencies (Lead)

· Ministries of Science and Technology 
· Ministries of Small Business/Trade/ Commerce/Industry 


	Industrial Parks
	Locate incubation and innovation programmes close to or within industrial parks and integrate incubation graduates into clusters within industrial parks.
	· Ministries of Science and Technology (Lead)
· Industry-specific line Ministries 
· Ministries of Small Business/Trade/ Commerce/Industry 


	
	Explore bilateral arrangements for co-financing industrial parks for countries participating in the same value chains.
	· Ministries of Science and Technology (Lead)
· Industry-specific line Ministries 
· Ministries of Small Business/Trade/ Commerce/Industry 


	Financing from concept to commercially-viable stage
	Government matched funding should be earmarked to crowd in profit-driven companies’ investments in developing the SMEs’ technology from concept to commercially-viable stages.
	· Ministries of Science and Technology (Lead)
· Industry-specific line Ministries 
· Ministries of Small Business/Trade/ Commerce/Industry 
· Development finance institutions

· Ministries of Finance


B. REGIONAL FRAMEWORK FOR SUPPLIER DEVELOPMENT

1. DATA COLLECTION
1.1. National Level

The starting point for any regional interventions on Supplier Development Programmes (SDP) is to understand the status quo.  There is little data on SDPs in Southern Africa.  Therefore, to rectify this, data must be collected on the number of large-scale enterprises that have SDPs in each country.  Software to track and provide statistical data on SDPs already exists in the market.  Engagement with companies that provide such software, as well as with ICPs on supporting the acquisition thereof, should be undertaken.
1.2 Regional Level

Through the Ministries responsible for small business and industry, Member States must report annually on progress made in SDPs.  This should include lesson-sharing and the development of guidelines for creating regional value chains through the experience of countries in the region.  The Value chains unit of the SADC Secretariat should develop these guidelines and also solicit inputs from the SADC Business Council.
2. DEVELOPING GUIDELINES FOR LINKING SDP OUTCOMES AND PUBLIC PROCUREMENT
2.1 National Level

Targets should be set and scorecards developed for large-scale enterprises’ procurement from SMEs.  These targets should be disaggregated further for women and youth-owned SMEs.  They should include the following key categories.  The weighting can be tailored to each country’s intended outcomes.
	Management control- number of women and youth-owned businesses from which the MNC procures

Business Operational Capacity Building-the contribution of the company to BDS
Market access- different scales of points for local, regional and global value chain access granted

Financial access- loans or grants provided by the MNC to develop supplier capabilities

Technological access- integration of technology capacity development into the SDP 
Skills development- the extent to which a company invests in and works towards improving the skills of its SME supplier

Standards development- the extent to which the large enterprise contributes towards improving SMEs’ capacities and capabilities to comply with national and international standards


2.2. Regional Level

Although it is relatively easier to enforce targets domestically, it is also possible to set and enforce them regionally if Member States co-operate with each other. This is especially the case where large-scale enterprises wish to bid for providing goods and services to government-led projects that occur in more than one SADC country.  Project specifications should include specifications for SMEs, women and youth targets. 

3. GOVERNMENT AS A FACILITATOR OF SDPs
3.1 National Level

SADC Governments must play a proactive role in facilitating the development of SDPs.  Funds that have been earmarked for SME development may be used for cost-sharing between governments and large-scale enterprises.  For example, governments may finance the purchase of capital equipment for SMEs.
3.2 Regional Level

Where SDPs involve SMEs from more than one country, arrangements should be explored for pooling government resources to unlock commitment and funds from large-scale enterprises.

4. CREATING A CULTURE OF SDPs: REGIONAL SUPPLIER DEVELOPMENT PROGRAMMES
Large-scale enterprises’ participation in global value chains may create incentives for these companies to continue sourcing goods and services from suppliers with whom they have historic relationships.  This may lead to a reluctance or refusal to procure from local SMEs in the region. Other factors inhibiting large-scale enterprises from establishing SDPs are lack of experience in designing a SDP, perceptions of arduous time and human resource requirements to establish a SDP and insufficient links drawn between the mutual benefit of creating sustainable SMEs. These challenges require a combination of quantitative (targets and scorecards discussed above) and qualitative responses.

4.1 National Level

Ministries relevant for small business and industry should partner with the private sector to develop annual national SDP Award.  This will begin to foster a culture of using SDPs to develop SMEs. These awards will not only recognise the top-performing companies in SDP, but also serve as a peer learning platform for private enterprises to share trends and innovations in SDP.

4.2 Regional Level

Through the SADC Business Council that is currently being established, SADC must establish regional SDP Awards.  The regional awards should focus on quantifiable change in the development of SMEs SDPs, especially the extent to which they have moved SMEs up along the value chain and helped to integrate them into RVCs and GVCs.

5. SECTOR-SPECIFIC BUSINESS DEVELOPMENT SERVICES (BDS) STANDARDS

5.1. National Level 
Large-scale enterprises are primarily interested in ensuring that they have reliability and quality of supply.  Best practices in SDPs indicate that it is insufficient to procure from SMEs without ensuring that these SMEs have the capacity and capability to adapt to the company’s needs. To this end, some SDPs already integrate BDS to assist SMEs in developing their capacities and capabilities. These BDS are tailored to industry needs. Governments should therefore work closely with large-scale enterprises to integrate their BDS training requirements, by industry and value chain, into the national accreditation process for training BDS providers. 
5.2 Regional Level

The Action Plan for the Industrialization Strategy identifies products and sectors with potential for value chain enhancement for each country in SADC value chains.  Following the selection of where in the value chain each country will participate, close alliances will have to be built between SMEs, governments, large-scale enterprises and non-governmental organisations, to jointly design minimum standards for integration into national BDS programmes.  National BDS programmes should be accredited by the government body responsible for SME development.  Each government’s programme should be accredited by SADC to ensure consistency across the region.

6. DESIGNING SDPs FOR MULTIPLE OUTCOMES
6.1 National Level

SDPs go beyond securing a market for SMEs.  Through BDS service providers and engagement with large-scale enterprises, Ministries and agencies responsible for SMEs and industry should collate best practices in SDP design and integrate them into BDS accreditation programmes.
6.2 Regional Level
Once all the potential areas of regional value chains have been identified, guidelines for effective, multi-purpose SDPs in SADC regional project should be developed for each of the six value chains in the Industrialization Strategy.  
C. FRAMEWORK FOR REGIONAL SME SUPPORT PROGRAMMES AND INSTRUMENTS

Although much of the SME policy formulation, implementation and monitoring will inevitably take place domestically within SADC member States, mechanisms at a regional level must be designed for domestic interventions to have a regional impact.  The SADC Secretariat will have to play a key facilitation and monitoring role.  Equally important will be to accelerate the establishment of the SADC Business Council and to ensure that it contains equitable representation of SMEs and large-scale enterprises.
1. ADOPTING A REGIONAL STATISTICAL DEFINITION

Building effective support programmes for SMEs begins with a clear understanding of the size, industry and economic contribution of SMEs.  Thereafter, it is more realistic to access SMEs, conduct a needs assessment and tailor support programmes to their needs.  Measurement must begin with a clear definition of what is meant by SMEs.  Although Member States will adopt their own domestic definitions of SMEs, informed by each country’s economic profile, a regional definition must be adopted for statistical purposes.  This definition should be informed by the Industrialization Strategy’s objective of having SMEs contribute to employment growth and national development.  Based on this desired outcome, the SADC definition should include the number of employees.  The number of employees will enable measurement of SMEs’ contribution to employment growth, while the turnover will allow for measurement of the SME sector’s contribution to economic growth. 
With the assistance of multilateral organisations and MDBs, the SADC Secretariat should convene a working group of regional Statisticians-General and research organisations that gather statistics on SMEs, to assist in developing a template for SME statistics-gathering.  This template should draw on best practice globally.
2. REGULATION/LAWS
SADC should target the development and review of national SME, Competition and Preferential Procurement or Local Content Policies, Bills, Charters and Strategies as an essential step for creating an enabling environment for SMEs to participate in industrialization.  Through the Ministries responsible for SMEs and industry, model legislation should be developed to assist countries in modernising their legal frameworks.  
The SADC unit responsible for SMEs, through Ministries of small business and trade, should initiate a discussion on Second Chance legislation and develop model legislation for member States’ consideration.

Member States should request the SADC revenue authorities, under their co-operation mechanism, to assist in identifying existing regional and international tax initiatives that have been proven to improve SME survival and growth rates.  These should also include sector-specific taxes.  Guidelines for implementation should then be developed and presented to Ministers of Finance for consideration.
3. FINANCE
3.1 The SME Finance Monitor
Purpose 

Regional progress must be scientifically measured through a common regional methodology.  A SADC SME Finance Monitor, like the Asia SME Finance Monitor, shall be developed.  While the overall purpose of the survey would be to assess progress in the provision of capital for SME expansion, the tool will go beyond progress monitoring to identify areas that require intervention as follows:

i. A peer-to-peer comparison will allow member States to Identify which countries are making progress and which ones are lagging.  This will allow for further identification of problems and sharing of peer learning. For example, there may be regulatory issues that are blocking progress and lessons may be shared by SADC member States on how to overcome these regulatory stumbling blocks.

ii. It will allow SADC to determine which sectors identified in the Industrialization Strategy are attracting financing and which are not.  This enables further investigation with funders into the hurdles that are making those sectors less attractive.
Data sets
Turnover of borrowing SMEs, Sectors of operation, Financing for regional activities, Financing for global activities
Frequency

Biennial
Mechanism

The data may be collected through a digital tool.  There may not be a need to develop a new tool since there are already some software solutions that are available in the market, that can be tailored to perform this function.

Actors
SADC Development Finance Resource Centre (DFRC) and African Development Bank (AfDB) Southern African Resource Centre (SARC): these institutions are well-placed to assist with designing the study.
Government departments or agencies: since it appears most, or all countries have departments or agencies that specialise in SME development, these institutions should be capacitated to develop SME research units.  Through these units, data can be collected from financing institutions and transmitted to the SADC Secretariat.
SADC Secretariat Industrialisation unit: Collate data from all countries, analyse and present trends to member States.
Institutions to be subjects: all government departments and agencies financing SMEs, multilateral development banks, domestic and international development finance institutions, commercial banks, SACCOs and co-operative banks, export and import banks, angel investors, venture capital funds, private equity funds, credit guarantee facilities.

1.3. Popularise co-operative financing to diversify options beyond commercial banks and explore innovative financing options in a Southern African context

Through the SADC DFRC, there should be a review of the regulatory framework to enable the upscaling of co-operative banks or SACCOs. The framework should include a developmental component to capacitate existing SACCOs.  

SADC should explore the restructuring of state-owned development finance institutions (DFIs) to offer a combination of SME-tailored and commercial loans for long-term sustainability. DFIs can act as intermediaries that can negotiate longer term loans with MDBs, unlike commercial banks that generally want 2-5 years repayment at high interest rates.  
Furthermore, to diversify sources of finance beyond commercial banks, the SADC DFRC should further explore the innovations in financing instruments such as online platforms for reverse factoring and movable collateral to make recommendations on policy options for SADC member States.

4. TRAINING AND ACCESS TO INFORMATION
4.1 Connecting SMEs to create a market

A regional business to business (B2B) platform that enables SADC SMEs to identify each other by industry, product or service offering and price should be developed.  The platform may be developed by a private developer and funded through subscriptions.

4.2 Improving quality standards

The regional Standards, Quality Assurance and Metrology (SQAM) programme needs to be strengthened. The Secretariat must explore the option of achieving this through greater engagement with member States’ standards bodies, multilateral development partners and the private sector.  This contribution can be both in monetary terms and in kind through secondment of staff.  

4.3 Connecting SMEs and Large-scale enterprises

Implement regional initiatives for Supplier Development Programmes (see framework above).
5. ASSISTANCE IN ACCESSING MODERN TECHNOLOGY
5.1 Maximising Innovation Hub resources for value chain development

An assessment of potential duplications and gaps in the various innovation hubs in the region should be conducted in relation to the Industrialization Strategy’s priority sectors and value chains.  Once completed, the feasibility of concentrating resources for specific value chain development in fewer hubs could lead to the creation of centres of excellence that are envisaged in the Industrialization Strategy. This could bring the region closer to the Industrialization Strategy’s aim of developing Regional Centres of Excellence through existing pockets of excellence within the region in the nine priority sectors, with a view to promote innovation, technology development and transfer.
5.2 Co-financing of industrial parks across countries in the region

Financing partnerships between larger and smaller economies in the region should be encouraged to identify projects in industrial parks that can deliver skills development and technology innovation.

5.3 Regional guidelines for intellectual property development
Regional guidelines should be developed to protect SMEs’ intellectual property rights and to guard against the abuse of large-scale enterprises’ asymmetrical power advantages.

� Although the responsibility is focused on government institutions, all processes should include consultations with SMEs, large-scale enterprises, private sector and development partner organisations capacitating SMEs, relevant multilateral institutions.


� Refers to Ministries required for developing priority sectors identified in the Industrialization Strategy, e.g. Agriculture, Health and Mining.
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