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ANNEX I: TERMS OF REFERENCE FOR THE PROGRAMME FORMULATION

I.1 Context 

UNIDO received on January 25th 2007 a request from SADC Secretariat to assist in the formulation of an Industrial Upgrading and Modernization Programme (hereafter referred to as the “Programme”) for removing supply-side constraints to foster regional integration. UNIDO confirmed interest and availability for providing technical assistance for the formulation of this Programme which constitutes a major component of the APCI
 adopted by SADC as the region’s approach to harmonization of industrial cooperation and to strengthening industrial production and competitiveness.

The attainment of enhanced competitiveness through increased productivity requires that concerted efforts be put in place to tackle the supply-side constraints - the problem of lack of effective industrial productive capacity being faced by the majority of SADC member countries. This proposal is designed in the context of the African Union.

The objective of the Industrial Upgrading and Modernization Programme is to develop a regional Programme on Upgrading and Modernization of Industrial Companies for the benefit of SADC member countries so as to promote their economic, industrial and trade growth as well as facilitate their socio-economic integration. The objectives of this Programme are in line with:

· The Regional Indicative Strategic development Plan (RISDP) and they also are based on the outcome of the SADC Expert Group Meeting organized in cooperation with UNIDO on 6-8 December 2006 in Midrand, South Africa; 

· The Industrial Development Forum (IDF) of SADC;

· The Cotonou Agreement signed in 2000 by the Heads of States of all EU and African, Caribbean and Pacific countries (ACP) countries. This agreement defines how the EU and ACP countries will cooperate on political, development and trade issues. Under this agreement, it was also decided that the EU would negotiate Economic Partnership Agreements (EPAs) with each of the geographical groupings of the ACP. An EPA, which gives to development goals a central role in trade relations, is now being negotiated between the EU and SADC Secretariat. 

The overall goal of these initiatives is to respond effectively to the challenges of globalization and development and will enable the SADC region and countries to become more competitive, diversify their exports and build a regional market with the uniform, transparent and stable rules needed to reinforce economic governance. 

UNIDO, with its Industrial Upgrading and Modernization Programme under the African Productive Capacity Initiative (APCI), can effectively contribute to the realisation of this goal. In recent years, UNIDO has implemented/is implementing similar pilot programmes in other regions in Africa, such as North Africa (Tunisia, Algeria, Morocco, Egypt), West Africa (Senegal and UEMOA), Central Africa (Cameroon, programme under finalization). Several others Trade Capacity Building programmes have also been implemented in East Africa (Uganda, Tanzania, Kenya). The EU and OECD countries funded these programmes.  The accumulated experience of UNIDO could be effectively employed in assisting SADC in the formulation of the Industrial Upgrading and Modernization Programme. 

I.2 Objectives of the mission 

Immediate objective

The immediate objective of the mission is to formulate a pilot sub-regional Industrial Upgrading and Modernization Programme for SADC region. 

Specific objectives

· Establishment of a monitoring platform for measuring the impact on the local economy of different groups of companies, for determining the responses of these groups to policy interventions, for detecting trends in the activities of investors in different countries and sub-sectors and for compiling indicators that measure the effectiveness of governance in the countries of the region;

· Identification of priority industrial sectors in the SADC region and formulation of sectoral strategic studies for (1) Agro-food processing, (2) Mineral processing and (3) Pharmaceuticals and Chemicals
; 

· Formulation of industrial upgrading and modernization programmes and financial mechanisms;

· Capacity building in the field of industrial upgrading and modernization (at the level of SADC secretariat, Ministry of Industry and Trade in the SADC countries; chambers of commerce and industry, national experts and consulting firms);

· Upgrading/development of capacities of industrial support institutions (e.g. technical centres, laboratories, information systems, training centres, research and development in science and technology, investment and export promotion agencies);

· Supporting the deepening of domestic supply chains and strengthening inter and intra industry linkages for sub-contracting and outsourcing to develop new investment opportunities; 

· Restructuring/upgrading of selected SMEs (on pilot basis) in selected industrial priority sectors, including ISO certification, promotion of investment and technology partnerships and promotion of export consortia. 

In this context, the Industrial Upgrading and Modernization Programme will cover the following issues: Data collection and analysis, setting up of a monitoring platform at both regional and national levels, entrepreneurship development, investment promotion, including inter-company partnership promotion, research and development in science and technology, export development, SME development, standards adoption in industry and skills development. 

I.3 Immediate results 

The operational results to be achieved by this mission are: 

· Identify, collect and analyze information, studies and data related to the development, modernization and upgrading of industry at the sub-regional level and national level, the number of companies, specify the importance of industry per sub-sector and their contribution in the GDP, production value added, employment and export;

· Determine the numbers of registered companies by size and ownership in the different sub-sectors for each country;

· Review and take into consideration the work being undertaken under the ESIPP, such as investment promotion, development of business associations and company level support;

· Review and take into account the work under the Spatial Development Strategy; 

· Identify the comparative advantages related to industry in the sub-region (natural resources, geographical position, market, cost of production factors, corridors);

· Conduct a succinct analysis of the production factors which affect competitiveness of industry and compare the cost of these factors with those of other competitive regions;

· Identify and, if possible collect, recent studies pertaining to the comparative productivity of companies in the different sub-sectors;

· Identify and analyze financial mechanisms for development and upgrading of industry at the regional and national levels, including the possibility of funding through the European Investment Bank, the “Agence francaise de développement” and equity funds operating in the region or at the individual country level. The analysis could also include presentation of financial mechanisms developed in other countries, which implemented industrial upgrading and modernization programmes such as Tunisia, Algeria, Egypt, Morocco, Senegal;

· Visit 4 to 5 companies per country and meet with representatives of chambers of commerce and industry and identify main strengths and weaknesses related to investment bottlenecks and the development of the productive and trade capacities of companies;

· Visit technical support institutions and identify priority needs for strengthening their capacities to assist and support the Industrial Upgrading and Modernization Programme of companies;

· Visit investment and export promotion agencies and identify their needs for assisting and supporting the implementation of the upgrading and modernization programmes mainly in the field of monitoring investment flows and their impact, assessing investor performance, developing supply chain linkages and new investments for upgrading, international and sub-regional partnership development, establishment of consortia for export promotion; 

· Meet with national association of experts and consulting firms and identify the priority needs for capacity building in the field of mobilizing investment resources for developing productive capacities and for delivering technical assistance to ensure the upgrading and improvement of competitiveness of companies;

· Analyse the different approaches and methodologies developed in other countries in the field of investment resource mobilization and upgrading and modernization. Propose an approach for upgrading taking into consideration the specificity of the SADC region and the companies; propose the criteria for the selection of the beneficiary companies. Two approaches for upgrading of companies could be envisaged: (1) the global approach which include the global strategic diagnostic, the formulation of the upgrading programme and the financial scheme and the assistance for the implementation of the immaterial investments activities, (2) the value chain approach which selects groups of large companies and develops supplier chains and (3) the specific approach which consists of a functional diagnostic and implementation of the appropriate actions for upgrading; 

· Analyse the articulation of the Programme at the regional and national levels. The following principles are recommended: ownership of the Programme and political commitment at the sub-regional and national level, harmonization of investment and trade policies as well as harmonization of the upgrading approaches and incentive policies, involvement of the private sector and financial institutions in decision-making, establishment of management and performance monitoring committee at both sub-regional and national levels.

I.4 Expected Outputs

Based on the analysis of the available data, information and studies undertaken by the SADC Secretariat, the EC and UNIDO, interviews in the field with representatives of SADC Secretariat, public and private institutions and representatives of the private sector at the sub-regional and national level, the expected output would be a full-fledged programme document setting out the overall objectives, activities and deliverables at regional and national level, including sectoral focus, as well as an overall Programme implementation strategy. The Programme should be prepared in accordance with the EU format. 

The draft Programme should be presented, discussed and validated in a workshop to be organised in the SADC region. Representatives of the SADC Secretariat and of the Member States as well as representatives of the private sector and financial institutions in the region will be invited to the workshop.

I.5 Time frame and organization of the mission 

The mission will be conducted during the period of May to November 2007 and will comprise the following activities:

· Briefing of the mission in UNIDO in Vienna and in Brussels with the offices of the EC in charge of SADC region and the UNIDO Office, with the Centre for Development of Companies (CDE) and the ACP secretariat;

· Briefing in Gaborone with the SADC Secretariat and the EU Delegation and other International Cooperating Partners (ICP);

· Undertaking the programme of visits and interviews in the field prepared by UNIDO (HQ and offices in the region) in cooperation with the SADC Secretariat, the EU Delegations in the region and national authorities;

· Organisation of the validation workshop;

· Presentation by UNIDO of the results of the mission and the draft Industrial Upgrading and Modernization Programme to the SADC Secretariat.

The mission should meet with the following institutions (list not exhaustive):

· In Brussels: Representatives of the EC offices in charge of SADC region and the UNIDO Office, the Centre for Development of Companies and the ACP Secretariat;

· In the field: Representatives of SADC Secretariat, EU Delegation in the SADC region, offices of the National Coordinator of the Economic Development Fund in the SADC countries, the European Development Fund in SADC countries, representatives of UNIDO in the SADC region, representatives of business community, chambers of commerce and industry and professional associations, heads of technical support institutions, representatives of the financial institutions, representatives of the ICP in the SADC region: UNDP, World Bank, European Investment Bank, USAID, GTZ, AFD, KFW.   

The mission should produce the following reports:

· A first progress report should present the approach and methodology adopted for the formulation of the Programme, an overall overview of the economic situation in general and industry in particular, the position and importance of industrial sub-sectors, the main strengths and weaknesses related to national capacities, technical support institutions, financial capacities for industry in the sub-region; 

· A first draft of the Industrial Upgrading and Modernization Programme including: context and justification, objectives, expected outputs by component, the logical framework, the approach and methodology for upgrading;

· The final version of the Programme including the budget and the planning of implementation at end November 2007. This version should take into consideration the recommendations of the validation workshop and of the SADC Secretariat.

ANNEX II: LOGICAL FRAMEWORK ANALYSIS

	Activity description
	Indicators
	Means of 

verification
	Assumptions

	Global Objective

	To contribute to the strengthening of industrial capacities of the SADC countries to face the double-challenge of regional and world integration and, in particular, in the context of trade liberalization and economic diversification and, thus, to support efforts to reduce poverty.


	% of evolution of intra-regional and international trade and bilateral trade with EU.

% of evolution of industrial sector’s and, in particular, manufacturing sub-sector’s contribution to GDP

Enhancement of human development and poverty indicators.
	National bureaus of statistics

Statistics of United Nations System agencies (UNIDO, WB, ADB, EU, UNDP, UNCTAD, WTO, IMF…) 

Reports on macroeconomic and sectoral situation (governments, donors, development agencies…) 
	Commitment to continued structural reforms to ensure sustainable economic growth 

Regular updating and on-going implementation of the Poverty Reduction Strategies 

SADC and EU Member States remain involved into the process of trade liberalization 

	Specific Objectives



	Support the dynamics of upgrading and modernization of industries and related services, and to improve their competitiveness, growth and access to national, regional and international markets in the framework of trade liberalization and economic diversification through improvement of quality and productivity, employment creation and strengthening of technical support institutions 
	Improvement in competitiveness indicators of industries and related services and SADC national economies as a whole 

Increase of market share (at local, regional and international levels) of target industries and related services of the SADC region 

Number of jobs created or preserved
	Mid-term and final evaluation reports of the SADC Upgrading Programme implementation

Annual reports of UNIDO, EC, WTO, Breton Wood Institutions, World Economic Forum, Doing Business, etc. 

Reports on macro-economic situation
	Political goodwill to implement reforms and other arrangements related to the trade liberalization and economic diversification 

Commitments of all involved actors to ensure success of the Programme 




	Activity description
	Indicators
	Means of 

verification
	Assumptions

	COMPONENT 1:  Support for upgrading and improving competitiveness of industries



	I.1 Strategic positioning studies carried out and approved for 20 priority sectors

I.2 Financial diagnostics and restructuring plans prepared and validated for selected enterprises

I.3 Upgrading plans prepared and validated for beneficiary enterprises

I.4 Support is given to selected enterprises in carrying out upgrading activities 

I.5 The capacities of stakeholder and national consultants are enhanced 

I.6 National Upgrading and Modernization Programmes launched 

I.7 Procedures developed and approved and the Steering Committee operational 

I.8 Communication strategy developed and implemented 

I.9 Industrial Partnership/coaching activities implemented for the enterprises eligible to the programme 

I.10 Procedures and mechanism of financing for the SMEs set up 

I.11 Information systems operational and Monitoring Framework developed

I.12 Informal sector companies and associations reinforced 


	Reports of validation meetings

Reports produced and validated by the Steering Committee

Plans and reports produced and validated by the Steering Committee

Up to an average 15% increase in sales by beneficiary enterprises

Reports on training seminars, degree of involvement of institutions and national consultants 

The national offices for Upgrading and Modernization operational

Counterparties and beneficiaries involved. The documents carrying procedures available 

The documents carrying strategy and promotion materials (CD, films, guides, websites) available 

50% of selected enterprises are engaged in the partnership process

Funds and upgrading mechanisms approved and implemented 

Indicator reports regularly produced by the Monitoring Framework 

Book-keeping, financial manage-ment, marketing and production management plans available for up to 10% of informal sector actors involved to the Programme 
	Reports on Programme activities implementation and monitoring, reports of concerned ministries and institutions, study reports

CEOs of enterprises, Upgrading and Modernization Offices
Management of enterprises, Technical Unit for Restructuring and Upgrading, reports and plans 

Companies’ turnover 

Institutional audits, number of national consultants involved into upgrading activities

Programme reports, reports of chambers of consultants and professional associations 

Reports on validation and application of procedures

Upgrading office, questionnaires 

List of partnership agreements/ contracts  

Funds receive financial resources and make allocations 

Reports on Programme activities 

Questionnaires at the companies 


	Commitment to structural reforms necessary for successful Programme implementation

Enterprises are motivated 

Enterprises are motivated and involved into the Programme

Commitment and participation of enterprises and intermediate institutions. Participation of banks. Attractive and transparent system

Qualified staff and consultants available

Willingness of the public sector institutions and private sector to create an environment able to meet the challenges of globalization and competitiveness of Asian economies 

Commitement and involvement of the public sector
Targeted institutions adapt and adopt the Upgrading and Modernization Programme

Donors and national goverments support the establishment of the upgrading funds 

Adherence of the companies’ management 

Involvement of associations and enterprises of informal sector



	COMPONENT II:  Establishment/upgrading of the technical support institutions



	II.1 The diagnostics and upgrading plans for selected support institutions are validated and implemented

II.2 HACCP systems implemented and ISO 22000 certified at the beneficiary companies 

II.3 Traceability programmes implemented on a pilot basis for specific production of a high exports potential 

II.4 QMSs implemented and ISO 9001 standard certified at the beneficiary companies 

II.5 The network of intermediary organizations of SADC and EU established and professional organizations strengthened

II.6 Export consortia established 

II.7 Investment platform established and common investment promotion policy elaborated.

II.8 Subcontracting Exchanges and aftercare services established, operational in one network and in connection with investment platform.

II.9 Manufacturing and marketing of the new products 

II.10 Professional and technical training capacities are reinforced 

	The post-upgrading performance and satisfaction degree of the client companies 

Up to 50% of beneficiary companies certified on HACCP and 25% certified on ISO 22000 

10 products follow the Feed and Food traceability rules 

Up to 50% of the selected enterprises received ISO 9001 certification

The network of intermediary organizations launched, business meetings organized 

Increase in sales of the beneficiary companies by up to 15% on average 

The policy paper and strategy available and capacities of the national and regional counterparts strengthened

National strategies available.

Increased level of industrial sub-contracting services in the region.

Number of new products developed and commercialized at the national and regional levels 

Number of persons trained and quality of the technical and professional training programmes 


	Reports on Programme activities and inquiry among clients 

Certification body

Production inspection and statistics on products refusals

Certification body, audits 

Formal texts on establishment and institutional evaluation

Data on companies’ turnover 

Media, Programme progress reports and reports on national programmes. Reports on partners’ activities 

Evaluation reports of Upgrading Programme and national programmes.

Surveys

Data on turnover and external trade statistics 

Reports on Programme activities implementation and monitoring, post-training evaluation 

Programme evaluation reports
 
	Governments’ commitment to contribute to the establishment of technical support institutions
Targeted institutions adopted the Upgrading and Modernization Programme 

All involved counterparties and beneficiaries support the Upgrading and Modernization Programme

Targeted institutions adapt and adopt the Upgrading and Modernization Programme

Targeted institutions adapt and adopt the Upgrading and Modernization Programme

Involvement/commitment of the selected enterprises

On-going political reforms necessary for good performance of the Programme.

Involvement/commitment of the selected enterprises

Involvement/commitment of the selected enterprises

Commitment of training institutions to contribute to the upgrading activities




ANNEX III: PROGRAMME ACTIVITIES BY OUTPUTS

Component I: 
Support FOR upgrading and improving competitiveness of industries

	Output I.1
	Strategic positioning study of 20 priority and contributing products/sectors (e.g.: agro-food, processing of metallic, non-metallic and chemical products, pharmaceuticals, leather and hides, cotton and textile, poultry farming, fishery, etc.) taking into account national specificities and capacities determining industrial diversification.

	Success indicators
	Strategic positioning studies for 20 priority sectors carried out and approved by the concerned parties

	UNIDO Service Module(s)
	PTC/TCB, PTC/AGR

	Counterpart(s)
	SADC

	Activities
	Parties involved
	Duration in months
	Milestones

	
	
	Start
	End
	

	I.1.a
Analyze the structure of industrial sector and related services in the Southern Africa region and Member States 

I.1.b
Set up selection criteria for the sectors/products subject to the strategic positioning studies 

I.1.c 
Determine the list of products/sectors subject of complementary studies on strategic positioning and identify their geographic scope (local, national or regional)

I.1.d
Develop the terms of reference and identify the experts/consultants to conduct the strategic positioning studies

I.1.e
Conduct the studies and elaborate reports to be communicated to potential beneficiaries 

I.1.f
Organize dissemination seminars to communicate and discuss the results of the studies 


	UNIDO, CDE, national and regional counterparts


	02

02

02

05

08

18


	06

06

06

07

18

24


	Analysis conducted 

Criteria set-up and approved 

List of 20 products/sectors approved 

Consultants recruited

Studies conducted 

Seminars organized


	Output I.2
	Thorough diagnosis and restructuring plans for beneficiary companies.

	Success indicators
	Financial diagnostics and plans of restructuring elaborated and approved for selected companies

	UNIDO Service Module(s)
	PTC/TCB, PTC/ITP, PTC/AGR, PTC/PSD

	Counterpart(s)
	SADC

	Activities
	Parties involved
	Duration in months
	Milestones

	
	
	Start
	End
	

	I.2.a 
Develop and/or update the databases of industrial enterprises for each Member State 
I.2.b 
Identify the targets for the first phase of the Programme for each sector and per country
I.2.c 
Conduct preliminary diagnostics allowing to identify the companies eligible to the Upgrading and Modernization Programme 

I.2.d 
Select companies eligible to restructuring plans and assist them in conducting thorough financial diagnostics and elaborating bankable restructuring plans

I.2.e 
Coach and assist the companies in negotiating with potential creditors and banks the issue of implementing the restructuring plans 

	UNIDO, national and regional counterparts


	03

06

06

08

13


	05

06

09

12

24


	Databases developed and/or updated 

Targets indentified 

Pre-diagnostics conducted

Diagnostics carried out and restructuring plans developed 

Activities carried out 




	Output I.3
	Thorough diagnosis and upgrading plans for the companies eligible to the Programme (global approach and specific approach)

	Success indicators
	Diagnostics approved by the companies participating in the Upgrading Programme 

	UNIDO Service Module(s)
	PTC/TCB, PTC/AGR, PTC/ITP, PTC/PSD

	Counterpart(s)
	SADC

	Activities
	Parties involved
	Duration in months
	Milestones

	
	
	Start
	End
	

	I.3.a 
On the basis of preliminary diagnostics, select companies eligible to Upgrading Programmes according to the global and specific approaches. Priority is given to the companies affected by the trade liberalization.

I.3.b 
Elaborate the questionnaires for the diagnostics according to the global and specific approaches 

I.3.c 
Conduct the thorough diagnostics (market research and strategic positioning, management skills, quality and technical skills, finances and financial structure, etc.) for the selected companies within the global approach and implement the upgrading plans 

I.3.d 
Carry out fine diagnostics (targeting the companies’ specific functions) for selected companies within the specific approach, and implement the upgrading plans


	UNIDO, CDE, national and regional counterparts


	09

09

10

10


	10

09

18

15


	Companies selected 

Questionnaires drawn up according to the both approaches 

The thorough diagnostics accomplished and action plans worked out

Fine diagnostics accomplished and action plans worked out




	Output I.4
	Technical support and coaching of SMEs for the implementation of the upgrading activities in the beneficiary companies (priority to immaterial investments activities).

	Success indicators
	Increase in sales of the beneficiary companies by up to 15% on average 

	UNIDO Service Module(s)
	PTC/TCB, PTC/AGR, PTC/PSD

	Counterpart(s)
	SADC

	Activities
	Parties involved
	Duration in months
	Milestones

	
	
	Start
	End
	

	I.4.a 
Distribute the companies among homogeneous groups taking into account the approved action plans and the companies’ main characteristics (area of activity, size, technical facilities and human resources, priorities in upgrading, etc.)

I.4.b 
Define the specific activities to be implemented for every group and develop plans of intervention

I.4.c 
Identify coaches to accomplish identified actions with possible further accompanying by the national consultants 
I.4.d 
Assist and coach SMEs in implementing the material and immaterial investments activities 

I.4.e 
Train the companies’ staff on various aspects – subject of consultants intervention

I.4.f    
Encourage in-house training for company staff

I.4.g 
Evaluate an impact of the implemented actions on companies’ performance


	UNIDO, national and regional counterparts


	15

16

14

16

17

31

31


	18

18

16

30

30

33

33


	Groups of companies formed and validated 

Specific actions defined and approved

Coaches recruited 

Actions implemented

Concerned staff trained 

In-house training incorporated into company activities

Evaluation forms filled in and submitted 




	Output I.5
	Capacity building for the ministries in charge of industry, upgrading centers, SME, employer associations, banks, experts/consultants and trainers for the implementation and follow-up of the Programme.

	Success indicators
	The capacities of different institutions reinforced 

	UNIDO Service Module(s)
	PTC/TCB, PTC/AGR, PTC/PSD, PTC/ITP

	Counterpart(s)
	SADC

	Activities
	Parties involved
	Duration in months
	Milestones

	
	
	Start
	End
	

	I.5.a
Indentify the needs in training in the area of upgrading and modernization for the persons in charge and staff of the ministries and other institutions (agencies, general directorates) in charge of industries, sectoral and professional associations 

I.5.b
Preparation of information and training programmes on upgrading approach 

I.5.c
Identify participants of the regional and national seminars according to the predetermined terms of reference 

I.5.d
Organize trainings and information seminars for the persons in charge and staff of the ministries and banks, institutions in charge of SMEs, as well as sectoral organizations and associations 

I.5.e
Organize internship programmes for the selected staff members of the regional and national institutions to communicate the best practices


	UNIDO, CDE, Chambers of Commerce, national and regional counterparts


	04

06

04

04

06


	06

06

06

09

09


	Needs identified

Programme prepared

Participants identified

Staff trained and sensitized

Internships organized




	Output I.6
	Formulate the national Industrial Upgrading and Modernization Programme

	Success indicators
	National Upgrading and Modernization Programmes launched in each Member State and National Programme Coordination Units operational 

	UNIDO Service Module(s)
	PTC/TCB, PTC/ITP, PTC/AGR, PTC/PSD

	Counterpart(s)
	SADC

	Activities
	Parties involved
	Duration in months
	Milestones

	
	
	Start
	End
	

	I.6.a
Determine the mandate and operating procedures for the National Steering Committees and Upgrading Offices

I.6.b
Constitute the Steering Committees and recruit staff for the Upgrading Offices 

I.6.c
Assist beneficiary countries in establishing the above institutions and in capacity building for their staff and representatives 

I.6.d    
Identification of priority sectors by each Member State for the pilot Industrial Upgrading and Modernization Programme development

I.6.e
Analyze the programmes and formal texts related to industrial upgrading and modernization 

I.6.f
On the basis of this analysis and assessment of legislative framework for technical support to industries (Output I.7) and in line with objectives of the Regional Programme, formulate the national upgrading and modernization programmes for each Member State 

I.6.g
Organize validation workshops to adopt the legislative framework and procedures for each Member State

I.6.h
Organize seminars dedicated to official launch of the national programmes 


	UNIDO, national and regional counterparts


	03

03

03

03

03

03

06

07


	04

04

05

05

06

06

07

08


	Missions et procedures determined 

Representatives and staff indentified and recruited 

National units created and assistance provided 

National priority sectors selected for pilot Programme  

Analysis conducted

Programme formulated

Legislative framework and procedure  adopted 

National Programmes launched




	Output I.7
	Design and assistance to establishing the legislative framework and procedures of the regional Upgrading and Modernization Programme at regional and national levels.

	Success indicators
	Various procedures developed and approved and the Steering Committee operational 

	UNIDO Service Module(s)
	PTC/TCB

	Counterpart(s)
	SADC

	Activities
	Parties involved
	Duration in months
	Milestones

	
	
	Start
	End
	

	I.7.a
Determine the missions and operating procedures of the Regional Steering Committee

I.7.b

Identify representatives for the Regional Steering Committee

I.7.c

Analyze existing national legislation and regulations related to industrial upgrading and modernization of companies

I.7.d
Adapt and harmonize the legislative framework directly linking it with upgrading and modernization of companies at regional level 

I.7.e
Formulate and assist in the establishment of a policy on upgrading and modernization at the regional level

I.7.f 
Develop management guidelines and determine the terms of eligibility as well as advantages to be accorded within this Programme 

I.7.g 
Organize validation workshops for the legislative framework and predetermined procedures

I.7.h
Conduct a training seminar on Upgrading and Modernization for the members of the Steering Committees 


	UNIDO, national and regional counterparts


	03

03

03

03

03

03

07

07


	05

05

06

06

06

06

07

07


	Missions identified

List approved

Analysis conducted

Legislative framework adopted

Policy formulated 

Rules and criteria developed and adopted

Legislative framework and procedures adopted

Seminar organized and Programme launched




	Output I.8
	Design and implementation of the regional and national programmes of communication and promotion of the Programme (development of promotional materials and thematic website by the SADC Secretariat and each country) and undertaking of “SADC Upgrading Tour” for the managers of industries at the regional and national levels and organization of information and dissemination seminars on Programme’s results for the different production.

	Success indicators
	Communication strategy elaborated and promotional materials (CD, films, guides, websites…) developed and at least one information and dissemination seminar organized for each product and country

	UNIDO Service Module(s)
	PTC/TCB, PTC/AGR, PTC/PSD, PTC/ITP

	Counterpart(s)
	SADC

	Activities
	Parties involved
	Duration in months
	Milestones

	
	
	Start
	End
	

	I.8.a 
Elaborate a strategy for Programme communication and promotion at the regional and national levels targeting concerned parties (enterprises, banks and other donors, support institutions and consulting agencies) 

I.8.b 
Prepare the following promotional materials:

· Brochure introducing the Programme on upgrading and modernization;

· Unified Guide describing procedures on upgrading and modernization as well as tools and support aiming at encouraging enterprises to join the Programme;

· Websites for the regional and national Programmes;

· CD/DVD representing the Programme and operation procedures

I.8.c 
Conduct awareness raising and information tours in the Member States

I.8.d
Appraise various implemented actions and develop a synthesized report on these appraisals 
I.8.e 
Prepare informational materials (brochures, prospectus, posters, etc.) to appreciate the obtained results

I.8.f
Identify a target audience for dissemination seminars 
I.8.g
Schedule different seminars and include them into the global campaign for the general expansion of Industrial Upgrading and Modernization Programme 

I.8.h
Organize information and dissemination seminars according to the approved schedule 

I.8.i
Analyze recommendations and suggestions of participants and carry out appropriate conclusions for the general Programme 


	UNIDO, national and regional counterparts


	04

05

05

15

18

18

18

20

20


	10

12

10

30

30

24

20

35

36


	Strategy developed

Promotional materials available 

Tours organized

Evaluation reports submitted 

Informational materials developed 

Audience identified

Schedule fixed

Seminars organized 

Summary of conclusions prepared




	Output I.9
	Promotion of projects on industrial partnership/industrial coaching among the companies eligible to the Programme. Providing support to negotiating process (business-plan and fund-raising)/strategic coaching.

	Success indicators
	Partnership projects identified, formulated and put on the platform; up to 50% of beneficiary companies involved in the partnership campaign 

	UNIDO Service Module(s)
	PTC/ITP

	Counterpart(s)
	SADC

	Activities
	Parties involved
	Duration in months
	Milestones

	
	
	Start
	End
	

	I.9.a 
Identify market opportunities and technological scenarios

I.9.b 
Analyze capacities of existing companies to build partnership 

I.9.c 
Identify beneficiary companies and develop partnerships and investment strategies
I.9.d
Identify and recruit coaches specialized in support to partnership 

I.9.e
Train companies’ staff on negotiating skills and formulation of cooperation agreements/contracts 
I.9.f 
Formulate partnership and investment projects and put them on the platform 

I.9.g 
Develop promotional materials necessary to communicate the partnership policies 

I.9.h
Organize promotional and mobilization seminars abroad and identify potential partners 
I.9.i
Organize meetings between potential partners 

I.9.j
Provide support in negotiation process (joint ventures, subcontracting exchanges, ties between the foreign investors and local industries) 

I.9.k
Implement a plan of joint activities with partners 

I.9.l
Assist in identifying funding partners 

I.9.m
Accompany enterprises in effective accomplishment of the partnership agreements/contracts

	UNIDO, CDE, Chambers of Commerce, national and regional counterparts


	08

08

11

13

15

13

17

18

18

21

21

21

23


	10

10

14

14

16

16

18

20

20

26

26

26

30


	Scenarios elaborated

Analysis carries out

Companies identified

Coaches recruited

Staff trained

Projects formulated

Promotion campaign completed

Seminars organized

Meetings organized

Activities implemented 

Plans elaborated

Partners identified

Agreements concluded


	Output I.10
	Feasibility study and establishment of financing schemes to facilitate access of local SMEs to funding necessary to implement upgrading and modernization activities and to fulfill their investment plans. 

	Success indicators
	Procedures and mechanism of financing set-up for the local SMEs 

	UNIDO Service Module(s)
	PTC/ITP, PTC/PSD

	Counterpart(s)
	SADC

	Activities
	Parties involved
	Duration in months
	Milestones

	
	
	Start
	End
	

	I.10.a
Assess the needs of local companies in financing of modernization activities and investments, and analyze existing obstacles to access financing 

I.10.b
Carry out a study of existing financial products and assess their impact on industrial upgrading activities in SADC 
I.10.c
Carry out a feasibility study on development of various financial products to finance upgrading activities using the best practices and existing models 

I.10.d
Explore and propose various options to develop the Programme’s performance and its role as an instrument to mobilize the financial support of financial services sector to upgrading activities, using as example the Phase 2 of TANYO Programme
 

I.10.e
Design a proposal on architecture of such financial products (sources of financial injections, organization of operations, management scheme) 

I.10.f
Promote partnership with regional and international financial institutions

I.10.g
Conduct awareness raising and training programmes on management and claim procedures for the national and regional financial institutions 

I.10.h
Promote a common methodology (both national and regional) in risk assessment and analysis of applications for funding 

I.10.i

Encourage dialogue and exchange of information between local companies and financial institutions 
	UNIDO, CDE, national and regional counterparts


	02

02

02

04

02

07

07

07

07


	06

06

06

06

06

08

08

08

12


	Analysis conducted 

Study carried out

Study carried out 

Options of funding identified

Architecture identified and approved

Activity implemented

Training programme organized

Consolidated methodology developed

Activity implemented


	Output I.11
	Setting-up of a Monitoring Framework for Industrial Upgrading and Modernization Programme at national and regional levels.

	Success indicators
	Information systems operational and the Monitoring Framework developed and regularly updated 

	UNIDO Service Module(s)
	PTC/TCB, PTC/ITP, PTC/PSD, PTC/AGR

	Counterpart(s)
	SADC

	Activities
	Parties involved
	Duration in months
	Milestones

	
	
	Start
	End
	

	I.11.a
Specify needs in information/data through carrying out surveys among potential users (companies, authorities) in every Member State 

I.11.b
Introduce books of specifications for the development of integrated information systems covering regional and national programmes 

I.11.c
Develop information systems (including investments platform) and specify the technical and legislative conditions and the terms of use

I.11.d
Elaborate a users’ manual for the system and provide training for potential users 

I.11.e
Develop guidelines for collection and updating of data for the Monitoring Framework making it constantly actualized and realistic 


	UNIDO, CDE, national and regional counterparts


	04

04

08

08

08


	07

07

12

12

12


	Inquiries carried out

Books of specifications developed 

Information systems accepted 

Manual available and trainings provided

Guidelines developed




	Output I.12
	Strengthening of capacity of enterprises, associations and related services in the informal sector (entrepreneurship, bookkeeping, financing, management, marketing, production management, etc.).

	Success indicators
	Up to 10% of informal sector enterprises upgraded by this Programme throughout the region

	UNIDO Service Module(s)
	PTC/PSD, PTC/AGR

	Counterpart(s)
	SADC

	Activities
	Parties involved
	Duration in months
	Milestones

	
	
	Start
	End
	

	I.12.a 
Conduct surveys to identify maximum number of enterprises operating in informal sector 

I.12.b 
Finalize selection criteria for the enterprises before they benefit from a technical assistance provided within this Programme 

I.12.c
Organize specialized dissemination campaigns to raise awareness of selected enterprises on importance of the planned actions 

I.12.d 
Define the scope and content of actions to be implemented within this Programme with special emphasis on enterprises’ actual needs 

I.12.e
Identify consultants to ensure the implementation of various activities provided within this Programme

I.12.f 
Assist the enterprises in bookkeeping, financial management, marketing management, management of production cycle, etc.

I.12.g
Assist the enterprises in drawing up template formal texts covering all legislative procedures necessary to shift to the formal sector

I.12.h
Organize a campaign to communicate success stories and encourage other enterprises to join the formal environment

 
	UNIDO, national and regional counterparts


	13

15

15

16

16

17

25

31


	15

15

18

18

18

29

30

34


	Surveys accomplished and enterprises identified

Enterprises selected

Campaigns involving maximum enterprises organized

Technical assistance programmes developed

Consultants recruited

Assistance provided

Procedures accomplished

Campaigns organized




component II: 
Establishment/upgrading of the technical support institutions

	Output II.1
	Thorough diagnostics, formulation and implementation of the upgrading plans for technical centres promoting priority and export potential sectors (sectoral technical centres, research institutions, export promotion agencies, test and analysis laboratories, specialized institutions for vocational training, national technical expertise, networks and information systems).

	Success indicators
	Diagnostics of upgrading plans for the technical support institutions approved and degree of industries’ satisfaction with the quality of services provided by selected institutions increased

	UNIDO Service Module(s)
	PTC/TCB, PTC/AGR, PTC/ITP, PTC/PSD

	Counterpart(s)
	SADC

	Activities
	Parties involved
	Duration in months
	Milestones

	
	
	Start
	End
	

	II.1.a 
Identify the key technical support institutions providing assistance to the priority sectors and contributing sectors (sectoral centres, research and development institutions, export promotion agencies, analysis and testing laboratories, specialized professional training institutions in technical expertise, information systems and networks) at regional and national levels. The priority sectors are as identified in Output I.1

II.1.b
Assess current situation in existing technical support institutions (questionnaires, on-site visits, etc.) through conducting diagnostics study

II.1.c
Identification of needs in technical assistance and preparation of upgrading plans for selected institutions 

II.1.d
Elaborate detailed action plans for every institution on the basis of diagnostics on upgrading

II.1.e
Elaborate the terms of reference and identify consultants to develop and implement these activities

II.1.f
Implement activities scheduled in the action plan

II.1.g
Organize internship programmes providing exchange in know-how and experience between national support institutions and analogous centers throughout the region and worldwide

II.1.h
Assist Technical Support Institutions in developing new services, which are better adapted to the needs of the local industries 

II.1.i
Develop joint activities aiming at strengthening capacities of the technical support institutions (networking, communication systems…)

II.1.j
Evaluate the impact of these actions and conduct inquiry on degree of satisfaction among industrials to measure this impact


	UNIDO, national and regional counterparts


	03

05

05

05

10

13

18

13

18

22


	04

10

10

10

12

21

24

18

24

24


	Institutions identified

Diagnostics conducted

per institution

Upgrading plans adopted

Action plans elaborated 

Consultants recruited

Activities implemented 

Internships organized 

Services enhanced and/or developed

Activities carried out 

Evaluation conducted 




	Output II.2
	Launch of the HACCP and certification ISO 22000 for selected companies.

	Success indicators
	Up to 50% of the selected companies certify HACCP and 25% certify ISO 22000

	UNIDO Service Module(s)
	PTC/AGR, PTC/AGR, PTC/PSD

	Counterpart(s)
	SADC

	Activities
	Parties involved
	Duration in months
	Milestones

	
	
	Start
	End
	

	II.2.a
Select companies to assist in introduction of HACCP and certification of ISO 22000 

II.2.b
Constitute the teams for every stage of HACCP/ISO 22000 implementation process

II.2.c
Assist in risks assessment

II.2.d
Train on and assist in the preparation of HACCP plans and manuals 

II.2.e
Train the staff on conducting audit and verification of the system

II.2.f 
Assist in implementation of other stages for ISO 22000 certification.

II.2.g 
Assist in the organization and implementation of preliminary audits and audits for ISO 22000 certification.


	UNIDO, national and regional counterparts


	11

13

13

15

15

18

23


	12

18

18

18

18

28

30


	Companies selected

Teams  constituted 

Analysis accomplished and validated 

Plans prepared and approved

Staff trained

Plans elaborated and approved 

Pre-audits and audits carried out




	Output II.3
	Assist with the implementation of programmes of traceability for specific and priority products having high potential for export (meats, fish, fruits and vegetables, flowers, cashew nut, coffee, cocoa…).

	Success indicators
	Up to 10 products potentially benefit from traceability programme 

	UNIDO Service Module(s)
	PTC/TCB, PTC/AGR

	Counterpart(s)
	SADC

	Activities
	Parties involved
	Duration in months
	Milestones

	
	
	Start
	End
	

	II.3.a 
Identify the sensitive and priority agro-food production/sectors (with high export potential)

II.3.b 
Analyze a production/distribution chain for selected products (logistics, conformity, value-added, customs clearance…) 

II.3.c 
Organization of information seminars on traceability and access to export market 

II.3.d
Develop a manual on traceability (ISO 22005 Standard) and train trainers 

II.3.e
Select companies – beneficiaries of the pilot activities 
II.3.f 
Identify appropriate technologies (barcodes, computers…) and implement a traceability system (manual/automatic) at the selected pilot companies 

II.3.g 
Empirical verification of effectiveness and performance of traceability systems insuring the follow-up of the product from its harvesting up to its delivery to export markets (farm-to-fork) 

II.3.h 
Finalize and adapt procedures on establishment of traceability systems 


	UNIDO, national and regional counterparts


	02

02

04

04

04

06

12

.

20


	06

06

07

08

08

16

22

24


	Sectors/products identified

Analysis carries out

Seminars organized

Manuals and trainings provided 

Enterprises selected 

Pilot activities implemented 

Empiric verification accomplished

Procedures adapted




	Output II.4
	Implementation of Quality Management Systems and certification of ISO 9001 QMS at beneficiary companies.

	Success indicators
	Up to 50% of the selected companies certified ISO 9001 at the end of the project

	UNIDO Service Module(s)
	PTC/TCB

	Counterpart(s)
	SADC

	Activities
	Parties involved
	Duration in months
	Milestones

	
	
	Start
	End
	

	II.4.a 
Select companies to assist in introduction of the Quality Managements Systems (QMS) and ISO 9001 certification
II.4.b 
Elaborate the terms of reference and indentify consultants to implement these activities 

II.4.c 
Organize a 5-day training programme for internal auditors 
II.4.d 
Assist selected companies in the QMS implementation 

II.4.e 
Assist companies in carrying out preliminary audits and implementing corrective actions 

II.4.f 
Assist companies in carrying out audits for ISO 9001 certification


	UNIDO, national and regional counterparts


	11

11

16

16

18

22


	12

15

16

24

28

30


	Companies selected 

Consultants recruited

Trainings provided 

Actions implemented

Pre-audits conducted

Audits conducted and certificates issued




	Output II.5
	Enhancement of networking among intermediary organizations at national, regional and global levels and strengthening professional organizations.

	Success indicators
	Networks of intermediary organizations enhanced

	UNIDO Service Module(s)
	PTC/ITP

	Counterpart(s)
	SADC

	Activities 
	Parties involved
	Duration in months
	Milestones

	
	
	Start
	End
	

	II.5.a 
Identification and selection of professional organizations in SADC countries and Europe, activities of which are directly related to development of partnership. 
II.5.b 
Organize promotional and information activities in favor of the staff of intermediary organizations operating in the Southern Africa.

II.5.c
Organize meetings between representatives of intermediary organizations from SADC and Europe aiming at strengthening partnership and cooperation 
II.5.d
Explore possibilities of enhancing          networking between intermediary organizations from SADC with counterparts in other geographic regions globally 


	UNIDO, CDE, Chambers of Commerce in Europe and elsewhere, national and regional counterparts


	07

07

07

07
	18

18

18

18


	Professional organizations identified 

Activities implemented 

Meetings organized 

Global network established and/or enhanced


	Output II.6
	Promotion, establishment and assistance in launching and running the export consortia. Formulation of measures on institutional support and creation of favorable legislative framework for export consortia (activities at regional level and for a pilot country).

	Success indicators
	Increase in export sales of the beneficiary companies by up to 15% on average 

	UNIDO Service Module(s)
	PTC/PSD

	Counterpart(s)
	SADC

	Activities
	Parties involved
	Duration in months
	Milestones

	
	
	Start
	End
	

	II.6.a
Organize several promotional seminars to introduce the concept of export consortia/business associations network, chambers of commerce and industry; associations of exporters, etc. 

II.6.b 
Conduct inquiry to identify (among the priority sectors) companies and groupings of companies - potential exporters, which desire to join the exports consortia/formal promotion networks 

II.6.c 
Conduct analysis of legislative framework on creation of exports consortia/networks 
II.6.d
Legally formalize the export consortia/networks 

II.6.e
Assist the export consortia/networks in implementing pilot activities of the business plan

II.6.f
Review and adapt to the local context the UNIDO tools/guide for the export consortia promotion 

II.6.g
Identify candidates to participate in training programmes from the public and private organizations/associations, including consultants 

II.6.h
Organize at least two training courses 

II.6.i
Organize a study tour to Morocco and/or Tunisia (countries possessing consolidated experience in consortia development) for national counterparts, consultants and leaders of support groups 

II.6.j 
Consult authorities on adoption of the legal framework and support measures in order to facilitate establishment of the export consortia/networks and insure their success 

II.6.k
Distribute the companies to homogeneous groups taking into account the approved action plans and the companies’ specificities, assign the specific activities to be undertaken by each group and develop an intervention plan

II.6.l
Identify the coaches to implement the predetermined activities (with possible further accompanying by the national consultants)
II.6.m
Evaluate an impact of implemented activities on the companies’ performance 


	UNIDO, national and regional counterparts


	01

01

01

04

04

06

04

07

10

12

15

14

31


	04

06

10

36

36

12

24

24

12

36

18

16

33


	Seminars organized

Companies and groups of companies identified

Report prepared

Consortia legally established 

Pilot activities implemented 

UNIDO tools/guide modified

Participants of trainings identified

2 training courses organized 

Study tour(s) organized

Legal advice provided 

Groups of companies organized and approved
Coaches recruited 

Evaluation questionnaires filled in and submitted 




	Output II.7
	Strengthening capacities of investment promotion agencies and establishment of an Investment Platform in order to respond to the needs of investors and operators in the area of industrial upgrading and modernization.

	Success indicators
	Investment platform established and common investment promotion policy elaborated.

	UNIDO Service Module(s)
	PTC/ITP

	Counterpart(s)
	SADC

	Activities
	Parties involved
	Duration in months
	Milestones

	
	
	Start
	End
	

	II.7.a 
Conduct research on potential investors and priority sectors of their activities 
II.7.b 
Establish Investment Platform and ensure access of economic operators to this platform 
II.7.c
Assist and train representatives of the national institutions and local enterprises on how to use and benefit from the platform and conduct the database analysis and policy evaluation

II.7.d
Update current priorities in investment promotion strategies and, more generally, in national investment policies 
II.7.e
Assist national and regional actors in reaching consensus in formulation of the common investment promotion policy 
II.7.f
Elaborate investment strategies which include proactive measures on FDI promotion 
II.7.g
Promote networking between national institutions and establishment of the Regional Agency for Investment Promotion 


	UNIDO, national and regional counterparts


	06

09

12

09

10

10

12


	10

15

16

12

12

14

20


	Study conducted 

Platform established

National and regional institutions trained 

Current situation updated

Policy  formulated

Strategies formulated

Regional Agency established and operational



	Output II.8
	Establishment of Subcontracting Exchanges
 and “aftercare” services.

	Success indicators
	Sub-contracting Exchanges and aftercare services established and operational and linked with Investment Platform

	UNIDO Service Module(s)
	PTC/PSD, PTC/ITP

	Counterpart(s)
	SADC

	Activities
	Parties involved
	Duration in months
	Milestones

	
	
	Start
	End
	

	II.8.a
Define strategies on development of subcontracting and value-chains systems at national level 
II.8.b
Establish Subcontracting Exchanges in the framework of the Investment Platforms 
II.8.c
Develop national system of management and link it with upgrading and modernization systems 
II.8.d
Train staff of national institutions in charge of sub-contracting and value-chain systems
II.8.e
Develop on-line evaluation tools to assess companies’ performance and carry out investment feasibility analysis 

II.8.f
Assess existing "aftercare" services and identify their weaknesses and problems 

II.8.g 
Promote the best practices and ensure their link with investment promotion, and industrial upgrading and modernization programme 

II.8.h
Establishment or strengthening of "aftercare" services at the national level
II.8.i  
Encourage networking between national subcontracting exchanges and "aftercare" centers.
	UNIDO, CDE and national and regional counterparts


	04

07

07

10

07

04

06

08

12


	06

10

10

11

12

06

09

15

18


	National strategies elaborated 

Subcontracting Exchanges linked with the platform 

Management system established 

Staff trained 

On-line tools developed and launched 

Report available 

Activity implemented 

"After-care" centers created 

Regional network launched 




	Output II.9
	Support to and industrial coaching of investments for developing new products in Southern Africa and promoting industrial diversification.

	Success indicators
	Number of new products developed and commercialized at the national and regional levels 

	UNIDO Service Module(s)
	PTC/ITP

	Counterpart(s)
	SADC

	Activities
	Parties involved
	Duration in months
	Milestones

	
	
	Start
	End
	

	II.9.a
On the basis of complementary studies on strategic positioning of the sectors and products and other available strategic and marketing studies, identify the list of the new products, which can be produced and commercialized locally or at regional level 

II.9.b
Prepare the concept papers for fabrication of these goods (pre-feasibility studies, etc.) 

II.9.c 
Organize promotional seminars in cooperation with concerned professional associations, the chambers of commerce and industry, industrial and exports promotion agencies 

II.9.d
Accompany enterprises and technical support institutions interested in development and commercialization of new products (feasibility studies, market forecast, identification of partners, creating new businesses)


	UNIDO, CDE, national and regional counterparts


	06

06

12

09
	12

12

18

18
	Studies implemented, list of new products available

Proposals available 

Seminars organized 

Assistance provided 




	Output II.10
	Strengthening and upgrading of the technical and professional training institutions.

	Success indicators
	Number of persons equipped with state-of-the-art skills

	UNIDO Service Module(s)
	PTC/TCB, PTC/AGR, PTC/PSD, PTC/ITP

	Counterpart(s)
	SADC

	Activities
	Parties involved
	Duration in months
	Milestones

	
	
	Start
	End
	

	II.10.a
Identify and proceed to analysis of the needs and supply capacities in providing technical and professional training programmes for training institutions 

II.10.b
Develop training materials and manuals adapted to regional specificities 

II.10.c
Reinforce capacities of professional training institutions through delivery of computer equipment and the training kits 

II.10.d
Organize the training-of-trainers sessions 

II.10.e
Assist in organizing the training sessions


	UNIDO, national and regional counterparts


	02

04

06

09

09
	06

12

24

18

18
	Major indicators and trends identified

Adapted materials and manuals available 

Equipment et kits delivered 

Training sessions implemented 

Assistance provided 




ANNEX IV: PROGRAMME IMPLEMENTATION SCHEDULE

	Programme Implementation Planning by Output
	Year 1

Trimesters
	Year 2

Trimesters
	Year 3

Trimesters

	
	1
	2
	3
	4
	1
	2
	3
	4
	1
	2
	3
	4

	compoNENT I: 
Support for upgrading and improving competitiveness of industries 

	I.1 Strategic positioning study of 20 priority and contributing products/sectors (e.g.: agro-food, processing of metallic, non-metallic and chemical products, pharmaceuticals, leather and hides, cotton and textile, poultry farming, fishery, etc.) taking into account national specificities and capacities determining industrial specialization
	
	
	
	
	
	
	
	
	
	
	
	

	I.2 Thorough diagnosis and restructuring plans for beneficiary companies
	
	
	
	
	
	
	
	
	
	
	
	

	I.3 Thorough diagnosis and upgrading plans for the companies eligible to the Programme (global approach and specific approach)
	
	
	
	
	
	
	
	
	
	
	
	

	I.4 Technical support and coaching of SMEs for the implementation of the upgrading activities in the beneficiary companies (priority to immaterial investments activities)
	
	
	
	
	
	
	
	
	
	
	
	

	I.5 Capacity building for the ministries in charge of industry, upgrading centres, SME, employer associations, banks, experts/consultants and trainers for the implementation and follow-up of the Programme
	
	
	
	
	
	
	
	
	
	
	
	

	I.6 Formulate national Industrial Upgrading and Modernization Programme for each Member State
	
	
	
	
	
	
	
	
	
	
	
	

	I.7 Design and provide assistance for the establishment of a legislative framework and procedures for the regional Industrial Upgrading and Modernization Programme at regional and national levels
	
	
	
	
	
	
	
	
	
	
	
	

	I.8 Design and implementation of the regional and national programmes of communication and promotion of the Programme and undertaking of “SADC Upgrading Tour” for the managers of industries at the regional and national levels and organization of information and dissemination seminars on Programme’s results for the different production
	
	
	
	
	
	
	
	
	
	
	
	

	I.9 Promotion of projects on industrial partnership/industrial coaching among the companies eligible to the Programme. Providing support to negotiating process (business-plan and fund-raising)/strategic coaching
	
	
	
	
	
	
	
	
	
	
	
	

	I.10 Feasibility study and establishment of financing schemes to facilitate access of local SMEs to funding necessary to implement upgrading and modernization activities and to fulfill their investment plans.
	
	
	
	
	
	
	
	
	
	
	
	

	I.11 Setting-up of a Monitoring Framework for Industrial Upgrading and Modernization Programme at national and regional levels
	
	
	
	
	
	
	
	
	
	
	
	

	I.12 Strengthening of capacity of enterprises, associations and related services in the informal sector (entrepreneurship, bookkeeping, financing, management, marketing, production management, etc.)
	
	
	
	
	
	
	
	
	
	
	
	

	compoNENT II: 
Establishment/upgrading of the technical support institutions

	II.1 Thorough diagnostics, formulation and implementation of the upgrading plans for technical centres promoting priority and key export sectors (sectoral technical centres, research institutions, export promotion agencies, test and analysis laboratories, specialized institutions for vocational training, national technical expertise, networks and information systems)
	
	
	
	
	
	
	
	
	
	
	
	

	II.2 Launch of the HACCP and certification ISO 22000 for selected companies


	
	
	
	
	
	
	
	
	
	
	
	

	II.3 Assist with the implementation of programmes of traceability for specific and priority products having high potential for export (meats, fish, fruits and vegetables, flowers, cashew nut, coffee, cocoa…)
	
	
	
	
	
	
	
	
	
	
	
	

	II.4 Implementation of Quality Management Systems and certification of ISO 9001 QMS at beneficiary companies


	
	
	
	
	
	
	
	
	
	
	
	

	II.5 Networking of intermediary organizations from SADC region and EU and strengthening professional organizations


	
	
	
	
	
	
	
	
	
	
	
	

	II.6 Promotion, creation and assistance for the establishment of export consortia. Formulation of support measures and a favourable legal framework for the export consortia (at regional and national levels)
	
	
	
	
	
	
	
	
	
	
	
	

	II.7 Strengthening capacities of investment promotion agencies and establishment of an investment platform in order to respond to the needs of investors and operators in the area of upgrading and modernization
	
	
	
	
	
	
	
	
	
	
	
	

	II.8 Establishment of Subcontracting Exchanges and “aftercare” services


	
	
	
	
	
	
	
	
	
	
	
	

	II.9 Support to and industrial coaching of investments for developing new products in Southern Africa and promoting industrial diversification
	
	
	
	
	
	
	
	
	
	
	
	

	II.10 Strengthening and upgrading of the technical and professional training institutions


	
	
	
	
	
	
	
	
	
	
	
	


ANNEX V: EXAMPLES OF IMMATERIAL INVESTMENTS ACTIVITIES

Corporate strategy and management

· Corporate diagnosis

· Management tools and internal strategy

· Strategic monitoring and follow-up

Quality management and standardization

· Quality management consulting

· Quality Management Systems Certification

· Standards, norms and specification of goods, raw materials and other components

Organization and Information systems 

· Data management systems, ICT

Finance and accounting

· Financial management consulting services

· Fiscal consulting

· Legal consulting

Investment management

· Elaboration of investment proposals 

· Investment financing consultancy

· Design of tender applications

Production process management

· Metrology services

· Raw materials and components trials

· Consulting on production delivery

· Manufacturing process

· Organization of manufacturing cycle (methods and planning of production)

· Consultancy on choice of equipment

· Engineering or re-engineering services

· Logistics

Maintenance

· Organization and management of preventive or curative maintenance

Product development and innovation 

· Product design consulting and services 

· Finished products trial

· Products certification and registration 

· Industrial design

· Consulting on products technical design 

Human resources

· Consulting on HR management

· Professional competence and performance evaluation systems

· Introduction of results-based management

· Professional development and advanced training for the top and middle management and employees

Marketing and communications

· Consultancy on marketing, distribution channels and sales methods

· Products promotion, advertisement and communications

· Subscription to electronic information services and thematic media

· Training on intercultural communication

· Consulting and training on export and foreign trade

Environment

· Certification of Environmental Management Systems

· Consultancy on environmental management 

Consultancy and support for international partnership

ANNEX VI: EXAMPLES OF TECHNICAL CENTRES AND INSTITUTIONS SUPPORTING INDUSTRY AND MANUFACTURING

This Annex represents the list of existing technical support institutions and laboratories currently providing support to manufacturing companies in Southern Africa (Part I). The present Programme offers a quick diagnosis followed by technical assistance to be provided to the national technical centers operating in the priority industrial sectors. 
This annex comprises also the summaries of activities and services offered by several national support institutions, which could serve as examples or basis for establishment of the regional centers of support to industrial enterprises (Part II). 

Part III of this Annex offers five models of sectoral technical support centres. These centres could be regional in scope and may play an important role in providing assistance to enterprises.

Part I.
List of the technical support institutions and laboratories existing in SADC region (by-sector) 

Food and Agro-food Processing

· Mauritius Sugar Industry Research Institute (MSIRI), Regional Excellence Centre, located in Mauritius, www.msiri.mu,

· 
Institute of Agrarian Development, Angola, 

· 
Centre of Alimentary Technology, Angola, 

· 
Laboratory of the Institute of Fishing Investigation, Angola


· 
Laboratory of Veterinary, Angola, 

· 
National Food Technology Centre (NAFTEC), Botswana, www.naftec.org,

· 
Centre de Coopération Internationale en Recherche Agronomique pour le Développement (CIRAD), Madagascar, www.cirad.mg,

· 
Centre National de la Recherche Appliquée au Développement Rural (CENRADERU/FOFIFA), Madagascar, 

· 
Centre Technique Horticole d’Antananarivo (CTHA), Madagascar, 

· 
Centre Technique Horticole de Taomasina (CTHT), Madagascar, 

· 
Institut Pasteur de Madagascar (IPM), Madagascar, 

· 
Laboratoire de Chimie et Microbiologie, Madagascar, 

· 
Laboratoire National de Diagnostic Vétérinaire, Madagascar, 

· 
Laboratoire d’Analyse et d’Investigation Sanitaire, Madagascar, 

· 
Laboratoire de Contrôle des Pesticides, Madagascar, 

· 
Laboratoire de Diagnose Epidémiologique et Clinique Végétale, Madagascar, 

· 
Laboratoire de Contrôle des Denrées Alimentaires, Madagascar, 

· 
Laboratoire d’Analyse Sensorielle (LSA), Madagascar, 

· 
Agricultural Research and Extension Unit (AREU), Mauritius, 

· 
Institute of Agrarian Research of Mozambique (IIAM), Mozambique, www.iiam.minag.org.mz, 

· 
Food Technology and Biotechnology Section of the University of Eduardo Mondlane (STAB-UEM), Mozambique, 

· 
Seychelles Fishing Authority (SFA), Seychelles, www.sfa.sc,

· Citrus Growers Association, South Africa, www.cga.co.za,

· 
Grain SA, South Africa, 

· 
Malkerns Agricultural Research Station (MARS), Swaziland, 

· 
Swaziland Water & Agricultural Development Enterprise (SWADE), Swaziland, 

· 
Swaziland Sugar Association (SSA), Swaziland, 

· Agribusiness Forum (ABF), Zambia,

· Agricultural Research and Extension Services (AREX), Zimbabwe.

Minerals and Minerals Processing

· 
MINTEK, www.mintek.co.za,

· 
Regional Excellence Centre, located in South Africa, 

· 
Southern and Eastern African Minerals Centre (SEAMIC), Regional Excellence Centre, located in Tanzania, www.seamic.org,

· 
Projet de Gouvernance des Ressources Minérales (PRGM), Madagascar, 

· 
Institut de Gemmologie de Madagascar (IGM), Madagascar, 

· 
Laboratoire National des Mines, Madagascar, 

· 
Namibia Institute of Mining Technology, Namibia, 

· 
Chamber of Mines, Zambia, 

· Institute of Mining Research (IMR), University of Zimbabwe, Zimbabwe. 

Chemicals and Pharmaceuticals

· 
Laboratory of Chemistry of University of Engineering of UAN, Angola, 

· 
Laboratory of Chemistry and Atmosphere, Angola, 

· 
Institut Pasteur, Madagascar, 

· 
Centre National d’Application des Recherches Pharmaceutiques (CNARP), Madagascar.

Standards and Quality

· 
Angolan Institute of Normalization and Quality, Angola, 

· 
Botswana Bureau of Standards, Botswana, 

· 
Office Congolais de Contrôle (OCC) (Congolese Office for Control), DR Congo,

· Comité National de la Normalisation (National Standardization Committee), DR Congo, 

· Bureau des Normes de Madagascar, Madagascar, 

· Agence pour le Contrôle Qualité des Denrées Alimentaires (ACQDA), Madagascar, 

· 
Malawi Bureau of Standards, Malawi, 

· 
Mauritius Standards Bureau, Mauritius, 

· 
Mauritius Accreditation Services (MAURITAS), Mauritius, 

· 
National Institute of Standardization and Quality, Mozambique, 

· 
Namibia Standards Institution, Namibia, 

· Seychelles Bureau of Standards (SBS), Seychelles, www.seychelles.net/ sbsorg/

· South African Bureau of Standards, South Africa, www.sabs.co.za, 

· 
Swaziland Standards Authority (SWASA), Swaziland, 

· 
Zambia Bureau of Standards, Zambia,
· Zambia Weights and Measurers Agency, Zambia,
· Standards Association of Zimbabwe (SAZ), Zimbabwe, www.saz.org.zw. 

Multi-sectoral

· Council for Scientific and Industrial Research (CSIR), Regional Excellence Centre, located in South Africa,

· Angolan Institute of Industrial Development
, Angola,

· Laboratory of Engineering of Angola, Angola, 

· Botswana Technology Centre (BOTEC), Botswana, 

· Agence Nationale pour la Promotion des Investissements (ANAPI) (National Agency for Investment Promotion), DR Congo,
· Centre des Etudes pour la Promotion Industrielle (CEPI) (Center for Research and Industrial Promotion), DR Congo,
· Institut Malgache de Recherches Appliquées (IMRA), Madagascar, 

· Institut de Recherche pour le Développement (IRD), Madagascar, 

· Centre National de Recherche sur l’Environnement (CNRE), Madagascar, 

· Polytechnic of Namibia (University of Science and Technology), Namibia, 

· Seychelles Marketing Board (SMB), Seychelles,

· Small Enterprise Promotion Agency (SEnPA), Seychelles, www.senpa.sc,
· Seychelles Investment Bureau (SIB), Seychelles, www.sib.gov.sc,

· Zambia Competition Commission, Zambia,
· Technology Development and Advisory Unit (TDAU) (University of Zambia), Zambia, 
· Scientific Industrial Research and Development Centre (SIRDC), Zimbabwe.

Part II. 
Examples of existing national and regional technical support centers

II.1. 
Mintek

Mintek, South Africa’s national mineral research organization, is one of the world’s leading technology organizations specializing in mineral processing, extractive metallurgy and related areas. Working closely with industry and other R&D institutions, Mintek provides service test-work, process development and optimization, consulting and innovative products to its clients.

Mintek is an autonomous statutory organization which reports to the Minister of Minerals and Energy. About 35 per cent of the annual budget of R290 million is funded by the State Science Vote, with the balance provided by contract R&D, sales of products and services, technology licensing agreements, and joint-venture private sector companies.

Mintek has about 500 permanent staff members, over half of whom are scientists, engineers and other technical R&D specialists.
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Mintek’s objectives are to research, develop and transfer to industry novel and improved techniques for processing, extracting, refining, and using minerals and mineral products,

· enhance the competitiveness of South Africa’s minerals industry in the global market;

· assist local mining and engineering companies to expand internationally;

· promote job creation, economic growth and regional development.

The specific goals are:

· promoting increased beneficiation of South Africa’s minerals and mineral commodities by developing competitive and innovative processing technology and equipment,

· strengthening South Africa’s international position as a supplier of mineral technologies, capital goods and services; and,

· developing regional strategies for the mineral processing sector, concentrating on value-addition, capacity-building and broad-based development.

Mintek has instituted a corporate-wide quality, environmental, safety & health management system, and holds certification for Quality (ISO 9001 and ISO 17025), Environment (ISO 14001), as well as Safety and Health (OHSAS 18001), confirming its commitment to continually strive to deliver high-quality products and services that meet international standards in these areas.

Mintek’s integrated programme of continual improvement in quality, environment, safety and health is driven by these standards, and its performance is monitored by international auditors.

Mintek continues to focus on the development of environmentally responsible technologies for the recovery and recycling of metals from metallurgical residues. A major programme is in place to monitor cyanide species after discharge in various locations around gold plants, from both an environmental and a processing point of view.

In addition, any technology or process that makes use of material generally regarded as waste, or increases recoveries of valuable products, or which uses fewer resources (reagents, energy) than competing processes, is ultimately beneficial to the environment.

Economic growth as a prerequisite for long-term and sustained employment creation is a strategic objective of Mintek’s Research & Development activities. Mintek has reinforced its commitment to developing technologies that will not only strengthen the competitiveness of the traditional mineral processing cluster and foster new opportunities within it, but will also enhance the well-being and livelihoods of all South Africans.

Mintek has ring-fenced its Science Vote funds to ensure that long-term research and development is carried out, and is aligned with national priorities and market demands. These funds are allocated to the following activities:

· Technical Innovation, with the focus being on the generation of ideas, laboratory testwork, pilot plant evaluations, feasibility studies and development of prototypes for new products. The critical macro-economic objectives are value addition (beneficiation), forex earnings, fiscal revenues and job creation.

· Socio-economic Development, with the focus being on small, medium and micro-enterprises (SMMEs), poverty alleviation, rural development, job creation and national beneficiation projects, as well as stimulating mineral resource development in Africa.

· Human Resource Development, for both Mintek and the wider minerals sector, with the focus being on bursars, in-house technical training programmes, and general training and transformation.

· Science, Engineering and Technology, awareness throughout the economy.

Besides, Mintek carries out surveys, evaluations and commodity and market studies to support initiatives by governmental, international, regional or industry associations. It also identifies and evaluates potential development projects, assesses and provides technology, and conducts feasibility studies. Mintek supports the activities of the SADC Mining Co-ordination Unit and was closely involved in developing the economic growth strategy for NEPAD and the African Mining Partnership.

A dedicated Sustainable Development Unit has been established that co-operates with industry, other research institutions and academia to maintain and enhance the minerals sector’s contribution to society. The unit provides services and technologies (in particular by developing and evaluating remediation technologies), and supports policy makers in South Africa and Africa by providing strategic direction and procedures that promote value addition and sustainable development in the mining industry.

Mintek’s Small-Scale Mining (SSM) division supports the SSM sector by developing appropriate technologies, providing consulting services and training, and promoting sustainable mining, downstream processing and value-addition through Integrated Development Programmes.

Mintek is also promoting a number of major new industrial projects based on mineral beneficiation and utilizing both existing and newly developed technologies. These include the recovery of PGMs from metallurgical waste materials, ferronickel production, and the establishment of a local magnesium industry using a novel thermal production route.

In addition, Mintek intends to develop appropriate technological and professional skills in minerals industry. Mintek's educational and training initiatives are provided through a Section 21 company that was set up specifically with the aim of developing and training South Africans from historically disadvantaged communities as technicians, technologists and engineers and equip them with appropriate skills. The specific programmes include:

· Artisan and small-scale mining training; 

· Jewellery manufacturing training programme; 

· Upgrading of mathematics and science skills (Edumap); 

· Science promotion via the Minquiz schools' science competition, the Mintek Engineering Awareness Programme, and Grade 11 & 12 Girls’ Programme; 

· Undergraduate and postgraduate bursary schemes; 

· In-training programmes for recently qualified engineers and technicians; and, 

· Specialised advanced technical programmes.

II.2
National Food Technology Centre (NAFTEC) Botswana

National Food Technology and Research Centre is a Food Research and Development Organization dedicated to the development of Post-Harvest food industry. The Centre is located in Kanye, 100 Km south of Gaborone the capital city of Botswana.

The National Centre is strategically placed to enhance and balance rural development by bringing Science and Technology to the people of Botswana so located to add value to their well-being.

The NAFTEC holds a portfolio of the following services:

· Process design

· Quality monitoring

· Food analysis

· Technical information

· Product development

· Training

· Food safety

· Nutritional Advice

· Consultancy

The National Center’s research department is continuously implementing a number of thematic research projects aiming at improvement of productive performance and competitiveness of the food-processing industries. Notably, they are: 

Food Processing and Quality Enhancement

This theme is concerned with the development of new food products and ingredients that meet consumer demands as well as requirements of quality and safety. It will encompass all the commodity areas (cereals/legumes/oilseeds, fruits and vegetables, meat/fish/poultry, and dairy) as well as under-utilized and indigenous raw materials (veld products), and utilize as far as possible those production, packaging and distribution processes that are environmentally responsible. The knowledge base from this area will be used for technology transfer in the development of sustainable food based enterprises. 

The followings are the titles of some of the Centre’s projects:

· Improving Process Efficiency, Product Quality and Nutrient Composition of Fruit and Vegetable products

· Quality and Nutritional Evaluation of tomatoes, potatoes, cabbage, and garlic grown in Botswana (Botswana Horticultural Council)

· Sweet Potato Products Development 

· Improved Utilization of Sorghum Varieties

· Carbohydrate Composition of Sorghum and its role in Consumer Preference for selected Varieties in Botswana (PhD project)

· Health Benefits of selected Sorghum Varieties 

· Development, quality and safety of value-added dairy and dairy-based products 

· Plain and Flavoured Yoghurt Development

· Flavour profile of selected Dairy-based products

· Utilization of Madila Whey

· Development of soy-based food products for the local market

· Development and quality of value-added meat/poultry/fish-based products

· Quality of value-added meat products in Botswana

· Sensory Profile of Processed Meats in Botswana

· Novel foods development from Veld products

· Flavour profile and Shelf-life studies of fresh and preserved Truffles.
Food Safety and Biotechnology

The quality and safety of food products and ingredients, in particular genetically modified foods, is under ever increasing pressure from both the government and consumers globally. NFTRC aims to strengthen the food safety system in Botswana by building expertise that can be used to develop quick and reliable methods for assessment and control as well as to guide in food safety policy development. These projects are:

· Fate and behaviour of environmental contaminants including pesticides, heavy metals, pollutants (SO2) and other contaminants in soil, water, air and food; 

· Risk Assessment of Acrylamide in the Batswana Diet; 

· Profile of microorganisms and enzymes involved in deterioration of the baobab fruit; 

· Genetic modification of foods - safety, health and environment; 

· Perception of GM foods in Botswana;

· Surveillance of the market for GM foods; 

· Empower The Food Chain in Botswana to Handle Food Safely; 

· KAP of the Botswana Food Chain to Food Safety; 

· Current status of the food safety system in Botswana and 
recommendations for the National Food Safety Work plan; 

· Impact of training on food safety KAP of the food chain in 
Kanye 

· Exploiting food product/ingredient development using biotechnology;

· Carotene from halophilic algae (MS Project); 

· Improving the Safety of Value-Added Meat and Poultry Products. 

Biochemical and Community Nutrition
Research is aimed at better defining factors which play a role in food health levels and acceptability in Botswana. This knowledge will be used to assess the relationship between nutrition and health and to advise on nutritional choices, and to develop foodstuffs that promote health and prevent illness. 

· Nutritional Assessment of Botswana Traditional Dishes. 

· Food Composition Tables for Botswana. 

· Relationship of Diet, Physical Activity and Health.

· Behavioural and Health Factors that influence the health of Botswana. 

· Environmental contaminants and health. 

· Nutrition and HIV/AIDS 

· Vitamin A fortification of sorghum meal and its use in HIV/AIDS feeding trials. 

Extension and Training

Extension is a Subunit of the Food Technology Unit, and serves as link between the Organization and the general public. Headed by the Senior Extension Officer, this department is responsible for Marketing, Extension services, Training and Publishing of activities of the Centre. 

Effective Publicity of the Centre’s activities is generally achieved through the following:

· Radio programmes which are broadcasted on RB1 through “Tsa Maranyane Programme”; 

· Btv to inform the public about NFTRC services and activities and how their benefit to society at large; 

· Efforts are made through the district councils to brief Councillors about activities of the Centre; 

· Invitations for Councillors and dignitaries as well as Students to visit the Centre.

The main purpose of the R&D activities at the Centre is geared towards increasing food processing opportunities in the country. A number of training workshops for potential food processing entrepreneurs have been held in the following areas: 
· Peanut butter processing;

· Jam processing using a variety of raw materials including melons (lerotse), which have a lot of potential as an enterprise since they are drought tolerant and do well in Botswana; 

· Watermelon juice processing; 

· Sweet reeds processing; 

· Cereal Snack processing; 

· Meat processing;

· Food safety; 

· Some NFTRC Extension activities.

The Unit uses both local and international fairs and exhibitions to markets the Research outputs of the Centre and also benchmark against similar Institutions. The most recent participations of the Organization were in: 

· Botswana International Trade Fair (BITF) and won a second price on user friendliness of services; 

· Africa Industrialisation Day; 

· World Food Day celebrated at Sekoma and Mahalapye; 

· Permaculture Industrialisation day at Paje; 

· Botswana Horticultural Day and exhibition held in Kanye; and 

· Career fair held at Mookami CJSS for Community Junior Secondary School in Kanye. 

II.3.
Citrus Growers Association of Southern Africa, South Africa

The CGA was established by producers and exporters of citrus and derivative production to represent their interests to citrus industry stakeholders, including government, exporters, research institutions and suppliers to the citrus industry.  In total 1400 growers and producers throughout Southern Africa (including Zimbabwe and Swaziland) are members of the Association. 

The Citrus Growers Association intends to maximize the long-term profitability of its members by:

· providing the industry with access to global markets,

· optimizing cost effective production of quality fruit,

· continual commitment to research, development and communication with all stakeholders,

· caring for the environment and the community within which growers and manufactures operate.

Key strategies: 

· to gain and retain market access,

· to set standards for fruit and quality,

· to fund and control research and development,

· to drive industry transformation,

· to represent the member companies,

· to communicate effectively,

· to optimize the structure of the C.G.A.

Market access is the cornerstone of the citrus industry – particularly access to the more lucrative markets (USA, EU and Far East).  To gain and maintain access to these markets requires the production of fresh and processed fruits of the required standard.  Providing production of the required standard and adhering to food safety and phyto-sanitary requirements can only be maintained through well directed research. 

Research is therefore considered the primary function of the Association. CRI is situated in Nelspruit. The Association drives the growers and producers research effort; ensuring that research funding is adequate and sustainable; determining growers research priorities, directing the research effort and controlling research expenditure.

Transformation within the citrus industry has become a major pillar of the CGA’s activities. 

A high level position has been created within the Citrus Growers Association to drive transformation in the citrus industry. Jointly funded by the CGA and the CIT (Citrus Industry Trust), the Transformation Manager is responsible for ensuring meaningful inclusion of the previously disadvantaged in all walks of the citrus industry. 

The Citrus Growers Association recognized the shortage of skills and technical capacity as one of the major threats to the ability of the South-African citrus industry to maintain its competitive edge in world markets. 

Communication to and from producers is considered essential.  The latter are kept abreast of industry issues through the use of bulk e-mails, the website, the SA Fruit Journal, road-shows and personal contact.

1. The SA Fruit Journal is a bi-monthly magazine which is shared with deciduous and sub tropical and sent to all growers of export citrus. 

2. Research Symposiums and Grower Days – Research symposiums and Roadshows plus the annual Citrus Symposium are other very successful ways of reaching the producers. 

3. The CGA holds its Annual General Meeting in a different part of the country each year. 

II.4. 
Mauritius Sugar Industry Research Institute (MSIRI)

The mission of the Mauritius Sugar Industry Research Institute is to carry out high quality research and development on sugar cane and other crops that meet the agricultural, commercial, and societal needs of Mauritius.  The Institute seeks to enhance its role as a centre of excellence.

The MSIRI provides advisory services to the sugar industry as a whole on all aspects of sugar cane production and technology as well as on food crop cultivation. These services cover technical analyses such as soil analysis, foliar diagnosis, disease and pest diagnosis, farm planning using GIS technologies, and advice on farm equipment, irrigation methods, use of pesticides, chemical ripeners, choice of varieties, etc. 

Information is disseminated through visits by specialists, group discussions with agronomists and factory personnel, talks/lectures on specialist topics, seminars, publications, exhibitions, open days, the mass media, etc. 

The MSIRI has a very strong commitment to training, with the majority of its personnel having received tertiary education in Mauritius or abroad whilst in service. Training attachments are provided for local and visiting scientists on all aspects of sugar cane agronomy and production as well as on food crops grown in association with cane. 

In addition to technical expertise the MSIRI also boasts a well-equipped library, a modern computer network and a world-renowned herbarium.  These facilities are frequently made available to local and visiting scientists.  The MSIRI is often consulted by sugar producing countries of the region in order to provide solutions for their local problems.

The realities imposed by the trade liberalization process and the erosion of preferential access to the traditional export market are calling for a sharp reduction in the costs of production to ensure a competitive selling price for African sugar on the world market.  To confront these new realities, a research and development programme covering the fields of mechanization, physiology, fertilizer use, irrigation, cultural operations and weed control have been elaborated to make certain that the sugar cane industry in Mauritius becomes more productive per unit of land.

Where useful, information technology is resorted to.  In this context, a sugar cane land management system (GISCANE) has been developed using geographic information system (GIS) to identify the constraints to cane productivity so that remedial measures can be elaborated.  The Institute has already a Land Index database consisting of soil and agro-climatic characteristics of all sugar cane fields in Mauritius. The GIS coupled with global positioning system (GPS) and remote sensing are also being used to map and understand the spatial yield variability existing within an individual field, so that necessary adjustments in-field (precision farming) can eventually be made to Mauritius agronomic practices.

II.5. 
South Africa Bureau of Standards (SABS)

SABS provides standards that enhance the competitiveness of South Africa, and which are the basis for consumer protection, health, safety and environmental issues. SABS has more than fifty years of experience in such core function, as the development of national standards and the maximization of benefits of the internationalization of standards. Crucial to this process are the more than 450 technical committees and subcommittees administered by Standards South Africa to produce standards. At present, approximately 5 000 standards are maintained by Standards South Africa and new standards are developed at a rate of approximately 400 a year.

Standards South Africa develops issues and provides information on standards in all sectors of industry. The seven standards departments currently responsible for writing standards are:

· Chemical and mining standards: including dangerous goods, industrial and general chemistry, paints, petroleum, coal, rubber and plastics, and mining standards 

· Electrotechnical & ICT standards: for example, the wiring code, appliances, information communication technology, physics and electricity distribution 

· Food and health standards: including the many standards relating to food, water, pharmaceuticals, pesticides, medical and health-related topics 

· Materials standards: covering clothing, textiles, leather and footwear, timber and paper 

· Mechanical standards: including vessels under pressure, above-ground storage of petroleum products, paraffin stoves, and standards covering civil engineering (i.e. construction procurement and the National Building Regulations) 

· Services standards: including those systems standards concerned with quality management, environmental management, and other generic management systems standards 

· Transportation standards: including vehicles, buses, lifting equipment and other aspects of transportation. 

A research and development section undertakes research into standards-related topics. Liaison with international (e.g. ISO, IEC and UN-ECE), and regional (i.e. SADCSTAN) standardization bodies is maintained. 

SABS offers the following specialized standards information and sales services: 

· Official WTO/TBT(World Trade Organisation/Technical Barriers to Trade) enquiry point for South Africa 

· Information on all local, foreign and international standards 

· A subscription service for collections of national standards 

· A notification service for updating collections of international and foreign standards 

· Referrals to experts 

· Sales of national, international and foreign standards 

· A CD-ROM-on-request service, including value-added features such as search facilities and hypertext links 

· A technical library that provides information on technical and standards-related matters 

· Training on standards sales and standards information matters. 

II.6. 
Standards Association of Zimbabwe (SAZ)

The Standards Association of Zimbabwe being the national standards body (NSB) of Zimbabwe prepares and publishes national standards. Standards are prepared by technical committees (TC) which consist of representatives from manufacturers, trade associations, government departments, educational, research, professional and testing institutions. 

For the private consumer, the Consumer Council of Zimbabwe provides representatives on many TCs. In order to ensure that the standards produced are not technical barriers to trade, interested parties including SMEs are encouraged to participate in the voluntary national standards development work. This is the only way SMEs can ensure that their viewpoints and experiences are taken into account during the preparation of standards.

The SAZ has a wealth of experience and expertise in:

· Facilitating standards development activities 

· Standards information dissemination 

· Coordinating standards-based training programmes 

· Testing and Calibration services 

· Certification services 

· The services and expertise, which SAZ offers, provides an increasing number of companies associated with SAZ, a competitive advantage. 

As the national standards body of Zimbabwe, the SAZ’s core activity is to facilitate and co-ordinate the development of national standards and to publish national standards. The SAZ has to date published 1440 Zimbabwean standards. As a signatory to the WTO code of good practice for the preparation, adoption and application of standards, the SAZ abides by its principles of openness, balance of interests and participants, due process and consensus and adopts international/regional standards in order to facilitate international trade. 
Part III:
Models for Technical Support Centres
AGRIBUSINESS PROMOTION AND SUPPORT CENTRE

The agribusiness industries occupy an important place in the SMI-SME sector in Subsaharan Africa.  Several formal family businesses, sole ownerships or those belonging to women or local associations constitute the major part of the sector. The technical level of these traditional businesses is mainly rudimentary and traditional.  Strong competition from similar players from the informal sector hinders the growth of the existing formal structures whose investments are far from profitable, mainly due to the low sales prices of finished products determined mainly by the clients’ purchasing power and not by producer’s production costs or margin. By building the capacities (techniques, marketing, products definition and management actions) of these producers, together with measures aimed at modern quality control and/or introduction of good hygiene methodologies and manufacturing practices, these artisans will naturally be integrated into the industrial era.  With the regrouping, integration and rationalisation of certain activities, economies of scale could be introduced in order to ensure better productivity and competitiveness. 

African industrial sector also includes medium-sized enterprises involved into agribusiness sector (alcoholic drinks, fruit juices, cereals, biscuits, dairy products...).  They have been in operation since the colonial period; they (at least some) have been transformed and modernised by national institutions after proclaiming independence. Generally, their equipment are old, capacities are overwhelmed by growth and others are quite close due to maintenance lapses or lack of spare parts.  Whatever the case, they all experienced the same economic difficulties: indebtedness, poor sales and reduced competitiveness, strong competition mainly from players in the informal sector.  Without a restructuring plan, these medium enterprises would be the most vulnerable to trade liberalisation and the impact of EPAs. 

A support centre for sectors that produce and transform agricultural products appears to be a strategic demand, mainly for the following sub-sectors:

· Production of oil-bearing seeds, cotton grains, edible oils, margarine and vegetable fat;

· Grain, flour, cereal, pastries, and biscuits industry;

· Sugar industry: processed sugar, sugar molasses;

· Production of non-alcoholic drinks, carbonated drinks, mineral water, fruit syrups;

· Milk and dairy products, pasteurised milk, yoghurt, cheese;

· Frozen meat and fish, (pâté, etc.);

· Frozen fruits and vegetables, cassava, plantain, tomato purée, fruit juice and nectars, jams, frozen vegetables;

· Other sub-sectors and traditional foods;

· Packaging and sealing, labelling, traceability, and sealing companies.

The centre shall provide the following three classes of services:

· Purely commercial activities meant for formal and informal businesses (list is non-exhaustive): 

a1 -
Professional training;

a2 -
Technical Assistance (Studies, Maintenance, Organisation, Terms of reference, Definition);

a3 -
Analyses and testruns for public and private businesses;

a4 -
Consultancies and evaluations;

a5 -
Diagnostics for upgrades;

a6 -
Assist businesses in setting up quality control procedures, HACCP, BPH, BFP, BIO Products Certification, environmental management system, research, experiment and auto-control metrological laboratories;

a7 -
etc.

· Support activities for the sector (non exhaustive classification):

b1 -
Information and technological supervision missions; 

b2 -
Provision for collective methods of calculations, research and development;

b3 -
Provision of collective methods for the sectors and networks;

b4 - 
Actions for preparing sectoral update programmes;

b5 -
Assist the development of networks;

b6 -
Studies and technical assistance for the profession in States within the region;

b7 -
Sectoral observatory, etc.

· State activities (non exhaustive classification):

c1 -
Assistance on normative controls and aid for fraud reduction;

c2 -
Assistance mission for regional industrial development (project studies, new products...);

c3 -
Administrative assistance; preparation of technical documents; best practices and procedures;

c4 -
Any other assistance by way of advice or service within the limits of the centre’s competence.

Laboratories 

A partnership of technical centres and universities/research institutions shall be established.  Laboratory teams from some universities and R&D institutions shall conduct tests and analyses on behalf of the Centres.  Specific equipment shall be provided for various technical centres to ensure ad hoc metrological ad calibration services.

Existing University Institutes and Technical Centres

Several African countries have established and equipped small Sectoral Technical Centres, mainly in the area of agribusiness, along with hygiene control and food security laboratories mainly for antifraud actions. The accompanying consultancy services are almost inexistent.  New networks and partnerships must be created to enable the university resources work in the industrial and applied sectors.  The entire structure should be rehabilitated and restructured to allow for a redefinition of the communal centres and meet the growing needs of the industry.

A network of Technical Centres at the regional level will ensure optimisation of resources and a better integration. 

Test and analytical laboratories (with ISO 17025 accreditation in due course)

After the identification of existing resources by State, a technical, economic and market study should specify and select the laboratory equipment of each Centre in order to carry out analyses and research to meet the needs of the sector:

· Pilot and processing units for the main sub-sectors;

· Physico-chemical analyses; 

· Microbiological analyses; 

· Sensory analyses and evaluations.

From the Main Centre within the sub-region, a secondary unit should be set up in countries and provinces, close to producers’ key communities so as to offer them close technical assistance.

HORTICULTURAL SECTOR PROMOTION AND SUPPORT CENTRE

(Fruits and vegetables)

African Continent has immense potential and capacity for fruit and vegetable production.  Several tons of vegetable products and natural exotic fruits are destroyed annually for insufficient conversion, processing, packaging and sealing capacity for subsequent exports (300,000 tons of mangoes in Mali; only 3,000 tons are exported).  Producers still use ancient agricultural techniques – although ecological and natural.  These comparative competitive advantages should be strengthened by the introduction of several modern upstream planting methods, selection of new species or seeds, followed by modern quality control, storage (refrigeration, phytosanitory protection) programmes.  Henceforth, export marketing and promotion campaigns can be deployed to ensure regional and international distribution of naturally healthy products that comply with hygiene standards. International trade in fruits and vegetables is regulated under very strict conditions, which impose rigorous food and hygiene standards on local producers.  These norms are generally unknown to producers of the region. 

Other natural raw products (cashew nuts) are sold off at ridiculously low prices due to the lack of conversion and processing capacities (120,000 tons in Guinea-Bissau, 70,000 tons in Côte d’Ivoire). As capacities are strengthened, conversion and processing centres can be created for the entire network’s value chain and thereby enable States benefit from all the potentials of this natural horticultural resource.  There are considerable social and economic impacts, mainly as regards creating local employment, food for people made from dried nut fibres, production of juice from natural fruits and other products (ethanol, etc.), and energy production (as combined generation) and finally, to be able to export the finished product (cashew nuts) at normal and international prices. 

Furthermore, other natural products such as groundnuts (in Senegal, Gambia, Côte d’Ivoire, Lesotho, Mozambique), undergo alterations arising from pathogenical mycoses of maximum regulated content, which have toxic effects on humans and animals.  The economic costs of such havoc are very high.  Fruits and vegetables are affected by diseases, which alter the product quality and render them unfit for consumption.

The sector and network support centre – of which the scope as determined by the State will depend on a feasibility study ensuring viability, based on financial autonomy – should be put in place in each State so as to ensure on-the-spot technical support.  Action plans and networks ought to be introduced at sub-regional level thereby enabling optimisation of resources.

The main objectives of these centres should be to provide the following essential services:

Workshops, Technical Training and Professional Tutorials, Metrology and Quality

· Upstream product formulation and processing: agricultural section, new agricultural and horticultural techniques;

· Irrigation methods;

· Product conversion and processing (fruits and vegetables);

· Sealing and packaging;

· Storage, refrigeration, cooling and conversation methods;

· Mechanised agriculture;

· Quality, hygiene and cleanliness, HACCP, traceability, best hygiene practices, metrology and calibration;

· Environmental management system, ecology.

Operational and applied R&D

· Orientation on varieties more adapted to the qualities required by the market as well as variety-environment interactions in terms of taste and nutritional qualities;

· Development of harvesting methods, based on objective criteria that meet specific terms of reference;

· Definition of transport, sealing and storage conditions, adapted to export

· Product certification: BIO, etc.

Training in Economics, Management, Standardisation and Laws

· Creation of terms of reference for each class of product, food security; 

· Competitiveness of products and business management;

· Globalisation of exchanges between natural products; 

· Norms and regulations.

Studies and Prospects on system value chains 

· Processing of the value chain, food conversion systems: 

· Exotic fruits: Mangoes, 

· Natural products: Cashew nuts and kernels, 

· Industrial products: Groundnuts (oil, butter …), 

· Studies, Consultancy and Professional service on beneficiaries’ request (companies) or professional sectoral associations, competence centres for the sector.

· Institutional support to government and professionals in the sub-region.

· Assisting businesses in restructuring programmes and upgrades.

Test and analysis laboratories (ISO 17025 accreditation in due course)

· Physico-chemical analyses,

· Microbiological analyses,

· Sensory analysis and evaluations.

From a main centre located in a sub-regional capital, a secondary unit could be put in place in some States/provinces, close to producers’ key communities, in order to provide them close technical assistance.

SUPPORT CENTRES 

FOR FISH-RELATED PRODUCTS AND PROFESSIONS

The fishing industry (maritime and riverine) and water-related resources occupy an important role in the economy of some African countries. Fish exports require drastic compliance with international hygiene and food security norms. Several States find themselves sidelined from the international market due to nonconformity of products.  Capacity building for practitioners and enforcing of product compliance are essential conditions to ensure their introduction and lasting quality in a highly regulated and competitive market.

The sector and network support centre – the scope of which as determined by the State will depend on a feasibility study to ensure viability based on a financial autonomy – should be introduced in each State so as to ensure on-the-spot technical support.  Action plans and networks ought to be executed at sub-regional level thereby enabling optimisation of resources.  These centres can provide the following services:

Technical and professional training

· Professional fishing techniques and general services;

· Maintenance of nautical instruments;

· Capture equipment;

· Processing, sealing and packaging of sea foods;

· Sea foods refrigeration, cooling and conservation methods;

· Aquaculture techniques;

· Mechanised fishing boats;

· Navigation simulation;

· Instrumentations, fishing engines, Radiotelephony and Telecommunications;

· Threading and regulations, net repairs;

· Marketing and sales of fish products;

· Quality, Hygiene and sanitation, HACCP, traceability, best practices,

· Environmental management system, ecology;

· Sea rescue (primary and advanced), emergency services at sea.

Training in Economics, Management, Standardisation and Laws

· Deep sea fishing industry and commercial fishing,

· Management of fishing businesses,

· Globalisation of fishing, quotas, trends,

· Norms and regulations.

Studies and Prospects in the fishing industry

· Studies, Consultancy and Professional services on beneficiaries’ request (companies) or professional sectoral associations, competence centre for the sector.

· Institutional support to government and professionals in the sub-region.

· Assisting businesses in Upgrading and Modernization programmes.

Test and analysis laboratories (with ISO 17025 accreditation in due course)

· Metrology and calibration and autocontrol instruments;

· Physico-chemical analyses;

· Microbiological analyses;

· Sensory analyses and evaluations.

SUPPORT AND PROMOTION CENTRES 

FOR THE COTTON-TEXTILE INDUSTRY

The Cotton-Textile industry plays an important role in the economy of some African countries:

i) 38% of the GDP of Benin, 35% of Burkina Faso, 14% of Mali and Niger;

ii) One of the leading export sectors of the UEMOA region (75% of Benin’s export income, 60% of Burkina and 50% of Mali);

iii) About 10 million people, out of which 6 millions are involved in cotton farming;

iv) Strong traditional business (fabrics, handicraft designs).

The West African zone is the world’s sixth producer of cotton fibre, but also the third exporter: that means that only 5% of cotton fibre is converted in this particular region.  The absence of a real policy that encourages the conversion of cotton locally appears one of the main reasons for the stagnation of the textile industry in the sub-region.  Other structural reasons and more profound lapses include high production costs, insufficient infrastructure, inadequate distribution, lack of training, and organisation in the sector, lack of quality and professionalism etc...), doubled by strong international competition, reduced competitiveness and a slowdown of trade in the sector.

With capacity building, supported by an increase in the rate of product conversion and processing, the sector would enjoy a higher added value and also create employment particularly in the artisanal sector.  The sector and network support centres – of which the scope as determined by the State will depend on a feasibility study to ensure viability based on financial autonomy – should be established in each State so as to ensure on-the-spot technical support.  Action plans and networks ought to be introduced at sub-regional levels thereby enabling optimisation of resources.

The main objectives of these centres should be to provide essential groups of services:

Studies, actions and prospects on value chains and systems

For upstream and even at agricultural action levels, the centre shall adapt the competences of all players to market exigencies and industry evolutions and assist staff set up innovative solutions.  It shall put in place training programmes for the entire Cotton-Textile-Garment value chain (by way of value chain integration) and devise/provide intra-company or on-request training programmes designed for various agricultural, artisanal, industrial practitioners, so as to meet the needs of all the beneficiaries of the chain: thread-spinning, fabric weaving, converting, cloth-making.  A specific action shall be proposed to integrate players in the informal sector with a view to assisting them by way of formalising their work.  The Centre should provide technical assistance by creating new small integrated business areas where informal artisans can engage in formal business.

These Centres shall ensure that the action plans proposed by the European Union-Africa’s Cotton Forum (5 and 6 July 2004), which constitutes a general framework for implementing EU-Africa’s partnership on cotton, are carried out. 

Laboratories, Quality and Metrology 

Experts will assist businesses and artisans in their upgrades and innovation efforts.  Services should be provided in the areas of studies, analyses, audits, diagnostics, summary reports and other tools to assist them in the areas of organisation, environment, quality production or management. 

Equipped laboratories (with ISO 17025 accreditation, in due course) shall enable them carry out the following essential tests analyses: 

· Fibres: complete characterisation (favimat - microscopy – quantitative and qualitative chemical analysis). 

· Threads: complete characterisation (abrasion, oiling, resistance, etc.).

· Fabric and unwoven: complete characterisation (measurement of thickness, defect analysis, water resistance, air porosity, bursting, Xenotest, colorimetry, resistance to wash and microscopy, etc.). 

· Finished products: (resistance to sewing, wash, light, abrasion, colorimetry, etc.). 

· Membranes and coated products: (RCT breathability, scrub-test-non fire combustibility test, thickness measurement, mechanical and chemical tests, microscopy, etc.). 

These laboratories shall manage the overall product qualification process from definition of standards, metrology and calibration and autocontrol instruments, fine-tuning and execution of new tests and experiments, assistance with certification up till the promotion of Client Quality Assurance.

Samples and prototypes 

The Centre should produce (on request from business owners and artisans) prototypes and samples at all the production stages of an item:

· Materials: fibres, threads, 2D and 3D links, warp and weft fabrics, unwoven, multi-layer composites;

· For finishings: dyeing, printing, dressing (antibacterial, breathable, etc) ;

· For ready-made products: clothes, saddlery, home items, industrial products etc.

Qualification System and Product Certification

The Centre shall arrange to set up an ISO quality system for the sector and provide assistance for ISO9000 system certification procedures and product certification:

· Norms and regulations,

· Maintain and increase business productivity through quality measures,

· Equip business owners in target markets by identifying intrinsic properties of products,

· Access new markets through voluntary and regulatory certification.

Training, Technical Assistance, Marketing, Monitoring and Strategic Intelligence 

Through the aid of private or multi-partner monitoring strategies, production of thematic case files and diffusion of information, the Centre should be able to provide useful information to execute their innovative strategies properly.

Terms of reference for each product family can be prepared by means of consultancies and technical assistance in marketing or calls for tenders.

SUPPORT AND PROMOTION CENTRE 

FOR PUBLIC WORKS, CONSTRUCTION MATERIALS 

AND MINERAL RESOURCES

The construction industry, like the others, is faced with global sustainable development issues (fewer resources removed, less emissions, designs that also assess the life of the project in social and economic terms).  In Subsaharan Africa, the construction industry is very active, although in full crisis.  A multitude of young inexperienced players (traders, contractors, importers) are involved in the industry following the liberalisation of the sector and the withdrawal of State-owned construction companies.  The sector is developing fully and needs the appropriate technical support.  The creation of Competence Centres should enable practitioners in the sector to develop and improve their natural construction techniques in order to meet modern needs and techniques. 

The Centres will be involved in the core construction activities: roads, soil mechanics, construction and construction materials (modern and traditional), concrete, electricity, plumbing, air-conditioning and cooling systems. 

They will be equipped with modern laboratories and their mission will be to assist business owners and artisans to resolve the specific technical problems of the sector, assist them improve on their technical and human potential by introducing quality control measures (ISO) and product certification.  They will assist existing companies in their upgrading efforts and finally, they will supervise any study that will encourage the development of the sector’s potentials:

· Organisation of the construction sector, access to the experiences of industrialised countries on the organisation and professionalisation of the building industry (laws, assistance in business classification, subcontracting, project management);

· Assistance in standardising and harmonising construction norms in Africa (structure calculation codes, cement, concrete, steel reinforcement, metal sheets, designs, project management, finishing);

· Promotion of the manufacturing and certification of local materials (Geo-concrete, compressed and stabilised blocks, used in more than 60 to 70% of construction and housing projects outside of capitals and major cities;

· Technical assistance to Consultancy and Architectural Firms;

· Construction-specific professional training for all building, finishing and roadwork-related trade;

· Definition and management of environmental quality (HQE buildings, energy-saving, …) ;

· Technical assistance to the development of new products (local and modern);

· Creation and management of regional database (Internet site) showcasing operators in the building industry: Contractors and sub-contractors, manufacturers and importers, consumer associations, products, norms, laboratories, regulatory texts, and building permits, professional training, human resources and consultants, service providers, inspection offices.  The sites will be updated and maintained by the professional associations of each State;

· Market surveys, prospects;

· Data collection and dissemination, supervisory actions.

Department of Mineral Resources

Several African States own companies (number and size differ for each country) operating in the mineral sector and quarries. A Mineral Resource Department shall be attached to the Centres concerned. 

Test and analyses laboratories (with ISO 17025 accreditation in due course)

· Soil mechanics and geotechnical laboratories; 

· Local and traditional materials development and promotion laboratories;

· Building equipment laboratories (electricity, energy management, environment, etc.);

· Control laboratories for importation of materials and equipment;

· Mineral resources laboratory (for certain States);

· Metrology and calibration laboratories.

Several States already own a specialised laboratory dedicated to public works, where Geotechnics and local materials dominate.  The attaching of building works (electrical, mechanicals, air-conditioning, plumbing, finishing) is indispensable. Whatever the case, a feasibility study, which aims at resizing, restructuring, rehabilitating and upgrading the existing industry, is needful.
ANNEX VII: COUNTRY REPORTS

· Angola

· Botswana

· Democratic Republic of Congo (in French)

· Lesotho

· Madagascar

· Malawi

· Mauritius

· Mozambique

· Namibia

· South Africa 

· Swaziland

· Tanzania

· Zambia

· Zimbabwe

ANGOLA

1. Brief geo-socio overview 

Angola, located in the western region of Southern Africa, is the second largest country south of the Sahara after the Democratic Republic of Congo. It covers a total area of 1,247,000 sq. km, with 1,600 kilometres of coastline on the Atlantic Ocean and 4,387 kilometres of land frontier. Angola shares its borders with Congo and the Democratic Republic of Congo to the north, Zambia to the east and Namibia to the south. Cabinda province is the most northern area and forms a small territory separated from the rest of the country by the Democratic Republic of Congo and confined to the north and north east by Congo. 

Angola has a total population of 16.40 million (2006).

The country can be divided into six geomorphologic areas: Coastal area, the mountain chains, the tableland, Zaire basin and the Zambezi and Cubango river basins. About 65% of the country lies between 1,000 and 1,600 metres above sea level.

Angola has two seasons, namely the rainy season and the dry or 'cacimbo' season. The rainy season runs from November to May and is usually hot and humid with temperatures above 27 degrees Celsius in the coastal region and slightly lower in the inland, more mountainous regions. The dry season is generally cooler with inland temperatures dropping to an average of 19 degrees Celsius. The hottest months are February-March when the average temperature is between 25 to 35 degrees Celsius and the coldest months are July-August when the average temperature ranges from 18 to 22 degrees Celsius. The country has an average annual rainfall of 400mm.

Main centres

Luanda, the capital of Angola, is located on the Atlantic coast. It is divided into two parts - the old city (Baixa), which is close to the port, and the new part (Cidade alta). The beaches along the road are lined with commercial and social centres with hotels and handicraft shops. The old part of the city is home to some of the larger business and government offices. 

Other main centres in Angola include Cabinda, Benguela, Huambo, Lobito, Lubango and Namibe. Apart from Lubango and Namibe that are relatively accessible by road from Namibia, the other centres are best reached by sea or air. The country is well-serviced by airports and this is the preferred mode of travel to these centres.

Social indicators

Rapid urbanisation has led to overcrowded urban and peri-urban areas with deteriorating living conditions, abandonment of the countryside and, in consequence, of many agricultural activities.

Angola has eight years compulsory schooling. In 2003, the estimated enrolment was 55% for primary schools, 30% for secondary schools, and 3% for post-secondary institutions. The country has one university, with campuses in Luanda, Huambo and Lubango. The government is looking into reforms for the education system.  The literacy rate is 40% (2002 estimate), with male literacy at 56% and female literacy at 28%. 

There is a scarcity of skilled technical and professional personnel, making the re-development of the skills base a priority of the Angolan government.

It is estimated that unemployment and under-employment affects more than half of the population.  Unemployment is at 25.2%, while 70% of the population lives below the poverty line.  Currently 15% of the work force is engaged in industry and commerce, and 6% in services.

Hospitals in operation are supplied by UNICEF and other NGOs, but have minimal equipment and few drugs.  In Luanda there are a significant number of private clinics offering good facilities and a quality service. Medical Rescue International and SOS Worldwide also offer services in Luanda. All private clinics work in association with various types of specialists.

HIV/AIDS prevalence is officially at about 2.7% according to 2005 local estimates, owing to the country’s isolation during the years of war. However, the lack of statistical information and poor quality of surveillance centres suggest that actual HIV/AIDS prevalence might be much higher. Also, large regional disparities exist. For example, at border areas, where international mobility is easier, the HIV/AIDS prevalence rates are as high as 10.4% (e.g. Cunene province).

2. Macro-economic indicators 

Angola is experiencing rapid and prolonged economic growth, due to a boom in commodity prices and rapid development of oil and diamond production. Oil production increased 13% in 2006 as new deepwater oilfields came on line; diamond production rose due to increased output in the kimberlite mines. 

Real GDP growth was 20.6% in 2005 and 18.6% in 2006, and is forecast to reach 27% in 2007 and 17.3% in 2008 due to record-high international oil prices and rapidly growing output from new oil fields.

Other economic activities account for a negligible share of overall growth and of export revenues, although they contribute more to job creation. However, improved performance in banking, construction, retail trade and telecommunications suggests that the oil boom is having a positive impact on the broader economy.  For example, the non-mining economy grew by 13.8% in 2006, as the dynamism spread from construction and services to agriculture and, to a lesser extent, manufacturing. This positive trend is expected to impact favourably on internal market development and job creation and thus contribute to poverty reduction.

Recent economic performance continued to be strong, with both the oil and non-oil economy performing well. Despite drought conditions in some provinces, agricultural value added increased by more than 8% due to an increase in the cultivated area. The ongoing construction to rehabilitate infrastructure benefited the manufacturing sector, which grew by double digits.

Nevertheless, and despite encouraging signs of recovery in the non-mineral sectors, the lack of structural reform, widespread inefficiency and weak governance are still jeopardising the potential of economic growth to bring about social development.

Table 1: Main macro-economic indicators of Angola

	

	2000
	2002
	2003
	2004
	2005
	2006

	
	
	
	
	
	
	

	Total Population (millions)
	13.8
	14.6
	15.0
	15.5
	15.9
	16.4

	   Urban (%)
	33.4
	34.9
	35.7
	36.4
	37.2
	38.0

	   Female (%)
	50.7
	50.7
	50.7
	50.7
	50.7
	50.7

	GDP, at constant 2000 prices (in US$ ml.)
	9123
	10777
	11134
	12379
	14930
	17155

	Real GDP Growth Rate (%)
	3.0
	14.5
	3.3
	11.2
	20.6
	14.9

	Real per Capita GDP Growth Rate (%)
	0.5
	11.4
	0.4
	8.0
	17.2
	11.7

	GDP at Current Market Prices
	9123
	10963
	13826
	19775
	32811
	47260

	Gross Capital Formation (% GDP)
	15.1
	12.6
	12.7
	9.1
	7.5
	13.1

	   Public capital formation (% GDP)
	6.1
	6.8
	7.6
	4.9
	4.7
	10.8

	   Private capital formation (% GDP)
	8.9
	5.8
	5.1
	4.2
	2.8
	2.3

	Gross National Savings (% GDP)
	23.7
	9.8
	7.6
	12.6
	20.3
	25.3

	Inflation (CPI)
	325.0
	118.8
	98.2
	43.5
	24.0
	12.9

	Exports Volume Growth (Goods)
	1.6
	21.3
	-2.7
	14.1
	26.7
	14.8

	Imports Volume Growth (Goods)
	2.5
	15.3
	29.1
	-3.7
	43.5
	44.9


Source: African Development Bank

The average inflation rate dropped significantly from 24.0% in 2005 to 12.9% in 2006.  It is currently estimated at 12.20% (2007) and is expected to stabilise at around 9% from 2008.  The nominal exchange rate was steady throughout 2006 and real interest rates negative. Credit to the private sector grew more than 90% reflecting strong demand for construction, and transportation businesses as well as by individuals.

The medium term economic outlook is positive, with forecast real GDP growth rates of 23.1% in 2007 and 27.2% in 2008, and about 10% average in 2009-10 driven by the oil sector. 

3. 
Sources of GDP

In 2006, sectoral contributions to GDP (constant 2000 prices) were as follows: agriculture accounted for USD1,173 million (about 6.8%), industry for USD12,397 million (about 72.3%), of which manufacturing contributed USD508 million (about 4.1%), while services (including Government) accounted for USD3,584 million (over 20.9%).  The sectoral growth rates are: agriculture – 15.0%, industry – 18.0% (of which manufacturing – 13.0%), and services – 5.3%.

Table 2 shows the contribution to GDP by the various sectors.  This is depicted in Figure 1.

Table 2: Contributions to GDP, in % (2005-2007)

	Sector
	2005
	2006
	2007

	
	
	
	

	Primary
	8.6
	7.6
	8

	   Agriculture, forestry and fishing
	8.6
	7.6
	8

	Industry
	67.4
	67.7
	67.8

	   Mining, including
	59.2
	58.6
	57.6

	      Oil and gas
	56.3
	55.7
	55.8

	      Diamonds
	2.9
	2.9
	1.8

	   Manufacturing
	4.1
	4.8
	5.3

	   Construction
	4.1
	4.3
	4.9

	Services
	23.9
	25.1
	24.1

	   Wholesale and retail trade
	14.9
	16.8
	16.9

	   Other services
	9
	8.3
	7.2


   Source: Balanço do Programa do Governo de 2005, 2006 e 2007 - MINPLAN 

Figure 1: Contribution to GDP by sector (2007)
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   Source: African Development Bank

4. 
Primary sector

Angola has an abundance of natural resources including fish, wildlife, agricultural products, sea and marine resources. 

4.1
Agriculture

Angola has fertile soil and a climate conducive to agriculture; in fact, at independence the country was self-sufficient in food production, the largest staple food exporter in sub-Saharan Africa and one of the world’s biggest coffee exporters. Coffee, bananas, timber, tobacco and sunflowers are Angola's main crops. Coffee production is sufficient for domestic needs and some exports.

Although agriculture accounted for about 8.6% of GDP in 2005, and employs 85% of the work force, agricultural production is hampered by the widespread presence of land mines, infrastructure inadequacy, low productivity, input shortages in general and the absence of storage systems.  Agricultural output grew at a rate of 17% in 2005, but the 2005/06 agricultural season has been below expectations, due to poor rains which have reduced the country’s total cereal production to 742,000 tonnes, a 15% decline compared with 2004/05. Drought conditions were expected to reduce household maize crops by 40-70%, according to the Famine Early Warning Systems Network (FEWS Net) assessment. By contrast, coffee production increased during the 2005/06 growing season, but high production costs and poor infrastructure limit the output. Small-scale agricultural production has increased dramatically over the last three years as internally displaced persons are returning to the land. 

The government’s new agricultural strategy includes removing price controls, setting up a rural credit scheme to assist farmers, land reforms to facilitate development of commercial agriculture.  Furthermore, the government plans to liquidate 33 State-owned coffee companies and invite international investors to bid for the largest plantations. 

4.2 Fisheries and livestock

The Atlantic coastline of Angola is rich in shellfish and a variety of other fish species. The fishing industry prospered in the south-western provinces prior to independence. An attempt is currently being made to rehabilitate and modernise the domestic fishing industry.

The fishing fleet is being rebuilt through donor assistance. Refrigeration facilities at the southern ports of Tombwe and Namibe have been overhauled and a new production line at the Tombwe canning factory has been installed with European Union assistance. Fish prices have been deregulated to encourage development and the government, with the assistance from the World Bank, has set up the Angolan Support Fund for Fisheries Development. In spite of the civil war, the fishing sector has attracted foreign investment. The full potential is however yet to be realised.

4.3
Forestry

Angola has natural forests, which have yet to be exploited, as well as plantations of eucalyptus, cypress and pine which once formed the basis of a small export industry. Valuable tree species, including rosewood, ebony, and African sandal-wood, as well as mahogany, tola and mulberry, are found in the northern forests which have been untapped since independence.  The timber plantations also need to be rehabilitated.

5. 
Secondary sector 

The industrial sector consists of enterprises engaged in mining activities, manufacture of cement, basic metal products, fish processing, food processing, brewing, tobacco products, sugar, textiles and ship repair. 

To facilitate industrial development, the government has been rebuilding Angola’s public infrastructure, and several large-scale projects are currently in progress.  These include the construction of pharmaceutical plants in Luanda, Benguela and Dondo; rehabilitation of a fish processing factory in Namibe; and the installation of a television assembly line. There are also plans to expand the Luanda steel complex, construct a shipyard and seaport in Cabinda province, install an assembly line for military trucks, and construct a brewery.  Privatisation of State-run enterprises is also planned for the future.

5.1
Mining

Developments in the mining sector are driving the currently high rate of GDP growth.  In 2006, the growth rate of the oil sector slowed down when compared to 2005, while that of labour-intensive diamond mining strongly increased. Overall, the mining industry is estimated to have expanded at a somewhat slower rate in 2006 than in 2005, but is expected to accelerate in 2007. Angola is rich in oil products, gas, diamonds, iron ore, phosphates, copper, feldspar, gold, bauxite and uranium. 

Oil

The oil industry is the backbone of the Angolan economy. The upstream oil industry is the country’s major source of foreign exchange and oil production and supporting activities contribute about 45% to GDP.

In 2005, the oil sector accounted for more than 56% of GDP, 83.1% of government revenues and 94.1% of exports. In 2006, oil production is estimated to have grown by 15% compared to 26% in 2005. Daily production in offshore fields, mostly in the Congo River basin opposite the Cabinda enclave, averaged 1.4 million barrels a day in 2006.  With reserves now estimated to be between 20 and 22.8 billion barrels, the growth rate of production is expected to increase to 2 million barrels a day in 2007, further increase in 2008, and to peak at 2.6 million barrels in 2010/11. 

The slower growth in 2006 was due to maintenance work in a number of fields, including the Girassol field in Block 17, and the slow start of production on the Dália field.  In early 2006, oil was produced for the first time from Block 14. New concessions will be awarded in 2007, as exploration and exploitation move to ultra-deep fields, while the Benguela, Belize, Lobito and Tomboco fields are expected to produce 200,000 barrels of crude oil per day in 2008. 

There has been massive investment of more than US$8 billion in Angola’s oil industry by international oil companies. The key foreign companies that have invested in Angola include Energy Africa, Agip, Chevron, Elf and Texaco, which manage the operations of the country’s producing oilfields.

However, oil production remains largely offshore and the sector has little direct employment impact, creates few direct linkages to other sectors of the economy and relies on imports of capital equipment and specialised services.  To address this situation, the Angolan government promulgated a local content initiative which is pressuring oil companies to source from local businesses and to staff operations in the country with Angolan workers.  

Oil exports to Asian countries have grown rapidly in recent years, particularly to China. In late-2004, China’s State oil company Sinopec bought into Block 18. Sinopec has also formed a partnership with Sonangol to operate Block 3/05.

The government is planning to build a larger US$2 billion refinery, with projected production of 200,000 barrels per day, in the southern part of the country near Lobito. The new facility would export about 80% of its production regionally. 

In December 2006, Angola officially became a member of the Organisation of Petroleum Exporting Countries (OPEC). 

Gas

Angola has estimated natural gas reserves of 79.57 billion cubic metres; in 2001 only an estimated 530 million cubic metres was produced. The government is currently in the process of implementing strategies to reduce flaring and promote the commercial use of natural gas, including its conversion to LPG for domestic consumption. Chevron, Sonangol and other partners are developing a liquefied natural gas plant at Soyo.

Diamonds

Angola is considered to be one of the world’s most promising diamond areas, with estimated reserves of 400 million carats of alluvial diamonds and 40 million carats of kimberlite, although detailed geological exploration started only recently and modern techniques are scarcely in use. Diamond mining in extensive kimberlite and alluvial projects is the second-largest source of export revenues, amounting to about US$900 million in 2005 (about 5% of total exports in 2005). 

Small-scale prospectors, often operating illegally, dominate the sub-sector. Only eight formal sector mines are operating out of a total of 145 concessions.  Production increased by 16.2% in 2005 and by 41.7% in 2006 as output at the Catocamine doubled, reaching 10 million carats. This trend is expected to continue, at least in the short term, since 23 new exploration licences were issued to private enterprises in Bié province. 

The licensing of an estimated 350,000 artisanal miners is underway. The artisanal sector accounts for about half of Angola’s annual diamond production. The government has also established an export certification scheme consistent with the “Kimberley Process” to identify legitimate production and sales. Legal sales of rough diamonds may occur only through the government’s diamond-buying parastatal, although many producers continue to bypass the system to obtain higher prices.

To add value to production, the largest polishing and cutting factory in Africa opened in November 2005. The Angola Diamonds Polishing factory – a joint venture between the state diamond company Endiama, the Angolan consortium PROGEM and Lev Leviev Diamonds (LLD), the world’s second-largest diamond trading company – employs 400 technicians.  In June 2005, De Beers signed a US$10 million prospecting contract with the government’s diamond parastatal.

There is potential for the development of a diamond cutting industry in Angola, as well as for further exploration of other gemstones and industrial diamonds. 

Meanwhile, the World Bank and British Geological Survey have been assisting the Angolan government with the promotion of the minerals sector, including the drafting of new mining laws. The new mining policy aims to reduce the dominance of the State-owned companies and provide opportunities for the private sector to invest in the mining sector.

Other minerals

Other mineral resources in Angola, namely, iron ore, phosphates, feldspar, bauxite, uranium and gold, remain largely undeveloped, though granite and marble mining has begun.  An estimated 100 million tonnes of low to medium grade iron ore are known to exist in the Kassala-Kitungo area, with other deposits at Cassinga. Ashanti Goldfields and Anglo American have exploration programmes prospecting for gold and base metals, mainly in the south-west and north-west regions.

5.2 Manufacturing sector

Manufacturing industries produce only around 4% of GDP output.

Angola once had one of Africa’s most developed manufacturing industries, but the civil war devastated the sector and led to a prolonged phase of negative growth.  However, the manufacturing sector is showing signs of picking up in certain industries, as consumers’ purchasing power recovers in Luanda and other major urban centres. The sector recorded a growth rate of 24.9% in 2005 and 30.7% in 2006. For example, the beverages sector grew by 8% in 2005 and is estimated to have grown even more in 2006, due to the national football team’s participation in the World Cup. 

Agri-business is expected to benefit from the recent opening of cold-storage facilities in Luanda and the rehabilitation programme for the national cold-storage network. On the other hand, the performance of the petroleum refinery continues to be hampered by persistent bottlenecks, partly associated with the nature of the supply arrangement with Sonangol and distorted incentives that encourage imports of refined petroleum products.

The Angolan government has recently approved the development plan for the Capanda Agro-industrial Growthpoint in northern Malanje province, which is intended to promote food self-sufficiency and create a surplus for export. Agriculture Minister Pedro Canga said that the project will reserve a development area for the protection of rural communities and he foresees the creation of 63,000 jobs. If the development is successful, it should aid rural communities in the area and boost employment.

Angolan micro-, small and medium enterprises (MSMEs) play an important role in development of processing and other manufacturing industries, and jobs creation in the country. Given a large part of the local MSMEs operating in informal sector, the following table represents only the formally registered manufacturing MSMEs and a great variety of sub-sectors they operate in.

Table 3: 
Number of existing manufacturing MSMEs and employment levels (by sub-sector)

	Sub-Sector
	No. of firms
	Sub-Sectoral Employment

	
	
	Total
	Male
	Female

	
	
	
	
	

	Food, Drinks and Tobacco
	22
	5,445
	5,024
	421

	Sawing, Wood and Furnishings
	1
	210
	172
	38

	Minerals (Metallic and Non-metallic)
	4
	1,211
	1,121
	90

	Products of Rubber and Plastics
	15
	1,615
	1,490
	125

	Chemical and Pharmaceutical Products
	16
	465
	426
	39

	Pulp, Paper and Graphic industries
	6
	380
	320
	148

	Metal Products
	9
	670
	58
	612

	Other Enterprises
	2
	100
	13
	113

	Total
	75
	10,096
	8,624
	1,586


6. Tertiary sector

The services sector accounted for about 15% of GDP in 2005.  The growth rate of the sector was 8.5% in 2005, with the trade sub-sector taking the lead. It employs about 6% of the labour force.

6.1
Tourism

With its tropical climate, beaches, rivers, mountains, wildlife and cultural attractions, Angola has excellent potential to develop a thriving tourism industry. However, the development of this sector has not yet begun in earnest.

Although the wildlife resources have been severely depleted, there are still many species of animals roaming free in Angola from elephants to the rare giant palanca. Kissama National Park, located about 75 kilometres south of Luanda, offers a wide variety of game. It is, however, inaccessible during the rainy season.

Further, Angola has a long tradition of crafts made from ivory, wood, ceramics and metal, quite different to styles found elsewhere in Africa. Other aspects of Angolan culture such as dance, music and nightlife add to the Angolan attraction. Also, Angola has much to offer in terms of culinary experiences: fish, shellfish and meat cooked with strong spices are some of the country’s specialities.

6.2
Transport

Roads
Angola has 51,429 kilometres of roads, of which only 5,349 kilometres are paved. More than 60% of the tarred roads need repair. Government estimates it will take 10 to 15 years to restore the road system to its pre-independence status. Although road rehabilitation and de-mining are long processes, there has been some progress allowing convoys to deliver goods to provincial areas.

Rail
Four railway lines service Angola, and are used mainly for transporting minerals and other natural resources from the inland areas to ports for shipment abroad. Of the 2,761 kilometres of track, only about 20% is presently operating and considerable funds are required to bring them back to fully operational levels.

Harbours
Angola has four main ports: Luanda, Lobito, Malongo and Namibe, which are undergoing comprehensive restructuring. The country’s port facilities aim to play a major role in the SADC region in improving import and export capabilities, particularly for its landlocked neighbours.

Luanda has one of the finest natural harbours on the west coast of Africa and is now the most important port for the non-oil sectors of the economy. Plans are afoot to construct roll-on/roll-off container terminals at Luanda and Lobito. Lobito presently handles around 500,000 tonnes of domestic cargo, far below the pre-war level of 2.5 million tonnes, which included most of the copper exports from Zambia and Zaire via the Benguela railway.

At Namibe port, Angonave, the national shipping company, operates several ships including both dry bulk carriers and multi-purpose vessels. The government plans to privatise its State-owned shipping operations.

Air
Angola has 244 airports of which only 32 are with paved runways. The main airport is the Aeroporto 4 de Fevereiro located four kilometres from Luanda.  Most internal travel in Angola is by air due to the difficulty of overland travel.

TAAG Angola Airlines, the national airline, has been concentrating on improving its services over the last few years. It has flights between all the major centres in the country. In addition there are a number of air charter companies handling both passengers and freight. Investment is needed to aid the restructuring of TAAG and for the rehabilitation of several airports and improvements to air traffic control systems.

International carriers serving Angola include TAP Air Portugal, Sonangol Seronautica, SAL, Air France, South African Airways, Air Namibia and Aeroflot.

6.3
Construction

Construction, another booming sector, is leading growth in the non-oil sectors. Physical production grew by 66.2% in 2006 (17% in 2005), due mainly to rehabilitation of the transport infrastructure, particularly roads and bridges. Major projects such as the Keve Bridge and the Luanda-Namibe railway were completed in 2006; the Luanda-Malanje link will be completed in 2007. In Luanda, several residential, hotel and office buildings are currently under construction. 

The hosting of the Africa Cup of Nations football championships in 2010 is expected to sustain growth in the construction sector over the next few years.

6.4 Telecommunications/ICT

The civil war in Angola has led to the destruction of Angola’s telecommunications infrastructure. Consequently, teledensity is very low at 0.5 lines per 100 people.

Telephone service is sporadic due to inadequate maintenance and repair. Angola Telecom is the licence holder for landline telecommunications in Angola. The company operates the international 128 kbps link as well as a 64 kbps link connection via Global One in the USA. There are 29 satellite earth stations and since 2005 a fibre optic submarine cable (SAT-3/WASC) providing connectivity to Europe and Asia. The services provided include data lines, packet switching, leased lines, cellular mobile and internet facilities. The telephone network is mainly limited to government and business use.

Telecommunications, and especially mobile telecommunication services, have experienced exceptional growth since 2002, benefiting from the end of the war and the privatisation of the sector. The cellular telephone system is over-subscribed, with the total number of subscribers reaching 2.6 million at end-2006 (a 44% increase), and the incumbent’s market share falling slightly to 81%. The geographical distribution of telecommunication service is extremely asymmetric, with Luanda and other few major towns accounting for more than 85% of the existing connections. Many large international companies have installed high frequency trunking systems to minimise use of the domestic telephone system.

The growth potential of the sector is extremely large, considering the low access rate (0.60%), well below that of neighbouring countries such as Namibia (6.86%), South Africa (11.46%) and Botswana (5.64%). 

6.5 Energy and water

Electricity
At present, Angola has approximately 500 megawatts of generating capacity. Electricity production in 2003 was 1.916 billion kWh, while consumption was 1.782 billion kWh.  The State-owned Empresa Naçional de Electricidade (ENE) is the principal organisation responsible for the generation and supply of electricity in Angola. In addition, there are several privately-owned generating companies.

Inefficiencies in thermal generation facilities and delays in completing the Capanda dam and hydroelectric plant still plague the energy infrastructure. Less than 20% of the population has access to electricity and frequent brownouts and power cuts are experienced as the economy accelerates. For example, in Luanda, only about 131,500 households are connected to the grid. A major obstacle to increasing the capacity and investment is the low tariffs applied to electricity. 

The country’s power supply industry is slowly being rehabilitated, with several large projects planned that will boost generating capacity. For example, the government plans to spend US$800 million over the next 20 years on reconstructing the power grid. These include restoration of the ENE’s power facilities; the National Dam Rehabilitation Programme covering Cambambe, Biopo, Matala, Mabubas, Lumaun and Gove hydro plants; the Cambambe dam is expected to increase production by 260 MW from 2007; and the start-up of two new turbines should bring the dam’s output to its full capacity of 530MW by July.  Also the construction of a 520-megawatts power station at Capanda on the Cuanza River is expected to double the country’s generating capacity.  A further five hydro plants, with a total installed capacity of 16,505 megawatts are planned on the Kwanza, Longa, Queve-Catumbela, Cunene and Cubango rivers. 

Electricity generation is expected to grow by 42% in 2007/08. Projects currently being undertaken include the Apanda-N’Dalatando power line, a new power line from the Cambambe dam to Luanda, a series of electricity distribution and transformation centres, a power line from Quifangondo to Caxito and a $70 million project to electrify Luanda’s suburban areas. 

In addition, Sonangol, the State oil company plans to build a gas-fired power station in Luanda.

Water

Angola has abundant water resources, but existing hydraulic infrastructure is largely inadequate, having been traditionally confined to the production of energy.

The Government operates a 24-hour service for water utilities. In urban areas, installed capacity is estimated, on average, at 40 litres per capita per day, for per capita consumption of 20 litres per day. In peri-urban areas, however, consumption falls as low as 5 litres per capita per day. In Luanda, water is provided by Empresa Provincial de Aguas de Luanda (EPAL) and, in informal settlements, by informal private operators.  In rural areas, safe water sources are in most cases standpipes – generally boreholes with hand pumps.

The water supply system is in need of upgrading.  The network, measuring 570 kilometres, needs considerable investment, in terms of both length and capacity, and water quality controls should be introduced. However, the extension of the network to peri-urban areas would require an urbanisation plan, which does not exist.  The government’s Water and Sanitation Development Strategy has identified the needs and deficiencies of the current system and formulated a 14-year programme to develop the sector.

6.6 Financial services

Following independence in 1975, the Angolan government nationalised foreign banks and had a very limited banking system which provided little in the way of services. Until 1991 there were only two banks: the Banco Naçional de Angola (BNA) which was both the central bank and a commercial bank and the Banco Popular de Angola (BPA), a government-owned commercial bank.

In financial markets, the dollarization of the economy remains a cause for concern. Nonetheless, the return of price stability, the entry of new banks, the opening of a substantial number of new branches in Luanda and the provinces, and the availability of withdrawal facilities have combined to overcome households’ reluctance to place their savings in formal financial institutions. As a result, total bank deposits increased by 23.9% in real terms in the first half of 2006. Although the stock of commercial credit increased by just 1.38% over the same period, the liquidation of treasury liabilities released resources for the productive sectors and credit to private firms increased by 42.2%.  Residential mortgages are also increasing, but access to other long-term finance is limited, especially outside Luanda.

Government has set up several specialised funds in a bid to provide finance to the private sector for the rehabilitation or creation of business activities. Most funds are still small and are in the early stages of development.

Companies established in Angola under the foreign investment law are, in theory, able to apply for domestic loans. However, the availability of credit is presently subject to quantitative restrictions imposed by the central bank. Loans from foreign sources are subject to licensing and authorisation from the Ministry of Finance and the central bank. Although direct capital investment is still considered the most suitable way of financing projects, no repatriation of an investment can be made for six years.

Money and capital markets have not been developed; consequently, the informal money markets are used extensively.

6.7 Government

The Government has succeeded in decreasing overall government spending, rationalising the Kwanza exchange rate, closing regulatory loopholes allowing off-budget expenditures, and capturing all revenues in the State budget. New procedures have been implemented to track the flow of funds between the Treasury, Banco Naçional de Angola (the central bank), and the State-owned Banco de Poupança e Credito, which operates the budget. The Angolan government has also adopted a new investment code. Remaining concerns include quasi-fiscal operations by the State oil company Sonangol, continued oil-backed commercial borrowing by the Angolan government, and inadequate transparency and oversight in the management of public accounts.

The fiscal surplus doubled in 2006 to almost 15% of GDP. This outcome mainly reflects the increase in oil revenues and lower capital expenditures. The non-oil primary deficit also fell from about 61% of GDP in 2005 to 50% in 2006.

Fiscal deficit is projected to be sustainable in the medium and longer term assuming the authorities pursue prudent macroeconomic policies. The non-oil primary deficit is projected to fall gradually in the next few years. Inflation is projected to fall to single digits in 2008 and further decrease during the projection period. The external current account will continue to be positive until the peak in oil exports in 2010. The exchange rate is expected to continue to appreciate.

7. 
Informal sector

The informal sector in Angola has become the “sector of last resort” for survival of a large proportion of the population in the cities. It is estimated that more than 50% of the population survive from informal sector businesses, while the underdeveloped state of this sector is highlighted by the fact that 82% of Angolan informal micro-entrepreneurs are self-employed. 

Limited quantitative data exists regarding the numbers of businesses, type of activities, location, performance, etc and there have been no qualitative studies to determine the needs of the micro and small business people in different regions of the country. Nevertheless, there is a growing understanding of the need to support the informal sector, which will continue to employ many Angolans in the coming years. 

8. 
The financial sector and micro-finance

8.1
The financial sector

The financial sector in Angola comprises of the Central Bank, commercial banks, insurance and money-lenders.

The Banco Naçional de Angola is the central bank. It is responsible for foreign exchange and formulation and control of financial and monetary policy. It has the powers of supervision and inspection, but the power to authorise the establishment of financial institutions belongs to the Ministry of Finance.  The monetary and exchange policy have been reformed to reduce inflation through a restrictive monetary policy. 

The financial sector is continuing on the track of fast post-war development. Ten commercial banks have applied for operating licences, and in 2006 two new banks opened, bringing the number of operating banks to nine. These include: the State-owned Banco de Poupança e Credito and Banco de Comércio e Industria; and the Portuguese private banks Banco de Fomento e Exterior, Banco Totta e Açores, and Banco Português do Atlàntico.  The Portuguese banks Banco Internacional de Crédito (BIC) and Banco Comercial Portugues (BCP Millennium) expanded their branch networks, the Russian bank Vneshtorgbank and local partners constituted Banco VTB África and ten additional licences have been requested.  These commercial banks provide the traditional banking services. 

A new development bank, Banco de Desenvolvimento de Angola (BDA), started operations in late 2006. A similar initiative is the Fundo Nacional de Desenvolvimento (FND), which will disburse up to $300 million per year on concessionary terms. The FND will be managed by BDA and be funded partly through oil and diamond extraction levies. The experience of the Fundo de Desenvolvimento Economico e Social (FDES), which managed to disburse only a fifth of its budget (also drawn from oil revenues) to support investment in the private sector, illustrates one of the challenges facing these new institutions.

The first steps have also been taken to open up the insurance sector, which was dominated by the State-owned Empresa Naçional de Seguros e Resseguros de Angola.

8.2
Micro-finance

The microfinance sector is at a very early stage of development, with a small number of institutions supporting pilots reaching a limited number of people.  

The majority of the population is un-banked, and there are a number of informal mechanisms that have developed to fill this gap in the market.  Money changers are common on the streets, as the high inflation encourages much commerce to take place in US dollars.  However, the most common informal sector financial services is group saving schemes, called Kixiquilas in Luanda. These are generally groups of women who know each other from their place of work, and combine their savings to purchase a large quantity of a product, thereby negotiating a discount.  This kind of practice clearly builds social capital, and has been used successfully by microfinance operators around the country as a basis for forming solidarity groups.

The few micro-credit initiatives offering credit to enterprises in the informal sector, also lack experience and appropriate methodologies, and are producing poor results.  Development Workshop Angola is an NGO that has a commercial microfinance institution called KixiCredito, which targets operational sustainability and focuses on the large market of economically-active poor.  It is funded by DFID, USAID and Canadian Foundations.

The government of Angola has set up several state credit funds, such as the Banco de Desenvolvimento de Angola (BDA), to support small Angolan enterprises.
However, there is a lack of information regarding the demand for microfinance services in Angola.  It is a difficult environment, both for the institutions offering microfinance services, and for their clients.  To be effective, there is need to improve the enabling environment and provide technical assistance to support institutions in their search for appropriate products and delivery mechanisms.  There is room for new players to explore this large, relatively untapped market. 

9. 
Priority sectors: perspectives and potential development

Angola is endowed with a good climate, culture and rich landscape. The country’s highlands are some of the richest agricultural land in the world. Only 3% of its 8 million hectares of arable land is under cultivation at present. Two-thirds of the land is appropriate for agriculture, which allows for the development of agro-industries. 

In agro-processing, the areas being targeted are: tea, tobacco, sugar, integrated cotton industry and wheat.  Under a new agricultural strategy, the government has removed most price controls and has set up a rural credit programme to assist farmers. Recently passed land reform laws also attempt to reconcile overlapping traditional land use rights, colonial-era land claims, and recent land grants to facilitate significant commercial agricultural development. Some efforts at commercial agricultural recovery have gone forward, with notable progress being made in fisheries and tropical fruits, but most of the country’s vast potential remains untapped. 

Angola also has abundant and diversified mineral resources – oil, diamonds, gold and iron ore, among others. Since independence, the only sector that has expanded is the oil sector, although Angola was once the fourth largest producer of diamonds in the world and had a sizeable iron ore mining industry as well as a thriving manufacturing sector. The exploitation of these resources can trigger a very wide range of services downstream. 

The World Bank and British Geological Survey have also been assisting the Angolan government with the promotion of the minerals sector, including the drafting of new mining laws, which aims to reduce the dominance of the State-owned companies by eliminating monopoly of mineral rights and providing opportunities for the private sector to invest in the mining sector.

In the pharmaceuticals sector, there is tremendous potential for development.  Hospitals in operation are supplied by UNICEF and other NGOs, but have minimal equipment and few drugs.  This presents an opportunity for investments in the sector.

The promotion and diversification of exports have been recognised by the government as one of the ways to facilitate production and growth.  In that regard, the industrial sector is currently being restructured to meet international standards. This will create large gaps for investors in many areas.  In particular, there is potential to significantly expand food processing and light industry with an infusion of capital, technology and training.  In addition, there is much under-utilised potential in other areas such as diamond mining, coffee and fishing. 

10. 
Economic integration and impact of EPA

Since early 1999, the Angolan government has implemented macro-economic reforms, which include the liberalisation of exchange rates and interest rates, and the approval of customs duties and tax rate reforms. More than 250 parastatals have already been reorganised into around 800 smaller private firms.

A Joint Angolan Government-UNDP initiative was launched in the mid-1990s to promote development in all 18 provinces of the country by strengthening local communities. The programme concentrates on increasing production, employment and income in agriculture, forestry, fisheries and private sector development; rehabilitating basic infrastructure within the country; and restoring social services to the population including primary health care and basic education. International donors have pledged around US$1 billion of assistance to Angola to implement the programme.

Foreign investment is considered crucial to Angola’s reconstruction process and the promotion of foreign investment is a major priority of the Angolan government.  The aim of the Foreign Investment Law (passed in 1995) is to reduce the role of the government in the economy and encourage greater private sector participation, with special emphasis on foreign investment.  The Angolan government plans to attract foreign investors by making opportunities available including privatisation of all parastatal coffee companies; onshore and downstream oil operations; multi-million dollar rehabilitation contracts; and upgrading of telecommunications facilities. 

Labour, particularly skilled labour, technical and professional personnel, is in short supply in Angola. Angolan authorities have identified this area as one of primary concern.

The investment component has continued to expand and is estimated to have increased by nearly 52% in 2006. Private investment remains concentrated in the mineral sector, whereas public investment, which expanded at an exceptional rate in 2006, remains focused on infrastructure reconstruction and the social sectors. Growth of both public and private investment is expected to return to more reasonable rates in 2007 and 2008. 

Several incentives have been put in place to attract investments, both domestic and foreign.  These include: general incentives such as guaranteed equal treatment; special fiscal incentives are offered to foreign investors who employ a high proportion of Angolans, repatriation of profits, dividends and the proceeds from the sale of investment; investment guarantees, such as guarantees against expropriation, private property rights; and various tax incentives, such as tax exemptions or tax reductions for companies investing in essential areas of the economy, and tax exemptions for three to five years to new industries investing in fundamental areas for development. Such benefits would mainly focus on the areas of corporate tax, capital expenditure levy and import duty.

In generic terms, Angola welcomes and encourages investments in almost every area of economic activity. Within the investment policy framework of the country, the foreign investment strategy awards priority to agro-pastoral and food production, mining industries, fisheries and fisheries by-products industries, and construction materials industries.

In recent years the Angolan economy has received several boosts from multilateral groups, such as the IMF, as well as through bilateral debt cancellations. A December 2003 IMF staff mission to Angola found some progress resulting in an IMF programme for the country being initiated. As of September 2005, Angola and the IMF were in discussion on the proposed programme.

The Institute for Foreign Investment is the principal investment promotion agency in Angola, stimulating foreign investment by reducing institutional barriers to investment. The government plans to set up a 'one-stop' agency to further promote private sector investment. Angola Business Access provides information and assistance to gain access to business opportunities in the country.

 

Angola is a member of the Southern African Development Community (SADC), Common Market for Eastern and Southern Africa (COMESA), African Union (AU) and United Nations, Multilateral Investment Guarantee Agency (MIGA).

11. 
Foreign trade

Angola has one of the highest volumes of exports in the SADC region, largely due to exports of oil.  The main export commodities are crude oil, diamonds, refined petroleum products, gas, coffee, sisal, fish and fish products, timber and cotton. The main export destinations are the USA, China, France, South Korea and Chile. The primary imports are machinery and electrical equipment, vehicles and spare parts, medicines, food, textiles and military goods. The main import sources are Portugal, USA, South Africa, Japan and Brazil.

Angola has come to depend overwhelmingly on oil for its export earnings, with the USA being the main market for Angola’s oil. Until recently, Angola has had few trade ties with other Southern African countries. However, now that there has been a change in the political climate, opportunities for trade with other countries in the region have opened up.

All imports and all exports, except those of foreign oil companies, must be licensed by the Ministry of Commerce. An import licence fee of 0.1% of the value of imports is levied, and import licences are only granted to enterprises of proven capacity. Exports of certain goods are restricted.

Total exports in 2005 were estimated at US$26.8 billion and imports at $8.165 billion. In real terms, both oil and diamond exports grew by 8% and almost 30%, respectively. As a consequence of this growth in investment and consumption, import volumes grew by about 27% in 2006.

The current account surplus widened to 23% of GDP in 2006, and official reserves increased from US$2.425 billion in 2005 to US$8.6 billion in 2006 (about seven months of import of non-oil goods and services).  It is estimated that Angola had an external debt of US$9.879 billion in 2005. The budget revenue stood at an estimated US$8.5 billion and expenditure at US$10 billion, including capital expenditure of US$963 million, in the same year.  As a result, the real exchange rate appreciated by about 6% in 2006.

Angola’s historical reliance on oil exports and imports for most consumer goods is expected to continue in 2007 and 2008, with mineral exports continuing to improve the external sector balance and further stimulate economic growth. 

12. 
Sectors of interventions of the main funding institutions

UNDP
UNDP collaborates with the Government, UN sister Agencies, Donors, Civil Society Organizations and other stakeholders in promoting people-centered development and building partnerships to fight poverty through UNDP's core five practice areas: 

· Democratic Governance

· Poverty Reduction

· Crisis Prevention and Recovery

· Energy and environment

· HIV/AIDS.

UNDP is involved in the Angola Enterprise Programme (AEP), a Public-Private Partnership that seeks to create a sustainable development of a diverse, robust and dynamic micro, small and medium enterprise (MSME) sector, thus contributing to poverty reduction through generation of employment and raising the incomes of the people. This goal will be achieved by creating an enabling environment for businesses to flourish and grow in Angola and in building the capacity of local institutions in providing quality and continuous microfinance and other business support services to local entrepreneurs. 

Microfinance Policy to promote greater access of microfinance services

UNDP facilitated the process of simplifying business registration and the establishment of business by creating greater awareness of the various constraints and bureaucratic red tapes in establishing business in Angola and recommending to Government a set of recommendations to address the problem.  Studies/researches conducted and forums/public debates organized to foster greater understanding of the issues, challenges and opportunities to the development of MSME sector in Angola.

Private sector development

UNDP also organized "Partnerships for Inclusive Private Sector", to consult and share with various stakeholders on how to build and engage an inclusive private sector in promoting sustainable development and poverty reduction. 

UNDP was also involved in the Ambriz Artisanal Fishing Project, which was co-funded by BP-Amoco (US$ 800,000) and the Equator Bank (US$ 50,000) to support to the establishment of a fishermen association in the municipality of Ambriz, approximately 200 kilometres north of Luanda. 
Poverty reduction

UNDP has been supporting the Government to develop its own strategies to fight poverty based on local needs and priorities. These nationally owned solutions resulted in the formulation of the “Estratégia de Combate à Pobreza (ECP)”, which was formally approved by the Government.  

Capacity building
UNDP facilitated capacity building of at least 25 “Business Development Services” (BDS) providers in the provinces of Luanda, Cabinda, Benguela and Huila.  BDS providers include training institutions, consultancy firms and other related institutions providing business support services to entrepreneurs, especially MSMEs.  This includes building the capacity of the staff and clients of the Luanda Business Incubator for a period of 6 months. This capacity building includes in house training of staff and clients. 

Civic Education Project

UNDP, in collaboration with the Swedish Government and other donors, NGO’s and Civil Society Organizations, is involved in Civic Education Project for Poverty, Environment and HIV/AIDS.  The project "is going to reinforce civil society organizations interested in Civic Education issues, particularly related to women and other segments of society, in matters that include access to information, human rights and gender" and also reinforce technical and management capacities of project beneficiaries. Priority areas include the provinces of Lunda Norte, Lunda Sul, Kuando Kubango, Moxico, Uíge, and Zaire. The project covers the following themes: (i) Promotion of democratic dialogue towards National reconciliation and inclusion of women and other vulnerable groups in decision making on national elections, (ii) Capacity Building in organizations; (iii) Civic Education, focused on civic knowledge and civic practices; and (iv) Promotion of Citizens Access to Information and Mass Media. 

HIV/AIDS

To support the Government’s efforts to respond to the HIV/AIDS pandemic, UNDP Angola launched a project that aims to combat the epidemic and the causes of HIV/AIDS expansion through building a social policy strategy that reduces its impact in the Angolan educational system (AES). The AES will be strengthened through: (a) Training of social actors (teachers, community leaders, and members of the Armed Forces and the media) in human rights, peace, Gender and HIV and facilitating community ownership of the themes; (b) Building and strengthening community social networks and provision of services provided to adolescent mothers, orphans and women and men living with HIV/AIDS; (c) Evaluation Study of the HIV/AIDS impact on the Educational System and design of prevention strategies; and (d) Strengthening the capacity for designing educational materials that include cultural references of the different communities. 

European Union (EU)

The European Union EU) collaboration with the World Food Programme, has provided assistance (seeds and farming equipment) to the coffee sector.  The EU has also provided assistance for the installation of a new production line at the Tombwe canning factory.

World Bank

The World Bank, though the International Development Association (IDA), provides support to the government of Angola for the implementation of the Emergency Multisector Recovery Programme (EMRP).  The programme focuses on upgrading infrastructure, supporting rehabilitation or construction of feeder roads, trunk roads (including bridges), electricity services, rural water supply, water supply in a provincial capital, and urban infrastructure, improve public health conditions in urban and rural areas.  It will help revive the economy by bringing down the costs of transportation, which will increase the competitiveness of goods and contribute towards the Angolan Government’s efforts to fight poverty.

IDA’s current assistance strategy is set out in the current Interim Strategy Note (ISN) presented to IDA’s Board of Executive Directors in May 2007, following the implementation of the previous ISN in 2005-2006.  The ISN’s support for the government’s programme for 2007 and 2009 is based on three pillars:

· strengthening public sector management and government institutional capacity; 

· supporting the rebuilding of critical infrastructure and the improvement of service delivery for poverty reduction; 

· promoting growth of non-mineral sectors.

The programme will assist the government to: (a) facilitate agricultural marketing in specific areas with high agricultural potential that have been affected by the conflict, (b) reconstruct and rehabilitate critical infrastructure, and (c) strengthen capacity of participating ministries and agencies for improved governance and transparency and of local governments for future decentralization.  Overall the programme will support the preparation of the medium-term sector strategies, capacity building, decentralization and local development, and continue support for program and project management.

The World Bank also supports Angola’s efforts to reduce poverty and to promote sustainable economic growth. Working in close partnership with the Government, development partners and civil society, the World Bank seeks to promote shared growth for poverty reduction through empowering institutions and all Angolans.

The World Bank was also involved in setting up the Angolan Support Fund for Fisheries Development.

IFC

IFC has three major investments in Angola:

· A 15 percent shareholding in NovoBanco Enterprise Bank of Angola S.A.R.L., a bank targeting medium and small enterprises. The Bank has a capital base of US$4.2 million and is expected to have a strong developmental impact by helping to create new jobs, accelerate business growth, and boost confidence in the banking sector. To date, the bank has disbursed more than 1,000 loans with a value of USD 5.5 million to Luanda’s small entrepreneurs.

· A $1 million equity investment in Nova Sociedade de Seguros de Angola, S.A.R.L. (Nossa), which represents 16.7 percent of Nossa’s share capital. Nossa is the third insurance company in Angola and the first private insurance company.

· IFC provided a $10 million loan to Odebrecht Servicos no Exterior, a wholly owned subsidiary of Construtora Norberto Odebrecht of Brazil. The financing will be used for infrastructure improvements in the Luanda Sul urban development project. IFC will also provide technical assistance on Odebrecht’s HIV/AIDS program in their Angolan operations. 

13. Competitiveness and costs of production

According to the 2006 World Economic Forum ranking, Angola is the least competitive out of 125 economies.  International rankings such as The World Bank – International Finance Corporation “Doing Business” and the Transparency International index confirm that major bottlenecks due to endemic corruption, outdated regulations and rent-seeking behaviour frustrate entrepreneurial efforts, thus hampering the creation of new job opportunities. Angola ranks 156th out of 175 countries in the 2007 Doing Business classification, losing one place with respect to 2006. Although the time required to open a business has been drastically reduced since 2004 – falling from a year to 30 days, thanks to the creation of a one-stop window for business creation – barriers to entry remain high as the regulatory burden is heavy and the privilege of venturing into promising new business sectors is reserved to a small number of businesses thought to have strong political influence. 

At the microeconomic level, despite the signs of recovery in the private sector, risk taking and entrepreneurship continue to be stifled by high de jure and de facto barriers to entry, including privileged access to market opportunities and finance for a small number of business people. Some important reforms have been made – for instance, to accelerate the procedures for establishing new companies – but implementation has been delayed in practice by the poor state of the bureaucracy.

The transformation of Angola into a functioning market economy is a long process that has not been facilitated by the circumstances of the country’s post conflict transition. Still, the pace of structural reforms is disappointing. Hindrances to private sector development, including egregious examples of rent-seeking behaviour, limit the potential benefits of the current economic boom. Moreover, the persistence of inefficiency in the public sector and of abuses of market power by state-owned enterprises in various sectors has impeded fiscal consolidation, shifting the burden of macroeconomic management to monetary and exchange rate policies.

Access to long-term finance, other than residential mortgages, is limited, especially outside Luanda.

14. 
Constraints for the private sector development 

The principal constraints to the development of the Angolan micro, small and medium enterprise sector are the following:

· Electricity

Less than 20% of the population has access to electricity and frequent brownouts and power cuts are experienced as the economy accelerates.

· Corruption

Corruption is a major constraint on business operations in Angola. The 2006 World Bank Enterprise survey reveals that corruption seems to negatively affect the activities of small companies more than those of medium and large companies.

· Access to financing (availability and cost)

Access to credit allows business to leverage opportunities, make productive investments and grow much faster.  Access to savings and insurance services allow clients to protect their wealth and reduce their exposure to risk.  

· Transportation

The poor state of the rail and road transportation infrastructure hampers the movement of people quickly between the provinces. It also raises the cost of transportation.  Although the transport infrastructure is being revamped, the pace is too slow, and this acts as a major bottleneck for private sector development. 

· Anti-competitive or informal practices

Enforcement of contracts is highly problematic in Angola and the government has a long history of contract-breaking. The settlement of commercial disputes through Angolan courts is time-consuming and unreliable due to inefficiencies and a highly politicised and corrupt judiciary.

· Business licensing and operating permits

Cumbersome bureaucracy is a major obstacle for business operations in Angola. The country struggles with complex, time-consuming and costly start-up procedures for companies as well and also performs poorly in the 2006 World Bank Doing Business in Angola in relation to registering property, trading across borders, paying taxes and employing workers. 

· Access to land

Due to the overcrowding in the urban and peri-urban areas, services industrial land has become scarce.  To facilitate industrial development, the Government is making several efforts to make industrial land available.  However, this requires huge investments and the pace is slow.

· High tax rates

The high industrial tax rate of 40% is too high for micro, small and medium enterprises to develop and grow.

· Excessive Regulation

Despite the economic liberalization since the beginning of the 1990s, businesses continue to be affected by highly regulated environment, with many rules and regulations, onerous and complex licensing procedures, customs and trade regulations, inspection by various state institutions, often with overlapping functions and weak co-ordination, a government enforced maximum profit margin and high tax rates. 

· Scarcity of skilled labour

There is a scarcity of skilled labour, technical and professional personnel. The re-development of the skills base is a priority of the Angolan government.

· Lack of information

Little information is available regarding the micro, small and medium enterprise sector.  Only the most basic quantitative data (i.e. the number of registered companies) exists, while more detailed information (such as revenue, costs, profits etc fro companies of varying size operation gin different sectors of the economy) is not collected.  There has been no qualitative research conducted, and representative groups are weak, so almost nothing is known about behaviours and preferences of entrepreneurs around the country.  There has also been very little research to examine the important link between Informal and Formal Sector activities.

· Lack of coordination

There are a number of institutions related to the micro, small and medium enterprise sector, and there is little coordination among them.

· Over-dependence on oil revenues

The Government’s centralised system added to the heavy dependence on oil exports are responsible for inhibiting the development of strong institutions that could promote the emergence of a dynamic private sector.

15. 
Institutions supporting the private/industrial sector

National Agency for Private Investment (ANIP)

The government of Angola has established the National Agency for Private Investment (ANIP), an investment promotion agency mandated to assist investors and facilitate new investment in Angola. The government has also set up the Guichet Único, a one-stop shop for investors, with the aim of simplifying the investment process and reducing registration times for companies. However, the effect of the Guichet Único has, until now, been limited due to the lack of authority over line ministries, which must still approve licenses, permits and other requirements. Despite these constraints, however, the Guichet Único has more than doubled the number of business licenses issued, from 151 in 2004 to 320 in 2005. 

Angolan Institute of Normalization and Quality 

The objective of the Angolan Institute of Standardisation and Quality (IANORQ), within the Ministry of Industry, is to set up, manage and develop the Angolan System for Quality (SAQ) legal institutional framework for improving the quality of products and services.

16. 
Problems to be solved

The following problems have been identified and need to be solved in order for the industrial upgrading and modernization programme to foster the development of SMEs in Angola and create the desired impact:

· Shortage of electricity supply coupled with frequent power cuts

· Water supply problems

· Lack of capacity for industry and shortage of skills

· Limited access to finance

· Limited access to land

· Poor infrastructure

· Poor and obsolete technology

· Inefficient bureaucratic bottlenecks

· Lack of information

17. 
Recommendations

The following recommendations are made, based on the information provided above.

Capacity building and skills development

A critical success factor for SADC’s industrial upgrading and modernisation programme in Angola will be to address the issue of lack of adequate industrial capacity and skills shortage.  In that regard, a capacity building programme in all the identified sectors in a major priority.

Technology transfer

In a situation where skill personnel are in short supply, the use of technology should enable to production of required quantity and quality of products consistently. It is therefore recommended that the industrial upgrading and modernization programme should emphasise the use of modern technology to replace the obsolete technology currently in use in most of the manufacturing enterprises.  New enterprises should start operations with the latest technology. 

Quality

Therefore, the industrial upgrading programme must have a quality programme as its cornerstone, more so in the agro-food processing projects where very stringent sanitary and phyto-sanitary regulations apply.
Access to finance

Comprehensive impact studies have demonstrated that: (a) microfinance helps poor households meet basic needs and protect against risk; (b) the use of financial services by low income households is associated with improvements in household economic welfare and enterprise stability or growth; (c) by supporting women’s economic participation, microfinance helps to empower women, promote gender-equality and improve household well-being; (d) the magnitude of impact is positively related to the length of time that clients have been in a microfinance programme. Therefore sustainable supply of financial services has an important role to play in the development of the micro, small and medium enterprise sector in Angola, and will contribute towards the reduction of poverty.

In collaboration with UNDP, EU, USAID, the World Bank and other funding agencies, UNIDO should address the issue of access to finance. 

Cluster formation

Due to the fragmented nature of the rural agriculture, it is recommended that clusters are formed to facilitate the production and supply of raw materials of acceptable quality and quantity reliably to the agro-food processors in particular.

Reliable supply of electricity and water

In collaboration with the World Bank and other agencies, UNIDO should address the problem of shortage of electricity and reliable water supply.  All manufacturing enterprises will need reliable and cheap electricity to operate their machines, and so it is vital that this requirement is addressed early in the programme implementation stage.

Investment promotion

To facilitate investment promotion, UNIDO should engage with the Government and the World Bank to fast track the reform process in order to disabuse the minds of potential investors about the Government commitment to the reform programme and assure them of a stable macro-economic environment.

Export market development

Angola has comparative advantage in certain sectors, especially agro-food and minerals processing.  The industrial upgrading and modernization programme should assist in transforming these into competitive advantage in order to penetrate the export market, both in the SADC region and elsewhere.  

Provision of relevant industrial information

There is need to obtain relevant up-to-date industrial information to facilitate industrial planning and development in Angola.  Therefore it is highly recommended that the industrial upgrading and modernization programme should facilitate the establishment of an industrial statistics unit in the country.
BOTSWANA
1. Brief geo-socio overview 

Botswana is a completely landlocked country in the centre of Southern Africa.  It shares its borders with Namibia to the west, Zambia and Zimbabwe to the north-east, and South Africa to the south.

The country covers an area of about 582,000 sq. km and is relatively flat.  The western part of the country is semi-arid, with rocky outcrops.  The Kalahari desert covers more than 70% of the country, with valleys and pans dotting the landscape. The Okavango river flows through the north-western part of the country, and ends up in a picturesque natural inland delta that is a renowned tourism attraction. 

Both hot and cold climatic conditions are experienced in Botswana.  Winters are dry, with temperatures around zero (although it can drop to minus 7 degrees Celsius at the southernmost parts of the country), with July as the coldest month.  Summers are very hot, with temperatures sometimes reaching over 40 degrees, especially in the north-western region.  Rainfall is erratic, ranging from 250 mm per year in the south-west to over 600 mm in the north-east.  In recent years, however, Botswana has experience frequent drought due to climate change. 

Main Centres

Gaborone, with a population of 186,007 (in 2001), is the capital city of Botswana.  It is both the administrative and commercial capital of the country.  It is also home to several industrial areas, as well as a number of hotels, lodges and conference facilities.  The city is linked to the outside world by an international airport, and a network of rail and roads. 

Francistown, Botswana’s oldest commercial centre, is located in the north-east of the country.  With a population of 83,023 (in 2001), Francistown is growing to become a major centre for industrial and commercial activities. 

Other main centres are Lobatse (population 30,000) located 70 kilometres south of Gaborone, Selebi Phikwe (population 50,000) located 350 kilometres north-east of Gaborone, and Maun (22,500) located about 500 kilometres north-west of Francistown and serving as the gateway to the pristine Okavango delta.

2. Macro-economic indicators

Macro-economic stability and prudent use of diamond export earnings have catapulted Botswana, a low-income country half a century ago, to its current status as an upper middle-income country. Real GDP growth has averaged more than 9% annually over most of the past four decades.  The real GDP growth in Botswana, though on average quite good, has exhibited considerable volatility in recent years. Real GDP growth accelerated from 3.4% in 2003/04 to 8.3% in 2004/05, then decelerated to 4.2% in 2005/06.  The slowdown in 2005/06 is, however, the result of appropriate restraint in government expenditure and credit to the private sector. Growth is expected to stabilise at the 4% level in 2007 and 2008.

Inflation in Botswana increased from 6.9% in 2004 to 8.6% in 2005 and then accelerated to 12.2% in 2006.  This high inflation is the combined effect of two consecutive devaluations of the national currency, the Pula, in 2004 and 2005 and higher world prices for petroleum.  However, inflation has since maintained a downward trend in line with teh inflation targeting policy of the Bank of Botswana.

Table 1:  Main macro-economic indicators of Botswana

	
	2000
	2002
	2003
	2004
	2005
	2006

	
	
	
	
	
	
	

	Total Population (millions)
	1.8
	1.8
	1.8
	1.8
	1.8
	1.8

	   Urban (%)
	50.2
	51.1
	51.6
	52.0
	52.5
	53.0

	   Female (%)
	51.0
	51.0
	51.0
	50.9
	50.9
	50.8

	GDP, at constant 2000 prices (in US$ ml.)
	5 808
	6 437
	7 051
	7 290
	7 901
	8 232

	Real GDP Growth Rate (%)
	7.3
	1.6
	9.5
	3.4
	8.4
	4.2

	Real per Capita GDP Growth Rate (%)
	6.2
	1.3
	9.5
	3.5
	8.6
	4.5

	GDP at Current Market Prices
	5 808
	5 866
	6 861
	8 832
	9 946
	10 050

	Gross Capital Formation (% GDP)
	33.0
	40.7
	41.5
	38.4
	30.4
	26.3

	   Public capital formation (% GDP)
	10.0
	10.6
	10.1
	8.8
	7.9
	9.0

	   Private capital formation (% GDP)
	23.0
	30.1
	31.3
	29.6
	22.5
	17.3

	Gross National Savings (% GDP)
	51.0
	46.9
	44.8
	45.6
	45.5
	44.4

	Inflation (CPI)
	7.9
	8.0
	9.2
	6.9
	8.6
	12.2

	Exports Volume Growth (Goods) (%)
	2.1
	12.2
	15.3
	6.1
	11.4
	1.2

	Imports Volume Growth (Goods) (%)
	-8.1
	-6.2
	8.8
	13.4
	-22.6
	-7.0


Source: African Development Bank
Efforts to create a more diversified economy, however, have so far had little success, with mining – largely diamonds – still accounting for a large share of domestic output and almost all exports. The government remains committed to reducing dependence on mining and has recently initiated new measures to improve the business climate and export competitiveness. The latest National Development Plans (NDPs), the national budgets and the Vision 2016 document have all emphasised the need to diversify the economy. The other major policy priorities are poverty, unemployment and HIV/AIDS.  The strategies identified in the Mid-Term Review of National Development Plan 9 (NDP9, covering 2003-09) are all aimed at addressing these challenges in more innovative ways.

The HIV/AIDS pandemic remains the biggest threat to human development and economic growth in Botswana. The proportion of people infected with HIV is still one of the highest in the world. The government remains committed to finding innovative ways to address the problem, through research, early detection, new treatment therapies, free antiretroviral therapy, free testing and ongoing vaccine trials. The efforts of the government are complemented by the African Comprehensive HIV/AIDS Partnership, which is a collaborative scheme between the government of Botswana, the Bill and Melinda Gates Foundation and the Merck Foundation. 

3. Sources of GDP

Agriculture, which was the largest sector in the 1960s, contributed only 2% of GDP to 2005/06.  The mining sector, dominated by diamonds, contributed over 42% to real GDP in 2005/06. The industrial sector contributed 11.6% to GDP, comprising of manufacturing – 3.9% and other sub-sectors – 7.7%.  The services sector, which accounts for 44% of GDP overall, comprises of general government services – 18.1%, financial services – 7.5%, wholesale and retail trade, including hotels and restaurants – 11.4%, transport and communications – 3.6% and other sub-sectors – 3.8%. Tourism, although it contributes only around 4% to GDP, continues to be Botswana’s second largest source of foreign exchange earnings after diamonds. 

Table 2: Sectoral Contribution to GDP (2005/06)

	Sector
	GDP (%)

	
	

	Primary sector
	2.3

	   Agriculture
	2.3

	Industry
	53.3

	   Mining and quarrying
	41.7

	   Manufacturing
	3.9

	   Other industry
	7.7

	Services
	44.4

	   Trade, hotels and restaurants
	11.4

	   Transport, storage and communications
	3.6

	   Financial and business services
	7.5

	   Government services
	18.1

	   Other services
	3.8


Source: Central Statistics Office

Figure 1: Percentage Sector GDP, 2005/06
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The country’s economic growth slowed down during 2005/06, contracting by 0.8% that year, as compared to a high growth rate of 9.2% the previous year. According to Bank of Botswana, the major source of this contraction of the economy was the mining sector, which declined by 4.4 percent, particularly diamonds output, which fell by 4.3%. 

4. Primary sector

4.1 Agriculture

During 2005/06, the agriculture sector contracted by 3.6%. The agriculture sector was however recovering from a huge decline of 11 percent recorded the previous year.

Agricultural production was adversely affected in 2005 by inadequate rainfall and drought, which hampered production of food crops.  Total crop production during the 2005/06 cropping season was 46 026 tonnes, out of which 26 008 tonnes was from the communal sub-sector, while 20 018 tonnes was from the Pandamatenga commercial farms.

Cereal crop production, which constituted about 79% of total production, represented only 18% of the total national cereal requirements estimated at 200 133 tonnes for 2005/06.  The low crop production was largely the result of several factors such as leaching of nutrients due to continuous rainfall; pests damage, especially by quelea birds and rats; and frost damage in Pandamantenga and the Southern Region. 

Agriculture remains critical for the Government’s economic diversification efforts.  A number of projects are being implemented under the NAMPAADD programme, including the Glen Valley Irrigation Scheme, which is intended to provide serviced agricultural land to farmers interested in undertaking commercial horticulture and fodder production; the Dikabeya Production Training Farm for the production of vegetables such as tomatoes, green mealies, butternuts, green pepper, carrots and onions; the Sunnyside dairy training farm; and the Ramatlabama Production Training Farm for feedstock products such as silage and hay and traditional products such as maize, sorghum, sunflower and water melons. 

A recent study on the viability and long-term development strategy for the livestock (beef) sub-sector recommends reforms in order to strengthen efficiency in processing and marketing, improvements in incentives and land tenure arrangements, liberalisation of markets, and restructuring of public expenditure in the sub-sector.  

In addition, a recent review of various agricultural support schemes has indicated that the programmes had a positive socio-economic impact on the beneficiaries.  As a result, the Government has decided to re-introduce the schemes and allocate more funding to their implementation. 

The Government is also trying to develop Pandamatenga into an irrigated area.  And there is a strong wish to innovate for developing irrigation for food and cattle feed production.

5. 
Secondary sector 

Botswana’s industrial development process is guided by the principles outlined in the Industrial Development Policy of 1998.  In recognition of increasing competitive pressures in global markets, the industrial policy has been re-oriented towards encouraging higher levels of productivity through employment of highly skilled workers and modern technology, unlike the previous stance which emphasised employment of unskilled labour.

5.1 Mining

The mining sector is the mainstay of Botswana’s economy.  Diamonds, copper-nickel, soda ash and salt, coal and gold are the main minerals being mined in Botswana at present.  The sector contributes about a third of GDP, over 75% of export earnings and over 55% of total government revenue.

Botswana’s minerals policy framework is intended to provide a stable, investor-friendly framework to support private sector investment decisions, enabling them to earn an adequate return on capital and reward for risks taken, while ensuring that excess profits, or mineral rents, are secured for the nation through a suitable fiscal regime. 

In maximising the economic and other benefits for the country, the minerals policy aims to:

(i) accelerate prospecting and new mine developments;

(ii) encourage activities that generate real value added and linkages with the rest of the economy;

(iii) create training and employment opportunities for citizens;

(iv) minimise the environmental damage caused by mining operations.

Diamonds

The main driving force of the mining sector has been the diamond mining sub-sector.  Botswana has become one of the most powerful diamond producers in the world due to the quantity and quality of the reserves found in the country. 

Botswana currently has 4 diamond mines at Orapa, Letlhakane, Jwaneng and Damtshaa. These diamond mines are owned by Debswana, a joint venture between De Beers Mining Company Limited and the Government of Botswana. 

The Orapa pipe which measures 112 hectares is the largest known diamond bearing kimberlite pipe in the world.  The peak capacity for this mine is estimated at 250,050 carats per annum.  The Jwaneng mine, with its size and very high proportion of gem diamonds, is the richest diamond mine in the world.  Both the Letlhakane and Damtshaa mines make smaller but important contributions to the annual diamond output from Botswana. 

Two new diamond mines – the Diamonex mine near Martins Drift and the African Diamonds AK6 mine near Orapa – are thought likely to open soon.  Prospecting continues to identify more economically viable diamondiferours kimerlites in Botswana.

The dominance of diamond mining features in other economic indicators; for example, diamonds accounted for about 77% of total exports in 2005, and make up more than 90% of the mining sector’s contribution of 43.2% to total GDP in 2004/05.  In addition, as at the end of 2005, 59% of the stock of Foreign Direct Investment (FDI) was concentrated in the mining sector.  

Copper/Nickel

The BCL copper-nickel mine in Selebi-Phikwe in north-eastern Botswana is owned by LionOre Mining International, a Canadian firm, and the Government of Botswana.  BCL produced 48,000 tonnes of nickel and copper in 2004. 

Other significant copper and copper-nickel deposits in Botswana are either operational or being investigated.  These include the Tati Nickel Mining Company (now majority owned by LionOre) which operates an open pit mine at Phoenix.  A capacity expansion project at the Phoenix mine was completed and by December 2004, a total of 3.2 million tonnes of ore was treated. 

With the upsurge in world commodity prices, new investors have also shown interest in copper/nickel mining/processing projects.  Examples include African Copper, which is intending to mine the substantial copper deposits at Dukwe and Matsitama, north-west of Francistown, and Discovery Metals Limited, which is currently investigating the copper deposits at Ngwako Pan, south of Maun in north-west Botswana. 

Soda Ash and Salt

Botswana produces soda ash and salt at Sua Pan, which covers roughly 3,500 sq. kilometres and contains an estimated brine resources of 16 billion cubic metres.  Soda ash and salt production stood at 265,000 tonnes and 217,000 tonnes, respectively, in 2004. 

While almost all the soda ash and salt currently produced is exported, mainly to South Africa, the potential for the soda ash to provide the basis for a domestic glass industry is being explored.  Government is also encouraging soda ash processing companies to set up in Botswana

Coal

Botswana has large coal resources estimated at 212 billion tonnes of which 3.3 billion tonnes are measured reserves.  At least 17 billion tonnes of coal is estimated to be suitable for power plant use, providing Botswana with the second largest coal reserves in Africa, after South Africa.  

The coal is being used for generating electricity for export to the Southern Africa Power Pool (the SADC grid).  It is hoped that the coal will be developed to assist in alleviating power shortage in Botswana. 

Government is also trying to assist development of ancillary industries.

Gold

Gold mining activities have been undertaken in Botswana on highly marginal and very small scale for several years in the past.  However, in 1998, Gallery Gold discovered the one million ounce gold resource at Mupane in north-east Botswana.  Production commenced in late 2004, and quickly reached the rated capacity of 100,000 ounces per annum. 

Although mining operations at Mupane is only expected to last for 10 years, extensive prospecting is under way and Gallery Gold (now taken over by IAMGold) has rights over extensive promising tenements in the area.  It is likely that further gold resources will be discovered that will prolong the life of the Mupane operation. 

Other minerals

Historically, other minerals, including manganese and asbestos, have been mined in Botswana.  Semi-precious stones are mined on a small scale, and there is increasing demand from the construction sector for sand, crushed stone and gravel.  Clay is mined near Lobatse for the domestic brick industry.  Other minerals known to exist in Botswana include agates, fluorite, kyanite, silver, antimony, lead, graphite, limestone, talc, gypsum, chromite, iron, platinum, zinc, feldspar, and kaolin.  Finally in recent years there has been increased focus on the potential for substantial uranium deposits in the Francistown area.

Data on production of all minerals in Botswana from 2000 to 2006 is shown in the table below.

Table 3: Minerals production in Botswana (2000 – 2006)

	Year
	Diamonds

(‘000 carats)
	NI/Cu Matte
	Coal

(tonnes)
	Soda Ash

(tonnes)
	Salt

(tonnes)
	Gold

(kg)
	Semi-precious

Stones (tonnes)
	Sand, gravel &

clay (m3)
	Crushed stone

(m3)

	
	
	Matte

(tonnes)
	Contained Metal
	
	
	
	
	
	
	

	
	
	
	Nickel

(tonnes)
	Copper

(tonnes)
	Cobalt

(tonnes)
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	2000
	24,635
	48,420
	21,446
	18,722
	308
	946,900
	191,000
	184,800
	4
	112
	93,047
	1,070,000

	2001
	26,190
	50,999
	22,454
	19,209
	325
	930,374
	251,231
	178,646
	2
	76
	206,827
	2,140,523

	2002
	28,368
	56,626
	23,896
	21,590
	269
	953,081
	283,197
	315,259
	8
	127
	2,400,978
	1,201,279

	2003
	30,412
	51,983
	27,400
	24,289
	294
	822,780
	234,520
	229,432
	9
	102
	1,485,432
	1,059,679

	2004
	31,125
	54,448
	22,292
	21,195
	223
	913,087
	263,358
	208,319
	162
	99
	2,329,522
	1,219,067

	2005
	31,890
	68,637
	28,212
	26,704
	326
	984,876
	279,085
	243,945
	2,709
	165
	1,906,211
	1,027,377

	2006
	34,293
	64,368
	26,762
	24,255
	303.3
	962,427
	255,677
	151,595
	2,546.5
	65
	n/a
	n/a


Source: Department of Mines
5.2 Manufacturing

Manufacturing occupies a central place in Botswana’s strategy for development and is seen as the principal sector through which the twin goals of economic diversification and employment creation can be realised.

As of December 2005, there were 2 695 manufacturers in Botswana employing 43 119 people. Table 4 below profiles the manufacturing sub-sector by product line in broad terms, with corresponding employment levels.

The share of manufacturing in total domestic output has also exhibited a declining trend. In 2005/06, the share of manufacturing in GDP was 3.9%, a decline of 3.3% from the previous year. 

Various government initiatives, including those of the Botswana Export Development and Investment Agency (BEDIA), have failed to spur diversification. 

Table 4: Manufacturing activities and Employment levels (December 2005)

	Product
	Number of Firms
	%
	Employment
	%

	
	
	
	
	

	Textiles
	1 350
	50.1
	14 320
	33.2

	Food and Beverages
	363
	13.5
	7 592
	17.6

	Other Manufacturing* 
	982
	36.4
	21 207
	49.2

	Total
	2 695
	100
	43 119
	100


Source: Ministry of Trade and Industry
*Other manufacturing activities include: Wood and wood products, Furniture, Fabricated Metal, Basic Metals, Tannery and leather products, Rubber and plastic products, Printing and publishing, Chemicals, Paper and paper products, Machinery and equipment

6. Tertiary sector

The services sector comprises trade, energy and water, hotels and restaurants sub-sector; transport and communications sub-sector; banks, insurance and business services; and general government and special personal services.

The trade, hotels and restaurants sector registered a growth of 5.9% in 2005/06, suggesting a strong recovery from –7% in 2004/05.  However, this growth was due mainly the hotels and restaurants sub-sector which expanded by 33.6%.  On the other hand, the wholesale and retail sub-sector grew by only 0.9%, reflecting a depressed consumer demand. 

The supply of energy is crucial for economic and social development.  In terms of access to electricity, Botswana ranks third in the SADC region after Mauritius and South Africa, and it is hoped that 70% of Botswana will have access to electricity by 2009. Continued provision of electricity to rural areas is one of the measures that the government has taken to improve the general standard of living in rural communities.

The Morupule coal-fired station generates the bulk of domestic electricity production.  However, the output falls short of the national demand and more than half of Botswana’s power requirements are imported from South Africa and Zambia.  To address this problem and meet the local electricity demand, the Botswana Power Corporation undertook a generation expansion study for Morupule Power Station, and the expansion project, approved by the Botswana Government, has just started.  In addition, an export power station is currently being established, using coal from Morupule and Mmamabula, to take advantage of the current power shortage in the SADC region. 

Further, agreement has been reached between Botswana, Angola, Namibia, South Africa and DRC to develop hydro electricity from Inga area (DRC)

Water is a very scarce commodity in Botswana.  The country’s semi-arid climate and low rainfall are the causes of this situation.  Surface water resources in Botswana are estimated at some 13,000 million cubic metres per annum, 86% of which flows into the country from Angola through the Okavango and Kwando river systems. 

Groundwater resources have traditionally supplied most of Botswana’s water needs, and the Government is continually undertaking research and development of water resources. 

To improve water supply resources country-wide, the Government commissions the constuction of several dams across the country.  However, persistent droughts make this a very challenging situation. To complement surface water, various groundwater projects are undertaken each year. 

However, the country’s long-term water supplies largely depend on the international rivers and Botswana continues to actively participate in international river commission negotiations.  The National Water Master Plan was reviewed in 2004.  Also, a compilation of all known water resources has been completed and matched with estimated water demands over a 30-year planning horizon.

During 2005/06 the water sub-sector declined due to water usage restrictions in the Gaborone area for the whole of year.  However, despite the challenges of water scarcity, currently some 98% of Botswana’s population has access to safe drinking water. 

The transport and communications sector grew by 18.2%, the highest growth of any major sector of the Botswana economy.

Overall, the banks, insurance and business services sector grew by 1.7%.  However, the banking sector (which accounts for about 40% of this sector’s output) grew by 11.7%, in line with rapid growth in deposits during the year as the result of the phasing out of non-bank holdings of Bank of Botswana Certificates.  The growth in the baking sector was, however, offset by negative growth in the insurance, real estate and business sectors.

General government grew by 4%, while gross domestic expenditure (in real terms) fell by an estimated 11.7% in 2005/06.  This indicates a depressed state of the domestic economy.  Only government consumption showed a marginal 0.6% growth. Both household consumption and gross domestic fixed capital formation fell by 3.1% and 6.4%, respectively. 

7. The informal sector

The informal sector in Botswana is very small and not developed.  It is not organised and comprises market traders and other operators who are not registered with any state institution.  Items sold in the informal sector comprise handicrafts, pottery items, and services such as hairdressing, small shops, food sales, etc. 

The Ministry of Trade and Industry has plans to undertake a study of the informal sector with the view to formulating a support mechanism under the Small Business Council. 

8. The financial sector and micro-finance

Botswana enjoys a sound, stable and healthy financial industry.  The country’s financial system comprises the central bank, 5 commercial banks, 1 merchant bank and 4 development finance institutions.  Other components of the financial sector are the stock exchange and 3 stock broking firms, 13 insurance companies, investment advisors, specialised financiers, pension funds, asset managers and administrators, bureaux de change and micro-lenders.

The satisfactory performance of the banking and finance sector has a major impact on the overall productive capacity of the economy. Whereas the financial sector is relatively strong and developed, the Government exercises careful control over credit expansion, the pula exchange rate, interest rates, and foreign and domestic borrowing.  This has established an enabling environment that has promoted individual initiative, domestic savings, capital inflows and productive investment.  Government also intervenes in a more direct manner through the number of Government financial institutions created to promote subsidized credit among entrepreneurs.

The sector is also an important employer, with some 21,476 people employed in the finance and business services sector as at September 2004.

Short-term and medium-term financing (loans) are available for SMEs through enterprise development agencies, such as Local Enterprise Authority, Citizen Entrepreneurial Development Agency at subsidised interest rates.  Non-bank financial institutions such as Botswana Development Corporation (BDC) and National Development Bank (NDB) and the commercial banks also provide financing to SMEs, albeit with high collateral security requirements. 

Microfinance institutions, such as Women’s Finance House and several micro-lenders in Botswana charge exorbitant interest rates often higher than 28%.

Medium and long-term venture capital finance is available from venture capital firms, such as Peo Holdings and CEDA Venture Capital Fund (CEDA VCF).  However, Peo Holdings is limited by insufficient capitalization, while CEDA VCF has very stringent investment criteria (e.g. required IRR of 23% and competent management team), which most SMEs do not meet.

The Botswana Stock Exchange provides a source of long-term finance for larger companies that wish to go public.

Non-bank financial institutions (NBFIs) control approximately 60% of financial sector assets in Botswana.  In order to ensure continued stability of the financial system, Government commissioned a study of the non-banking regulatory framework and established a non-banking regulatory authority to help strengthen the country’s regulatory and and supervisory capacity over the entire financial system.  Additionally, as micro-lending continues to grow, it is to be regulated under the Consumer Protection Act.  The finalisation of Micro-lending Regulations is expected during 2007.

International Financial Services Centre (IFSC)

The provision of cross-border financial services is a key component in improving the country’s competitiveness in global markets.  The financial services sector is the most global of internationally traded businesses and the requirements for participation fit well with Botswana’s strengths.  These include adherence to open market economic norms, availability of good telecommunications infrastructure, a well-educated and trainable workforce and a first class regulatory regime, as well as having a welcoming approach to inward investment, free from unnecessary bureaucratic obstacles.

The International Financial Services Centre (IFSC) was launched in 2000 to carry out business across a range of financial sectors.  These include banking, the management and administration of unit trusts and other forms of collective investment undertakings, insurance, financial intermediary services and corporate treasury operations.  

One of the key objectives of the IFSC is to create sustainable employment opportunities in Botswana through the attraction of international financial services companies.  Other objectives include the development and diversification of the revenue base as well as stimulating economic growth and developing skills in areas such as the legal, administrative, accounting, financial and ICT sectors.

By early 2005, a total of 23 companies were accredited, based across a range of sectors such as cross-border banking, investment funds, financial advisory services, ICT services and group shared services, as well as administration.  These companies had employed 244 qualified Botswana professionals in various areas of finance and administration.

9. Priority sectors: perspectives and potential development

The agricultural sector is a key sector in Botswana in terms of food security and income generation, especially at the household level within the rural communities.  Several agricultural projects and schemes are currently being implemented in a concerted effort to develop the sector and increase crop production.  Agro-food processing is therefore seen as complementary to government’s efforts in this direction, and has a huge potential for development.  

Minerals beneficiation is a also key area that the Botswana Government is keen to encourage.  It is believed that this will not only create employment, but will also generate much-needed foreign exchange for the country.  In that regard, the Government has been promoting the establishment of diamond cutting and polishing projects in the country.  To date 16 diamond operators have been licensed.  It is the view of the government that these development will help to consolidate its efforts towards sustained diversified growth and global competitiveness.

In the light of the HIV/AIDS pandemic, and other diseases such as malaria and tubercolosis, that afflict the population, Botswana continues to spend a huge proportion of its national budget on importation of pharmaceutical products.  During 2004/05 a number of development projects were suspended and funds diverted to finance the fight against the HIV/AIDS scourge.  Therefore, it is believed that the development of the pharmaceuticals sector will go a long way towards reducing the amount of foreign exchange spent on pharmaceuticals imports.  

10. Economic integration

Although the share of total domestic investment declined to 34.8 per cent of GDP in 2004/05, from 43.2 per cent in the preceding year, largely on account of a 23 per cent decline in private investment, the investment-to-GDP ratio is very high in Botswana by African standards. The share of private investment in GDP is estimated to have risen strongly in 2006. Public investment also picked up in 2006. Investment, both public and private, is projected to continue to grow strongly at around 8 per cent.

Exports are estimated to have recorded a 17.3% increase from 2005, mainly due to the improved performance of diamond exports, which increased by 16.1%. The value of copper and nickel exports also increased by 66.1%.  While production of both soda ash and gold increased in 2006 compared to 2005, the import on export data is yet to be determined.

The country’s main imports include food, capital goods, and services.  Imports mainly come from South Africa, Europe, USA, Japan, China, and India.  Imports during 2006 are estimated to have increased by 4.8% from 2005.  Fuel imports rose by 39.1% in 2006, given larger average fuel price increases during the year.  In contrast, the value of imports of vehicles and transport equipment fell by 18.3% due to both lower number of new vehicle registrations in 2006 and higher proportion of low cost Asian vehicles imported during the year.

The remarkable growth in diamond exports, along with prudent macroeconomic policies that restrained import demand, ensured that Botswana maintained a very strong balance-of-payments position, which led to the accumulation of large foreign exchange reserves. 

Current account earnings, which include exports of goods and services increased by 9.6%, while current account spending, which includes imports of goods and services increased by3.2%.  The overall balance of international payments surplus grew by about 55.3%, driven mainly by the rapidly growing merchandise trade surplus together with increased surpluses in both services and current transfers.

As at the end of 2006, Botswana’s foreign reserves increased from US$6.3 billion to US$7.9 billion, enough to cover 30 months of imports of goods and services.  Botswana’s trade balance has consistently been positive. The current account surplus is forecast to increase further in the next two years.

Botswana’s principal trade partners are the Southern African Customs Union (SACU) member countries (especially South Africa), the United Kingdom, the United States and the rest of Europe. Botswana’s trade policies are largely dictated by its membership of SACU. The SACU agreement provides for a common external tariff structure and duty-free movement of goods originating within the customs union, except in specified exceptional circumstances. Currently, Botswana also participates in a number of other bilateral and multilateral agreements, including the Cotonou Partnership Agreement between the European Union (EU) and the African, Caribbean and Pacific (ACP) states (to be replaced by the Economic Partnership Agreement – EPA – currently being negotiated between the EU and the Eastern and Southern African regional grouping), the Generalised System of Preferences(GSP), the United States’ African Growth and Opportunity Act (AGOA) and the World Trade Organization (WTO).

To foster a more attractive investment climate, Botswana has completely liberalised the exchange control regime. 

11. Sectors of interventions of the main funding institutions

European Union

Botswana and the European Commission recently signed a P50 million (€6 million) agreement to finance Non State Actors (NSA) capacity building programme during 2007-2011. The purpose of the programme is to enable NSA in Botswana to engage more effectively with the government and donor agencies in the development process.  The programme will also respond to the needs of the population, including the marginalised and disadvantaged sections such as remote area dwellers, female-headed households and ethnic minorities.

The new Country Strategy Paper (CSP) and the corresponding National Indicative Programme (NIP) for the 10th European Development Fund (EDF), which runs from 2008 to 2013, will focus on Human Resource Development, placing emphasis on employment, poverty reduction and HIV/AIDS.

The European Commission has also increased the 10th EDF allocation to Botswana by €17million to €73 million.  The additional funds were to assist the Government of Botswana to further improve its achievements in the area of governance.  These include inter alia improving court case management, control of corruption, public procurement, finance management, implementing economic reforms, and strengthening support to civil society.

EU-SADC Investment Promotion Programme (ESIPP)

ESIPP provides support to private sector associations: 

· Provides grants to intermediary organisations at meso level (e.g. business associations, chambers of commerce; intermediary groups, etc); 

· Stimulating capacity building, promoting SADC as an investment destination; 

· Investment promotion between SADC companies and EU counterparts; 

· Promotes networking and partnerships between SADC companies and EU investors

· Identifies and promotes sectors and/or companies that are good investments; provides grants to qualifying companies to facilitate cementing partnerships with EU partners (e.g. market studies, feasibility studies, legal aspects); 

· Undertakes programme initiatives that are seen to assist enterprises (e.g. facilitation) from regional perspective

· ESIPP also promotes policy dialogue – i.e. interaction between Governments and private sector

UNIDO

Assisted the Ministry of Commerce and Industry of Botswana in revising its industrial development policy by reviewing policy documents prepared for Botswana by the World Bank, Botswana Department of Industrial Affairs, Financial Assistance Policy, Reservation Policy, Export Incentives and Botswana Power Corporation Study on Tariffs and suggest a comprehensive and integrated industrial development policy for the Government's consideration.

UNDP

Currently, UNDP Botswana supports programmes in the following areas: HIV/AIDS, environment management, economic, poverty reduction, and governance.

The UNDP Economic Management, Job Creation and Poverty Reduction Programme in Botswana partners various ministries of the Government of Botswana, resident and non-resident UN system organisations, development agencies, private sector corporations, NGOs and civil society organisations in managing diverse development challenges. It combats obstacles to human development such as poor health, lack of education, and lack of access to resources necessary for a decent standard of living through a number of current and pending job creation.

Apart from the government, the programme also works closely with national institutions such as the Bank of Botswana, Botswana Institute for Development Policy Analysis (BIDPA), the University of Botswana and several Non Governmental Organizations (NGOs). Some of the UN agencies that work with the Economic unit on various projects are the United Nations Conference on Trade and Development (UNCTAD), World Tourism Organization (WTO), UNIDO, ILO and the UN Economic Commission for Africa (ECA). 

UNDP is also assisting in development of textiles clusters in Botswana.

FAO

FAO provides technical support for agriculture sector development in Botswana.  FAO assists with the Common Fund for Commodity

GTZ

GTZ is currently assisting the SADC Secretariat in the developing programmes on private sector development. 

The Botswana country programme covers the technical and vocational educational sector through the Botswana Training Authority as well as the Department of Technical and Vocational Education and Training.  GTZ also currently has programmes in the areas of water, peace and security and ICT, including HIV/AIDS. 

Centre for Development of Enterprise (CDE)

CDE is an institution of the ACP Group of States (Africa, Caribbean and Pacific) and the EU which provides advisory services and financial assistance to support enterprise development.  With its regional office based in Gaborone, CDE is poised to provide substantial assistance to SMEs both in Botswana as well as in the SADC region.

Commonwealth Secretariat

The Commonwealth Secretariat has provided technical and financial support for the development of the National Export Strategy

Southern African Global Competitiveness Hub

The Southern African Global Competitiveness Hub was established by the US government to provide the following trade components to SADC member states: 

· Trade Facilitate and Capacity Building;

· Trade Competitiveness; and

· African Growth and Opportunity Act (AGOA) - support at both the firm level and the national level.

The Hub has undertake several studies and provided interventions in the area of agro-food processing, market access to the US market, and also in improving the transportation sector in the SADC region.

SADC Development Finance Resource Centre (SADC - DRFC)

SADC subsidiary responsible for providing capacity building, policy research and advice to the development finance institutions in the SADC region and it also responsible for infrastructure and SME development in the SADC region.

The activities of SADC-DFRC includes Capacity building of DFIs (training, technical assistance), technical assistance for infrastructure and SME development, Office to support the DFI network; assists in setting up DFIs in SADC Member States, Provides services to private sector, Benchmarking of national policies to support SMEs, and Mentoring and quality programmes.

SADC-DFRC programmes fit into the overall SADC Industrial Development Strategy.

12. Competitiveness and costs of production

The National Development Plan 9 (NDP 9) emphasises the need for enhanced global competitiveness.  A crucial element in increasing competitiveness is higher productivity, which calls for investment in human resource development as well as in physical capital formation, including technology and infrastructure, institutional reform such as privatisation, and the development of ‘smart partnerships’ between the private and the public sectors. Another crucial requirement is controlling the rate of inflation by maintaining macroeconomic balance and ensuring that pay increases are linked to growth in productivity.  

Through the work of BEDIA, Botswana is striving to promote itself as Africa’s most competitive investment hub. A number of trade missions, business fora, and expos have been organised both locally and in foreign countries to promote the country as an attractive investment destination. 

Botswana has based its development strategies on the National Development Plans (NDPs). The first eight NDPs (from NDP1, 1966-69, to NDP8, 1997/98-2002/03) focused on the twin objectives of achieving sustainable economic growth and diversification of the economy.  The current plan (NDP9, 2003/04-2008/09) continues this focus with an emphasis on competitiveness in global markets. A mid-term review of NDP9 carried out in 2005 revealed that the targets for diversification were again not being achieved. The government is reassessing its strategy, focusing on a few key economic reforms, including privatisation and reform of public-sector management.

Although the investment climate in Botswana is among the best in sub-Saharan Africa, the World Bank’s Doing Business indicators reveal deterioration in 2006, with Botswana’s rank falling to 48th from 44th out of 175 countries. The deterioration was most marked in the category of business licensing, where Botswana’s position fell to 136th from 115th. Botswana also ranks poorly in investor protection, where its position fell to 118th from 114th. Clearly, there is room for improvement in these matters.

There is a real willingness to undertake beneficiation locally.  Efforts are also being made to balance the export of raw materials by processing and build Botswana into a “Diamond Centre”.

With the technical and financial support from both the Commonwealth Secretariat and the International Trade Centre, Botswana has also developed a National Export strategy, whose main objective is to improve the country’s export competitiveness by raising the production capacities and increasing market access through a dynamic public-private sector partnership.

13. Constraints for the private sector development 

The HIV/AIDS pandemic remains the biggest threat to human development and economic growth in Botswana.  There is also a major impact on the government budget, as well as the long-term prospects for economic growth.  However, there is evidence that the HIV prevalence rate has stabilised and that the rate of new infections is declining in certain age groups, indicating a change in behaviour.  The overall adult prevalence rate as recorded by sentinel surveys of pregnant women fell from a high of 37.4% in 2003 to 32.4% in 2006.

A number of factors have contributed to the slow pace of industrial development and growing unemployment in Botswana.  These include skills shortages (especially entrepreneurial skills), poor attitudes towards work that contribute to low productivity and lack of funds to start up a business. 

Other constraints include the following:

· Small size of the local market

· Limited managerial capacity at both institutional and firm level

· Low product quality and inferior production technologies

· Ineffective marketing due to lack of marketing skills and limited financial resources

· Limited access to credit and finance due to stringent requirements (collateral and high interest rates) 

· Poor supply chain management

· Long turn-around in company registration and obtaining industrial and trading licenses to start business operations

· Shortage of production inputs in the local market

· High import duty on imported materials

· Lack of access to patented technology

· Inability to adapt to fast-changing technologies

Recent studies on productivity in Botswana confirm that workers have a relaxed attitude to work and seem to lack motivation. There have been numerous efforts to address these problems in recent years, some by the Botswana National Productivity Centre.

As the country is landlocked, logistics to ports has negative impact on any comparative advantages that some products may have for export.  Nevertheless, serious efforts are being made to improve in the road, rail and air transport infrastructure to facilitate export of goods. 

SMEs have difficulty accessing money from the commercial banks because of high collateral requirements; commercial banks are more attracted to highly liquid companies and those with strong balance sheets.  Also the outlook of the commercial banks is more short term, while the interest rates charged are high. 

14. 
Institutions supporting the private/industrial sector

The government has also put in place other institutions, programmes and policies aimed at promoting the development of the private/industrial sector. These include the Botswana Confederation of Commerce, Industry and Manpower (BOCCIM), the Hospitality and Tourism Association of Botswana (HATAB), the Botswana Export Credit Insurance and Guarantee Company Limited (BECI), the Botswana Bureau of Standards (BOBS), the Industrial Development Policy, the Small, Medium and Micro Enterprises (SMME) Policy, the Citizen Entrepreneurial Development Agency (CEDA) and the Botswana Export Development and Investment Agency (BEDIA).

In 2002, the government set up the Public Enterprises and Privatisation Agency (PEEPA), which has undertaken a review of the operations and activities of local and central government departments and public enterprises, and has examined the availability of opportunities for private-sector participation in these public institutions. PEEPA also developed the Privatisation Master Plan for Botswana, which provides the framework and guidelines for the implementation of reforms to increase private sector participation in the economy. In addition, PEEPA has developed guidelines and manuals to help managers of public institutions implement privatisation in a consistent, transparent and equitable manner. PEEPA is now finalising the procedures for the establishment of the Privatisation Trust Fund, which will hold shares of the privatised entities for the purpose of citizen economic empowerment.

Ongoing Programmes in Support of Industrial Development and Institutions Involved

The Ministry of Trade and Industry has come up with initiatives in line with its mandate, with a view to facilitating growth and diversifying the economy to meet both the local and global challenges. These initiatives include:

· The adoption of the Competitive Policy;

· Formulation of a Foreign Direct Investment (FDI) Strategy and FDI Law; and

· Development of a comprehensive National Export Development Strategy aimed at enhancing production efficiency and export competitiveness. The strategy focuses on identifying export markets as well as developing new approaches to strengthening the capacity of firms to produce goods that can compete internationally. Another key feature of the National Export Development Strategy is development of a database on Botswana’s manufacturing and export capacity. 

The usefullness of this database is as follows:

· to provide information for the benefit of the business community and facilitate the formation of structures to benchmark and monitor the country’s international competitiveness;

· to help the Ministry of Trade and Industry to better understand the capacity and limitations of the manufacturing sector;

· to create opportunities for the establishment of business linkages between large and small firms. 

The Ministry of Minerals, Energy and Water Affairs is implementing the following initiatives in support of industrial development:

· Mineral beneficiation programme aimed at establishing diamond cutting and polishing factories in Botswana. To date 15, companies are licensed to cut and polish diamonds in Botswana.

· The mineral beneficiation programme entails training of young locals in the diamond cutting and polishing industry, who can set up their own factories in future.

· Encouragement of locally based companies to set up soda ash chemical derivatives

· Electricity generation through development of Mmamabula Power Station to address the current power shortages in Botswana. 

Other industrial sector enhancing initiatives/institutions:

Department of International Trade

The Department of International Trade is responsible for bilateral, regional and international trade matters with activities covering foreign trade policy formulation, international trade negotiations, implementation of international trade policy and agreements

National Committee on Trade Policy and Negotiations

National Committee on Trade Policy and Negotiations consists of relevant government departments, the private sector and other stakeholders. The Committee is responsible for the analysis of trade issues and their impact on the economy and for the formulation of appropriate positions for negotiations.

Botswana Export Development and Investment Authority (BEDIA)

BEDIA was established in 1998 by Botswana government in response to the growing importance of private domestic and foreign direct investment in the creation of sustainable employment, economic diversification and poverty reduction.

The authority’s main function is to promote investment in Botswana, particularly export-oriented manufacture, to identify market outlets for locally manufactured products and it also provides factory space. 

BEDIA’s priority sectors include textiles, leather, crafts, meat and minerals (diamond cutting and polishing), identified through research and feasibility studies. The main criteria used to identify sectors for research is availability of local raw materials.

At 30 March 2006, there were 23 companies operating in Botswana which have been established between 2000 and 2006 through BEDIA initiatives, employing More than 50 percent of these companies are in the textile sector.
Botswana Development Corporation Limited (BDC)

Botswana government established BDC in 1970 to be the government’s investment arm in the local market. BDC assists in the establishment of commercially viable businesses through equity participation, loan financing and provision of factory space. The Corporation invests in companies operating in all sectors of the economy except large scale mining. 

BDC’s total investment was P1.5 billion in client companies, employing 1182 people as at 30 June 2006.

CEDA Venture Capital Fund

CEDA Venture Capital Fund is a P200 million fund established by Botswana government in 2003 to provide equity and loan financing to citizen owned and joint ventures operating in Botswana.  The fund invests in all economic sectors at all stages of development on a 3-7 years investment period. The fund’s minimum investment is P0.5 million per project and it currently fully committed on 6 portfolio companies with projected employment figure of more than 2000 people.
Botswana Bureau of Standards (BOBS)

BOBS is a official body responsible for all issues related to standardization and quality assurance at the national level. Offers technical services in the areas of standardization, testing of goods, certification of products, industrial and trade metrology, quality management systems, environmental management systems, information and training.

BOBS is a full member of the International Organization for Standardisation (ISO) and the national contact point for all SADC programmes and standardisation and quality assurance. 
Small Business Promotion Agency

Responsible for implementing the SMME Policy of 1999

Local Enterprise Authority (LEA)

LEA is a statutory body of Botswana government established by the Small Business Act of 2004 to develop enterprises through provision of training and mentoring, technology adaptation and adoption, marketing and market access, business linkages facilitation and other business advisory services.
Botswana Institute for Development Policy Analysis (BIDPA)

BIDPA, at regional level, coordinates activities of the Southern African Trade Research Network in order to strengthen the SADC region’s ability to address major policy issues that can foster regional economic integration, as well as to build the region’s capacity to participate in global fora such as World Trade Organization (WTO).  
Botswana Export Credit Insurance and Guarantee Company (BECI)

BECI is a wholly-owned subsidiary of BDC whose main function is to provide Export Credit Insurance and Domestic Credit Insurance to businesses. It covers commercial risks and political risks under the Export Credit Insurance.  

Botswana Confederation of Commerce, Industry and Manpower (BOCCIM)

BOCCIM plays advocacy role and representation to its members, which consist of private sector and parastatal organisations. It is also responsible for industrial relations and staff training of its members through seminars and workshops. It provides general business advice, organises trade fairs. BOCCIM had 1650 members as at 31 December 2005.

Exporters Association of Botswana (EAOB)

Exporters Association of Botswana is a non-governmental trade organisation registered under the Botswana Registrar of Societies Act to facilitate global trade and enhance economic growth and diversification from traditional exports to non-traditional exports.

15. Problems to be solved

Lack of Economic Diversification

The lack of economic diversification and heavy dependence on the mining sector has significant implications for the Botswana economy, in terms of sources of economic growth, vulnerability to external shocks, sources and amount of government revenue, employment creation, poverty alleviation and reducing income inequality.

Unemployment

Data from the 2005/06 labour force Survey shows the unemployment rate of 17.6% in Botswana.  This rate is fairly high and presents a major problem to the country, particularly because it is most prevalent in the urban villages (30%) and rural areas (23%).  Over time, this high unemployment rate in the rural areas has continued to exacerbate the rural-urban migration as people move to the urban areas in search of perceived better job opportunities and better working conditions. Also worrying is the rising graduate unemployment in Botswana.  

Income Inequality

The Gini Coefficient shows that Botswana has high levels of income inequality compared to other SADC member states.  In recognition of the apparent link between income inequality and poverty, the national Vision 2016 explicitly makes the reduction of income inequality one of its principal goals, which is to be achieved through job creation. 
High Prevalence of HIV/AIDS

The high level of HIV/AIDS in Botswana presents a critical challenge to the nation.  The pandemic is deepening poverty, reducing human development achievements, limiting the ability of government to provide essential services, reducing labour productivity and labour supply and constraining economic growth.  Government has been committing more funds originally meant for development expenditure towards the fight against the pandemic.  If this problem is not solved soon, it could lead investors to channel their investment to countries having a healthier workforce that promises higher productivity and better returns on investment.

16. Recommendations

The following recommendations are made in order for the Industrial Upgrading and Modernization Programme to have the desired impact.  It is, however, imperative that the Industrial Upgrading and Modernization Programme should also be aligned to the country’s Vision 2016 in order to ensure “buy-in”. 

Key Programme areas:

Capacity building and skills development

Capacity building and skills development in marketing management should be a major area of focus for the programme. Capacity building is also required in the technical support institutions.

Technology identification and diffusion

Due to the low levels of technology used in the manufacturing companies in Botswana, as well as the rather fast rate of technological obsolescence in the manufacturing sector, identification and diffusion of technology becomes a critical area.  Considered against the background of a small population, the use of modern technology should be seen as the only way to make Botswana based companies globally competitive. 

There is also the need to improve the technical capacity of the national laboratory for testing and analysis of processed food items, as well as the provision of technical assistance for establishing innovation centres and business incubators in the country. 

Export market development and access

The small size of Botswana’s domestic market makes it imperative for the Industrial Upgrading and Modernization Programme to put a lot of effort into export development skills, and promote export partnerships.

Enterprise development 

Enterprise development in Botswana is at a critically low level.  There is need to develop training programmes, especially technical training and provide mentoring assistance to most SMEs in the country.

Technical support

There is also need to identifying technological expertise, especially in the fields of industrial engineering, business and financial management for specific industry sectors, quality management and customer satisfaction skills.

Investment promotion

Foreign Direct Investment (FDI) is important in achieving Botswana’s objectives of sustainable growth, economic diversification and employment creation. UNIDO should collaborate with BEDIA to implement the national FDI strategy.

Government facilitation

Botswana Government should facilitate the above programme by (i) improving on the time for registering companies and processing licenses, (ii) upgrading the customs clearance process with the view to making it smooth in order to facilitate trade, and (iii) show commitment by allocating sufficient funds on an annual basis to the implementation of the Industrial Upgrading and Modernization Programme.

DEMOCRATIC REPUBLIC OF CONGO

1. Généralités

La République démocratique du Congo (RDC) est le 3ème vaste pays d’Afrique après le Soudan et l’Algérie, avec une superficie de 2 345 410 km² dont 135,2 millions d’hectares de forêts, soit 57,6% du territoire national. Le pays compte près de 60 millions d’habitants et s’étend en Afrique Centrale de l’océan Atlantique au plateau de l’est et correspond à la majeure partie du bassin du fleuve Congo. Le pays partage ses frontières avec l’enclave de Cabinda (Angola) et la République du Congo à l’ouest, la République centrafricaine et le Soudan au nord, l’Ouganda, le Rwanda, le Burundi et la Tanzanie à l’est, la Zambie et l’Angola au sud
2. Indicateurs macro-économiques 

La RDC est un pays à fort potentiel économique par l’étendue de son territoire et ses ressources importantes. Malgré ce potentiel, le pays est l’un des plus pauvres du monde. Les années de guerre ont détruit la majorité des infrastructures et des activités productives. Les indicateurs sociaux affichent des niveaux très bas, rendant quasi impossible pour le pays, selon de nombreux observateurs, d’atteindre un seul des OMD. 

Le pays en effet regorge d’importantes ressources hydrauliques, minières, forestières, pétrolières… Avec la fin des conflits et l’aide massive des bailleurs de fonds, la croissance réelle du PIB a fortement progressé, passant de 3,5% en 2002 à 6,5% en 2005 et en 2006. Le pays devrait continuer d’afficher d’excellentes performances, avec une croissance estimée à 6,2 et 6% respectivement pour 2007 et 2008. En 2006, la croissance a été tirée par l’exploitation du cuivre et du bois ainsi que la production de ciment, des boissons (alcoolisées et gazeuses) et de l’électricité. Par ailleurs, plus de 80% de l’économie relève du secteur informel.

Si la stabilité politique et la démocratie, sont établies durablement dans le pays avec la restauration de l’autorité de l’Etat, de la bonne gouvernance et la lutte contre la corruption, il est fort à parier que la RDC affichera d’excellentes performances d’ici quelques années.

Tableau 1 :  Principaux indicateurs macro-économiques de la RDC

	
	2004
	2005
	2006

	
	
	
	

	Population (en millions d’habitants)
	55,85
	57,55
	59,32

	Femmes
	50,4%
	50,4%
	50,4%

	PIB courant (en millions d’euros)
	3 723,6
	4 279,6
	4 550,0

	Taux de croissance du PIB en volume
	
	6,5%
	6,5%

	Part du secteur primaire dans le PIB
	45,1%
	41,5%
	39,8%

	Part du secteur secondaire (dont Mines et pétrole) dans le PIB 
	23,4%
	23,3%
	24,0%

	       dont sous secteur manufacturier dans le PIB 
	4,7%
	4,7%
	4,8%

	Part du Secteur tertiaire ou des services (production et distribution l’électricité, eau, télécommunications, etc.) dans le PIB
	31,6%
	35,2%
	36,2%


3. Formation du PIB 

Tableau 2 :  Ventilation sectorielle du PIB de la RDC en 2006 (en%)

	Secteur
	PIB en %

	
	

	Agriculture et élevage 
	39,8%

	Mines et Pétrole
	19,2%

	Industrie manufacturière
	4,8%

	Services 
	36,2%


Figure 1: Contribution des secteurs au PIB  (2005)
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4. 
Secteur primaire

4.1
Agriculture
En 2006, le taux de croissance du secteur agricole est resté proche du taux de croissance démographique, environ 3%, en raison de l’absence de routes nationales et de desserte agricole. L’agriculture au sens large (production agricole, élevage, pêche et exploitation forestière) qui emploie plus de 70% de la population et participe pour 41,5% dans la formation du PIB en 2005, est dominée par les cultures vivrières (manioc, maïs, riz et banane plantain). Les potentialités sont très importantes puisque les terres exploitées pour la culture et l’élevage ne couvrent que 10% des terres arables. L’agriculture d’exportation est constituée essentiellement du café, du cacao, du bois et de l’hévéa. Les rendements et les productions de ces cultures se sont effondrés depuis le déclenchement de la crise sociopolitique dans le pays et ont entraîné une baisse importante des recettes d’exportations agricoles. 

L’agriculture paysanne reste encore et pour longtemps, la source principale de l’offre alimentaire, d’emploi et de services; elle devrait évoluer rapidement vers une agriculture moderne, revêtant un caractère commercial. Dans ce contexte, la réhabilitation et le développement des moyennes et grandes exploitations agricoles et le renforcement des petites exploitations permettront d’accélérer la mobilisation des cadres et entrepreneurs nationaux. Cette agriculture devra se développer au-delà de la simple satisfaction des besoins alimentaires de la population et permettre aussi la production d’un surplus pour approvisionner de manière continue et suffisante les industries agroalimentaires en matières premières.

Pour appuyer la relance du secteur agricole, le Gouvernement a l’a inscrit en bonne place dans le Document de stratégie de croissance et de la réduction de la pauvreté (DSCRP) et le Programme multisectoriel d’urgence pour la réhabilitation et la reconstruction (PMURR) en raison de son importance dans le renforcement de la sécurité alimentaire et la réduction de la pauvreté.

4.2
Exploitation forestière

Depuis des nombreuses années, soit plus de vingt ans, la contribution du secteur forestier au PIB s’est toujours révélée très faible, car se situant en moyenne autour de 1%. Ceci constitue un véritable paradoxe au regard des potentialités en ressource forestière dont dispose le pays. Cependant, cette contribution a augmenté de façon continue pour atteindre 10% du PIB en 1990 et 22% du PIB en 2000, notamment à cause de la contre-performance du secteur minier et des autres branches de l’économie. Et, avec la reprise de certains secteurs de l’économie, cette contribue est retombée à 10% du PIB en 2003. Plus de 90% du secteur bois est informel et orienté vers la satisfaction des besoins nationaux en énergie domestique et en services (grumes, sciages, tranchages, contreplaqués et parquets). La production de bois est passée de 500 000 m3 par an en, moyenne avant le conflit, à moins de 105 000 m3 au cours des dernières années.

Les principales contraintes à l’essor de la filière forestière sont :

· le délabrement prononcé des infrastructures de transport et de manutention de la production forestière;

· l’inexistence de crédits bancaires et de mécanismes de couverture des risques encourus (assurance) pour les opérateurs économiques;

· l’absence d’une politique forestière et d’un plan forestier clairement définis pour appuyer la mise en application de la loi forestière et garantir une gestion durable des forêts ; 

· une faiblesse des capacités techniques due au manque d’un programme de formation et de recherche adapté susceptible d’améliorer la gestion des ressources (informations statistiques, cartographie, etc.) et la valeur ajoutée des produits, etc.;

5. Secteur secondaire

5.1
Mines et pétrole
La RDC possède un énorme potentiel minier, qui n’a cependant représenté que 8,8% du PIB en 2005 et dont les performances ont été bien moins bonnes que prévues. Le pays possède 34% des réserves mondiales connues de coltan, 10% des réserves de cuivre, mais aussi de l’uranium, du cobalt, du zinc, de l’argent, des diamants, de l’or et du pétrole. L’évolution du secteur minier est malheureusement affectée par une mauvaise gestion générale des ressources, la lenteur des réformes structurelles et la fraude, ce qui n’a pas permis au pays de bénéficier pleinement des opportunités liées à la flambée des cours mondiaux des métaux. Dans le secteur du cuivre, la reprise de la production a permis un taux de croissance en volume de 33,7% en 2005, mais de seulement 4,4% en 2006 suite à la baisse de la production et aux difficultés d’exploitation de la Gécamines, la société d’Etat. Néanmoins, les perspectives du secteur sont plutôt bonnes. Dans la cité minière katangaise, une société mixte, la KCC (Kamoto Copper Company), a relancé la production de cuivre et de cobalt en milieu d’année 2006. Après un redémarrage progressif qui devrait durer cinq ans, l’exploitation devrait atteindre une production annuelle de plus de 150 000 tonnes de cuivre et de 5 000 tonnes de cobalt.

La production de pétrole, en baisse, a affiché un taux de croissance réel de - 1,5% en 2006 après une contraction de - 8,9% en 2005, soit une production de 9,2 millions de barils en 2005 contre 10,1 millions en 2004, en raison du ralentissement des travaux de reconditionnement des puits de pétrole. Cependant, seul le bassin côtier est exploité. Quelques anciens forages d’exploration avaient confirmé la présence d’hydrocarbures au centre et à l’est du pays. 

De même, les performances du diamant ont été décevantes. En 2005, la production industrielle de diamant a diminué de 26,7% au profit de la production artisanale 33.1%. Mais il semblerait que cette dernière se soit tassée en 2006, en témoigne son taux de croissance négatif (- 13,6%) durant les neuf premiers mois de 2006. Cette évolution fait suite à l’appauvrissement des mines, au manque de capitaux pour l’achat des pièces de rechange et aux violents conflits internes qui opposent la Miba (Minière de Bakwanga), une société publique, et environ 10 000 travailleurs illégaux. En 2006, l’équipement pour l’extraction du diamant, d’une valeur de 10 millions de dollars, n’a pas pu être utilisé en raison de l’insécurité qui règne dans les gisements exploités par la Miba. La baisse correspondante de la production a entraîné des problèmes de trésorerie ainsi que le non-paiement des salaires des 6 500 employés de la Miba, et l’accumulation d’arriérés de paiement auprès des fournisseurs. Les chiffres officiels indiquent une chute de 80% des exportations de diamants en volume en 2006.

5.2
Sous secteur manufacturier

En 2005, la production de ciment et la production de boissons ont été les filières qui ont tiré le sous secteur manufacturier en RDC. En septembre 2006, les boissons alcoolisées et notamment la bière ont affiché un taux de croissance de 16,7%, contre 18,9% l’année précédente. En volume, la fabrication de ciment a enregistré de solides hausses aussi bien en 2005 (26,2%) qu’en 2006 (9,7%), essentiellement grâce à la reconstruction et aux énormes besoins du pays. Par ailleurs, la production de bois grumes se trouve en pleine expansion, avec une croissance de 16,8% en 2005 et de 54% sur les premiers mois de l’année 2006.

Le tissu industriel de la R.D. Congo s’est beaucoup dégradé surtout dans le secteur des industries agroalimentaires. Il est présentement très difficile de compter plus de dix opérateurs dans n’importe quel sous secteur. À cause de la nature périssable de la plupart des denrées alimentaires, de la faiblesse des infrastructures, de la carence des moyens technologiques et du manque de capitaux, une grande tranche de leur production est consommée localement, dans un périmètre réduit autour de leur lieu de production. Cela accorde aux industries encore opérationnelles un monopole de fait, la concurrence étant très faible ou parfois inexistante. Les entreprises ne se sentent donc pas poussées à améliorer dans leurs services. Le revers de la médaille est qu’elles ne peuvent pas accéder aux marchés des pays voisins parce qu’ayant des produits de moindre qualité. Elles présentent donc des faiblesses tant sur le marché régional que continental. 

La RDC a résisté à ouvrir son marché intérieur au libre échange des produits agroalimentaires de peur d’être inondée par les produits venant des autres pays de la région. Pour protéger sa production locale de qualité inférieure de celles des autres pays de la région, elle a relevé le niveau des taxes d’importation sur les produits agroalimentaires. 

Par ailleurs, la faible production agricole est un autre frein au développement du secteur agro-industrie. Beaucoup d’usines ont été obligées de fermer par manque des matières premières requises. Certains acteurs du sous secteur agroalimentaire sont contraints, pour fonctionner, de recourir aux importations de la matière première principale, ouvrant du coup la porte à l’entrée sur son marché de produits agricole que le pays peut produire.

Les statistiques exactes ne sont pas disponibles actuellement et les chiffres déclarés peuvent changer en fonction des entreprises qui sont réellement en activité. Toutefois, on dénombre approximativement 04 entreprises dans le secteur du bois, 24 dans l’Agroalimentaire et 03 dans le Textile.

5.3
Bois et dérivés

L’industrie forestière en RDC compte à présent 50 entreprises dont seulement 20 entreprises formelles (grumes, sciages, tranchages, contreplaqués et parquets) contre 150 entreprises en 1990. 
5.4
Energie

La RDC est doté d’importantes ressources hydroélectriques dont le site d’Inga illustre cette importance avec un potentiel de plus de 40 000 MW dont seulement 1 775 MW (Inga I et II) de puissance installée sont exploitées à 20% par la Société nationale d’électricité (SNEL) en raison de la dégradation des installations et de l’arrêt de la plupart des turbines, faute d’un entretien adéquat et de pièces de rechange. L’aménagement en cours d’exploitation permet d’alimenter le pays en électricité quand les réseaux de transports et de distribution sont opérationnels (seulement 5% de la population du pays aurait accès à l’électricité) et d’approvisionner en énergie électrique à moindre coût par des interconnexions électriques, l’Angola, la République du Congo, le Zimbabwe, la Zambie, le Botswana, la Namibie et l’Afrique du Sud. 

L’exploitation du potentiel d’Inga (40 000 MW et plus) qui est dans le portefeuille des investissements majeurs du NEPAD, fait l’objet de plusieurs projets internationaux et permettrait à partir de ce seul site de répondre aux besoins en énergie électrique de l’Afrique et d’une partie de l’Europe, à un coût défiant toute concurrence en raison des économies d’échelle qui est découleraient. À titre de comparaison, le barrage hydroélectrique des Trois Gorges en Chine d’une puissance installée de 18 200 MW produira 84 700 GWh en 2009.

6. Secteur tertiaire

Le secteur tertiaire a représenté 35,2% du PIB en 2005 et affiché un taux de croissance réel de 7,8%, essentiellement dû aux bonnes performances des transports, des télécommunications et des services financiers. En matière de tourisme, le pays possède des potentialités qui restent à exploiter.

Accompagnant ces développements sectoriels, la demande des ménages a été soutenue en 2005 ainsi que la consommation publique, aidée par les financements extérieurs. En 2006, année électorale, la consommation publique a fortement augmenté (22,5% en volume). En 2007 et 2008, la consommation finale devrait continuer de croître, mais à des taux modérés, de moins de 4% en volume. Ainsi, la part de la consommation finale dans le PIB devrait afficher une tendance à la baisse, de 97,7% en 2006 à 93,5% en 2007 puis 88,7% en 2008, au profit de l’épargne privée. 

Le taux d’épargne nationale ne devrait pas suffire à financer les investissements intérieurs. Le recours à l’épargne étrangère semble incontournable dans les années à venir. Sur la période 2000/08, la formation brute de capital fixe s’avère en constante augmentation, d’un taux de 3,4% du PIB en 2000 à une estimation de 19,1% du PIB en 2008. Le taux d’investissement a cependant marqué un léger recul, passant de 14,2% en 2005 à 13,6% en 2006, en raison du faible montant de l’investissement public. Les fonds qui auraient dû être consacrés aux dépenses en capital de l’état, ont servi aux dépenses courantes durant l’année électorale. Importants, les taux de croissance de l’investissement en volume sont estimés à 29,5% en 2007 et 26,3% en 2008. Ils sont aussi bien le fait du secteur public que privé et laissent présager une accélération de la croissance économique du pays.

7. Commerce extérieur et financement étranger

La RDC appartient à quatre communautés régionales: la SADC (Communauté de développement de l’Afrique australe), le COMESA (Marché commun de l’Afrique orientale et australe), la CEEAC (Communauté économique des Etats de l’Afrique centrale) et la CEPGL (Communauté économique des pays des Grands lacs). Elle ne bénéficie que très peu de ces accords régionaux, en raison du manque de diversification de ses exportations. 

Sur un total de 2,07 milliards de dollars de recettes d’exportations en 2005, près de 56% ont provenu des diamants et 22% pétrole. En 2006, près de 26 millions de carats de diamants ont été exportés, pour une valeur de 624,7 millions de dollars. Les pierres, essentiellement du diamant alluvionnaire industriel de la région du Kasaï (centre), sont exportées vers Israël et la Belgique. Outre les taxes d’exportation, l’état congolais perçoit une taxe de 2% sur la valeur de toute opération de vente. Au total, les exportations en valeur ont diminué en 2006 et les prévisions tablent sur une stagnation de la part des exportations dans le PIB en 2007 puis une amélioration en 2008 avec la reprise des différentes productions de matières premières et la diversification des produits exportés. Le cuivre et le cobalt devraient tirer les recettes d’exportation dans les prochaines années.

D’un autre côté, le pays dépend très fortement des pays développés pour ses importations et exportations. La part des exportations dans le PIB était de 28,1% en 2006 contre 28,9% en 2005. Malgré la flambée des cours du pétrole et des métaux sur les marchés internationaux, le volume des exportations a fortement diminué, particulièrement le pétrole et les diamants, en raison d’une production en baisse. 

Les IDE (investissements directs étrangers) en RDC se sont élevés à 500 millions de dollars en 2006, contre 405 millions en 2005 et une moyenne annuelle de seulement 5 millions entre 1990 et 2000. Les investisseurs étrangers, plus particulièrement les Chinois et les Sud - Africains, ont diversifié leurs placements dans le secteur minier, mais également dans l’énergie et le secteur bancaire. Avec le retour de la paix, les montants d’IDE devraient augmenter. Une firme sud-coréenne, la Bleu Tech Business Group, a annoncé qu’elle allait investir prochainement en RDC pour y construire des hôtels hauts de gamme et des autoroutes.

Classée dans le rang des PPTE, la RDC bénéficie de l’Initiative d’Allégement de la Dette Multilatérale (IADM) et devrait donc voir sa dette totalement annulée auprès de la Banque mondiale, du FMI et de la Banque africaine de développement (BAD), pour un total de plus de 14 milliards de dollars. En septembre 2006, l’adoption du DSCRP s’est en effet heurtée à un problème de financement. Il faudra attendre un an après sa mise en place effective et son évaluation pour atteindre le point d’achèvement de l’initiative PPTE. Autrement dit, il est peu probable que la RDC bénéficie d’un quelconque allégement de dette avant 2008. L’annulation devrait porter sur plus de 7 milliards de dollars. Fin 2005, la dette représentait 12 milliards de dollars, soit plus de 130% du revenu national brut. Le service de la dette, lui, représente près de 7% des exportations de biens et services. Par ailleurs, la RDC s’est dotée du Système de gestion et d’analyses de la dette extérieure (Sygade) pour produire des états de sortie sur toutes les données relatives à sa dette publique. L’UE (Union européenne) a annoncé fin 2006 le doublement de son aide à la RDC.

8. Politique macro-économique

Prévu sur trois ans, le PEG (programme économique de gouvernement) a pour objectifs la stabilisation macro-économique et la relance de la croissance. Il devait initialement s’étaler jusqu’à fin de l’année 2006, mais n’a pas été concluant, du fait de dérapages des dépenses publiques et de la faible avancée des réformes structurelles. Fin mars 2006, la sixième revue du FMI (Fonds monétaire international) a entraîné le gel des appuis budgétaires. La RDC est entrée en avril 2006 dans un PRC (programme relais de consolidation). Le pays a ainsi été privé d’un financement du FMI de 40 millions de dollars. Une nouvelle FRPC (Facilité pour la réduction de la pauvreté et pour la croissance) de trois ans devrait être signée avec le FMI pour la période 2007/09.

9. Politique monétaire

La politique monétaire a subi le contrecoup de la politique budgétaire. Pour financer ses dépenses supplémentaires, en l’absence d’un système financier efficace, l’état a fait fonctionner la planche à billets. L’importante création de monnaie de la BCC (Banque centrale du Congo) sans contrepartie réelle a entraîné une accélération de l’inflation et la flambée du taux de change, c’est-à-dire une dépréciation de la monnaie nationale. Afin de contenir l’inflation, la BCC a cherché à limiter, autant que possible, l’offre de monnaie. Aussi le taux de refinancement des banques a-t-il augmenté plusieurs fois au cours de l’année 2006, passant de 28.5 à 45% entre janvier et décembre. Le taux des réserves obligatoires est passé de 2 à 3%, puis à 4%, de façon à doubler la quantité de monnaie stérilisée. Au total, l’inflation a été contenue avec un taux annualisé de 22% en 2006 (contre 21.4% en 2005), loin de l’objectif de 8%pour l’année dans le PCR (programme relais de consolidation), révisé à 9.5% puis à 15%. Le taux d’inflation devrait être ramené en dessous de la barre des 10% en 2007 (7.4%).

10. Contraintes pesant sur le développement du secteur privé

L’analyse de l’environnement des entreprises révèle les contraintes suivantes :

· Niveau élevé des droits et taxes des intrants ;

· Coût excessif de l’énergie ;

· Concurrence déloyale des produits similaires importés en fraude ou subventionnés ;

· Fiscalité inadaptée et asphyxiante ;

· Manque de financement des besoins en Fonds de roulement ou d’Investissement ;

· Paiement par le secteur de la taxe de l’Industrie ;

· Manque de main d’œuvre spécialisée ;

En outre, les PME se plaignent de la caducité des textes légaux et réglementaires constituant le cadre juridique des PME, à cet effet le nouveau gouvernement vient de publier une nouvelle charte pour les PME, de l’insuffisance des mécanismes d’incitation et des moyens d’encadrement, de formation et de promotion des PME, ainsi que du manque de financement adapté aux réalités de ces entreprises dû aux disfonctionnement du système bancaire et l’absence de politique de financement approprié.

Par ailleurs, suite aux événements qui se sont succédés sur le pays l’infrastructure a subi une dégradation très importante à tous les niveaux (routes, ponts, rails, bacs, ports, aéroport, etc.) ; d’où la nécessité de remédier d’urgence à ces défaillances à fin d’aspirer à une reprise rapide de l’activité économique.

11. 
Cadre institutionnel au service de la promotion des industries

A fin de pallier à certaines défaillances décrites ci-dessus, le Gouvernement est appelé à insuffler un réel dynamisme, remettre de l’ordre et donner les moyens nécessaires aux structures existantes pour pouvoir aspirer à un développement rapide et efficace du pays. A cet effet, existent en RDC plusieurs institutions consacrées à la promotion de l’industrie. Le plus important est sans doute le Fonds de Promotion des Investissements. Créé en 1989, ce fonds a pour mission : 

· La promotion d’industries nouvelles en veillant à réaliser l’équilibre industriel au plan national,

· la promotion de l’intégration industrielle, notamment entre les grandes et petites unités et l’implantation des industries de production des produits semi- finis,

· la promotion des activités de recherches appliquée permettant le développement et l’amélioration du secteur industriel.

La RDC s’est également dotée d’autres structures de promotion des entreprises industrielles afin de contribuer efficacement à l’amélioration de l’environnement des affaires. Il s’agit, entre autres, du COPIREP (Comité de Pilotage pour la Reforme des Entreprises Publiques), de l’ANAPI (Agence Nationale pour la Promotion des Investissements) et du CEPI (Centre des Études pour la Promotion Industrielle).

Situation de l’infrastructure qualité

La normalisation et le réglementation technique : Un comité national de normalisation a été créé par ordonnance n° 75-271 du 22 août 1975 et fait office d’organisme national de normalisation. Son secrétariat technique est aujourd’hui assuré par la Direction de la Normalisation et de la Métrologie Légale au sein du ministère chargé de l’industrie.

Avec le concours de l’ONUDI, 29 projets de normes nationales avaient été élaborés et adoptés par le Comité National de la Normalisation en 1975. Ces projets portaient sur le ciment, les peintures et vernis, les formats de papiers et cartons ainsi que les normes fondamentales. Mais ces projets ne sont pas encore homologués.

A la suite de la récente définition des attributions des ministères, une mission de gestion de la normalisation est attribuée à deux ministères (Industrie, PME) qui ont créé en leur sein deux directions respectives à cet effet.

Par ailleurs, sans que les textes qui le créent l’y autorise de manière explicite, l’Office Congolais de Contrôle a créé en son sein un département Normalisation et est aujourd’hui membre correspondant de l’ISO, membre de l’ARSO (où il assure la vice-présidence du Conseil d’Administration).

La métrologie : Une mission de gestion de la métrologie est attribuée à deux ministères (Industrie, PME) qui ont créé en leur sein deux directions respectives à cet effet.

L’Office Congolais de Contrôle (OCC) a mis en place un laboratoire de métrologie qui est en cours d’accréditation pour les masses. Ce dernier dispose d’étalons sur les mesures suivantes : masse, volume, longueur, température, force, pression, électricité. Il est également équipé d’un laboratoire mobile.

La vérification de la conformité : L’Office Congolais de Contrôle, fait office d’organisme national de vérification de la conformité. A ce titre, cet organisme mène les activités de vérification de la conformité suivantes : contrôle de la qualité des importations et des exportations, inspection techniques des appareils, machines et travaux, certifications des produits.

La certification : Il n’existe véritablement pas d’organisme national de certification. Cependant, dans le cadre de ses activités de contrôle, l’OCC délivre des attestations de conformité sur certains produits locaux. 

Les analyses et essais : Des laboratoires existent dans certains domaines mais pas en quantité et en qualité suffisante pour satisfaire tous besoins. A ce effet, le développement de la coopération est en cours avec la Belgique (produits pharmaceutiques) et le Portugal (produits agricoles) en vue de la mise en place de laboratoires d’analyse.

Les inspections : L’OCC a pour mission d’effectuer des contrôles sur toutes les importations. Cette activité de contrôle est menée avec l’appui du BIVAC, organisme international de contrôle, mandaté pour le contrôle avant embarquement des importations et avec l’appui de textes législatifs et réglementaires sur le contrôle des importations et exportations.

Les suivi de la mise en œuvre des Accords OTC et SPS : La RDC est membre de l’OMC depuis 1987. Dans le cadre du suivi de la mise en œuvre des Accords, l’OCC a été désigné comme focal pour les OTC.

En vue de renforcer le processus de mise en œuvre de ces Accords, le pays a demandé et obtenu l’accord de principe pour pouvoir du programme du programme JITAP de renforcement des capacités du CCI.

Les négociations des APE se fait au niveau régional à travers la CEEAC et une structure chargée du suivi des APE a été créée.

Problèmes à résoudre en matière de qualité

Divers disfonctionnements ont été constatés dans le processus de mise en mise en place des différentes infrastructures de la qualité et auxquels le programme devrait contribuer à trouver des solutions. Il s’agit notamment de : 

· l’absence de textes juridiques clarifiant l’objet des différentes activités de la qualité ainsi que les missions des organismes chargés de les mettre en œuvre.

· la non clarification des missions des différents ministères (Industrie, Commerce Extérieur et PME) en matière de normalisation, de promotion de la qualité et de métrologie.

· le chevauchement des missions des structures techniques de la qualité.

· la lourdeur du processus d’élaboration des normes.

· une Commission de la Normalisation peu fonctionnel et peu efficace ;

· l’insuffisance de la formation des cadres en matière de qualité ;

· l’insuffisance de laboratoires d’analyse et d’essais, sous équipés et dont la compétence n’est pas reconnue au niveau international ;

· l’absence de normes nationales (seulement deux normes nationales ont été élaborées) et de normes internationales.

LESOTHO

1.
Brief geo-socio overview 

The Kingdom of Lesotho is situated in the south-eastern region of Southern Africa.  It covers an area of 30,355 sq. km, and is entirely surrounded by South Africa.  Lesotho has a population of 1.8 million (UN, 2005).

Lesotho’s topography consists of high mountains and deep valleys.  More than 75% of Lesotho is mountainous, with 25% considered lowland.  The lowest point in Lesotho is 1,388 metres above sea level, and rises to 3.488 metres in the Thabana Ntlenyana mountains and 3,500 metres in the Maloti mountain range to the north-east and south-west.  The Maloti mountains are Southern Africa’s highest mountain peak, whilst Maletsunyane Falls is one of the tallest single-drop waterfalls in the region plunging for 192 metres.

Lesotho’s climate has four seasons with extreme temperatures.  Spring is from August to October; summer from November to end of January; autumn from February to April; and winter from May to July.  Snow falls during winter accompanied by dry, sunny days and cold nights. Temperatures can go as low as minus 10 degrees Celsius during winter. 
Main Centres
Maseru, the capital city of Lesotho, lies in a shallow valley of on the banks of the Caledon river.  With a population of about 150,000, it is the principal commercial centre for the whole country. 

Mafeteng, located about 78 kilometres south of Maseru, is another important commercial centre.  Roma lies in the Roma Valley, 35 kilometres from Maseru.  It is the educational and religious centre of Lesotho. 

Social indicators

The government of Lesotho provides free primary education in the country.  On account of this, value added in the education sub-sector increased by 2.5% in 2006 compared with 1.2% in 2005.

Unemployment remains high and is one of the most serious problems facing Lesotho.  Poverty is deep and widespread, with the UN describing 40% of the population as "ultra-poor". Food output has been hit by the deaths from AIDS of farmers.  

Economic woes have been compounded by the scrapping of a global textile quota system which exposed producers to Asian competition. However, the Government is undertaking a number of programmes aimed at poverty reduction in the country.

Lesotho has one of the world's highest rates of HIV-Aids infection at 31%. This has reduced the life expectancy to 35 years for men and 38 years for women. The Government has launched a drive to encourage people to take HIV tests.

The health sector registered a real growth of 2.8% in 2006 following the 2.7% growth in 2005.

2.
Macro-economic indicators

Real GDP growth was estimated at 6.2% in 2006 (2.9 in 2005), driven by the secondary sector as manufacturing output assumed an upturn.  Growth is projected to continue at about 4.9% in 2007, and 5.0% in 2008. The agriculture sector grew at 1.0%, industry at 1.5% and services at 1.8%. 

The expiry of the Multi Fibre Agreement (MFA) had a less severe impact on the textile and clothing industry than originally anticipated. This is due to some corrective measures undertaken by the Government such as the provision of tax incentives and establishment of a one-stop trade facilitation centre.  Also, the depreciation of the national currency, the Loti, against the US Dollar improved the competitiveness of the industry.  Robust economic activity was also supported by the primary sector as production from the mining and quarrying sub-sectors continued to increase.   

The depreciation of the South African Rand and the high price of gold and platinum translated into a marginal increase in employment in the mines, also led to an increase in miners’ remittances by 22.8% in 2006 (10.1% in 2005).  However, the continued reliance on resource-based growth and miners’ remittances makes the Lesotho economy vulnerable to external shocks.

 Table 1: Main macro-economic indicators of Lesotho

	
	2000
	2002
	2003
	2004
	2005
	2006

	
	
	
	
	
	
	

	Total Population (millions)
	1.8
	1.8
	1.8
	1.8
	1.8
	1.8

	   Urban (%)
	17.6
	17.8
	17.9
	18.1
	18.2
	18.4

	   Female (%)
	53.6
	53.6
	53.6
	53.5
	53.5
	53.4

	GDP, at constant 2000 prices (in US$ ml.)
	853
	893
	917
	954
	982
	998

	Real GDP Growth Rate (%)
	2.6
	2.9
	2.7
	4.0
	2.9
	1.6

	Real per Capita GDP Growth Rate (%)
	1.8
	2.6
	2.7
	4.2
	3.1
	1.8

	GDP at Current Market Prices
	853
	687
	1 039
	1 319
	1 457
	1 443

	Gross Capital Formation (% GDP)
	41.7
	43.0
	43.9
	30.4
	27.1
	31.7

	   Public capital formation (% GDP)
	7.7
	11.5
	7.8
	7.1
	8.1
	12.7

	   Private capital formation (% GDP)
	34.0
	31.5
	36.1
	23.2
	19.0
	19.0

	Gross National Savings (% GDP)
	22.8
	25.0
	33.1
	27.7
	25.6
	28.3

	Inflation (CPI)
	6.1
	11.2
	6.7
	4.7
	4.2
	6.9

	Exports Volume Growth (Goods) (%)
	23.0
	29.8
	32.1
	36.4
	-11.7
	-12.8

	Imports Volume Growth (Goods) (%)
	-2.9
	22.6
	27.2
	25.0
	-7.1
	3.0


Source: African Development Bank
Inflation rate was recorded at an average of 6.0% in 2006 (3.5% in 2005).  The increase was due to the general rise in oil and cereal prices.  The increase in the oil price filtered into transportation costs and overall retail prices.  Higher cereal prices exerted a significant upward pressure on consumer prices.  Inflation is expected to remain stable in 2007, assisted by expected lower oil prices.
3.
Sources of GDP

The total GDP in 2006 (constant 2000 prices) was estimated at about US$998 million (US$982 million in 2005). Agriculture contributed US$117 million (about 11.7%), industry US$419 million (about 42.0%), of which manufacturing – US$147 million (about 35.1%%), and services accounted for US$372 million (about 37.3%).  Value added by the sectors grew as follows: Agriculture – 5.3%, Industry – 3.9% (of which manufacturing – 1.2%), and services – 5.0%.

Table 2: Sectoral Contribution to GDP (2005/06)

	Sector
	GDP (%)

	
	

	Primary
	16,5

	   Agriculture
	16.5

	Industry
	42.3

	   Mining and quarrying
	5.2

	   Manufacturing
	15.9

	   Electricity and water
	6.8

	   Building and construction
	14.4

	Services
	41.3

	   Wholesale and retail trade
	9.8

	   Government and services
	31.5


Source: Author’s calculations based on Central Bank of Lesotho data

Figure 1: Contribution to GDP by sector (2005)
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Source: Author’s calculations based on Central Bank of Lesotho data

4.
Primary sector

The primary sector consists mainly of agricultural sub-sector, which recovered following weak performance in recent years.

4.1
Agriculture

Agriculture is extremely important to the Lesotho economy; 80% of the population lives in the rural areas and about 70% of the population derives part of their income from the sector. The western lowlands form the main agricultural zone. Almost 50% of the population earns some income through crop cultivation or animal husbandry, with over half the country's income coming from the agricultural sector.  Agricultural products include wheat, peas, maize, sorghum and beans.  
Following years of decline, the agricultural sector rebounded in 2006.  Value added by the crops sub-sector was estimated to have expanded by 5.3% in 2006, compared with 0.8% in 2005.  This is attributed to a 6.0% increase in the harvest during 2006 due to good rainfall experienced in early 2006. The cereal output during 2006 was 126,170 tonnes, supplemented by imports of 222,000 and 72,900 tonnes of expected food aid. 

Productivity in the agricultural sector continued to be negatively affected by, amongst others, HIV/AIDS, the major contributing factor to food security in Lesotho. 

The agricultural sector in Lesotho also suffers from structural constraints: apart from erratic weather conditions, the quality of arable land has declined to less than 1%, and approximately 40% of the population is landless.  A three-year Agricultural Policy and Capacity Building Project (APCBP), sponsored by the World Bank, was implemented to create an enabling environment for increased participation by all stakeholders in agricultural development. A major component of the programme was the Agricultural Sector Adjustment Programme (ASAP), sponsored by the African Development Bank. The loan component of ASAP enables the importation of various agricultural inputs and equipment, while the grant component finances private sector capacity building and entrepreneurial skills training for retrenched personnel from agricultural parastatals.  These measures have facilitated the commercialization and divestiture of some agricultural parastatals, and allowed the government to undertake marketing policy reforms and liberalisation of commodities.

4.2
Fisheries and Livestock

Fish production in Lesotho is limited to village-level fish pond projects at present, farming carp and other freshwater species. River trout are fished for sport.

Much of Lesotho’s terrain is suitable for animal production, although the sector has suffered from drought in recent years. Livestock functions as a store of wealth, and is also used to perform cultural activities. While livestock production is a substantial contributor to rural income, the large numbers have resulted in overgrazing and depletion of water resources. 

Cattle exports have traditionally accounted for about one-third of agricultural exports and there are a number of projects underway to improve the cattle herd for stock rearing. Lesotho exports meat to the regional market. Exports of wool and mohair each constitute about 30% to total agricultural exports.

The Ministry of Agriculture is currently exploring how to maximise the potential of the poultry and dairy sub-sectors. 

4.3
Forestry


Lesotho has about 874 hectares of planted forest trees, mainly eucalyptus, which accounts for 0.2% of the total area under arable production. The Ministry of Agriculture has initiated most plantings for woodlot development. The government has also introduced a programme of tree planting to provide fuel and building materials, develop a forest policy suitable for Lesotho, establish a forest service and provide plants for conservation purposes.
5.
Secondary sector 

The secondary sector in Lesotho comprises mining, manufacturing, and the building and construction sub-sectors.  Value added by the secondary sector was estimated to have grown by 3.9% in 2006 (0.1% in 2005) due to the recovery of the textile and clothing industry.

Lesotho’s economy is also based on small-scale industries that include clothing, footwear, textiles, food processing and construction. The small manufacturing base depends largely on farm products to support the milling, canning, leather and jute industries. 

In this report the industrial sector is to be understood as the manufacturing sub-sector of the economy. The contribution of industry to GDP is summarized in Table 3 below.

Table 3: Contribution (%) of Industry to GDP

	Sub-sector
	1998
	1999
	2000
	2001
	2002
	2003
	2004
	2005

	
	
	
	
	
	
	
	
	

	Manufacturing: of which
	17.7
	16.5
	17
	17.9
	20.8
	20.1
	18.5
	15.9

	Food products and beverages
	7.4
	6.8
	6.6
	6.2
	6.7
	5.9
	5.6
	5.1

	Textiles, clothing, footwear  
	7.2
	6.4
	7
	8.1
	10.4
	10.7
	9.2
	7.1

	Other Manufacturing
	3.2
	3.3
	3.4
	3.6
	3.7
	3.5
	3.7
	3.7


Source: Lesotho Bureau of Statistics
The World Bank has recently identified the bottling of mineral water and sandstone cutting as potentially profitable areas in the industry sector.  Currently, there are four sandstone extraction enterprises registered in Lesotho.  

5.1
Mining and quarrying

Lesotho does not have a developed minerals industry, although the country has long been known as a source of diamonds, mostly from alluvial deposits.  The Lesotho Geological Survey has identified 33 kimberlite pipes and 140 dykes, of which 24 are diamondiferous.  Known deposits of other minerals include uranium, base metals, high quality stone and clay.  However, attempts to exploit these minerals have been limited due to a lack of investment. 

The mining and quarrying sub-sector has displayed an exceptionally good performance since 2004.  Performance of the sub-sector improved by 150% in 2004, 139.2% in 2005 and an estimated 40.0% in 2006.  The increase was underpinned by the persistently good performances of both the Lets’eng Diamond Mine and the Liqhobong Mine in 2006.  Diamond exports by both mines increased by 43.8% during 2006. Also in 2006, the Lets’eng Diamond Mine discovered the fifteenth largest diamond ever found in the world, weighing 603 carats, and sold for US$12.36 million.  With the opening of the Kao mine in 2007, further improvement in the performance of the mining industry is expected.  Strong performance by this industry is important for employment creation, foreign invest​ment, and an increase in foreign exchange earn​ings.

The viability of mining Lesotho’s reserves of uranium, base metals and clays is being evaluated. Reserves of coal and bituminous shale have also been identified in several areas of the country.

5.2 Manufacturing sector

The manufacturing sector is the main contributor to GDP, with the garment and textile sub-sectors playing a prominent role in the surge.  Value added by the manufacturing sector increased by 1.2% in 2006, in contrast to the 8.0% decline in 2005.  

The good performance is attributed to industry stakeholders’ response to the phasing out of the Multi-Fibre Agreement from January 2005.  Government authorities, trade unions and foreign investors employed a number of measures to restore the competitiveness of industry.  These include holding bilateral meetings with the major importers, establishing a ‘one-stop-shop’ whereby the Immigration Department, Ministry of Trade and Industry, Cooperatives and Marketing (MTICM), and Lesotho Revenue Authority (LRA) offer services to foreign investors under one roof.  In addition, Government introduced a tax incentive package whereby company tax for firms that export outside SAC was zero-rated while for industries in the manufacturing and agricultural sub-sectors company tax was reduced from 15% to 10%.  Company tax for all other industries was reduced from 35% to 25%.

Furthermore, the US Government extended the third country fabric sourcing requirement to 2012.  This meant that irrespective of the source raw materials, Lesotho would continue to export garments and clothing duty free to the US.  Finally, the depreciation of the currency was another factor that contributed to the improved performance of the manufacturing sub-sector.

Table 4: Manufacturers by Products and Corresponding Employment (2006)

	Product
	Number of Firms
	%
	Employment
	%

	
	
	
	
	

	Garments (T-Shirts, Jeans, Children’s wear, etc)
	26
	59.1
	45,349
	95.5

	Shoes
	4
	9.1
	1090
	2.3

	Other manufacturing (electronics, auto parts, cartons, pharmaceuticals, etc.)
	14
	31.8
	1027
	2.2

	Total
	44
	100
	47,466
	100


Source: Derived from LNDC Manufacturing Portfolio 

6.
Tertiary sector

The tertiary sector displayed good performance during 2006, accounting for 42.7% of GDP.  Value added by the sector increased by 5.0% compared to 4.0% in 2005. 

As of August 2006, there were forty-four (44) manufacturers employing 47,466 people. Of these, 26 (i.e. 59.1%) were garment producers who employed 95.5% of the total manufacturing labour force. This shows the significant role that the garment sub-sector plays in creating jobs in Lesotho. ‘Other manufacturing’, comprising of several product-lines, has 14 firms employing 1,027 people (i.e. 2.2% of the total employment in manufacturing sector.  
6.1
Energy and water

The main hydroelectric scheme is the Lesotho Highlands Water Project (LHWP), a joint venture with South Africa. The scheme has a planned capacity of 200 megawatts from the underground hydroelectric plant at 'Muela in the Butha-Buthe district. Lesotho is currently able to export from the 80 megawatts of power presently being generated at ‘Muela to South Africa. It will be able to further increase output to 110 megawatts if Lesotho and South Africa agree to carry on with Phase II of the Lesotho Highlands Water Project. 

Value added by the electricity and water sub-sector increased by 12.0% in 2006 (16.7% in 2005). The growth in 2006 was mainly due to the increase in consumption of electricity and water by the manufacturing industries.  Water consumption also increased on account of, amongst others, the on-going Maseru Peri-Urban Water Supply Project.

The Lesotho Electricity Corporation (LEC) is to be restructured and a concession will be granted to a strategic investor. The criteria for the bidders in the 20-year concession will be maximum number of connections in 20 years, which are to be made with the capital raised by private strategic investors. At the end of the concession period ownership will revert to government and a new concession issued for 15 years. The concession will be licensed to construct, expand, modify, maintain and operate the National Control Centre. It is estimated that the concession will supply 80,000 connections during its period.

Government will also embark on a rural electrification programme to address all areas that fall outside the service territory for a concessionaire. A Rural Electrification Fund will be established for its purpose and external grants and local funds put into it.

Water is Lesotho's only significant natural resource. It is being exploited through the 30-year, Lesotho Highlands Water Project (LHWP). Completion of the first phase of the project has made Lesotho almost completely self-sufficient in the production of electricity and generated approximately $24 million annually from the sale of electricity and water to South Africa. The World Bank, African Development Bank, European Investment Bank, and many other bilateral donors financed the project. 

The supply of water is the responsibility of the Water and Sewerage Authority (WASA). Factories requiring large volumes of non-potable water may be able to source water directly at lower cost.
Preparations are underway to build the Metolong Dam. The dam will provide water to Maseru for domestic and industrial needs. The dam will also regulate the water regime between winter and summer, creating possibilities for all year round irrigation.

6.2
Tourism

Lesotho is marketed as a haven for those who enjoy back-to-nature adventures with a wide range of activities on offer including trout fishing, pony trekking, horse riding, hiking, skiing, swimming and visits to craft centres.  Maseru has a number of international hotels and a variety of restaurants, while other areas offer smaller hotel and alpine lodge accommodation. For the growing backpacker demand, there are inns and youth hostels as well as traditional Basotho thatched rondavels.

The Lesotho Highlands are considered the main tourist attraction. The traditional lifestyle of the Basotho can still be seen and most of the customs are fully intact. Spectacular cliff formations and deep gorges are found in the Maloti and Drakensberg mountain ranges in the south of the country. The Maloti/Drakensberg, a world heritage site, are home to some 2,500 species of plants, third of which are unique to the area, and contain the world's richest concentrations of Stone Age rock art, with more than 30,000 individual paintings recorded. A new ski resort, built by the Lesotho government in partnership with Afri-Ski, opened in the highlands in June 2002.

Landmarks in Lesotho include Mount Qilone, a curious conical mountain that is believed to have been the inspiration for the national headgear, the Basotho hat or 'mokorotlo'; and Thaba Bosio, a fortress stronghold where the kings of Lesotho are traditionally buried. 

Sehlabe-Thebe National Park, the 'plateau of the shield' is Lesotho's first and only national park with an area of 6,736 hectares and protects and contains many species of fauna and flora. Excellent examples of petrified wood can also be found along with dinosaur footprints. Several of these 200 million year old trails have been preserved at sites such as Qalo in Butha-Buthe, Masitise, Subeng Stream and Morija.

The Lesotho Tourism Development Corporation (LTDC), funded from a Tourism Levy, plays a leading role in the development of the sector. Its strategy is to develop village-based tourism amenities.

The hotels and restaurants sub-sector grew modestly from 7.0% in 2005 to 7.5% in 2006 due to a general increase in income in the country.

Opportunities in the tourism sector include investments in facilities to cater for tourists interested in: snow skiing, water skiing, ice skating, freshwater fishing, mountain hiking, and pony trekking.  Ecotourism is also being promoted and covers some of the most scenic beauty in the region and highly interesting historical sights.

The World Bank has given a US$15 million grant to help finance a five-year project backed by the governments of Lesotho and South Africa to protect biodiversity in the Maloti-Drakensberg Transfrontier Conservation Area. The project will also support the development of small businesses involved in ecotourism.

6.3
Transport

Lesotho has nearly 6,000 kilometers of unpaved and modern all-weather roads.  Lesotho’s road network is constantly being expanded especially with the implementation of the Lesotho Highlands Water Project. Lesotho’s road system is linked at many points to the South African road network thus providing excellent access to the cities and ports of South Africa. The Lesotho borders with South Africa at Caledonspoort, Ficksburg and Maseru are open 24 hours a day. Inland port and container facilities are available.
Upgrading of roads within and in the outskirts of Maseru to bitumen standard and improvement of roads in other urban centres are ongoing. Expansion of the national road network throughout the most remote locations in the country is continuing.
There are no railways within Lesotho. Maseru is, however, linked to the South African railway system for freight. There is a short rail line (freight) linking Lesotho with South Africa that is totally owned and operated by South Africa. 

Moshoeshoe I International Airport (MIA) is located about 20 kilometres from the capital Maseru. International air services are provided by the South African Air Link which operates regular flight schedules from and to MIA. The flights to Johannesburg International Airport connect with international flights to various worldwide destinations. Private companies provide charter flights to the many airstrips around the country.
MIA is being development, upgraded and revitalised. When completed, it will provide 400 cubic metres of cold room facilities to facilitate fruit and vegetable exports.

6.4
Construction

The construction sub-sector’s performance was estimated to improve by 2.8% in 2006 following a 2.5% increase in 2005.  This sub-sector benefited from the construction of the Likalaneng road to Thaba-Tseka and several other roads construction during 2006. Value added by the building sub-sector is estimated to have increase marginally based on the number of building permits issued during 2006.

6.5
Telecommunications/ICT

The performance of the telecommunications sub-sector remained relatively unchanged at 14.2% in 2006.

The telephone system has been extensively modernised and expanded in recent years. A satellite earth station at Ha Sofonia, installed in 1984, is connected to the International Telephone Exchange in Maseru, and provides direct dialling locally and overseas. Telex and facsimile services are also available.

Telecom Lesotho (TCL) operates a public telecommunication service in Lesotho. The use of modern technology such as Internet connectivity has vastly improved the quality of national and international telecommunication services. In addition, cellular phone networks such as Vodacom Lesotho (VCL Communications) and Econet Ezi Cel Lesotho are available in the country.

An independent regulatory authority, Lesotho Telecommunications Regulatory Authority was established in 2000.

6.6
Financial services


The financial services sector in Lesotho is very small.  Value added by the financial intermediation sub-sector increased from 9.4% in 2005 to 13.2% in 2006.  This performance was underpinned by buoyant performance resulting from growth in credit extension coupled with the rise in global interest rates.
6.7
Government

Total Government expenditure grew by an estimated 20.3% in 2006/07 due to a 21.8% increase in recurrent expenditure.  Expenditure on personnel emoluments, which grew by about 10.1%, was the main driving force behind the increase.  This was to meet the staffing requirements at local government structures, and implementation of the Education Sector Development Programme.  In addition, expenditure on goods and services was estimated to have increased by 15.3%.

Though Government expenditure has been relatively contained, the recurrent component has been significantly above, and growing faster than the development component.  Therefore, there is need to for more government investment to boost domestic economic activity and thereby diversify revenue sources and improve domestic revenue collection.

6.8 Wholesale and retail

Value added by the wholesale and retail sub-sector increased by 1.0% in 2006, in contrast to a 4.0% decline in 2005. This is attributed to a general increase in the level of income in the country.

7.
Informal sector

One of the distinctive features of Lesotho’s economy is its huge informal sector that exists alongside a small, but predominantly commercial, modern sector. This means that a large section of Lesotho’s economically active population ekes out a living from informal activities such as subsistence agriculture, street vending, brewing and sale of beer. But these yield no revenue for the government, nor are they reliable sources of livelihood for those engaged in them.
Informal traders have flourished over the past few years at the expense of the licensed traders because they do not maintain shearing sheds, ask for proof of ownership or pay statutory levies. Typically they buy home-shorn wool from farmers in plastic bags and then sort, grade and market this product in South Africa. Consequently, the Lesotho wool and mohair industry loses out on all local value addition and this has discouraged investment.

8.
The financial sector and micro-finance

8.1
The financial sector

The financial sector in Lesotho comprises of the Central Bank, four commercial banks, Development Finance Institutions, insurance companies, as well as microfinance operators. 

The Central Bank of Lesotho manages the financial sector and implements the monetary policy, offer sound financial and fiscal advice to the Government, in order to achieve and maintain price stability.  To attain this goal, the Central Bank formulates and executes monetary policy for Lesotho, issues the currency, serves as a banker for the Lesotho Government and the commercial banks, acts as a custodian of the country’s foreign reserves and supervises the other financial institutions.  It also acts as an advisor to the government on financial issues specifically, and more generally on macro-economic issues.
The Central Bank has also become involved in managing certain schemes that aim at deepening the financial sector and facilitating access to finance to producers and exporters, especially those in the rural communities. These include the Export Finance and Insurance Scheme, which extends credit to local SMEs as well as large-scale exporters; the Counter-Guarantee Arrangement, which provides guarantees to commercial banks by assuming 95% of the risk associated with guarantees issued by the LNDC; the management of the revolving Central Export Development Fund; as well as the Rural Savings and Credit Scheme.

The Lesotho government implemented major reforms in the financial sector during 2000. These included the new Central Bank Act and the Commercial Court. The Court aims to improve the legal framework by providing sufficient protection to lenders against delinquent borrowers and is seen as an important step towards promoting financial stability and encouraging the extension of credit to the private sector by commercial banks. 

There are currently four commercial banks operating in the country: Lesotho Bank (1999) Limited, Standard Bank Lesotho Limited, Nedbank Lesotho Limited, and First National Bank Lesotho Limited. They provide traditional banking services to their customers.  

The exchange control regime has undergone significant evolution with the review of the legislation, particularly with regards to capital account liberalisation. Limited reforms in capital transfers by private individuals, foreign investments by private individuals, direct investments by corporates in countries outside the CMA, and customer foreign currency accounts or bank-administered accounts were introduced with effect from June 2003. Allowing residents and citizens to invest outside the CMA and to hold foreign currency accounts enables these parties to manage their portfolio more effectively and to hedge against loti depreciation.

Lesotho has four Insurance companies: Lesotho National Insurance Group, Alliance Insurance Company (both of which are composite i.e. life and non-life cover), Metropolitan Life and Customer Protection Insurance.  There are 9 licensed insurance brokerage firms. There are 9 licensed insurance brokerage firms.  The main classes of non-life business were commercial property, motor accident and some personal accident.

8.2
Micro finance

Microfinance in Lesotho is one of the important activities for poverty reduction: it offers credit to micro-entrepreneurs, SMEs and households.  The microfinance sector comprises of burial societies, rotating savings and credit associations, and money lenders. 

Burial societies in Lesotho are very common.  Members contribute equal monthly payments to cover families and their relatives against high funeral costs at the time of death.  However, members are also encourages to borrow on short-term basis from the fund for other purposes at a specified interest rate.  These short-term loans are secured by the member’s contribution.

Rotating savings and credit associations are also widespread in the country.  Members contribute a specified amount on monthly basis and the collection is allocated to each member on a rotating basis. Allocations are directed towards among others, establishment of business ventures and purchasing of grocery.

During the last five years, the number of licensed money lenders rose by 88.9%. They are common in the urban areas where they provide short-term loans mostly to the working class.  The loans are used to smooth out consumption and finance small businesses.  Government regulates this sub-sector; the interest rate charge provided by law is 25% per annum.

In an effort to enhance the performance of the microfinance sector, the Central Bank established a Non Banks Division with mandate to monitor and supervise the sector in the country.  Furthermore, the Central Bank promotes rural financial intermediation through the rural savings and credit guarantee scheme.  The scheme is based on the existing rural saving and credit groups, and three NGOs namely, Mineworkers Development Agency, World Vision and Lesotho Council of NGOs through the Rural Self-Help Agency were recently engaged to facilitate support training groups. 

9.
Priority sectors: perspectives and potential development

Agro-food processing is an important manufacturing activity in Lesotho.  Therefore any programme that will assist to improve the performance of the sector is welcome in the country.  In that regard, the Industrial Upgrading and Modernization Programme will go a long way towards facilitating the production of quality processed food items for both the domestic and the external markets.

Minerals processing and value addition is high on the Government’s private sector development agenda.  What is required is to develop institutions that will assist in promoting mining SMEs and beneficiation in the country.  This will certainly provide an important source of employment creation and foreign exchange earnings for the country.  The areas that are being targeted are gemstone cutting and polishing, uranium mining and processing, and sandstone extraction and processing.

Lesotho has the potential for developing its pharmaceutical sector.  UNIDO has been providing some assistance in developing the sector.  However, further assistance would be required, perhaps in collaboration with other relevant actors. 

Key strategies for private sector development, especially in the industrial sector, include: diversification of the industrial sector, improving the quality of products and productivity of labour; skills development, especially technical skills; improving standard certification capacity; developing additional incentives for investment, and establishing relevant support institutions.  
10.
Economic integration and impact of EPA

In order to attain its macroeconomic objectives, the government of Lesotho is continuing to place high priority on parastatal privatization and private sector development, with this strategy forming the primary source of growth and employment creation. Based on free market principles and private ownership of property, the Lesotho economy presents a relatively open economic and business climate. Any institutional and regulatory constraints that impede growth are being addressed.
The Government of Lesotho is pursuing an export-led economic growth strategy as part of the country’s overall poverty reduction strategy, which is in line with the IMF-assisted Poverty Reduction and Growth Facility (PRGF) programme.  

The Lesotho government is committed to an aggressive programme of industrialisation through private sector investment by local and foreign companies. To maximise this investment it has created structures to minimise bureaucracy leaving companies free to concentrate on growth and profitability.  The Government's proactive engagement with industry stakeholders is highly rated by industrialists and buyers alike. 

Lesotho labour laws are consolidated in the Labour Code of 1992 which guides both employers and employees on proper procedures in all aspects of industrial relations including minimum wages, dismissal issues and severance payments.

To further facilitate the private sector participation in the economy, the Government created the Minimum Infrastructure Platform (IMP), whose main focus is:

· Upgrading telecommunications and expansion of its coverage;

· Expansion of electricity supply;

· Establishment of urban water reticulation and waste water systems;

· Upgrading and expansion of urban road networks;

· Improvement of cross-border customs and immigration facilities.

The Fitch Rating Agency rates at the BB- level, driven by improvement in policies, external debt position and macro-economic management. This puts Lesotho in the same category as giants like Brazil. Fitch Rating has further noted that Lesotho’s reasonably sound macro-economic environment, historically low net external debt, strong external liquidity and high fiscal revenues continue to offer support for the rating.

The government has agreed with the World Bank to implement a public service reform programme aimed at making the public service performance orientated and accountable for results. It is also tackling corruption in the public service through strengthening of systems and tight supervision. In order to strengthen investigations, prosecutions and case management, the Directorates of Anti-Corruption, Public Prosecution, Police and NSS together with the Lesotho Revenue Authority and the Accountant General are reviewing ways to deal expeditiously with economic white-collar crimes.

Lesotho has duty-free access to markets in the United States of America through the Africa Growth and Opportunity Act (AGOA) and to the European Union through the Cotonou Agreement. Within a period of five years, Lesotho has become the number one textile exporter to the US under AGOA.  Other initiatives focus on resolving outstanding environmental issues and on diversifying markets into Australia, Canada, European Union and Japan where Lesotho’s Least Developed Country status gives it duty-free access. New products for export and opportunities in the production chains of South Africa are being identified.

A Duty Credit Certificate scheme has been resuscitated and 28 firms have so far registered. A Land Bill which addresses many of the constraints that have dogged investment is on its way to Parliament. This Bill will help genuine investors who plan to stay in Lesotho.

Administered by Central Bank of Lesotho, the Export Finance and Insurance scheme, provides credit guarantees to the commercial banks on behalf of the financed exporters. Only 50% of the extended loan is guaranteed by the scheme while the exporter provides collateral for the remainder of the credit extended. In its present form, the primary objective is to assist local exporters because 60% of the entire scheme is set aside specially for them.  However, the scheme is only for working capital requirements.

While no investment code as such exists in Lesotho, incentives available to investors are set out in the legislation and the rights of investors are protected by the constitution of Lesotho. Lesotho is a signatory to the International Centre for Settlement of Investment Disputes (ICSID) which allows for foreign investors to gain international jurisdiction in the event of legal disputes concerning investment in Lesotho. Lesotho is also a member of the Multilateral Investment Guarantee Agency (MIGA).    Also, double taxation agreements exist with South Africa, Mauritius, the United States of America and the United Kingdom.

Lesotho is a member of the Southern African Customs Union (SACU), Southern African Development Community (SADC), African Union (AU), Commonwealth, United Nations, World Bank and International Monetary Fund (IMF).  In SACU tariffs have been eliminated on the trade of goods between member countries, which also include Botswana, Namibia, South Africa, and Swaziland. Lesotho, Swaziland, Namibia, and South Africa also form a common currency and exchange control area known as the Common Monetary Area (CMA). The South African rand is used interchangeably with the loti, the Lesotho currency. 

A lot of attention and support has been given to the garment and textile industry over the past few years. All other industries are playing peripheral role, so to speak. The Government is trying to shift attention to other industries in order to diversify the industrial activity as well as making efforts to have diversified market access. The EPAs are crucial in the latter (market diversification).

11.
Foreign trade

Lesotho’s main exports are clothing and textiles,  manufactures, electricity, water, diamonds, meat, wool, and mohair. Major imports include capital goods, food and beverages, fuel and energy.  The main export destinations are US, SACU, and EU, while the principal import sources are SACU, Asia, EU and USA. 

Exports were estimated to have improved significantly during 2006.  In nominal terms, the value of exports was increased by 14.5%, following a decrease of 8.7% in 1005.  As a share of GDP, exports were estimated at 45.6% compared with 44.9% in 2005.  The major driving factor in the growth of exports during 2006 was diamond production.  Diamond exports rose by 43.6% in 2006 as a result of increased production at Lets’eng and Liqhobong diamond mines.  As a share of total exports, their value registered at 13.1% in 2006 compared with 10.4% in 2005.  The other contributing factor was the increase in exports of textiles and clothing.  This component benefited from policy reforms aimed at improving the competitiveness of the export sector.  The performance was also boosted by the weakness of the local currency against other major currencies coupled with the robust global demand, particularly in the US where the bulk of Lesotho’s exports is destined.

The nominal value of merchandise imports was estimated to increase by 11.3% in 2006, compared with a fall of 0.6% in 2005.  As a share of GDP, imports were recorded as 89.2% in 2006 compared with 89.8% in 2005.  An increase in the value of imports was attributed to, among others, an increase in demand for imported inputs by the manufacturing industries, improved implementation of government projects and increased consumer demand.

The current account balance showed a significant improvement from a deficit of 6.8% of GDP in 2005, to a surplus of 4.3% of GDP in 2006, driven by an increase in current transfers as SACU non-duty receipts increased by 37.9% in 2006. Furthermore, merchandise exports grew significantly during 2006 by 14.5% in 2006 compared with a decrease of 8.7% in 2005.  The improved current account balance is also a result of a decline in payments for services, which dropped by 19.1% during 2006, compared with an increase of 42.1% in 2005.  In addition, labour and investment income increased during 2006, reflecting a marginal increase in miners’ remittances and higher returns on Government’s investments portfolio.  The income account improved by 32.9% in 2006 against a decline of 0.9% in 2005.    

As the result of the above performance, Lesotho’s balance of payments position continued to show a surplus in 2006.  The overall balance shows a surplus of M1.3 billion in 2006 compared with M274.7 million in 2005.  Gross official reserves increased by 35.7% from M3.6 billion in 2005 to M4.9 billion in 2006.  In terms of import cover, this represents an increase from 5.8 months to 6.7 months.

12.
Sectors of interventions of the main funding institutions

Lesotho has received economic aid from a variety of sources, including the United States, the World Bank, Ireland, the United Kingdom, the European Union, and Germany.

UNDP

UNDP is currently discussing a five-year competitiveness programme with the Lesotho government. The focus is on developing growth strategies.  However, capacity and accountability are the main challenges faced in implementing any economic related programmes in Lesotho.

UNDP also coordinates the Lesotho Trade Integration Framework Diagnostic Study, which recommends that Lesotho pursues greater integration with a wider market, through regional (SADC and SACU) and global integration (through the WTO) and reforms domestic policies to encourage trade and investment. Also involved in this process are the World Bank, WTO, the International Trade Centre (ITC) and UNCTAD.

EU

The EU-Lesotho cooperation for the 2002-2007 is based on EU development
priorities such as promotion of democracy, the fight against poverty, improved commercial competitiveness and aid effectiveness.
UN Habitat

The project will assess the degree of poverty in three selected second-level towns in Lesotho. An assessment has already been completed in three first level cities, including the capital Maseru. Project activities include agreeing with the Ministry of Local Government on the second-level cities for the assessment, reviewing documented information on poverty alleviation and specifically the completed assessment for the first three cities, carrying out the assessment using local personnel and ensuring full participation of affected communities, synthesizing the findings and preparing a report showing levels of poverty and recommended actions for poverty alleviation and using the assessment report of the first-level towns and other relevant information on socio-economic situation of Lesotho, for preparation of a national urban poverty alleviation strategy with well-articulated and budgeted interventions. 
DFID

ComMark was set up to deliver donor support to Lesotho in such a way to by-pass such implementation hurdles and support the PRS without compromising DFID's governance arrangements. Using organisations such as ComMark to absorb the administrative burden associated with donor funding bears consideration. Using organizations such as ComMark to absorb the administrative burden of donor funding has been successful and should be replicated.

Enhancing the investment climate through improving the regulatory framework: While the government of Lesotho has committed itself to deregulation and privatisation of the wool industry for the past two years, it has been unsure how to proceed with implementation. Issues around possible staff retrenchments, asset transfer and service reach have emerged as key. To accelerate this process and introduce certainty into the market, ComMark has set aside funds to develop the institutional capacity of the industry, and together with the Lesotho government and the private sector is hosting a series of sector workshops to chart the future of the industry.

World Bank

World Bank is establishing a programme and facility with Lesotho National Development Corporation for enterprise development.  In that regard, the World Bank is collaborating with the Millennium Challenge Account (MCA) by financing some components of the Private Sector Development Project in the country.
The World Bank is also involved in programmes focusing on areas such as (i) combating the HIV/AIDS pandemic, (ii) employment and income generation, (iii) improving human development outcomes, (iv) decentralisation, and (v) public service delivery, monitoring and evaluation.

Millennium Challenge Account (MCA)

The Millennium Challenge Account (MCA) in Lesotho aims to reduce poverty through increasing economic growth.  The MCA programme in Lesotho is involved in three sectors; namely, water sector, health sector and private sector development.  It is expected that the MCA projects will facilitate the removal of structural bottlenecks in the economy such as legal reform, land administration, credit bureau and payments and settlement systems, thereby enhancing the production capacity of the economy and stimulate expenditure by private agents.  Also, the improved water system would unlock the industrial sector in the country.  

UN Food and Agriculture Organisation (FAO)

The FAO is involved in collaboration with the World Food Programme, in the agricultural sector in addressing the food security problems in the country.   FAO is also involved in the forestry and the aquaculture, rural development and sustainable agriculture programmes in the country.

GTZ

GTZ in Lesotho is involved in Rural development through the programme "Support for decentralised rural development in Lesotho".   The overarching objective is to reduce poverty. Cooperation measures mainly address the political and institutional framework, as the decentralised administration system is intended to assume an important role in rural development. The goal is to raise the efficiency of the autonomously run local administration and the governance structures and so offer improved administrative services, in particular to the poor rural population. 

The regional domestic energy ‘Programme for Biomass Energy Conservation in Southern Africa (ProBEC)’ is also active in Lesotho.   Another key area of GTZ involvement is HIV/AIDS.

13.
Competitiveness and costs of production

The Government of Lesotho realises the potential of private sector led growth to achieve sustainable development.  With funding from the World Bank, the Government is embarking on a project – the Private Sector Competitiveness and Economic Diversification project – to create an enabling environment for private sector development.  In addition to improving market access for the private sector, the project will remove impediments (micro and macro) to growth and job creation by reducing the cost of doing business, improving the legal and regulatory framework, increasing economic diversification through skills development, and providing support for small, micro and medium enterprises (SMMEs).  In addition, it will identify areas of comparative advantage and support activities that encourage regional integration.

The real advantage or strength of industry in Lesotho is the competitive labour cost. Lesotho with a population of around 1.8 million (the large proportion of which is poor) is hardly a market for serious industrial production. That notwithstanding, its proximity to South Africa and other SACU countries offers a substantial potential market to Lesotho industries. 

To enhance competitiveness, Lesotho producers have been able to make critical improvements through their involvement in the market. Price, response time and reliability, quality of merchandise, and strengthening management systems have been central to this achievement.  This is being undertaken through skills training – supervisor skills, management, health and safety, operator training and communication skills – to improve productivity. Positive results have already begun to emerge such as boosting production line outputs by up to 25%, increases in motivation, and change in the mindset of managers, which can significantly reduce costs. This could lead to more cost-effective management structures as well as more efficient managers.

14.
Constraints for the private sector development 

Most industries in other sectors of the economy are usually SMME type operations. The generic problems of these companies can be one or more of the following:

Small domestic market due to the small size of the country’s population

The small size of Lesotho’s population coupled with the high level of unemployment and poverty undermines the effective demand for goods and services in the domestic market.  This means that for any enterprise to success it must target and satisfy the external market.    

Lack of understanding of international trade practices and policies


The lack of understanding of the workings of international trade policies and practices hinders the penetration of the external market, the only avenue for successfully marketing products made in Lesotho.

Low product quality and inferior production technology 

Apart from the largely foreign-owned textiles and garments manufacturing companies, productive systems in Lesotho use inferior technology that does not facilitate the production of good quality products.  This makes the products uncompetitive.

Access to credit and finance

Limited credit extension from the formal banking system hampers success of micro-enterprises and SMEs.  

Poor supply chain management

Production of raw materials falls far short of national requirements to enable adequate food processing

Poor labour skills

There is a lack of skills in Lesotho, especially technical skills.  This implies that manufacturing entities must rely on foreign labour for the technical aspects of production.  Until recently, attempts to recruit such labour is frustrated by the bureaucracy.  This becomes an impediment to private sector development in the country.

Virtual absence of technical support institutions in the country

There is a striking absence of technical support institutions for industry in the country. None of the three institutions established by Government to assist enterprises provides support in the area of technology.  This is a major constraint to private sector development.  

Other constraints

The land tenure in Lesotho is a serious problem as good land is owned by people who do not use it for agriculture or industrial activities.  Also, too much emphasis is placed on textiles and clothing manufacture for the export market to the detriment of other potentially viable business opportunities.  This acts as a serious constraint on the development of other sectors of the economy. 

15.
Institutions supporting the private/industrial sector

Lesotho National Development Corporation (LNDC)
The Lesotho National Development Corporation (LNDC) is a statutory corporate body established by the Government with a mandate to promote investment – both foreign and domestic. The Corporation is 90% government-owned, with the remaining 10% owned by the German Finance Company for Investments in Developing Countries. 

LNDC provides the after-care service to foreign investors in matters such as industrial relations, counseling, compliance, and other forms of assistance.  LNDC also provides serviced industrial sites, factories, training grants and loan finance to investors. In special cases it also considers equity participation. The Investment Promotion Centre, a division of LNDC, helps potential investors to obtain the necessary requirements for starting their businesses.

LNDC also administers the Credit Risk Guarantee Scheme set up under the Private Sector Competitiveness Project (funded by World Bank), to act as a guarantor and unlock the commercial banks reluctance to lend towards the private sector. LNDC assets are used to provide the collateral for loans which private bodies are unable to supply

Basotho Enterprise Development Corporation (BEDCO)

BEDCO is a statutory corporate body established by the Government with a mandate to promote Basotho entrepreneurs. Present services offered are industrial work space and facilities, business counseling, training, and preparation of business plans. Initially it was involved in loan financing for projects costing M250, 000 or less. Projects costing more than that were referred to the LNDC. The fund dried up due to poor recovery and hence the loan financing aspect was discontinued.

Trade and Investment Facilitation Centre (TIFC)

Envisaged as a service point from which investors will get all the services they need from visas to banking to licenses, the primary objective of TIFC is to reduce the bureaucratic procedures that are time consuming. Currently Phase 1 of the project is operational, with the bringing together of the MTICM foreign trade officials and LRA Customs officials working under one roof. Establishment of the now operating first phase was funded by DIFD.

16.
Problems to be solved

The following problems must be solved to order for the Industrial Upgrading and Modernization Programme to create the desired impact:

· Lack of capacity for industry and skills shortage

· Access to finance

· Shortage of power and electricity cuts and water supply problems

· Diversification of industrial sector

· Poor quality products and lack of internationally recognised accreditation for products

· Poor and obsolete technology

· Market access, especially the export market

17.
Recommendations

In order to deliver the desired impact, it is recommended that the Industrial Upgrading and Modernization Programme should have the following components:

Capacity building and skills development

A critical success factor for SADC’s Industrial Upgrading and Modernization Programme in Lesotho will be the problem of lack of adequate industrial capacity and skills shortage, especially at senior and middle management levels.  In that regard, a capacity building programme in all the identified sectors is a major priority.  UNIDO should collaborate with DFID-ComMark to adapt their current training programme to the identified priority sectors.

Quality programme
The Industrial Upgrading and Modernization Programme in Lesotho should develop a quality programme as its cornerstone. This is to ensure the supply of quality products in both domestic and international markets.  

Export market development

Lesotho has comparative advantage due to its proximity to South African market and available cheap labour.  The Industrial Upgrading and Modernization Programme should assist in transforming these into competitive advantage in order to penetrate the export market, both in the SADC region and elsewhere.  

Investment promotion
To facilitate investment promotion and international partnership, UNIDO should engage with the Government and the World Bank to reinforce the reform process in order to convince potential investors about the Government continued commitment to the reform programme and assure them of a stable macro-economic environment.

Technology transfer
Skilled personnel are in short supply in Lesotho.  Therefore, the use of technology should facilitate production of required quantity and quality of products consistently.  It is therefore recommended that the Industrial Upgrading and Modernization Programme should emphasise the use of modern technology in the industrial operations. 

Access to finance
In order to address the problem of access to credit, more effort should be directed towards the development of microfinance institutions.  These should be linked with the mainstream banking system.  With the assistance of UNIDO, the World Bank and other international agencies, a regulatory framework for microfinance institutions should be developed in order to ensure stability and sustainability of the system.  The proposed SADC Development Fund should also be explored as another avenue for addressing this major problem in Lesotho.

Cluster formation

To facilitate the production and reliable supply of raw materials of acceptable quality and quantity, the programme should explore the need to develop, structure and manage co-operatives and clusters to assist with decentralisation of industry.  

Government facilitation

There is need for the Government to intensify its efforts at diversifying the economy away from over-reliance on mineral resources and miners’ remittances.  UNIDO should therefore engage the Government on allocating a substantial proportion of its annual budget (and donor funds) towards value addition in the priority sectors.  This can be done through collaboration with the Private Sector Competitiveness and Economic Diversification project supported by the World Bank.

MADAGASCAR

1. Brief geo-socio overview 

Madagascar is the world’s fourth largest island, with 587,051 sq km total area and population of about 19 million.  It is situated 400 kilometres off the east coast of Africa.  It stretches 1,580 km from north to south and 600 km from east to west.  Madagascar has 4,800 km of coastline, coastal plains and highlands in the north and central parts of the island. 

The climate is tropical along the coast, arid in the south, and temperate in the highlands.  The summer season, which extends from October/November to March/April, is hot and rainy, with temperatures ranging between 13 and 30 degrees Celsius.  The winter season, which extends from March/April to September/October, is cold and dry, with temperatures between 0 and 10 degrees Celsius.  

The country is home to 5% of the world’s plant and animal species, 80% of which are unique to Madagascar, and endemic e.g. the lemur family of primates, bird families and baobab trees.  The northern, eastern and southern coastline is covered by tropical vegetation; there are no forests in the central part of the island. Thorn bushes cover the south of the country. 

Main Centres

Antananarivo is both the administrative and commercial capital of the country.  It is situated in the highlands in the central part of the country, and has a population of about 4.45 million (2000).  The city and its surrounding areas boast of several tourist attractions of geographic and historic interest.  

Fianarantsoa province, with a population of 3.255 million (2000), is situated towards the south of Antananarivo amidst terraced rice fields.  It is the gateway for transportation of products to Tuléar in the southern part of the island.  Protected from cyclones and located at a high altitude, the region has a tropical climate, with a cold temperature in winter.  Crafts such as wood craft, pottery, basketry and embroidery are the main sources of revenue for its population.

Social indicators

Madagascar is one of the world’s poorest countries (ranked 146th out of 177 in the UN Development Programme’s 2006 Human Development Report).  Based on growth projections of 4.8% in GDP and 2.8% in population in 2006, poverty was estimated at 67.5% (72.3% in the countryside and 50.3% in urban areas).  Although these figures showed an improvement over the 2005 poverty rate of 68.7 per cent (73.5% rural and 52% urban), they are poor compared to other African countries. The improvement is probably due to better public access to basic social services and infrastructure. 

The June 2006 PRSP implementation report noted a major impact of economic growth on poverty reduction. The 5% average annual growth between 1997 and 2001 brought poverty down to below 70%, though the gap between rich and poor continued to widen. Poverty is still mainly rural. 

The Madagascar Action Plan (MAP) target for 2020 puts the rural economy at the centre of poverty reduction efforts and aims to double agricultural production and exports over five years, boost textile exports by half in five years and 200% over 10 years, raise agro-food production by half in five years and 150 in 10 years, and increase tourist arrivals from 160 000 in 2003 to 400 000 in 2008 and 800 000 in 2013. These efforts will succeed only if agricultural and fishing production and productivity increase significantly, especially in the south, to improve food security and income, which are the only ways to reduce poverty sustainably in the countryside.

According to the Observatoire malgache de l’emploi et de la formation (Omef), unemployment was 2.7% in the formal sector, with 75% of the labour force working in the informal sector. Only 3 802 jobs were created in 2006, as compared to the         15 000 planned, and 15 807 people received vocational training.

2. Macro-economic indicators

Madagascar’s economy grew 9.8% in 2003, 5.3% in 2004, 4.6% in 2005 and 4.8% in 2006. This growth was due to the strong performance of the primary and secondary sectors and reforms to open up the economy, improve macroeconomic stability and governance, and combat poverty. The government has focused on reform of the budget and public procurement, more effective monitoring of public finances and continued efforts to reduce the share of customs duties in budget revenue.  

Table 1: Main macro-economic indicators of Madagascar (2000 – 2006)

	
	2000
	2002
	2003
	2004
	2005
	2006

	
	
	
	
	
	
	

	Total Population (millions)
	16.2
	17.1
	17.6
	18.1
	18.6
	19.1

	   Urban (%)
	26.0
	26.3
	26.5
	26.8
	27.0
	27.3

	   Female (%)
	50.3
	50.3
	50.3
	50.3
	50.3
	50.3

	GDP, at constant 2000 prices (in US$ ml.)
	3 878
	3 590
	3 941
	4 148
	4 339
	4 548

	Real GDP Growth Rate (%)
	4.7
	-12.7
	9.8
	5.3
	4.6
	4.8

	Real per Capita GDP Growth Rate (%)
	1.8
	-15.0
	6.8
	2.5
	1.9
	2.1

	GDP at Current Market Prices
	3 878
	4 397
	5 474
	4 364
	5 040
	5 493

	Gross Capital Formation (% GDP)
	15.0
	14.3
	17.9
	24.3
	22.5
	21.8

	   Public capital formation (% GDP)
	6.7
	4.8
	7.8
	12.5
	10.3
	11.5

	   Private capital formation (% GDP)
	8.3
	9.5
	10.1
	11.8
	12.3
	10.3

	Gross National Savings (% GDP)
	9.4
	8.3
	13.0
	15.0
	11.7
	11.4

	Inflation (CPI)
	11.6
	15.8
	-1.2
	5.0
	18.4
	10.8

	Exports Volume Growth (Goods)
	30.8
	-51.2
	64.0
	5.6
	13.4
	-1.6

	Imports Volume Growth (Goods)
	23.0
	-42.9
	74.7
	7.4
	-11.6
	-9.7


Source: African Development Bank
Despite good performances in 2005 by agriculture, tourism, construction and exports, real GDP grew only 4.6%, down from 5.3% in 2004. This was mainly due to higher world oil prices, expensive electricity and frequent blackouts due to the financial crisis at the national power and water company, Jirama, which hurt the productive sectors, especially industry. Although growth was up slightly in 2006, it is further threatened by persistent structural problems linked to public finance management, slow reform of the public sector, governance issues and a poor business climate that discourages private investment. 

3. Sources of GDP

The primary sector grew about 2.1% in 2006 compared to 3.3% in 2005, due to poor rainfall and costlier energy. Its best performer in 2005 was agriculture, where rice production increased due to good weather and the improvement in growers’ access to micro-finance and inputs, especially fertiliser. Great efforts were also made to upgrade agricultural infrastructure (dams and irrigation channels), expand crop areas and teach growers about new production methods. 

The secondary sector grew 4.7% in 2006 compared to 3% in 2005. However, the Multifibre Arrangement (MFA), higher oil prices, frequent power cuts and sluggish industrial output, especially in the free zones had a negative impact on the sector. Industrial activity outside the free zones grew nearly 12% in 2005 due to good results in construction materials (up 13.5%), construction (+18.8%) and electrical appliances (+25%). The government wants to revive and diversify the sector by quickening the pace of Madagascar’s integration in the SADC and encouraging the sugar industry.

The tertiary sector performed very well in 2005 with 6.2% growth, mostly due to booming transport, telecommunications, banks, insurance and services. Extension and modernization of the country’s roads opened up isolated productive regions and linked them to markets for agricultural and industrial items. Despite the threat posed by chikungunya fever, the tourism sector still managed to contribute to growth, and eight new hotels were opened in the first quarter of 2006. The government is encouraging the sector with a tourism master plan (TMP) and giving higher status to the national tourism office.  The services sub-sector also grew by 6.1% in 2006.

Table 2:  Sectoral contribution to GDP (2004)

	Sector
	GDP (%)

	
	

	Primary sector
	26.2

	  Agriculture
	15.5

	  Fish and livestock
	7.2

	  Forestry
	3.5

	Secondary sector
	14.5

	  Food, drinks and tobacco
	4.7

	  Export processing zone
	5.2

	  Energy
	1.0

	  Others
	3.6

	Tertiary sector
	50.9

	  Transport
	15.2

	  Construction
	2.3

	  Commerce
	10.8

	  Government services
	6.2

	  Others
	16.3


Source: IMF, Madagascar: Selected issues and Statistical Appendix
Figure 1:  Sectoral contribution to GDP (2004)
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4. Primary sector

4.1
Agriculture

Madagascar, with its varied climatic zones, can produce a great variety of food products.  Food production constitutes 98% of the activities undertaken within the agricultural sector, of which rice is 44%, cassava and potato are 14% each, and maize is 9%.

The main crops for which Madagascar has potential advantages are horticulture, in particular potatoes, carrots, onions, peas, green beans and chicory; rice; and spices, including vanilla, cloves, pepper, ginger and tumeric.  Other agricultural products are: litchis, sugarcane, cocoa, coffee, bananas, peanuts; livestock products. 

Despite its huge potential, agriculture is struggling to expand in the face of obstacles such as bad agricultural infrastructure and transport, which prevents the emergence of serious commercial farming. The low technical capacity of farmers, lack of access to credit, poor training and the poor organisation of the sector also hold it back. Agriculture has a key part to play in the fight against poverty, so the government, as part of its “Madagascar, Naturally” development vision, wants to double agricultural output between 2004 and 2009.

Consumption of oil products fell slightly (0.6%) in 2005, but that of electricity         grew 3%.

4.2
Fisheries and Livestock

Madagascar is a key producer of fish, prawns, crabs and mussels.  Shrimps, tuna and lobsters are also produced.  The long-term management of the fisheries resources is very important if the sector is to sustain its contribution to the social and economic development of the country. A policy of sustainable management and use of fish stocks has been started, with the introduction of forgery-proof inland and marine fishing permits and the restocking of watercourses. It is also imperative that the fisheries sector is regionally coordinated.

Efforts to improve livestock quality included importing 9 000 doses of selected animal semen, local production of 7 055 doses and vaccinating 77 per cent of cattle.

4.3
Forestry

Urgent measures were taken in 2005 to combat forest fires, reduce by a quarter the area burned and replant 50 000 hectares a year with mostly high-quality species which could earn foreign exchange.

Prevention of forest fires, reforestation and improved weather forecasting are crucial aspects of the management and preservation of the country’s natural resources. The same is true of improving rural living conditions, which can be done by supplying primary healthcare, education and better access to drinking water and sanitation. 

Sustainable management of forests and protection of wetlands and marine and coastal eco-systems is being pushed thanks to Madagascar’s signing of the Ramsar Convention on Wetlands and the Nairobi regional convention. A network of protected areas (Système d’aires protégées de Madagascar – SAPM) was set up in 2005 to protect plant and animal life and develop eco-tourism. 

5. Secondary sector 

5.1
Mining

Madagascar’s mineral potential is under-exploited, yet it is a key sector that can play an important role in the development of the country.  Mineral products include chromites, graphite, gypsum, gemstones (sapphires, emeralds), kaolin, lime, marble, granite and industrial stones.

Mining advanced in 2006 with a 9 per cent increase in chromite production and planned investment by Qit Madagascar Minerals to extract ilmenite (titanium ore) in the Tolagnara (formerly Fort Dauphin) region. Other investment is being negotiated with the Dynatec/Sumitomo consortium to mine nickel and cobalt at Ambatovy. Madagascar also earned about 6 billion ariary in 2005 from exports of precious stones. In all, mining yielded 339 million ariary in royalties for the government, as against 212 million in 2004.

Oil exploration in the Mozambique Channel by Madagascar Oil may boost revenue from 2009.

Better regulation of the gem and gem-cutting sub-sectors has been introduced. These measures have been completed by a new mining code and a law governing major mining investments as part of a project on governance of mineral resources (Projet de gouvernance des ressources minérales – PGRM) and Madagascan membership of the Extractive Industries Transparency Initiative (EITI).

The government’s policy objectives in the mining sector are to increase the contribution of the mining sector to the national economy, improve the governance and transparency of the mining sector, and promote and develop private mineral industry investments.  In that regard, the government has developed the Mining Code, a legal and regulatory framework, to ensure equal treatment for national and foreign operators, delivering mining permits in 35 days (research, exploitation, operation), and postponing permits only in cases where licence fees are not paid.  The government has also drafted a nationwide medium term expenditure framework (MTEF) for 2006-08. A first sub-programme covers seven of the country’s 22 regions and will be jointly funded by the government, local people and the African Development Fund.

5.2
Industrial Sector

The development of the industrial sector in Madagascar started after independence in 1960. Several industrial units were established for activities such as soap manufacturing, food processing, brick making, mining, etc.  From 1975 to 1998, a lot of industrial units were created and some were nationalized by the socialist government. During this period, private sector encountered a lot of constraints: difficulty to import raw materials and parts, to export and to invest, and most public industries were bankrupt.

Since 1998, industrial free zones were established and foreign investments were attracted into Madagascar, especially in the textiles sector and, later, in TIC and electronics.  About 150 industrial units were established, creating about 100,000 jobs by 2002 (before the political crisis of that year).  Madagascar became the second largest exporter of clothing in Africa, after Mauritius. 

The main industries are: soap, breweries, tannery, sugar, textiles, cement, lime paper, building materials, painting, fruits and vegetables processing, biscuits and candies, and noodles.

5.3
Manufacturing Sector

The manufacturing sector has registered appreciable growth since 2000.  This is depicted by the manufacturing growth rates shown in Table 2 below.  However, 2002 was a cataclysm due to the political crisis that crippled the economy for about 7 months.

Table 3: Manufacturing Growth Rate (2000 – 2006)

	Year
	Growth Rate (%)

	
	

	2000
	7.1

	2001
	7.6

	2002
	-20.8

	2003
	14.6

	2004
	6.5

	2005
	3.0

	2006
	3.7


Source: INSTAT/DSY

Table 3 below shows the number of manufacturing concerns by sub-sector and the number of people employed.  The table shows that there are 1,304 manufacturing concerns employing over 10 persons in 2005. 

Table 4: Manufacturing concerns and Employment Creation (2005)

	Sub-Sector
	No of

firms
	Sub-Sectoral Employment

	
	
	Total
	Male
	Female

	
	
	
	
	

	Textiles, Weaving Apparel, Carpets/Rugs
	557
	83,372
	27,917
	5,455

	Food, Beverages and Tobacco
	239
	9,863
	8,312
	1,551

	Sawmill, Wood and Furniture
	208
	7,867
	16,540
	1,327

	Domestic Plastic and Rubber Products
	90
	18,191
	14,009
	1,182

	Pulp, Paper and Paper Products, Printing and Publication
	40
	6,176
	5,044
	1,132

	Chemicals and Pharmaceuticals
	24
	3,025
	2,550
	475

	Non-Metallic Mineral Products
	24
	3,550
	2,366
	1,184

	Basic Metal and Iron
	19
	1,052
	765
	287

	Fabricated Metal Products
	14
	1,082
	195
	888

	Electrical and Electronics
	4
	350
	314
	37

	Motor Vehicles
	2
	106
	102
	4

	Others (NEC)
	6
	259
	259
	0

	Total
	1304
	134, 893
	
	


Source: INSTAT/Direction des Statistiques Economiques/Enquête 2005
It must be noted that in mining sector, there are a lot of manufacturing enterprises (mainly in gemstones and precious stones cutting) that employ less than 10 persons. 

The manufacturing landscape in Madagascar can be divided into various industrial groups and sub-groups as shown below (using international standards of classification):

Table 5: Sectoral and Sub-Sectoral Groups in the Manufacturing sector

	(1) Food, Beverages & Tobacco Sectoral Group
1. Beer

2. Starch and other Miscellaneous Food Products

3. Flavouring

4. Soft Drinks and Carbonated Water

5. Flour and Grain Milling

6. Meat and Fish

7. Tea, Coffee and other Beverages

8. Dairy Products

9. Fruit juice

10. Tobacco

11. Biscuits and Bakery Products

12. Animal Feeds

13. Sugar

14. Distillery and Blending of Spirit

15. Cocoa, Chocolate and Sugar Confectionary

16. Vegetable and Edible Oil

17. Poultry Group

(2) Chemical and Pharmaceuticals Sectoral Group

1. Paints, Vanishes and Allied Products

2. Industrial, Medical and Special Gases

3. Soap and Detergent

4. Agro-Chemicals (Fertilizers and Pesticides)

5. Pharmaceuticals

6. Safety Matches

7. Dry Cell Battery

8. Petroleum Products

9. Gramophone Records and Musical Tapes Manufacturers

10. Candle Manufacturers

11. Printing Ink Manufacturers

12. Toiletries and Cosmetics

13. Basic Industrial Chemicals

14. Automotive Battery

15. Resin Manufacturers

16. Ball Point Pen Manufacturers

(3) Domestic and Industrial Plastic, Rubber And Foam Sectoral Group

1. Rubber Products

2. Domestic and Industrial Plastics

3. Foam Manufacturers

(4) Basic Metal, Iron And Steel And Fabricated Metal Products Sectoral Group

1. Association of Steel Pipe Manufacturers

2. Metal Packaging Manufacturers

3. Foundry

4. Metal Manufacturers and Fabricators

5. Association of Primary Aluminium Producers

6. Enamel Wares Manufacturers

7. Welding Electrode Manufacturers

8. Galvanised Iron Sheets Manufacturers

9. Nail and Wire Manufacturers Group

10. Steel Manufacturers


	(5) Pulp, Paper & Paper Products, Printing & Publishing Sectoral Group

1. Chemical & Stationery Manufacturers

2. Printing, Publishing & Packaging

3. Pulp, Paper, & Paper Products

4. Sanitary Towels, Napkins & Diapers

(6) Electrical & Electronics Sectoral Group

1. Electronics

2. Refrigerators & Air-conditioning/Domestic Appliances

3. Electric Bulb Lamps, Accessories & Fittings

4. Electrical Power Control & Distribution Equipment

5. Cable and Wire

(7) Textile, Wearing Apparel, Carpet, Leather/Leather Footwear Sectoral Group

1. Textile & Wearing Apparel Manufacturers

2. Leather Products Manufacturers

3. Carpet and Rug Manufacturers

4. Footwear Manufacturers

5. Cordage, Rope and Twine Manufacturers

(8) Wood and Wood Products Including Furniture Sectoral Group

1. Wood Products and Furniture (Excluding Metal Furniture)

2. Plywood & Particle Board Manufacturers

(9) Non-Metalic Minerl Products Sectoral Group

1. Glass Manufacturers

2. Ceramics Manufacturers

3. Asbestos Manufacturers

4. School Chalks & Crayons

5. Cement Manufacturers

(10) Motor Vehicle & Miscellanous Assembly Sectoral Group

1. Boat/Ship-Building

2. Automobile Components Manufacturers

3. Electric Generators Assemblers

4. Miscellaneous Machine & Equipment Manufacturers

5. Bicycle Manufacturers

6. Motorcycles Assemblers

7. Homological

8. Motor Vehicle Assemblers

(11) Man Export Group




The Strengths of the Manufacturing Sector

The following strengths are identified in the manufacturing sector in Madagascar: 

· Madagascar is endowed with natural resources, efficient and low cost manpower, and a predisposition of both public and private sectors to work together for the development of the industrial sector. 

· The educational institutions are willing to be reliable partners with private sector and international support organisations.

· The industrial free zone has been developed mainly in textiles and TIC; and Madagascar’s position is favourable in terms of productivity and quality of labour in relation to her competitors in the region. 

· Improvement in infrastructure (road, telecommunications, electricity) is leading to improvements in the business climate.

· Large projects in the mining sector (mainly in extraction) are developing and creating many outsourcing activities and employments.

· The national market is open and good quality national manufactured products are welcome.

6. Tertiary sector

Tourism

Madagascar is world famous for its natural beauty, richness in biodiversity and preserved cultural heritage.  It is attractive both as a holiday of leisure and as a prime ecotourism destination.  The growth rate of the tourism sector has been at 10-12% per annum over the past 10 years.  Tourism continued to expand in 2005, and eight new hotels opened in the first quarter of 2006. The number of visitors increased by than 21% on 2004, generating 19% more revenue, compared with 2004. Major investments are planned to convert sites in the south to up-market tourist destinations. 

Transport

Rail transport of goods grew by about 30%, contrasting with the poor performance of road transport, held back by higher oil prices and a sluggish industrial sector, and the more than 11% decline in sea transport, mainly due to lower imports of capital goods. 

Banking and insurance

Banking and insurance continued to grow, thanks largely to greater public access to microfinance, whose use increased from 4 per cent of households in 2000 to 7.6% in 2005.  The banking sector is expected to grow by about 6.9% in 2006 (6.6% in 2005), and micro-finance providers are expected to serve an increasing percentage of potential customers (15% in 2005) and also improve the loan satisfaction rate (50% in 2005).

Telecommunications

In the telecommunications sector, fixed and mobile telephony gained 50% more subscribers in 2005. The goal in telecommunications is to expand national phone coverage, which was still only 3.2% in 2005. 

7. Informal sector

Approximately 82% of the rural population are engaged in subsistence agriculture and employed in the informal sector.  Rural financial systems are very weak, and consequently capitalization of the benefits and advantages of financial services by the informal sector is poor. 

8. The financial sector and micro-finance

The financial system in Madagascar comprises the Central Bank of Madagascar (BCM), seven commercial banks, various microfinance institutions, insurance companies, and pension and retirement funds. Reforms have begun in this sector to liberalise it and make it more efficient. Special attention has been given to making the BCM more independent from the government. The banking system remained profitable and well-funded in 2005: it grew by 6.6% in 2005 and was expected to grow by about 6.9% in 2006.

Two laws were passed to monitor and regulate credit institutions and mutual finance bodies. A banking and financial supervision commission was set up and prudential management standards introduced. Steps were also taken towards privatising state banks and boosting the inter-bank exchange market. Despite these reforms, much remains to be done in financial intermediation, diversifying financial products and broadening access to financial services. With World Bank and IMF help, the government completed a review of the financial sector in 2005 that identified its weaknesses and provided the basis for a programme to build capacity and boost technical assistance.

To encourage savings, which are expected to increase 15% in 2006, the government, with support from the Millennium Challenge Account, is encouraging savings banks and facilities to expand in rural areas and wants to strengthen the payment system to cut delays, set up a nationwide clearing-house for credit institutions and draw more of them into the formal banking system. Steps have also been taken to expand and decentralise the financial market so that large towns and cities can issue bonds, especially for small investors.

Microfinance

The microfinance sector in Madagascar is not well developed.  Financing for SME’s is available through: Development Finance Institutions, National Development Bank, Commercial Banks and Madagascar Export Credit Guarantee.  However, other sources of microfinance, such as NGOs and cooperatives, are virtually non-existent.

In Madagascar, there is a strong demand for microfinance services by the rural population.  The ongoing restructuring and privatization of state-owned banks to improve the banking system, is expected to lead to further contraction in the limited coverage of formal financial services in rural areas.
9. Priority sectors: perspectives and potential development

All actors involved in the industrial development activities are enthusiastic and agree that the Malagasy industrial sector urgently needs the Industrial Upgrading and Modernization Programme. 

International Agencies are ready to collaborate and cooperate with current industrial upgrading programme and derive synergies and complementarities from their joint efforts.

National support institutions (standardization, laboratory control, research etc) need to update their facilities (laboratory, equipment) and their know-how to efficiently perform their jobs. The main problem to solve is the management of these institutions.

Educational institutes already enjoy good relations with industry, but to assume their roles in this programme, they recognize that they need some capacity building and have to improve the technical levels of their courses and equipment. 

The banking sector is ready to support industry, but they do not currently have long-term financial products for industry. Short and medium term funds are available, but there are few good projects to finance. Venture capital finance and several leasing products also exist. However, it is strongly recommended that entrepreneurs should improve on their management capabilities.

The private sector thinks that it is time to boost the national industry. Apart from SIM, there are different professional associations in the 3 sectors identified for the pilot Industrial Upgrading and Modernization Programme.

The Government ministries and departments support the programme and look forward to its commencement in Madagascar.  The Minister of Economy, Planning, Private Sector and Trade, is very enthusiastic and has requested for the national programme to be developed without undue delay. Beginning with the 2008 national budget, the government will introduce a budget line for the Industrial Upgrading and Modernization Programme in the country’s annual national budget. 

10. Economic integration

Madagascar has introduced reforms to open up the economy and reverse rapidly declining per capita income. In 2002, stabilisation efforts resumed with support of development partners, reached the decision point under the Enhanced HIPC Initiative and then completion point in 2004.

However, the country’s economic development is held back by lack of local savings, outdated economic and social infrastructure, very unequal and arbitrary application of rules nationwide and, in recent years, frequent and extensive power cuts by the state water and electricity monopoly Jirama, which is in acute financial and structural crisis. The country’s weak structures are also ill-equipped to manage public finances and withstand external shocks, including wildly fluctuating prices for products such as oil and vanilla.

To accelerate and better coordinate the development process, the Madagascar Action Plan (MAP) was developed.  MAP establishes the direction and priorities for the country for the five-year period 2007 - 2012.  The main objective of MAP is to propel Madagascar into a high growth economy, with growth rates reaching between 7% to 10% by 2012, based on a diversified and strong private sector development.  The goal is to use local and international investment and trade as the main catalyst.  

Table 5: Economic Growth Targets in MAP 

	
	2005
	2012

	
	
	

	Economic growth
	4.6%
	7 to 10%

	GDP (USD)
	$ 5 billion
	$ 12 billion

	GDP per capita (USD)
	$ 309
	$ 476

	Foreign Direct Investment (FDI)
	$ 84 million
	$ 500 million

	Increase or exports of goods (% GDP)
	16.7%
	22.3%

	Revenue from mining exports USD
	$ 50 million
	$ 300 million

	Market share at regional level (IOC, SADC, COMESA)
	5%
	15%


Source: Madagascar Action Plan
Thirty-five of the 47 state firms were privatized in 2005 and 2006, including the phone company Telma and the northern railway company RNCFM. Divestment of Air Madagascar was suspended, however, and that of Aéroports de Madagascar (Adema) is not complete. Others due to be privatised are either being re-organised (such as the sugar company Sirama) or being turned into shareholding firms so some of their assets can be sold off. In 2007, the infrastructure of the southern railway and the port of Mana Kara will be upgraded, with World Bank assistance, to ensure the line is financially viable, and the 12 airports run by Adema will be franchise out.

Due to its huge impact on the entire economy, a variety of measures have been taken to deal with the structural and financial problems of the electricity company, Jirama, including franchising it and revising its rates. Electricity prices rose 93% in 2006 and a thorough restructuring plan, developed with World Bank help, has been submitted to the funding agencies. The government is also pulling out of water supply operations. The government wants to complete the entire privatisation programme in 2007 and 2008 but is meeting strong resistance from trade unions and from squatters blocking settlement of land issues and delaying the divestment process.

Good transport infrastructure encourages agriculture and fisheries by linking these sectors to markets and helping to reduce poverty, especially in the rural south, where 39.7% of the country’s poor live. An important pillar of the infrastructure development strategy is to improve transport in the countryside. The government is speeding up the plans for the development of an integrated road network which will link the fisheries project areas of Bas-Mangoky and Manombo with the port of Tuléar. In 2006, 4 500 kilometres of surfaced roads and 3 700 kilometres of unsurfaced roads were maintained, meteorological infrastructure was expanded, and sections of railway (70 kilometres in the north and 40 in the south) were upgraded. Two agencies were set up to regulate transport and encourage competition between hauliers.

The government and the World Bank have nearly completed an investment climate assessment (ICA) to facilitate the current decentralisation and devolution of procedures and practices in the country. However, arbitration procedures are still drawn-out and inadequate, and the poor qualifications, pay and working conditions of judges are still causing problems. 

11. Foreign Trade

The main export products are vanilla, litchis, shellfish, sugar, clothes, chromites and gemstones, while the main export products are vanilla, litchis, shellfish, sugar, clothes, chromites and gemstones.

The current account deficit was 10.1% of GDP in 2005, with the sharp drop in vanilla prices, a fall in shrimp exports because of over-fishing and the end of the MFA all substantially reducing export earnings. The deficit was expected to reach 16.8% in 2006 because of a big rise in total imports (to 5 167 billion overdue, from 4 598 billion in 2005). Goods exports fell in 2005 (to 1 798 billion overdue from 1 853 billion in 2004) but are expected to rise to 1 986.4 billion in 2006, while goods imports, which rose slightly in 2005, should reach 3 159.6 billion. The trade deficit is thus set to increase to 13.3% of GDP in 2006 (from 9.5% in 2005). Capital goods imports fell somewhat from the 2004 figure because of the abolition of customs exemptions, while the terms of trade deteriorated as world oil prices rose. Reduced foreign grants and loans in 2005 helped keep the balance-of-payments deficit at about the same level.

The government streamlined customs duties by combining them in three tariff bands (of 5, 10 and 20%). In addition, Madagascar recently joined the SADC and wants to use all the opportunities it provides for agriculture and tourism. The country also belongs to COMESA, whose members are considering a common external tariff. Madagascar will have to phase out its customs duties, which will be abolished under these regional agreements, and find more reliable sources of revenue. As well as using current foreign aid, the government plans to call on the European Union for substantial help in funding the MAP.

The total external debt was 69.7% of GDP ($3.5 billion) in 2005, 80% of it bilateral and multilateral. The debt situation in 2006 seems sustainable due to cancellation of nearly $2.4 billion in debt under the HIPC Initiative and the MDRI. Analysis of its viability shows that the main debt indicators, which were already satisfactory in 2005, would fall substantially in 2006, and that the country’s stock of debt would be cut by some 70% by the end of the year. The government’s strategy for controlling future debt involves the use of soft loans and curbing domestic debt by gradual withdrawal from the banking sector and repayment of its commercial debt.

12. Sectors of interventions of the main funding institutions

UNIDO

UNIDO’s Integrated Programme aims at enhancing institutional support services to promote and develop income-generating and productive activities in high-priority sectors which offer good potential for poverty alleviation and social development, in particular agro-industries and textiles. Special emphasis is placed on the textile and garment industries to enable Madagascar to derive full benefits from the African Growth and Opportunity Act (AGOA).
The Programme consists of three Components designed to support the Government of Madagascar's three priority areas to ensure economic development: (i) private investment promotion, (ii) promotion of free initiatives by the private sector and other society stakeholders and (iii) creation of an appropriate support framework for enterprise development and growth.

Component 1, Assistance to income and employment generating activities:            This Component will focus on silk industries and is aimed at promoting productive activities in urban and rural areas which have a direct and measurable impact on the reduction of poverty and improve the standard of living of socially disadvantaged groupings. Activities are geared towards strengthening the private sector with a focus on key labour-intensive sectors such as textiles, clothing and silk, promoting cooperative and other economic activities for women and young entrepreneurs and artisanal MSMEs and developing entrepreneurship in urban and rural areas. 

Component 2, Reinforcement of institutional capacities that have an impact on priority industrial sectors: Building on the results of Component 1, institutional capacity-building measures are planned to support priority industrial sectors with a strong impact on and potential for development (food industries, textiles and silk). The Component also places emphasis on investment and technology promotion, enterprise upgrading and modernization, quality standards and the establishment of industrial information systems and statistics. 

Component 3, Protection of the environment and rational use of sources of energy: This Component is focused on urban waste management and is designed to address environmental protection and energy efficiency issues arising out of gradual industrialization in Madagascar. Activities are planned to heighten awareness of different economic actors on the negative impacts of industrial pollution and promote environmental protection, sound urban and industrial waste management practices and efficient use of energy resources. 

UNDP 

The UNDP office in Madagascar coordinates the UN system in the country.  The UNDP programme in Madagascar has three objectives: social adjustment, agricultural production and economic management.  It is oriented towards support for (a) improved governance and more effective democratic institutions, (b) market reforms and (c) poverty reduction.  The social adjustment programme, in particular, is also required in response to the ongoing structural adjustment programme led by the World Bank. 

Other programmes in which UNDP is involved in Madagascar include: HIV/AIDS, the UN-Habitat projects, bio-diversity projects, ICT, energy and SME and poverty reduction programmes.

European Union (EU) 

EU currently has a programme for the private sector, agriculture, quality and capacity building in Madagascar, and is in the process of developing a programme for industrial development in Madagascar.  The textiles sector in Madagascar currently is experiencing problems due to the admission of China into the WTO and multi-fibre agreement. EU welcomes Industrial Upgrading and Modernization Programme. It is important to coordinate the programme effectively.

International Finance Corporation (IFC)

IFC is perceived as an SME Hub; therefore other donors have approached IFC to provide financing and technical assistance and is about to launch an incubation programme in Madagascar – potential area for collaboration with UNIDO Industrial Upgrading Unit – potential platform for cooperation with Business Partners International.

Agence Française de Developpement (AFD)

AFD has a financial institution (Proparco) to assist SMEs in Madagascar in four (4) areas: Micro finance, Direct financing, the Programme Reinforcement Capacity Commercial (PRCC) and Guarantee programme.

AFD supports PRCC to the tune of 2.6 million Euros, covering the period January 2006 to December 2008.  The assistance covers feasibility studies on 50-50 cost sharing basis. PRCC supports the Chamber of Commerce and Industry (France-Madagascar) through training and technical assistance for export promotion.  PRCC also looks at growth on sectoral basis.

AFD also collaborates with IFC and USAID in supporting the textiles sector, provision of technical assistance, developing the artisanal sector clusters and promoting tourism.

Under the Guarantee Programme, two (2) programmes are financed: (a) Guarantee Ariz (managed directly by AFD) has an amount of 15 million euros and is managed by AFD; (2) Fund Guarantee Madagascar has 3.5 million euros and is managed by commercial banks in Madagascar.

Millennium Challenge Account (MCA)
Government programme funded by US Government and managed by Millennium Challenge  Account of USA.  The Millennium Challenge Account ranks Madagascar as its main beneficiary because of its good performance in governance.

Currently MCA is working on 3 projects, namely finance project, land tenure project and Agri-business project.

The MCA finance project is assisting the country with the reform of financial system and payment system; providing financing of rural area projects through leasing and supporting micro-finance institutions.  It is also assisting Ministry of Finance with marketing Government Treasury Bills.  MCA also has plans to extend modernization of Savings Bank to rural areas to facilitate provision of credit.  The programme is also assisting the Central Bank to develop its Balance Sheet, Credit Bureau and Risk Indicators in the country.

The Land tenure project is focusing on law reform, modernization of administration, issuance of title deeds and public education about the law.  The project is currently operating in 6 regions and has 250 land tenure offices countrywide.  It is modernizing the offices of Land Tenure Administration in the regions.

Under the Agri-business project, MCA is currently operating Agri-Business Centres in 6 out of the 22 regions in the country.  The centres provide assistance in the form of technical support, management assistance, cooperatives management, preparation of business plans, access to credit, market access (domestic and international), and contract farming.  MCA utilises external consultants during intervention.

MCA has developed incubators to facilitate rural industries development, and has also carried out studies to identify investment opportunities in Madagascar.

13. Competitiveness and costs of production

Madagascar dropped one place (from 148th to 149th) between 2005 and 2006 in the World Bank’s 2006 Doing Business Index, which measures the business climate. It jumped an impressive 28 places in the ranking for business creation, but dropped 36 places in the labour law facilities category. The government’s opening of a one-stop shop has reduced bottlenecks and costs due to bureaucratic delays. The government is also modernizing business laws (through a business law commission) and building a suitable legal and institutional framework to promote public-private partnerships. 

Opening up the economy, political stability and streamlining visa and work-permit formalities have improved the business climate. A commercial arbitration law was passed in 2005, along with a code of conduct for judges encouraging them to open private practices. These reforms, as well as better performance by the banking sector and privatisation of two banks, have helped boost private investment.

The Madagascar Action Plan (MAP), which sets clear quantitative targets based on the national development vision and the Millennium Development Goals (MDGs), spells out the government’s development aims, will enable it to respond to opportunities arising from globalisation and make the country’s forecasting and planning more effective.

On the other hand, the expiry of the African Growth and Opportunity Act (AGOA) preferences for Madagascan exports to the United States will not help matters. The government wants to use all the opportunities provided by its membership of the Common Market for Eastern and Southern Africa (COMESA) and the Southern African Development Community (SADC).

14. Constraints for the private sector development 

In Madagascar, private sector is hampered by poor basic infrastructure, very expensive factors of production, lack of long-term financing and structural flaws in the banking system.

Corruption, a poor civil service, limited use of democracy and the rule of law, and inefficient administrative limit access to public services.

Limited support from traditional baking system for matters related to establishing letter of credit is a major constraint to the development of the private sector in Madagascar.

The poor infrastructure at the ports and airports also limits the growth of the import/export sector.

Finally, the government will have to sort out the land issue (a major obstacle in the key agriculture and tourism sectors) if more foreign direct investment (FDI) is to be attracted. Currently, about 90 per cent of farmers own their land, but only 8 per cent have proper title deeds to it. This hampers partnership with foreigners and reduces the property market and access to loans, for which land is often used as security.

The constraints highlighted above, contribute to a general lack of a conducive environment for businesses to start, survive and grow.

15. Institutions supporting the private/industrial sector

The following institutions support the private/industrial sector in Madagascar:

Groupement des Aquaculteurs et Pêcheurs de Crevettes de Madagascar

GAPCM is a professional body which provides expertise and technical assistance to the fisheries sector.

Projet de Gouvernance des Ressources Minérales (PRGM)

PRGM is a government project established to assist the development of mining sector.  With support from the World Bank, PRGM’s focus is on 3 areas:                    (i) governance (Law on Mining); (ii) private sector participation in mining and             (iii) updating the national geological database.

In the small-scale mining sector, PRGM supports cluster development.  It also held a strategic planning meeting and developed action plans for SME mining promotion.

Institut de Gemmologie de Madagascar (IGM)

IGM is a parastatal organisation.  It receives Government subvention, but must also generates its own income.  It currently receives some direct support from World Bank (until 2010).

IGM is the only gemmology institute in Africa.  It is currently engaged in 3 activities: training in gemmology, prospecting, and services provision (to students and artisan miners).  There are plans to extend the activities into heat treatment of gemstones: by purchasing advanced equipment for laboratory, creating a jewellery school, and promoting the production of man-made jewellery from gemstones.  

The institute provides training for other countries in Africa e.g. Tanzania and is currently processing a request from Nigeria.  Its courses are run in English language.  The main course objective is beneficiation of gemstones; and value addition throughout the value chain, i.e. from extraction to marketing.  The training methodology has been adapted to the level of the different target groups.  

IGM also has an office – Guichet Unique – for certification of gemstones for export. 

Project Cadre Intégré (PCI)

PCI is a multi-programme coordination under Integrated Framework Programme.  It provides USD1.5 million development assistance to Madagascar annually.  It provides assistance for trade promotion, and is willing to partner with UNIDO’s industrial upgrading programme if the Government makes a request for assistance in that regard to PCI.

Bureau des Normes de Madagascar (BNM)

BNM has been in existence for 40 years.  It supports productive sectors targeting the export market.  A quality project funded by EU is already in operation in Madagascar, and is managed by BNM.  However, until recently (i.e. after the recent SADC SQAM conference in Madagascar) BNM has not received much positive attention from the government.  
Institut Supérieur de Technologie (IST)

IST is a Government-supported institution. It receives 65% of its budget as Government subvention, and generates the balance (35%) from income generating activities such as students’ fees, studies for private companies and training for private companies.

IST has recently established a business incubator, with support from Agence Universitaire de la Francophonie.  It has also received some support from Canada (Jeunes Entrepreneurs) for 5 years.  The institute has a very experienced management, some of whom have worked as UNIDO consultants in the Construction Materials and Energy sectors.

Centre International pour la Recherche Agricole et le Développement (CIRAD)

CIRAD is a French institution for research in agronomy.  It provides support for the industrial sector in developing countries.  In Madagascar, CIRAD is working to improve quality of food (i.e. safety) in collaboration with local research institutions.  

CIRAD’s current projects: are in Aquaculture (because of antibiotics), Green vegetables consumed in Antananarivo, and Forestry and diversity (e.g. essential oils; micro organisms to reduce petrogenes).

A group of 25 researchers are currently providing technical support in Madagascar, e.g. in rice production.  CIRAD personnel also have experience in the fisheries sector, e.g. with shrimps.

SME Solution Centre

Housed within the IFC premises, the SME Solution Centre provides the following forms of assistance to SMEs in Madagascar:

· Finance is coupled with technical assistance

· Marketing assistance

· Technical support 

Applicants are screened, and must satisfy certain a set of criteria in order too qualify for support.

Chamber of Commerce and Industry, France-Madagascar (CCIFM)

CCIFM supports export capacity development, and is financed by AFD.

Chambre de Commerce, d’Industrie, d’Artisanat et d’Agriculture d’Antananarivo

CCIAA provides support to private sector enterprises.  It undertakes capacity building; provides information on firms in every sector; undertakes support projects.  It is also involved in promoting exports of local companies.  It has set up a platform to support export of agricultural products, initially by providing refrigeration facilities and plans to revamp the old airport in Madagascar and use to provide air cargo services.

CCIAA also networks with the Union of Chambers of Commerce in Indian Ocean (UCCOI).

The CCIAA is currently providing training using Projet Ross Schmidt Trenz model in partnership with Hamburg Chamber of Commerce in the areas of Electro-mechanics, IT and Tourism.  This training programme combines practical working (80%) with academic & technical learning (20%).  Fees are charged for its training courses.

CCIAA also provides technical support – cyber enterprise facility to provide internet access for members.

Fivondronan’ny Mpandrahara Malagasy (Association of Malagasy Entrepreneurs)

FIVMPAMA has been existing for 35 years and has 65 active members, including professional associations. Its activities include:

· Training

· Networking

· Carries out social implication studies of Government policies

· Assists in improving creativity of enterprises

FIARO Venture Capital

FIARO is one of 6 venture capital firms in Madagascar.  It finances business start-ups, provides capital through equity participation and has already invested 30 million Ariary (about 200,000 euros). FIARO serves as a Director of client companies.

Ecole Supérieure des Sciences Agronomiques (ESSA)

ESSA works with enterprises and private sector: students are attached to development projects.  The focus of ESSA’s industrial support programme is on Quality, Food Science, and Micro-biology.  ESSA works on improving quality of products or processes or developing new products.

ESSA also provides support on demand to enterprises in terms of responding to specific requests, including laboratory testing of products (about 300 tests p.a.) – essential oils; lipids; fats.

With specialists skills in: essential oils, quality, fats, meat and fish, fruits and vegetables, diary products and milk, cereals, roots and tubers, waste processing and nutrition and toxicology, ESSA professionals provide consultancy services to industry.

ESSA has also partnered with UNIDO to train associations and small-scale enterprises.

16. Problems to be solved

The development of enterprises in general is a major challenge for Madagascar. The main problems that militate against industrial development in the country are:

Lack of skills

There is a serious lack of skill, especially technical, managerial and marketing skills in the country.  The shortage of people with specialist skills and insufficient qualifications in the managerial and technical aspects of business results in low labour productivity and poor industrial performance.

Use of obsolete technology

Most manufacturing companies in Madagascar are currently using obsolete technology and production facilities.  Consequently, product qualities and volumes are low and prices are uncompetitive against imported goods. The loss of market share leads to lower capacity utilization, which discourages investment and hampers their long-term competitiveness.  

In addition to the above, there are some major handicaps that compound the weak performances of most enterprises.  Notable among these are: 

· High factor costs (electricity, transportation, telecommunication, industrial rent)

· Difficulties in sourcing quality raw materials from reliable suppliers

· Poor purchasing power in the local market

· Lack of knowledge about international markets, 

· Lack of long term credit

· Fiscal system and import tax

All the above translate into the lack of competitiveness of local products against imports and a disincentive for further investment. 

17. Recommendations

Compatibility of Industrial Upgrading and Modernization Programme with Madagascar Action Plan

The Madagascar Action Plan (MAP) is the national strategy for economic development.  With its clearly set out targets, it should serve as a very good reference point for any efforts at assisting the country to overcome its weaknesses in industrial development.  The SADC industrial upgrading programme should therefore ensure that it is compatible with MAP.  This will ensure “buy-in” from all stakeholders and give the programme a very smooth take off.

Key Programme Areas

SME Development

SME development is the logical first step to industrial development, employment creation and poverty reduction in Madagascar. The country can learn a lot from the experiences of neighbouring countries in order to set up its own projects that will contribute to the promotion of its investment opportunities. The production of quality packaging that is cheap and meets international quality standards is also a manufacturing sub-sector that can be promoted/developed as an investment opportunity.

Capacity building and skills development

Capacity building and skills development is fundamental to enterprise development and growth in Madagascar.  With the low levels of technical and managerial capacity, the industrial upgrading programme has to devote much attention to this critical area. 

Modernization of enterprises and Technology improvement

As stated above, the technology in use in manufacturing companies in Madagascar is obsolete.  There is need to revamp the whole manufacturing set up by modernizing the facilities and the technology.  This is a mammoth task which requires a radical change of mindset from the civil service to the business community at large.  However, UNIDO can depend on its cooperating partners, who are already doing a lot of good groundwork for support and collaboration.

Access to finance

Access to finance has been identified by many enterprises as a major constraint to their development.  It is therefore critical that the industrial upgrading programme, in collaboration with IFC, AFD, USAID, and other donor agencies, devices a formula for address this problem.  It would appear that the commercial banking sub-sector is not amenable to providing microfinance facilities without a guarantee of risk-sharing.  It is therefore suggested that UNIDO and its partners should consider assisting the Government to establish a financial institution specifically to provide this form of business development service in Madagascar.

Quality programme

The BNM is only beginning to receive some attention from the Government.  It is important for the industrial upgrading programme to develop and implement a serious quality programme to ensure that manufactured product as well as packaging meet international standards.  This should be done in collaboration with the SADC-SQAM programme.

Export market development

The development of the export market is very essential for the success of the industrial upgrading programme in Madagascar.  This requires the development of export infrastructure to support the export development drive.  The World Bank is already assisting the Government in a lot of areas in this regard.  It is recommended that UNIDO collaborate with the World Bank in identifying some of the areas that need urgent attention, such as the port facilities and the airport. 

Government facilitation

The active participation of the Government in the programme cannot be overemphasised.  Fortunately, the relevant government ministries are very positively disposed towards the Industrial Upgrading and Modernization Programme.  This will ensure that the government will facilitate the process by collaborating closely with UNIDO in programme implementation.

MALAWI

1.
Brief geo-socio overview 

Malawi is a landlocked country located in southern Central Africa, along the western section of the Great Rift Valley of Africa.  It covers a total area of 118,484 sq.km. Malawi shares its borders with Tanzania to the north and north-east, Mozambique to the east, south and south-west, and Zambia to the west.  Malawi has three regions: the Southern Region is undulating and densely populated; the Central Region consists of fertile plains and is well populated; and the mountainous and sparsely populated Northern Region.

Lake Malawi, the third largest lake in Africa, is the dominant feature of the country.  It covers one-fifth of its total surface area, and measures 568 kilometres long and between 16 and 80 kilometres wide. The Shire River is the only outlet from Lake Malawi, and joins the Zambezi on its way to the Indian Ocean.  In the north, the Rift Valley rises steeply from the lake to about 2,500 metres in the Nyika and the Viphya plateaux.

Malawi’s climate is sub-tropical, with a rainy season from November to March. The highlands and plateaux in the north are temperate: temperatures average between 20 and 27 degrees Celsius, with cool nights all year.  Winter temperatures can be as low as 4 degrees Celsius.  The southern lowlands have a more tropical climate, which is very hot during the rains with temperatures rising as high as 39 degrees Celsius.  Rainfall in Malawi varies between 635mm and 3,050mm.

Main centres

Lilongwe, the capital city of Malawi, is situated at the crossroads of the country’s road and rail networks.  It has a population of 1.346 million, and the River Lilongwe running through it. 

Blantyre, with a population of about 809,000, serves as an administrative, commercial industrial and agricultural centre Malawi. With the headquarters of most utility and service companies, commercial banks and private companies located there, Blantyre is a prime choice for investors to Malawi. It also has good sporting facilities and entertainment centres. The city is connected by good roads to the seaports of Mozambique, as well as to Harare, Cape Town and Johannesburg.  The Nacala Corridor, which starts from Blantyre City’s Limbe urban hub, connects the city to the Port of Nacala in Mozambique by road and rail. 

Zomba is located at the base of Zomba Mountain, and overlooks the Phalombe plains towards Mulanja, with Lake Chilwa to the east.  

Social indicators

Malawi’s social indicators are very poor.  The primary gross enrolment ratio is 137%, with a significantly higher rate for boys (144%) than for girls (130%). These high enrolment numbers indicate that a large proportion of primary school pupils are over age for their grade, due partly to delayed enrolment, high dropout and high repetition rates.  The national adult-literacy rate is low at 63%. It is higher amongst males (76%) than females (50%). However, the overall youth literacy rate is 76%, with no disparity between the literacy of young females and males.

Malawi is among the poorest countries in the world.  The economy is predominately agricultural, with about 85% of the population living in rural areas. It also has a highly unequal income distribution, with a Gini coefficient of 50.3. The maternal-mortality rate of 984 maternal deaths per 100 000 live births (one of the highest in the world), and a child mortality rate of 10%, putting average life expectancy at just 36 years.  A recent International Labour Organisation survey found that at least 71% of children were in the worst form of child labour. 

With an estimated HIV/AIDS infection rate of 30%, much remains to be done in controlling the epidemic in Malawi.

In addition, malaria accounts for 18% of all hospital deaths in Malawi and the entire population of 11 million is at risk of contracting malaria.
2. Macro-economic indicators 

Real GDP grew at 8.4% in 2006 (2.2% in 2005) as the Malawian economy recovered from a drought-induced crisis in 2005. Growth is expected to continue at about 5.7% and 5.5% in 2007 and 2008, respectively.

A large component of the growth in 2006 represented recovery of agricultural production. In 2006, the agricultural sector as a whole grew at 11.5% and the smallholder component at 14.2%.  This showed an improvement on the performance in 2005, when agricultural output declined by 9.3% and the smallholder component contracted by 11.7%. 

Malawi's economic reliance on the export of agricultural commodities renders it particularly vulnerable to external shocks such as declining terms of trade and drought. Furthermore high transport costs, which can comprise over 30% of its total import bill, constitute a serious impediment to economic development and trade.  As a result, the economy depends on substantial inflows of economic assistance from the IMF, the World Bank, and individual donor nations. In 2006, Malawi was approved for relief under the Heavily Indebted Poor Countries (HIPC) programme. 

Table 1: Main macro-economic indicators of Malawi

	
	2000
	2002
	2003
	2004
	2005
	2006

	
	
	
	
	
	
	

	Total Population (millions)
	11.5
	12.1
	12.3
	12.6
	12.9
	13.2

	   Urban (%)
	15.1
	15.9
	16.3
	16.7
	17.2
	17.6

	   Female (%)
	50.6
	50.5
	50.5
	50.4
	50.3
	50.3

	GDP, at constant 2000 prices (in US$ ml.)
	1 744
	1 706
	1 773
	1 863
	1 904
	2 064

	Real GDP Growth Rate (%)
	0.8
	2.1
	3.9
	5.1
	2.2
	8.4

	Real per Capita GDP Growth Rate (%)
	-1.8
	-0.2
	1.7
	2.9
	0.1
	6.1

	GDP at Current Market Prices
	1 744
	1 935
	1 764
	1 902
	2 077
	2 193

	Gross Capital Formation (% GDP)
	13.6
	10.4
	10.9
	14.4
	14.5
	15.0

	   Public capital formation (% GDP)
	10.0
	7.7
	9.3
	12.6
	11.0
	11.2

	   Private capital formation (% GDP)
	3.5
	2.7
	1.5
	1.9
	3.4
	3.8

	Gross National Savings (% GDP)
	8.3
	-0.8
	3.3
	5.1
	8.6
	10.0

	Inflation (CPI)
	29.6
	14.1
	9.6
	6.0
	15.4
	16.5

	Exports Volume Growth (Goods)
	-6.6
	3.9
	-3.5
	-3.4
	21.4
	9.0

	Imports Volume Growth (Goods)
	-21.3
	21.2
	-3.8
	-0.2
	2.0
	1.2


Source: African Development Bank
The Reserve Bank policies and improved food situation in 2006 led to a decrease in inflation from 15.6% in 2005 to 10.9%. Inflation is expected to decline to 8.2% in 2007 and 7.2% in 2008, if weather conditions remain favourable and the government’s irrigation programme succeeds.

3.
Sources of GDP

In terms of sectoral contribution to GDP in 2006 (constant 2000 prices), agriculture accounted for USD667 million (about 35%), industry for USD349 million, of which manufacturing contributed USD220 million (about 12%), while services (including Government) accounted for USD860 million (over 50%).  The respective growth rates are agriculture - 11.5%, industry - 6.7% (of which manufacturing - 5.9%), and services - 7.1%.

Table 2:  Sectoral contribution to GDP (2005)

	Sector
	GDP (%)

	
	

	Primary
	34.6

	   Agriculture
	34.6

	Secondary
	14.2

	   Mining and quarrying
	2.2

	   Manufacturing
	12.0

	Tertiary
	51.2

	   Utilities
	1.6

	   Construction
	3.1

	   Distribution
	23.5

	   Transport and communications
	5.7

	   Finance, insurance and business services
	6.4

	   Private social services
	2.2

	   Government services
	8.7


Source: African Development Bank
Figure 1: Contribution to GDP by sector (2005)
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4.
Primary sector

4.1 Agriculture

Malawi's economy is based on agriculture, which accounts for about 35% of GDP, over 90% of the country's export earnings, and employs 90% of the labour force. At least 80% of agricultural produce comes from smallholder farmers on customary land. The rest is produced by commercial farmers on estates. The main crops grown in Malawi are maize, tobacco, tea, sugarcane, groundnuts, cotton, wheat, coffee, rice and pulses. 

Maize production is central to the economy of Malawi, and the success or failure of the crop is crucial for national food security and has a major impact on overall economic performance. A combination of good rains in 2005/06 and the successful implementation of a fertilizer-subsidy programme led to an impressive 87% increase in maize production compared with the previous year. The total estimated production of 2.35 million metric tonnes was in excess of Malawi’s requirements of 2.18 million metric tonnes for consumption, seed requirements and replenishment of the Strategic Grain Reserve, leaving a net surplus of 250 000 tonnes for export. 

Tobacco is the mainstay of Malawi’s economy and exports of this cash crop account for more than 50% of foreign-exchange earnings. Tobacco production also recovered strongly, increasing by 52% from 72 500 tonnes in the 2004/05 season to 109 800 tonnes in the 2005/06 season. However, changes in the international terms of trade for tobacco spell an uncertain future for Malawi’s main crop, yet attempts to diversify Malawi’s economy away from reliance on tobacco have had very limited impact. 

Sugar has become increasingly important to the economy of Malawi and exports reached $46.9 million in 2006. The major determinant for increased export revenues was a rise in Malawi’s quota in the lucrative European Union (EU) market. Starting in 2009/10, the EU sugar market will be tariff- and quota-free for all Least Developed Country producers under the terms of the Everything But Arms initiative, and hence there is great potential to increase production and exports of sugar to the EU market.

Production of groundnuts, paddy rice, sorghum, millet, pulses, cassava and sweet potatoes all recorded improved yields in 2005/06 of a similar order of magnitude to that seen in the tobacco and maize sub-sectors.  Only cotton experienced declining output in 2005/06. 

5.
Secondary sector 

5.1
Industrial sector
Malawi industrial enterprises are medium in size and include companies in agro-processing (37), minerals (metallic and non-metallic) processing (40) and pharmaceuticals (9).  

In a bid to promote the development of the industrial sector in Malawi, the Government has taken a pro-active stance to attract foreign investment into the country. Several industrial estates have been established, Export Processing Zones offering special incentives to investors were established and manufacturing licensing requirements have been virtually eliminated. 

There is significant investment potential in the following industrial sub-sectors: 

· Light engineering industries such as steel rolling, wire drawing, metal plating, metal fabrication, machine shops, tool shops, electric cables and foundries. 

· Mineral based industries include lime, ash cement, mini-cement plants, roofing tiles, refractors, pottery, ceramic ware and graphite.

· Light chemical industries such as paper recycling, oil refining, plastics, rubber products, auto rubber parts, pharmaceuticals and pesticide formulation, shampoos and detergents.

· Textiles including handloom and powerloom weaving, yarn, garment and fishing net manufacture.

· Forestry and wood-based industries.

· Food preservation and agro-processing of fish, coffee, avocado oil, fruit juices, canning, bakeries and confectionery and

· Fertiliser production 

5.3 Mining

While Malawi is not as endowed with mineral resources as its neighbouring countries, natural resource extraction has significant potential for the economy. Minerals such as gemstones, coal, bauxite and uranium are known to exist in the country. However, developing Malawi’s known mineral deposits is unprofitable due to very high transport costs, and insufficient power capacity. 

Nevertheless, there are prospects for extracting uranium oxide from deposits in Kayelekera in the far north of the country.  Changes in the international environment for nuclear power have driven up uranium prices, and various estimates suggest that once operations reach full capacity in 2008, uranium could become Malawi’s second biggest export after tobacco, and account for 20% of exports and 5% of GDP.

5.4 Manufacturing sector

Malawi’s manufacturing sector is small and accounts for just about 11% of GDP.  The sector is dominated by agro-processing industries.  These include tea factories, spinning and weaving, tobacco processing, sawmills and plywood, oil and grain mills, meat processing. Other industries include soaps and detergents, cement, textiles and clothing, footwear, leather processing, fertiliser compounding, brewing, distillery and structural works. 

The manufacturing sector is also inward-looking as shown by the fact that only 14% of manufacturing output is exported. Evidence from the recently completed Investment Climate Assessment (ICA) 2006, which surveyed 306 manufacturing firms throughout Malawi, suggests that Malawi possess a comparative advantage in the region in terms of low cost labour. However, this cost advantage is eroded when total factor productivity, that takes into account the relative costs and returns to both labour and capital together, Malawi’s cost advantage evaporates. 

The Malawian garment sector may remain under pressure in the coming years given the uncertainty surrounding the future of the South African market under the Malawi, Mozambique, the United Republic of Tanzania and Zambia – Southern African Customs Union agreement.

There has been positive transformation in the legal environment, export policy, tariff system and investment policy in order to encourage export oriented economic growth. 

6.
Tertiary sector

6.1 Tourism

Tourism in Malawi is based on nature, culture, and history. The country provides a unique combination of tourism products: unspoilt beauty, very good sceneries and landscapes.  The principal tourist attraction is Lake Malawi, the third largest lake in Africa, which set among rolling hills, has a lot of Birdlife, and one of the greatest diversity of freshwater fish in the world.  

Safari is part of the product too, where we have five National Parks and four Games Reserves notable for their spectacular scenery, unspoilt beauty and rich diversity of wildlife. These include the Nyika National Park, Kasungu National Park and Liwonde National Park. The country also boasts historical sites that date back to the early Stone Age, rock paintings which are unique to the cultures that then existed in Malawi, and graves from World War I and World War II. 

Part of the tourism product is the so-called culture and tradition and in this regard Malawi has seven tribes each with its own unique culture and traditions such as dances, rituals and customs. 

The tourism sector is seen as a sector with great potential for economic growth and diversification and foreign exchange earnings.  The Government is therefore supporting the tourism sector by providing adequately maintained infrastructure, strengthening the capacity of the Ministry of Tourism, Parks and Wildlife to coordinate public and private sector activities in the sector and has formulated the Strategic Tourism Development Plan 2003-2008 which focuses on ecotourism.  Other steps taken include amendment of the Hotels and Tourism Act, the opening of two new casinos in Blantyre and Lilongwe, and introduction of training programmes for tour guides and curio makers. 

6.2 Energy and water

Malawi’s installed electricity of 284.5 megawatts is not sufficient for the needs of the country.  Consequently power cuts are frequently experienced in the country.  To improve the situation the Government has taken steps to reform the energy sector and improve its contribution to economic development.  This includes the Energy Regulation Act of 2004, and the establishment of the World Bank-supported Malawi Energy Regulatory Authority (MERA) in 2005 under the Public Utility Reform Project.  

In order to meet projected electricity demands, ESCOM, the South African Electricity Company, is constructing a the 128 megawatt hydropower station at Kapichira Falls on the Lower Shire river.  ESCOM is also exploring at other options for generating electricity including hydropower sites in the north, coal-fired plants, gas turbines and interconnection with neighbouring countries, especially Mozambique.

Wood fuel is the dominant source of energy, accounting for about 93% of the total energy consumption in the country. Demand for wood fuel exceeds the available sustainable supply and the deficit is increasing every year. 

Through the National Sustainable Energy Programme, the Government is promoting renewable energy technologies, with the waiver of surtax and duty on imported solar PV equipment and materials, establishment of the Testing and Training Centre for Renewable Energy Technologies (TCET), a degree programme in renewable energy at Mzuzu University, and installation of solar PV systems for lighting and entertainment in several district across the country.

Following the liberalisation of Malawi’s oil industry, fuel is now imported by Petroleum Importers Limited, a consortium of private industry players.

Water in the two cities and in the rest of the country is provided by parastatals.  The Blantyre and Linlogwe Water Boards are responsible for the provision of water in the two cities.  Regional Water Boards are responsible for water provision in the Northern Region, Central Region and Southern Region.

6.3 Transport

Malawi’s transport sector comprises roads, rail, lake and air transport.  The majority of Malawi’s international freight traffic is moved by road through the country’s 16,450-kilometre road network.  The Mwanza border post is the major transit point.  The Nacala Corridor linking Malawi to the Port of Nacala in Mozambique is also becoming a major external route.  

The rail freight links have been bolstered by the development of the Northern Corridor which leads into Tanzania, Malawi, improvements in both the Nacala and Tete Corridor freight lines through Mozambique and the privatisation of the Central East African Railways Company.  However, domestic freight moved by rail declined by 8.3%, while domestic passenger traffic declined by 28.5% in 2004.

The Malawi Lake Services, which operates freight and passenger services, has been concessioned to a private operator, Glens Waterways Limited. The number of passengers handled by Malawi Lake Services grew by 4.6 percent in 2004, and was projected to increase further by 7.7 percent in 2005. Lake freight increased by 27.6 percent in 2004.

In 2004, total passengers handled by both Kamuzu and Chileka International Airports decreased by 15.6 percent mainly because of the termination of a direct flight from Malawi to the United Kingdom by British Airways in March 2004. However, prospects for 2005 indicate an increase of 2.0 percent in the number of passengers handled in these two airports. The increase is attributed to the introduction of two air flights between Malawi and Nairobi by Kenyan Airways, signing of the Bilateral Air Agreement between the Malawi government and the Zimbabwe government, and the purchase of new Aircraft (LET 410) in October 2004 by Air Malawi.

6.4 Telecommunications

Malawi's telecommunications sector is among the least developed in Africa with a fixed-line penetration rate below 1%, despite more than doubling the number of fixed-line connections in the past five years.  However, international direct dialling is available on 98% of the country’s phones.  In an effort to upgrade communications systems in the country, thousands of digital lines are being installed in the major cities each year.  Malawi Telecommunications Limited is the sole provider of fixed telephone services and also provides cellular telephone services through a 40% stake in Malawi’s telecommunications company. Celtel also provides mobile phone services.

There has been considerable growth in the telecommunications sector, where a 50% growth in active subscribers is estimated.  The mobile sector has grown more than nine-fold during the same period since competition was introduced, but market penetration is still very low in this sub-sector as well, at under 3%. 

There are prospects for further growth in this sector with a second national operator being licensed and legalisation of Internet telephony entering into force.

6.5 Governmental sector

Regarding the components of final demand, growth of private investment was weak in 2006 and public investment declined. Yet the share in GDP of gross capital formation in the public sector has consistently exceeded capital formation in the private sector. Maintaining annual growth rates of 6% and above in public investment would be required to achieve meaningful poverty reduction in Malawi, which in turn would require investment of an intensity, not least in the private sector, much higher than that possible with investment funds provided by development partners. Nonetheless, the outlook is for strong growth in the volume of both public and private investment in 2007 and 2008 as the government directs more funds into capital expenditure and anticipated increases in foreign inflows materialise.

Good progress was made in fiscal discipline during the 2004/05 and 2005/06 budgets. This progress was rewarded by the restoration of the Poverty Reduction and Growth Facility support from the IMF in August 2005, and more recently by the attainment of irreversible debt relief under the HIPC Initiative in September 2006.

7.
Informal sector

As a result of liberalisation of the economy and strict structural adjustment policies, the informal economy in Malawi has exploded, with about 88% of the population operating in this sector. The informal economy is basically selling whatever goods they can, from clothes, shoes, groceries and hardware items, cooked and uncooked foods, fruits and vegetables, second hand clothes, and spare motor parts.
Many entrepreneurs in Malawi remain trapped in the informal private sector due to the high costs of formalisation. Such enterprises are therefore not able to grow and benefit from economies of scale or access the additional benefits of formalisation, such as access to commercial-bank finance and business development services. Malawi’s private sector is therefore characterised by a “missing middle” with very few enterprises in-between the micro-enterprises sector and larger companies.

MUFIS (Malawi Union for the Informal Sector) was formed to provide street trader and market vendor organisations with training to strengthen their position in society.

8.
The financial sector and micro-finance

The financial services sector in Malawi is very small. It comprises the Central Bank (Reserve Bank of Malawi), six commercial banks, Development Finance Institutions, insurance companies and leasing companies.

The Reserve Bank of Malawi (RBM) administers the monetary policy and regulates the financial markets.  Prior to liberalisation, the Reserve Bank of Malawi (RBM) conducted foreign exchange fixing sessions but the RBM has since granted commercial banks the authority as foreign exchange dealers, to approve transactions and remittances liberally. The RBM has registration authority over new foreign capital investment and oversight and approval authority over international transfers of foreign exchange. The RBM also operates the fledgling market in government stocks. 

One of the principal objectives of the Reserve Bank of Malawi is to achieve and maintain inflation at single-digit levels. This policy implies periodic adjustments to base interest rates. Progress in controlling inflation allowed the Bank to reduce the base rate from 25% to 20% in November 2006. And the interest rate spread between commercial bank lending and deposit rates narrowed by about two percentage points. This was a welcome step in reducing the cost of finance to the private sector. Monetary policy however remained tight in 2006 as the Reserve Bank used open market operations to reduce liquidity.

There are six registered commercial banks in Malawi, namely National Bank of Malawi, Commercial Bank of Malawi, INDEFINANCE, First Merchant Bank, Finance Bank of Malawi and Finance Corporation of Malawi.  The National Bank of Malawi and the Commercial Bank of Malawi operate a countrywide branch network and provide conventional banking services to depositors including checking accounts, registration of foreign capital with RBM, short and medium term credit facilities, trade financing, export credit guarantees, foreign remittances and repatriation of capital. Commercial banks also offer working capital to investors. 

The Investment and Development Bank of Malawi (INDEBANK) is a development finance institution which provides medium and long-term credit in the form of loan and equity financing for projects in agro-business, manufacturing, tourism and services. The state-owned Malawi Development Corporation is a commercial parastatal organisation set up to invest in agricultural, industrial and commercial projects with local or foreign partners. Other financial institutions are National Mercantile Credit, National Insurance Company and Leasing and Finance Company of Malawi. 

In a bid to increase the availability of and access to financial resources and services, the Malawi Government has embarked on a reform programme to liberalise and modernise the financial system. Some of the features of the programme include market-based interest rates, no direct government control on credit and unrestricted access to financing facilities for both local and foreign investors. Exporters are allowed to operate foreign accounts in authorised banks and anyone can apply to operate a bureau de change throughout the country. Authorised hotels and other institutions accept Traveller’s Cheques and foreign currency notes of all major currencies. There is no exception on the amount of foreign currency that can be brought into Malawi. 
The main feature of government's comprehensive financial reforms programme is the use of more indirect and market oriented monetary control mechanisms rather than Reserve Bank control mechanisms. 

The liberalisation of Malawi's financial sector has helped the monetary authorities to run a tight, independent monetary policy, which has removed government-controlled credit ceilings in favour of open-market operations to regulate money supply. 

Microfinance

Microfinance in Malawi comprises of a mixture of agricultural credit and business finance provided in rural and urban areas by a variety of public and private sector firms.  The microfinance providers include parastatals, private sector microfinance companies, savings and credit cooperatives, commercial banks, NGO microcredit programmes, and donor programmes.

Agriculture-related credit is dominant and is usually in the form of inputs of fertilizer and seed.  The microfinance sector is controlled by a few major players, particularly the Government, in terms of regulation, supervision, financial service delivery etc.   The two largest micro savings providers, Malawi Rural Finance Company Ltd (MRFC) and Malawi Saving Bank (MSB), are parastatals that hold more than 80% of the market.  On the micro credit side, close to 50% of the demand is satisfied by MRFC and a bilateral agricultural credit project accounts for another 18% of outstanding loans.  Private sector microfinance actors operate as credit unions, NGOs, specialised micro credit companies and project offices. 

Recently, the Government of Malawi and United Nations have a micro financing project that provides access to financial services for poor and low-income population groups. United Nations Development Programme (UNDP) and United Nations Capital Development Fund (UNCDF) are each contributing USD 2 million to a USD 6 million basket-fund, which will run from 2007 – 2011.  The project aims to build an inclusive financial sector characterized by numerous micro-finance institutions that will provide innovative and varied financial services in a competitive environment and operating within a legal framework that is conducive for business accountability and development. Market innovations that increase the supply of savings services will be encouraged through a network of partnerships – nationally, regionally and internationally.

The MicroLoan Foundation (established in 2001) has eight offices in Malawi and currently lends to over 150 women's groups, with over 7,000 individuals loans planned in 2007.  Borrowers are organised in groups of on average 10 to 15 people, with each member running their own project but benefiting from the support of all the other members in the group. 

9.
Priority sectors: perspectives and potential development

In agro-processing, the areas being targeted are: tea, tobacco, sugar, integrated cotton industry and wheat.

Mining in the medium term will involve increasing production and efforts geared towards value addition by all miners. The main strategies for mining in the Malawi Growth and Development Strategy (MGDS) include: developing a functioning institutional setting to promote mining, ensuring compliance by small, medium and large scale miners with environmental and safety standards; supporting small scale miners by integrating them in the minerals market and increasing their value added; and increasing investment by private sector companies in medium and large scale mining.  The areas that are being targeted are gemstone cutting and polishing, uranium mining and processing, coal mining, cement manufacturing and fertilizer production using locally available phosphate rock.

Local pharmaceutical companies are not receiving any preferential status in terms of drug supplies. Government has contracted UNICEF to supply drugs from outside and most drug supplies are donations. So far no antibiotics are being manufactured locally as it is not easy to get into a market that is flooded by donations and preferred foreign suppliers.  The local pharmaceutical companies need also to comply with WHO standards and certification. 

The Malawi Growth and Development Strategy has set out medium term strategies to lay the foundation for mining and manufacturing to take off.  Key strategies for manufacturing include: improving the quality of products and productivity of both labour and capital; enhancing skills through better integration of science and technology into vocational training; improving standard certification capacity; developing additional incentives for investment including redefining the roles and responsibilities of support institutions.  

10.
Economic integration

The primary objective of Government’s macro-economic policy is to create a stable environment that is conducive to private sector growth.  Improvements in macroeconomic performance and budgetary discipline have resulted in improvements in the private sector enabling environment. Also, the Malawi Growth and Development Strategy (MGDS) focuses on more on the private sector. However, addressing the longer term infrastructural issues that hamper trade such as high transport costs and the poor quality of utilities remains a major requirement. 

Recent government initiatives targeting improvements in the road infrastructure, together with private sector participation in railroad and telecommunications, have begun to render the investment environment more attractive.  However, enterprises face numerous hurdles in terms of red tape, regulations and requirements in carrying out everyday business activities. 

To promote domestic and foreign investment in export-oriented manufacturing, the Malawi Government has liberalised regulations over the past 10 years. The Investment Promotion Act of 1981 cut out the need for general investment licenses for investment and the Malawi Investment Promotion Agency (MIPA) facilitates the entire process. MIPA is an investment promotion body whose board of directors is made up of representatives from the private sector, parastatal sector and government. It is responsible for promoting, attracting and encouraging local and foreign investment in Malawi. The services MIPA provides to investors include: 

· Facilitating all aspects of the investment process in Malawi 

· Providing courtesy services to investors 

· Furnishing information related to investment in Malawi 

· Identifying partners in or outside Malawi for joint venture business opportunities 

· Working with local and international financial institutions for the benefit of investors, and 

· Consulting with private sector organisations so that better informed recommendations concerning the investment climate can be made. 

Besides MIPA, there are several public and semi-public organisations in Malawi which provide services to investors. These are the Malawi Chamber of Commerce and Industry, the Investment and Development Bank and the Reserve Bank of Malawi.

Malawi’s privatisation programme continues to be implemented, albeit at a very slow pace. In 2006, the government took a number of key steps to reform and restructure Malawi’s parastatal enterprises. The highlight was the privatisation of Malawi Telecommunications Limited (MTL) in January 2006. Ownership of MTL will remain in domestic hands, although a unit of Deutsche Telecom will provide technical management services. It is expected that this new arrangement will be able to expand the provision of telecommunications services.

Restructuring of the Agricultural Development and Marketing Corporation (ADMARC) will separate the entity into two distinct parts: a public sector, service-delivery part, and a private sector, commercially independent part.  Importation and distribution of the subsidised fertilizer which was previously limited to only ADMARC and the Smallholder Farmers Fertilizer Revolving Fund of Malawi, is now being implementing through a coupon system, which has allowed limited participation of the private sector.

The government is also currently negotiating with the private sector and the World Bank for the establishment of a new Malawi Development Fund, which would focus on providing support to small and medium-sized enterprises.

The drafting of a policy for public-private partnerships (PPPs) began in late 2006 with a view to establishing a PPPs unit in the Ministry of Finance tasked with facilitating private-sector investment into public infrastructure.

Malawi’s position on EPA is that it should not undermine the country's economy.  EPA has the potential to reduce government revenue through loss of tariffs and undermine the benefits of regional trade integration. EPA threatens to reinforce Malawi's position as an exporter of low-value, unprocessed commodities. This is so because its manufacturing industry requires modernization to reduce the cost of production. Government has undertaken to consult all stakeholders before signing the agreement. 

The country's central location makes it an important trade centre in the region of central and southern Africa and it has strong existing links with regional and overseas trading partners. Countries and trading blocks to which Malawi has preferential access include: 

· The European Union through the Lome Convention (agricultural products and virtually all manufactured goods have preferential access to all EU member states) 

· In eastern and southern Africa, Malawi has bilateral trade agreements with South Africa and Zimbabwe. Malawi is also a participant in the Southern African Development Community (SADC) and the Common Market for Eastern and Southern Africa (COMESA) 

· Malawi is also a member of the General Agreement on Tariffs and Trade (GATT) and the Generalised Systems of Preferences. 

11.
Foreign Trade

Malawi is an exporter of primary produces and net importer of industrial goods. It's major exports include tobacco, tea, sugar, coffee, cotton, rice, pulses, clothing and textiles, while its major imports are petroleum products, fertilizers, iron or steel, electrical goods, machinery, pharmaceuticals and dairy products.  The main export destinations are UK, Germany, Kenya, Egypt, Mozambique, Zambia, USA and Japan, while the main import sources are South Africa, Zimbabwe, Zambia, UK, Germany, Japan, USA and Australia. 
Malawi’s trade performance has deteriorated continually, contributing to a steadily worsening current-account deficit. In 2008, improvements in services, grants and net factor payments are expected to cause the current account to improve despite little change in the balance of trade in goods.
The volume of tobacco exports in 2006 increased marginally, rising from 121 700 tonnes to 122 600 tonnes. Gross tobacco export revenue fell, however, from $279 million to $271.7 million due to lower prices. Tea regained its position as the second most important export product for Malawi in 2004 and remained in that position in 2006 with total export revenues of $48.5 million.  The sugar sector recorded a strong performance during 2006 as rising prices and rising volumes translated into a significant increase in export revenues. Export volumes increased from 88 800 tonnes to 95 400 tonnes. Total export receipts were $46.9 million.  

On the other hand, cotton exports continued to decline in 2006, falling from $15.6 million in 2005 to $7.6 million in 2006. Export volume in 2006 was 7 800 tonnes, down from a high of 25 600 tonnes in 2004. Garments exports also declined slightly in 2006.  This is due to the expiration of the Multifibre Arrangement (MFA) in January 2005, which has made the US African Growth and Opportunity Act market more competitive. 

Despite problems in accessing the US and EU markets due to difficulties in ensuring that Malawi horticultural products pass sanitary and phyto-sanitary regulations, Malawi actually enjoys positive trade relations with most partners in the developed world.  The main difficulties with accessibility are with nearer trading partners in the region, principally South Africa, Mozambique and Zimbabwe.  In recent years, the direction of Malawi's foreign trade has diversified with South Africa emerging as a major trading partner. A new bilateral trade agreement with Mozambique (signed in December 2005) and a renegotiated agreement with Zimbabwe (signed in July 2006) present opportunities for improved export performance.  

12.
Sectors of interventions of the main funding institutions

Development assistance accounted for 42% of expenditure in Malawi’s 2006/07 budget. While the government has placed agriculture, irrigation and infrastructure as key budget priorities in order to support economic growth, donor spending is still overwhelmingly in the social sectors. As of March 2006, some 51% of aid was classified as supporting “social development”, 12% supporting “good governance” and only 13% each in support of “sustainable economic growth” and “infrastructure”.

UNDP

UNDP’s Enterprise Development and Employment Generation Programme in Malawi aims to harness efforts at the national and regional levels to promote the development of an enabling environment for enterprise development as a means to increase incomes, employment creation and private sector activities.  

UNDP in Malawi is also interested in microfinance, with a view to building an inclusive financial sector.  With a budget of US$6 million, UNDP provides support to vulnerable groups and also assists Malawi Investment Programme with an initiative called growing business in Malawi.  

UNDP is also starting new programme for Jan 2008 into which SADC’s Industrial Upgrading and Modernization Programme will fit perfectly.  UNDP already has 5 small projects packaged for investors.  UNDP is also interested in capacity building, and has already assessed capacity gaps. Key areas of capacity building include policy and strategic analysis, programming and management, training and marketing, microfinancing and technological services. 

UNDP established the Implementation and Support Centre (ISC) in April 2005 to help the UNDP, the Government of Malawi and other development partners to enhance efficiency in project implementation. The ISC is concentrating on fast and efficient delivery in implementing services, namely procurement, recruitment, project planning and implementation coordination and ICT related services.

EU

During 2005, EU was involved in the following programmes: a) Poverty Reduction Budgetary Support; b) Malawi Backlog Road Rehabilitation and Maintenance Programme; c) Good Governance Programme; d) Income Generating Public Works Programme; e) Institutional Development Across the Agri-Food Sector; f) Sustainable Nutritional Rehabilitation; g) NAO Capacity Building Programme.  The EU is also involved in assisting NGOs and the health sector.

World Bank

The World Bank provides support for the implementation of Malawi’s strategy for sustainable economic growth. This is done through the Irrigation, Rural Livelihoods and Agricultural Development project.  

The World Bank support for policy reforms in Malawi under the Third Fiscal Restructuring and Deregulation Programme, is expected to go a long way towards accelerating economic growth and reducing poverty in Malawi.  The programme is expected to create the conditions for accelerating growth by promoting private sector investment and improving productivity through privatization and better regulation of such infrastructure in the telecommunications and financial sectors.  The program will also improve the environment for growth and welfare, reduce economic uncertainty, lower inflation and interest rates, while stabilizing exchange rates at a competitive level.

The World Bank also supports the Health Sector Support Project (HSSP) to scale up activities in malaria monitoring and evaluation (M&E). 

The World Bank supports programmes to improve the education sector and strengthen the supply and quality of human capital.  The Education Sector Support programme aims to enhance education quality by improving the conditions and processes of teaching and learning at the school level, increase the number of qualified teachers, improve the capacity and the quality of education service delivery by fostering community participation, and strengthen the management of human and financial resources at district and primary school levels. 

Finally, the World Bank provides support for an Infrastructure Services Project in support of Malawi’s Economic Growth Strategy (MDGS).  The project will support the Malawi Government efforts to strengthen economic growth and improve its distributional impact by providing coordinated infrastructure services necessary for expanding social and economic activities outside the country’s major cities. The coordinated infrastructure services will cover one or more of the following sectors – electricity, telecommunications, water and sanitation, and roads.

13.
Competitiveness and costs of production

The World Bank – International Finance Corporation “Doing Busines” indicators rank Malawi 96th out of 155 countries, and 9th out of 36 countries in sub-Saharan Africa. While such qualitative surveys only give an indication of the enabling environment for business, it is clear that the private sector in Malawi suffers from a heavy regulatory burden.

Even though Malawi has preferential access to the European Union for most of its agricultural commodities and virtually all of its manufactured products, the competitiveness of their products and logistical costs hamper export.

Excessive regulation creates obstacles to the process of market development by raising the costs of business entry and growth. In particular, excessive regulation and inadequate institutions for property rights and the rule of law create barriers to transition from the subsistence and very small-scale economy to the modern productive sector.   

In recent years, Malawi has also managed to make inroads into non-preferential markets in Kenya, Tanzania and Egypt, where prices are barely a quarter of those earned in the EU and the United States. This demonstrates the competitiveness of growing sugar in Malawi, and indeed the proposed reforms to the EU sugar protocol announced in late 2005 (envisaging a 36% drop in the price of sugar within the EU) are unlikely to trouble Malawi’s sugar industry as much as other Africa, Caribbean and Pacific country producers.
The challenge for Malawi is to capitalize on progress made to date in its reform programme to ensure that solid foundations are laid for growth and development in the years ahead. In this regard, addressing the longer-term infrastructural constraints that hamper trade, tackling the inhospitable legal operating environment for the private sector and re-invigorating the privatization process are absolutely important.

14.
Constraints for the private sector development 

The following constraints to private sector development have been identified:

· Macroeconomic instability is the biggest perceived constraint to private sector performance. The reform process is very slow and this creates uncertainty in the minds of investors, both domestic and foreign.

· Access to finance. In Malawi, access to credit, savings opportunities and other financial services remains a major constraint to enterprise development.  This is more so among micro-enterprises, which constitute 96.4% of all micro, small and medium enterprises, and in particular, those owned by women.  Only 3% of the population has access to saving services while a marginal 1% access credit.

· Problems in the supply of electricity and water:  Lack of power-generating capacity and frequent blackouts also constrain private-sector operations.  The intermittent supply of water is especially damaging to Malawi’s food-processing industries.

· Lack of skilled workers: Lack of qualified personnel – there is a wide gap between technicians and engineers relevant to drive industrial development, especially in manufacturing.  This paucity of skilled labour and associated low productivity, combined with the difficulty in obtaining expatriate employment permits is a serious constraint to private sector development. 

· High transportation costs. Geographical position and deteriorating roads and inadequate telecommunications infrastructure make logistics especially transport a major constraint with import and export of any product or raw material.

· Bureaucratic red-tape and corruption. The lack of operational independence and continued political interference disempowers the private sector, as public and private sector customers are not treated equally. Also conflicts of interest and governance failings hinder private enterprise development.

15.
Institutions supporting the private/industrial sector

The flowing institutions provide support to the private/industrial sector:

Ministry of Trade and Industry (MTI)

In Malawi, the Ministry of Trade and Industry (MTI) provides the following assistance to industrial enterprises:

· Dealing with industrial enquiries and applications for Export Processing Zones (EPZ);

· Analysing and assessing applications for industrial investments and incentives;

· Analysing industrial problems and making recommendations to address them;

· Facilitating the provision of financial assistance in the form of grants and technical assistance in the form of training;

· Acting as a link between the enterprises and other government departments.

The Ministry has 8 employees out of which 2 are women. It has not been very effective in providing the above services due to inadequate capacity as its officers have not undergone specialised training in the above areas.  In addition inadequate financial support and lack of appropriate equipment and vehicles have rendered the Ministry inefficient to provide reliable services to enterprises.  Co-operating partners have not been forth coming to assist the Ministry in supporting entrepreneurs at grass root level.

In a bid to improve transfer of science and technology, the government established Department of Science and Technology.  The Department is at an infant stage with its activities centralised and having a weak linkages with other departments.

The Ministry welcomes technical assistance in areas of industrial policy development, industrial investment incentive formulation and technology support to small to medium manufacturing enterprises in order to undertake integrated rural development program.

Malawi Bureau of Standards (MBS)

MBS was established in 1972. It provides standardisation and quality assurance services with the assistance of 130 employees out of which 21 are female.  The bureau receives the following support from government:

· Technical Expertise and information to advance standardisation

· Regulatory framework to support technical work of MBS

· Collaborative and partnership in specific work areas/projects

· Financial support or linkages related to the sector in relation to standards and quality management.

Very few ministries support the Bureau in the above areas.  Notable technical support has come from the University and Government laboratories such as Geological Survey and Agricultural Research. This has been in form of test equipment and technical experts. In order to seek everybody’s support, there is an urgent need to come up with a national policy on standardisation and quality assurance.  

MBS requires additional support in the following areas:

· Support in upgrading technical competence in standardisation, conformance assessment including certification, auditing and testing

· Upgrading of test facilities to respond to demand

· Reviewing of national policy and legislative framework related to standardisation

Malawi Entrepreneurship Development Institute (MEDI)

MEDI was established in 1981 with the mandate of undertaking Entrepreneurship Business Training. The institution has 96 employees out of which 16 are female. Government supports the institution through subvention and policy guidance. The institution is very dynamic and has developed programs with financial assistance from various institutions such as National Aids Commission, Livelihood, Kellogg, OXFAM and Concern Universal.  These interventions are specific to designated programs and have not solved the operational problems that MEDI is facing.  

MEDI funds its shortfall in its budget through the following programs: 

· Business idea generation

· Start up training courses

· Market identification

· Build a business and

· Training of Trainers programs

The target groups are the youth, women, HIV/AIDS affected and infected, retrenchees, retirees and people with disabilities.

Effective technical support to enterprises has been limited due to inadequate resources such as training equipment and materials, trained staff and vehicles. Partnership with foreign/regional instructional institutions may help fill certain operational gaps.

Small Enterprise Development of Malawi (SEDOM)

SEDOM provides financial assistance and workshop space to Medium to Small Scale Enterprises.  The company which was established in 1983 has 90 employees located in the three regions of Malawi. 17 of the employees are female.  The corporation is under capitalised and faces competition from other micro-finance institutions.
Apart from financial recapitalisation, the corporation is poor in information and communication technology. A new loan-tracking system and replacement of computers could be of great use.

Malawi Investment Promotion Agency (MIPA)

Malawi Investment Promotion Agency was created to provide the following services: 

Facilitating all aspects of the investment process in Malawi 

· Providing courtesy services to investors 

· Furnishing information related to investment in Malawi 

· Identifying partners in or outside Malawi for joint venture business opportunities

· Working with local and international financial institutions for the benefit of investors, and  

· Consulting with private sector organisations so that better informed recommendations concerning the investment climate can be made. 

Challenges facing MIPA stem from inadequate funding, staff retention and lack of capacity building through investment missions and attachments to UNIDO offices and other Investment Agencies. A rationalisation exercise is being finalised to merge Malawi Export Promotion Council with MIPA so that duplication of services and effective use of human and financial resources are enhanced.

Malawi Industrial Research and Technology Development Centre (MIRTDC)

This corporation was set up with the aim of developing technologies for industrial development.  This is through improvement of indigenous technology, adoption and modification of technologies to suit local conditions.  The Centre undertakes also industrial audits, specialised research and workshops to individuals and enterprises.

Just like any other government institution, the centre is faces challenges of staff retention, inadequate funding and use of absolute equipment.  Capacity building and technical expertise are a priority for the Centre to effectively fulfil its mandate. 

16.
Problems to be solved

The following problems must be solved to order for the Industrial Upgrading and Modernization Programme to create the desired impact:

· Lack of capacity for industry and skills shortage

· Access to finance

· Shortage of power and electricity cuts; water supply problems

· Diversification of industrial sector

· Poor quality products and lack of internationally recognised accreditation for products

· Poor and obsolete technology

· Poor packaging

17.
Recommendations

Key Programme Areas

Capacity building and skills development

A critical success factor for SADC’s Industrial Upgrading and Modernization Programme in Malawi will be to address the issue of lack of adequate industrial capacity and skills shortage.  In that regard, a capacity building programme in all the identified sectors in a major priority.

Technology transfer

In a situation where skill personnel are in short supply, the use of technology should enable to production of required quantity and quality of products consistently. It is therefore recommended that the Industrial Upgrading and Modernization Programme should emphasise the use of modern technology to replace the obsolete technology currently in use in most of the manufacturing enterprises. New enterprises should start operations with the latest technology. 

Quality
Consumers in both domestic and international markets require quality products.  Therefore, the industrial upgrading programme must have a quality programme as its cornerstone, more so in the agro-food processing projects where very stringent sanitary and phyto-sanitary regulations apply.
Access to finance

In collaboration with UNDP, EU, USAID, the World Bank and other funding agencies, UNIDO should address the issue of access to finance.  The UN Capital Development Fund is already functional in Malawi, and this could provide a vehicle for addressing this major problem in that country.

Cluster formation

Due to the fragmented nature of the rural agriculture, it is recommended that clusters are formed to facilitate the production and supply of raw materials of acceptable quality and quantity reliably to the agro-food processors in particular.

Reliable supply of electricity and water

In collaboration with the World Bank and other agencies, UNIDO should address the problem of resource- and energy efficiency.  All manufacturing enterprises will need reliable and cheap electricity to operate their machines, and so it is vital that this requirement is addressed early in the programme implementation stage.

Investment promotion

To facilitate investment promotion, UNIDO should engage with the Government and the World Bank to fast track the reform process in order to disabuse the minds of potential investors about the Government commitment to the reform programme and assure them of a stable macro-economic environment.

Export market development

Malawi has comparative advantage in certain sectors, especially agro-food processing.  The Industrial Upgrading and Modernization Programme should assist in transforming these into competitive advantage in order to penetrate the export market, both in the SADC region and elsewhere.  

MAURITIUS

1.
Brief geo-socio overview

The Republic of Mauritius consists of a main island situated in the south west of the Indian Ocean, approximately 2,400 kilometres off the south east coat of Africa, the island of Rodrigues, situtated 563 kilometres to the east, the Cargados Carajos Archipelago (St. Brandon) and two other uninhabited islands (Agalega islands) 400 kilometres to the north east and 1,000 kilometres to the north of Mauritius, respectively.  The main island is 67 km in length and 46 km at its widest point; and the total land area is 2,045 km² (mainland Mauritius - 1865 km²; Rodrigues 110 km²; Agalega - 70 km²).  

Mauritius originated from volcanic activity: the profile and landscape of the island still bears traces of the historical volcanic activities. The land rises gradually from the north coast to the highest parts of the island, near the central plateau, which rises to about 580 metres and is surrounded by four main mountain ranges.  From here, the land, together with a number of small rivers that originate from the plateau, descends towards the south coast. 

Mauritius has a maritime climate, tropical during summer and sub-tropical during winter.  Temperatures during the summer months (November to April) vary from 22 to 29 degrees Celsius.  Winter temperatures are mild, ranging from 18 to 23 degrees Celsius during July and August.  Rainfall varies from 1,150mm per annum on the west coast to 2,300mm on the plateau.  Tropical cyclones occur from January to April, though not regularly.

The country had an estimated total population of 1.256 million in 2005, with an annual growth rate of 1.2%.  

Mauritius is connected to the rest of the world through an international airport, excellent road infrastructure and a deep-sea port.

Main centres

Port Louis is the capital and main port of Mauritius.  It has an estimated population of 137,000.  The port is active, with many cargo, cruise and fishing vessels either stopping over or based there.  

Rodrigues covers and area of 110 sq. km and is inhabited by 34,500 people with African, European and Asian descent.  It has a sheltered lagoon of about 200 sq. km and is surrounded by more than 12 islets.  From the hilly eastern part of the island the terrain flattens out to the south-west. Port Mathurin is the capital of Rodrigues. It is situated in the north. Rodrigues has an airport located at Plaine Corail.  Fishing and animal rearing are the main activities in Rodrigues. However, tourism is becoming very important, and this has a positive impact on the growth of the local craft industry. Rodrigues is also home to several species of endemic tropical flora and fauna.  Its unspoilt environment attracts several nature lovers, bird-watchers, fishers and hikers.

Social indicators
The unemployment rate was 9.6% in 2006, due to the rigidity of the country’s labour market as well as rationalization of the sugar sector. The labour laws provide a high level of worker protection and make it difficult to dismiss workers. Real wages are also very high. Furthermore, the labour markets are segmented. Labour-law reforms being contemplated include abolishing the National Tripartite Commission and replacing it with a National Wage Council, linking wages to productivity, and reducing the degree of job protection. The various labour markets would be integrated into one regime with the same rules and procedures for all. 

2.
Macro-economic indicators

The Mauritius economy has been transformed from a low-income country to a middle-income country based primarily on the production and exports of sugar and textiles. This was accomplished through sound macroeconomic and structural policies, steady investments in economic and social infrastructure, and preferential access to the European Union (EU) market under the sugar protocol and to world markets under the Multifibre Arrangement (MFA). Consequently, Mauritius has made good progress towards achieving several of the Millennium Development Goals (MDGs).

The traditional productive sectors in Mauritius, sugar and textile, have accounted for 12-14% of GDP, 20-25% of employment and 40-50% of foreign exchange earnings.  These were undermined by three major exogenous shocks: the dismantling of MFA (on 1 January 2005), eroding preferential access to EU and US markets; the reduction in sugar guaranteed prices by 36% over the 2006–09 period; and the rise in world energy prices. These developments led to low growth, fiscal and current-account deficits, rising public debt and high unemployment.  The country’s share of global FDI also fell as investors went to other markets.

Table 1: Main macro-economic indicators of Mauritius

	
	2000
	2002
	2003
	2004
	2005
	2006

	
	
	
	
	
	
	

	Total Population (millions)
	1.2
	1.2
	1.2
	1.2
	1.2
	1.3

	   Urban (%)
	42.7
	43.1
	43.3
	43.5
	43.8
	44.0

	   Female (%)
	50.2
	50.3
	50.3
	50.3
	50.3
	50.4

	GDP, at constant 2000 prices (in US$ millions)
	4 583
	4 789
	4 995
	5 277
	5 345
	5 556

	Real GDP Growth Rate (%)
	9.3
	2.1
	4.4
	4.7
	2.5
	4.6

	Real per Capita GDP Growth Rate (%)
	7.9
	0.9
	3.3
	4.6
	0.4
	3.0

	GDP at Current Market Prices
	4 583
	4 755
	5 641
	6 386
	6 289
	6 424

	Gross Capital Formation (% GDP)
	27.4
	20.3
	24.9
	22.9
	23.1
	24.3

	   Public capital formation (% GDP)
	7.7
	7.1
	9.1
	7.2
	6.8
	7.6

	   Private capital formation (% GDP)
	19.7
	13.2
	15.9
	15.7
	16.3
	16.7

	Gross National Savings (% GDP)
	25.8
	26.0
	27.3
	23.7
	19.6
	19.7

	Inflation (CPI)
	4.2
	6.4
	3.9
	4.7
	4.9
	8.9

	Exports Volume Growth (Goods) (%)
	-3.2
	3.4
	-4.7
	-4.6
	4.9
	15.2

	Imports Volume Growth (Goods) (%)
	1.9
	0.4
	-2.0
	-5.1
	13.6
	16.6


Source: Government of Mauritius
The government responded by proposing a number of reform measures in its 2007 budget to consolidate fiscal performance, improve public-sector efficiency, trade competitiveness and the investment climate, and democratise the economy through an empowerment programme. 

In 2006, GDP grew at about 3.9%, up from 1.2% in 2005 due to strong growth in tourism and some recovery in the textile sector. Growth is expected to accelerate to 5 and 5.4% in 2007 and 2008, respectively, as efforts to diversify the economy begin to bear fruit. 

Inflation is projected to decline to about 5% in 2007. Recent interest-rate increases are expected to attract investment and contain emerging-demand pressures in the foreign-exchange markets. 

3.
Sources of GDP

In 2006, the Mauritian economy exhibited real GDP growth of 3.9%, compared to 1.2% in 2005. With the exclusion of sugar, the growth rate was estimated at 5.1%. The sugar industry declined by 3.8%, with sugar production at around 500 000 tonnes, down from 519 816 tonnes in 2005.  

The sectoral contributions to GDP in 2006 are estimated as: Agriculture – 5.1%, Industry – 25.2% and Services – 69.7%.  The main sub-sectors that contributed to GDP growth were transport, storage and communications, financial intermediation, wholesale and retail trade, and real estate, renting and business services. 

Table 2: Contribution to GDP (2005) 

	Sector
	GDP (%)

	
	

	Agriculture
	7.0

	   Sugar
	4.2

	   Other agriculture
	2.8

	Industry
	20.9

	   Manufacturing at EPZ (Export Processing Zone)
	7.4

	   Electricity, gas and water
	2.1

	   Other manufacturing
	11.4

	Services
	72.1

	   Construction
	5.6

	   Wholesale and retail trade
	11.3

	   Restaurants and hotels
	7.7

	   Transport, storage and communications
	12.7

	   Financial, real estate and business services 
	20.5

	   Government services
	7.1

	   Other services
	7.2


Source: Central Statistical Office
Figure 1: Contribution to GDP by sector (2005)
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The economy is forecast to grow by about 5% in 2007 (5.3% if sugar sector is excluded). The tourism sector is forecast to grow by 7.3%, with tourist arrivals estimated at 850 000. 

4.
Primary sector

4.1. 
Agriculture

The agricultural sector currently accounts for 5.4% of nominal GDP and is dominated by sugar production; value added by the sugar sector accounts for about 52% of total value added in the agricultural sector. Sugar production decreased from 572 316 tonnes in 2004 to 519 816 tonnes (i.e. 9.2%) in 2005, due to the adverse climatic conditions that prevailed in March, April and May 2005, the excessive rainfall in September, and the dry weather during October to December.  

The total area harvested for sugarcane declined from 69 698 hectares in 2004 to 68 351 hectares in 2005, whereas the average yield of sugarcane per hectare decreased from 75.76 tonnes in 2004 to 72.92 tonnes in 2005. The rate of sugar extraction fell from 10.85% in 2004 to 10.44% in 2005.

Sugar exports also declined from 564 020 tonnes in 2004/05 to 521 210 tonnes in 2005/06. About 96.5% (i.e.502 860 tonnes) of total sugar exports in 2005/6 went to the EU under the Sugar Protocol. However, the contribution of sugar exports to total domestic exports increased from 22.1% in 2004 to 25% in 2005. 

From 2006 to 2009, a 36% price reduction has been imposed on all the sugar to be exported to the EU. As a result, the sector is undergoing contraction and restructuring, which is likely to lead to diversification in the medium to long term. The government’s Multi-Annual Adaptation Strategy - Action Plan (2006-2015) aims to create a sugar cane cluster, promote the production of higher-value-added sugar and also use sugar by-products for the production of electricity, ethanol and other value-added spirits. A cost reduction programme will consolidate plantations into larger, more efficient units supported by investments in irrigation and facilitated by providing stone and rock clearance, irrigation, improved agricultural practices and better sugarcane varieties. 

The horticultural sub-sector, comprising mainly of flowers is becoming important.  Flowers are exported mainly to Japan, Italy and the USA.  Processed fruit and vegetables including pickles, curry powder, fruit paste, jam and banana chips, are mainly exported to France, the UK and Germany.

4.2.
Fishery

The fishing industry comprises small-scale and commercial fishing enterprises.  Efforts are being made to develop commercial fishing venture offshore.  Mauritius is also creating a “sea food hub” that will turn the country into a regional centre for the storage, processing and distribution of seafood and offer repair and servicing facilities for fishing vessels. Seen as a new growth sector, this project is expected to attract FDIs, create about 5 000 new jobs and earn foreign exchange. Already Ireland Blyth Limited, an Anglo-Mauritian enterprise, plans to build a new $8.97 million fish-meal factory in this sector.

5.
Secondary sector

2.1. Industrial Sector

With its highly qualified human capital, good road network, modern telecommunications facilities, modern airport, deep-water harbour, island-wide electricity and adequate water supply, Mauritius has what it takes to develop its industrial sector. Increasingly the SME sector is being looked upon as a key sector for diversifying the economy. 

2.2. Manufacturing sector

The manufacturing sector consists of sugar milling, EPZ (Export Processing Zone) and other kinds of manufacturing. The manufacturing sector contracted in real terms by 5.5% in 2005, compared with a growth rate of 0.3% in 2004. In 2005, the sugar-milling sector accounted for 19.7% of total value added in the economy. The sugar-milling sub-sector declined by 9.2% in 2005, compared with the 6.5% growth rate of 2004.  

In 2006, EPZ sector was estimated to have grown by 3% growth, led primarily by recovery in the textile sub-sector. This followed a 12.3% decline in 2005 due to the dismantling of the MFA and fierce competition with low-cost textile producing countries such as China, India and Bangladesh. The main EPZ markets in 2005 were the United Kingdom, France and United States while the main countries of origin for EPZ imports were India, China and France. Employment in the EPZ sector had declined to 66,931 (1.6%) in December 2005 from 68,022 in December 2004. 

Table 3: EPZ Economic indicators (2005) 

	
	2005

	
	

	No. Enterprises
	497

	Employment
	65,888

	Exports (US$ Million)
	1155*

	Imports (US$ Million)
	620

	Value Added (US $ Million)
	473

	- Share of Manufacturing (%)
	41.2

	- Share of GDP (%)
	8.7

	Investment machinery (US$ Million)
	68


* The export figures mentioned do not include sales of EPZ products to Freeport Operators. These goods were valued at US$ 90 Millions for 2005. 

Source: Enterprise Mauritius, Government of Mauritius
The other manufacturing sector (non-sugar-milling and non-EPZ sub-sectors) recorded zero growth in 2005 as opposed to the 6% growth rate of 2004.

Table 4 below shows some of the various industrial groups and sub-groups into which the manufacturing landscape in Mauritius is divided. 

Table 4: Sectoral and Sub-Sectoral Groups in the Manufacturing sector

	(12) FOOD, BEVERAGES & TOBACCO SECTORAL GROUP

1. Alcoholic beverages (Beer, rum, wines etc.) 

2. Starch and other Miscellaneous Food Products

3. Flavouring

4. Soft Drinks and Carbonated Water

5. Flour and Grain Milling

6. Meat and Fish

7. Tea, Coffee and other Beverages

8. Dairy Products

9. Fruit juice

10. Tobacco

11. Biscuits and Bakery Products

12. Animal Feeds

13. Sugar

14. Distillery and Blending of Spirit

15. Chocolate and Sugar Confectionary

16. Vegetable and Edible Oil

17. Poultry Group

(13) CHEMICAL AND PHARMACEUTICALS SECTORAL GROUP

1. Paints and Allied Products

2. Industrial, Medical and Special Gases

3. Soap and Detergent

4. Agro-Chemicals (Fertilizers and Pesticides)

5. Pharmaceuticals

6. Safety Matches

7. Dry Cell Battery

8. Candle Manufacturers

9. Printing Ink Manufacturers

10. Toiletries and Cosmetics

11. Basic Industrial Chemicals

12. Automotive Battery

13. Resin Manufacturers

14. Ball Point Pen Manufacturers

(14) DOMESTIC AND INDUSTRIAL PLASTIC, RUBBER AND FOAM SECTORAL GROUP

1. Rubber Products

2. Domestic and Industrial Plastics

3. Foam Manufacturers

(15) BASIC METAL, IRON AND STEEL AND FABRICATED METAL PRODUCTS SECTORAL GROUP

1. Association of Steel Pipe Manufacturers

2. Metal Packaging Manufacturers

3. Foundry

4. Metal Manufacturers and Fabricators

5. Association of Primary Aluminium Producers

6. Enamel Wares Manufacturers

7. Welding Electrode Manufacturers

8. Galvanised Iron Sheets Manufacturers

9. Wire Manufacturers Group

10. Steel Manufacturers
	(16) PULP, PAPER & PAPER PRODUCTS, PRINTING & PUBLISHING SECTORAL GROUP

1. Chemical & Stationery Manufacturers

2. Printing, Publishing & Packaging

3. Pulp, Paper, & Paper Products

4. Sanitary Towels, Napkins & Diapers

(17) ELECTRICAL & ELECTRONICS SECTORAL GROUP

1. Electronics

2. Refrigerators & Air-conditioning/Domestic Appliances

3. Electric Bulb Lamps, Accessories & Fittings

4. Electrical Power Control & Distribution Equipment

5. Cable and Wire

(18) TEXTILE, WEARING APPAREL, CARPET, LEATHER/LEATHER FOOTWEAR SECTORAL GROUP

1. Textile & Wearing Apparel Manufacturers

2. Leather Products Manufacturers

3. Footwear Manufacturers

4. Cordage, Rope and Twine Manufacturers

(19) WOOD AND WOOD PRODUCTS INCLUDING FURNITURE SECTORAL GROUP

1. Wood Products and Furniture (Excluding Metal Furniture)

2. Plywood & Particle Board Manufacturers

(20) NON-METALIC MINERL PRODUCTS SECTORAL GROUP

1. Glass Manufacturers

2. Ceramics Manufactures

3. School Chalks & Crayons

4. Cement Manufacturers

(21) MISCELLANOUS ASSEMBLY SECTORAL GROUP

1. Boat/Ship-Building

2. Electric Generators Assemblers

3. Miscellaneous Machine & Equipment Manufacturers

4. Homological

5. Computer Assemblers

6. Diamonds, Jewellery

7. Pottery




The construction sector also grew by 5% in 2006, due to the construction of new hotels and the implementation of projects under the Integrated Resort Schemes (IRS). 

6.
Tertiary sector

Tourism

The tourism sub-sector is a key sector for Mauritius.  The sub-sector grew in real terms by an estimated 3.6% in 2006, compared with a 5.6% growth rate in 2005. Excluding France and Réunion, the sector registered strong growth of 17%. Tourist arrivals from France and Réunion were down sharply as a reaction to negative press information on the outbreak of the chikungunya fever, which hit the islands of the Indian Ocean, including Mauritius. Tourists arriving from South Africa increased by 21.1%, while those arriving from the United Kingdom (UK) increased by 7.3%. Tourist arrivals fell by 0.6%, from 70,793 in November 2005 to 70,394 in November 2006, while gross tourism receipts increased by 35.5%, from US$73.94 million in November 2005 to US$100.17 million in November 2006. In cumulative terms, from January to November 2006, tourist arrivals reached 691,967, representing an increase of 3.2% from the 670,544 arrivals registered in the corresponding period of the previous year. 

Tourism receipts for January to November 2006 increased by 24.2% to reach US$837.73 million, compared with the US$674.50 million registered for the corresponding period in 2005. Gross tourism receipts of US$927.26 million in 2007, a 17% increase from 2006, which will be due partly to the rapid depreciation of the Mauritius rupee. 

The government’s main objective in the tourism sector is to increase tourist arrivals to 2 million by 2015. To achieve this objective, the government has implemented a guarded and selected liberalization policy for international airlines and is promoting investment in new hotels and other facilities, which will generate employment. Virgin Atlantic Airlines and other airlines are expected to make flights to Mauritius. Ten new hotels are to be constructed shortly.

The government intends to make the diversification of source markets an important element in its strategy to develop the tourism sector by reducing its dependence on the French market, which accounted for 29% of the number of tourist arrivals in 2005. In addition, the government has already begun implementing the IRS, which involves the construction and sale of luxury villas with attached amenities. In the medium term, the sector will also include shopping and conference facilities. Funding for the Mauritius Tourism Promotion Authority was considerably increased in the 2006/07 budget. 

To date, the industry has depended largely on up-market tourism for its rapid growth. However, this deprived the larger population of active participation in the industry. Therefore the government plans to democratise the sector in order to attract different types of tourists. In addition, the government plans to encourage an integrated approach to the development of the sector, which would include the creation of tourist villages. This will not only assist in maximising the earnings potential of the industry but will also have a job-creating effect on low-skilled workers.

Financial services

The financial services sector, including real estate and business services, accounted for 15.5% of total value added in 2005. In 2006, the financial-services sector is estimated to have recorded a growth rate of 7.4%, following a growth of 7% in 2005, with the insurance sub-sector growing by 5%. This was due to a 9.4% growth rate in offshore banks, 2.3% in commercial banks and 10.2% in other financial institutions. The offshore financial sector has considerable potential that could be exploited by measures, such as setting up bilateral tax agreements with emerging economies and developing the necessary supporting human-resource. 

ICT 

The ICT sector focuses on business-process outsourcing, software development and call centres, and it is expected to boom. This sector was estimated to have grown at about 7.1% in 2006. Since 2001, Mauritius has invested heavily in state-of-the-art telecommunications, and has focused on offshore e-commerce development in an effort to turn the country into an information-technology free-trade zone that will provide digital parks across the island. In that regard, the government established an Infocom Development Authority, which is responsible for the promotion of investments in information technology and regulation of the sector. In addition, the government has provided a series of fiscal incentives to both foreign and domestic businesses in the sector. 

With financial and technical assistance from the Indian government, Mauritius has been developing the Ebene CyberCity project, which is intended to attract foreign IT enterprises to the country.  The Cyber Tower, a central feature of the Ebene CyberCity, was inaugurated in April 2005, and the offices of the offshore management enterprise and International Financial Services (IFS) in the Ebene CyberCity were inaugurated in April 2006. The CyberCity has attracted about 25 operators so far. Located at a 15-minute drive from Port Louis, it has free-zone status and offers tax advantages to its occupants.

The National ICT Strategic Plan is expected to facilitate the transformation of Mauritius into a “Cyber” Island. ICT will also facilitate Government plans to set up a biomedical hub in Mauritius and develop medical tourism by providing high-tech treatment for foreigners and Mauritians, tap into the growing international market for medical services and provide integrated tourist packages covering health care, welfare and relaxation. This is expected to lead to the manufacturing and assembly of medical equipment, pharmaceutical research, medical outsourcing and telemedicine.

Government services

As a result of higher government expenditures in 2005/06 as compared with total revenue, the overall central government balance registered a deficit of 5% of GDP (5.4% of GDP in 2004/05). The budget deficit was financed from domestic sources.

Financing from the central bank resulting in an expansion of the money supply was also positive. Only medium and long-term securities were used to finance the budget deficit, which declined from 58.2% of GDP in 2005 to 57.9% of GDP in 2006. Internal public debt accounted for 92.4% of total public debt in 2006. The proportion of short-term debt in total internal public debt has also decreased steadily from 85.8% in 2003 to 52.9% in 2006.

Other services

Aggregate consumption was estimated to have grown in 2006 by 4.9% in real terms and is projected to continue to grow by an average of 4.3% per year in 2007-08. This growth in aggregate consumption implies an improvement in the living standards of Mauritians made possible by the satisfactory level of investment (21.6% of GDP in 2005) which is estimated to have increased by 12.5% in 2006. More importantly, the share of private investment (15.3% of GDP in 2005) represents over 70% of total gross capital formation.

7.
Informal sector

There is a large informal sector in Mauritius.  The informal sector absorbed most of the people laid off as a result of the simultaneous loss of trade preferences in textiles in 2005 and the reform to the European Union sugar protocol for 2006-10.

It is not possible at this stage to give a breakdown on the size of the establishments in the informal sector. A good number of these firms are micro and cottage. There is no reliable published data on such firms basically because such firms hardly keep records about themselves. Also, the mortality rate among them is very high. They exist today and tomorrow they are no more, especially because of the unfavorably economic environment. 

8.
The financial sector and micro-finance

The financial services sector, comprising both the banking and non-banking sub-sectors (Global Businesses, Trusts, Insurance, Stock Exchange, Leasing etc) has emerged as a vital component of the Mauritian economy.  It now contributes about 10% of GDP and has been growing at an average rate of 9% over the past ten years.  

The major commercial banks in Mauritius are connected to the SWIFT network, which enables them to handle international transactions rapidly and efficiently.  They are also well-represented throughout the world.

The Development Bank of Mauritius (DBM) provides financial assistance to different sectors of the economy including industry, tourism and agriculture. 

A number of banking developments occurred in 2005/06 as the BoM continued to implement the Banking Act of 2004, which made it easier for banking business to be carried out under a single banking license4. The BoM issued a “Guideline on Segmental Reporting under a Single Banking License Regime” to banks in June 2005, which provided, amongst other things, for the reporting of banking activities under Segment A and Segment B and the treatment of specific deposit liabilities for the cash-reserve ratio requirement. Other key banking developments involve the Mascareignes International Bank Limited, which merged with the Banque des Mascareignes Limitée.

The Mauritius Leasing Company provides financial leases to eligible clients for the purchase of machinery and equipment.

The Mauritius Venture Capital Fund (MVCF) provides equity and quasi-equity investments to private sector companies with high growth potential.  It invests in most sectors of the economy.  The MVCF provides finance and management expertise (including Board representation) to the company in exchange for returns as medium-term capital gains.

RMB (Mauritius) Limited ceased all banking operations. HSBC Bank (Mauritius) Limited was granted a banking license and started operations in August 2006. Barclays Bank was also allowed to issue bonds to the public.

Micro-finance

Financing for SME’s is available through Development Finance Institutions, enterprise development agencies, micro finance institutions, and commercial banks.

9.
Priority sectors: perspectives and potential development

The Ministry of Industry and SMEs, Commerce and Cooperatives is very keen to develop the SME sector. Activities targeted for development include: furniture, jewellery, pottery and agro-food products. Recognizing the importance of value-chain addition and the need for capacity building and skills development, the Ministry is very keen on this program. 

Agriculture in Mauritius is based on sugar, fruits and vegetables. Yet Mauritius is a net food importer, with more than 50% of the basic food items coming from abroad. To promote value addition in the agro-food sector, the Ministry of Agriculture is very keen to set up farmer’s school that will help build capacity and impart new agricultural practices to farmers. 

The overall objectives will be to add value to the agro-food sector, develop the potential for export, and increase the production of livestock and livestock products. The pressing need to encourage the introduction new technology certified and accredited laboratories and upgrading of the human capital is also felt.  Technical support has been received from the Department of Science & Technology in India in collaboration with UNIDO and the Enterprise Development Institute of India.

To promote the export of agro-industrial products, incentive schemes are also put in place such as freight rebate, democratization of access to lands, promotion of cross-border initiatives, amongst others. 

The Government of Mauritius has also put in place the ‘Empowerment programme’ and one of its priorities is to mainstream women into industrial its activities.  

Although the Ministry of Health facilitates the provision of health services and quality control for export, the production of pharmaceuticals is the mandate of the Ministry for Industry. There are at present 2-3 companies operating in the offshore sectors and they transit through Mauritius before reaching other countries. Alternative medicines are becoming increasingly popular and to date there has been no real interest in production at the local level due to the perception that there is no cost advantage for production even though Mauritius has some comparative advantages with some real success stories, such as Aloe vera, Ginger products etc. 

However one of the major weaknesses facing the sector is the lack of a national body to provide quality control for pharmaceutical products. Even though Mauritius has been a net importer of pharmaceutical products, there has been no attempt to develop other avenues, which other SADC countries are actively doing. Mauritius also needs to develop a framework to address the increasing demand for clinical trials from companies operating outside the country. This will constitute a major investment and promote research and development in this sector of activity.
10.
Economic integration

Mauritius is also pursuing a policy of tariff liberalisation in order to foster the “duty-free island” concept. Even though Mauritius does not need to harmonise external tariffs within a future COMESA Common External Tariff (CET), Mauritius could still become a member of both the SADC and COMESA Free Trade Areas, giving support to the COMESA CET, while keeping a network of free-trade agreements with countries bordering the Indian Ocean (e.g. India and Malaysia) as well as with the EU.

Mauritius is negotiating the establishment of an Economic Partnership Agreement (EPA) with the EU as a member of the Eastern and Southern Africa (ESA) group.  As a beneficiary from AGOA, apparels made in Mauritius have quota-free access to the US market.  Mauritius also signed a Trade and Investment Framework Agreement with the United States in 2006
In 2005/06, net inflows of FDI amounted to US$46.78 million, compared with outflows of US$1.82 million in 2004/05. As a result, gross FDI in Mauritius reached US$140.08 million in 2005/06. This was due largely to investments in the tourism sector, which also reflected the significant developments in the IRS and the banking sector. Disinvestments from Mauritius were quite considerable, amounting to US$93.29 million in 2005/06, which was partly due to non-residents’ disposal of shares in the banking and commercial sectors. Direct investment abroad by residents recorded net outflows of US$29.49 million in 2005/06 as against net outflows of US$24.71 in the previous fiscal year.

11.
Foreign Trade

Mauritian imports of goods generally exceed exports of goods so that the merchandise account is usually on deficit. The current account of the balance of payments deteriorated significantly to record a deficit of 7.4% of GDP in 2006, up from 5.2% of GDP in 2005.  In 2007, the trade balance is projected to reach 16.2% of GDP as the result of purchase of new aircrafts by Air Mauritius. In contrast, the surplus on the services account of the balance of payments is projected to increase by about 8.4% of GDP, due mainly to higher surpluses on the travel account.

The main imports include textile yarn and fabrics, fuel and lubricants and related products, food and live animals.  The principal exports are clothing and textiles, sugar, molasses and cut flowers.

The sources of imports are South Africa, France, India, China and Germany, while the main export destinations are UK, France, USA, Madagascar, Germany and Italy. 

Net international reserves, comprising of the net foreign assets of the banking system, the foreign assets of the government and the country’s reserve position in the IMF, increased from US$1.62 billion at the end of June 2005 to US$1.86 billion at the end of June 2006 (an increase of 14.9% in nominal terms). The level of net international reserves of the country at the end of June 2006 represented about 7.4 months of imports, compared with 7.7 months of imports at the end of June 2005. The end-of-June 2007 level of international reserves of the country has been estimated as the equivalent of 6.8 months of imports.

The worsening trade deficit is attributed to high imports and weak growth in export earnings. Export revenue could improve significantly if Mauritius could take advantage of the opportunities it could derive from its membership of regional bodies such as SADC and COMESA, both of which are working towards establishing Free Trade Areas and Customs Unions.  

12.
Sectors of interventions of the main funding institutions

UNDP

The UNDP is involved in Mauritius in many programmes namely: Women’s Empowerment, and Women’s Cooperatives; SME Development; Programme on Civil Society; Special Schools for Out-of-School Kids; Community Empowerment Programme in Information Technology; Capacity Development of Women; Human Rights programmes; Labour Market Analysis; HIV/Aids; and Sustainable Integrated Development Programme for Rodrigues (SIDPR). It is increasingly being felt at the level of the UNDP that there is a need for develop a synergy with other institutions in order to make the projects more result-driven. In this respect, they are willing to collaborate with the UNIDO in its initiatives. 

The UNDP has also got in its mandate the following priorities: Sustainable Land Management and Land Use Planning. It collaborates with FAO on the forestry sector; pasture management (especially in Rodrigues), Persistent Organic Pollutants Strategy (in line with the Stockholm Convention); heavy oils in electrical transformers; pollutants from hospitals; bio-diversity (Protected Areas Network); Clean Development Mechanism, an environment protection programme. UNDP is also focussing on the energy sector in Mauritius. This project is co-funded with the EU, and also in collaboration with UNEP, GEF and RISOE (of Denmark). In Mauritius, the UNDP is also involved in Integrated Water Resources Management programme. 

The UNDP along with the EU, FAO and IFAD have helped Rodrigues (a small island off the coast of Mauritius) with development programmes. Although Rodrigues is still dependent on Mauritius, it has recently acquired greater autonomy. Rodrigues has a lot of potential, but also a lot of constraints e.g. external communication, the great digital divide and limited quality education. A Development Strategy for Rodrigues will need to focus on Economy, Social system, Education, etc. To date a lot of emphasis is being placed on development of the tourism sector, sea-based industries, aquaculture and infrastructure development to support future industrial development.

UNDP sees a lot of scope for collaboration with UNIDO on the industrial upgrading programme

European Union

The European Union (EU) in the course of the 10th EDF is already addressing the supply-side of Trade Capacity Building and it is understood that Industrial upgrading of this kind will effectively achieve the objective. Nonetheless, organizations like the European Union would like to link up with the Mauritius National Indicative Programmes (Reformatrix) as well as the Regional Programmes. The EU has already earmarked funds to support the ICT sector in Mauritius.

Agence Française de Développement (AFD)

The presence of the AFD in Mauritius is a strong signal to the key stakeholders and to the business community. The AFD plans to establish lines of credit for companies in Mauritius. One of the areas already identified for support is the tourism sector for which 10-15 million euros will be earmarked. Nonetheless AFD has also identified the environment, social responsibility, energy efficiency, water, sanitation and public transport as the main themes for its programmes. 

13. Competitiveness and costs of production

As stated above, the competitiveness of Mauritius was affected by the discontinuation of the MFA in January 2005 and its elimination by 2009.  

To restore global competitiveness the government introduced measures to improve the country’s competitiveness and intensify its diversification efforts. These include measures to overhaul the framework of incentives as well as reduce distortions and biases, liberalise tariffs and turn Mauritius into a duty-free country between 2006 and 2009. The incentive regimes for the EPZ and non-EPZ enterprises have been unified and all corporate taxes have been set at 15%. A second phase of the programme will address the high costs of services.

Furthermore, the government is currently implementing a phased tariff reduction with the aim of eventually achieving a duty-free country by reducing the top ad valorem tariff rate from 65% to 30% and reducing average tariffs by 2%.
Enterprises in existing sectors, such as sugar, textiles, or clothing, are being encouraged to modernise and restructure, with government support when necessary. The government hopes to diversify into new activities such as information and communications technology (ICT), financial services, specialty tourism and land-based ocean activities.

14. Constraints for the private sector development 
The following constraints to private sector development have been identified 

· Capacity building both in terms of human capital (development of skills) as well as raw material especially in the area of agro-food processing

· Market identification and development

· Need to improve, inter alia, the best packaging for their products

· Inability to compete on the international market especially in the US and Europe because of stringent regulations, high freight costs and that of raw materials, internet connectivity etc.

· Most of the local industries are not ISO-certified and there are also not accredited laboratories to certify quality of products particularly for the Pharmaceutical sector

· Most of the raw material are sourced locally and there may be problems with traceability in the event of export

· The operators do not get sufficient support for penetrating new markets and relevant trade information

· Technology transfer is a problem

· Direct threats from cheap imports from countries like Malaysia, China and Madagascar

· Inability to respond to the exigencies of the market

15. Institutions supporting the private/industrial sector

The institutions described below have been established by the Government of Mauritius to assist the private/industrial sector in improving their performance. 

Board of Investment (BOI)

The main terms of reference of this Institution are to attract investment and also to facilitate investment in Mauritius. It is also responsible for, inter alia, undertaking product identification and development; undertake policy advocacy, improve the investment environment, facilitate joint ventures, identify the areas where additional investment are required. One of their main thrusts would be for cluster development.

Among some of the priority areas that have been identified are agriculture and agro processing, textile and clothing, tourism, financial services, information and communication technologies, sea food and marine sector, health cluster, education, biotechnology, distribution and logistics, hospitality and leisure, the marina industry as well as the land-based oceanic industry (desalination and downstream aquaculture). 

In view of the above activities and ToR, the institution has shown great interest for the program of the SADC especially as there is a great need for building capacity.

Mauritius Accreditation Service (MAURITAS)

MAURITAS has been actively engaged in setting and measuring industrial standards in the country. A number of manufacturing industries has met quality assurance standards under MAURITAS quality control system e.g. ISO 14000, 9000 series. The list is available with International Standards Organization (ISO).

The main activity of the MAURITAS is to accredit laboratories and to undertake accreditation. To date the ISO/IEC 17025 and ISO/IEC 17011 accreditations have been obtained. The institution is also proposing to be accredited to the ILAC and they are proposing to revise the structure so as to be able to conform with international standards. 

To date they have received assistance from the European Union to meet the requirements for accrediting and certifying the seafood sector. 

Being short-staffed, the office of the National Accreditation Body has resorted to the assistance of private consultants to provide training on accreditation and certification. The Norwegian Accreditation body has also provided the institution with the relevant technical support. 

In turn, the MAURITAS provides training for laboratories, technical assessors and well as runs awareness workshops for the relevant institutions. 

The institution still depends on government funding for the many twinning arrangements and charges fees for services provided. 

The MAURITAS therefore would welcome the establishment of a metrology institution for the SADC region and would also wish to see the emergence of a database of technical assessors in the SADC region. In this context, they strongly support SADC upgrading program. 

Mauritius Standards Bureau (MSB)

This parastatal has been in existence for almost 30 years and is essentially geared towards developing market relevant quality for goods. The institution undertakes testing and certification (ISO 9000; HACCP [food safety]) and has a training unit for ISO 9000. It plans for management of information security namely Management Systems certification (ISO 27001), Food Safety (ISO 2000). So far, it has 8 laboratories for: Civil engineering, Mechanical engineering, Food and agriculture, Microbiology and Non Destructive Testing. It also runs National Product Certification schemes, assists SMEs on ensuring quality for products. It has a metrology laboratory for calibrations and offers conformity assessment testing and would like to offer other consultancy services. It is also responsible for standards development e.g. food safety, environmental protection etc. 

Nonetheless, they feel that there is a need for accreditation service in African region. They feel that UNIDO assistance4, through the present programme, can help upgrade the metrology laboratories, increase their scope of testing many other products such as furniture, solar products, etc. They would also like to build capacity in international best practices, latest trend in industry, twining of their institution with good international institutions (e.g. British Standards Institutes etc.). 

They welcome the SADC upgrading programme and assistance as they recognise the need for capacity building, twinning and networking and they consider UNIDO as a valuable partner in developing standards programmes in Mauritius. 

Enterprise Mauritius
EM has been established 2 years ago to replace Mauritius Export Development and Investment Agency (MEDIA). It is a Government-supported entity and its main objectives are to facilitate export market development. They feel that they have a lot of common grounds to jointly cover with industrial upgrading Programme is synonymous to export promotion. 

Currently they have been busy setting up a centralised facility for design and packaging with the agro-industrial sector as being the prime target. The Energy sector is another sector, which EM considers to be a priority. 

At present, they are collaborating with the International Trade Centre (ITC) and are dealing with over 40 companies operating in the Textile sector. 

EM considers that the SADC programme and assistance is highly valuable and is looking forward to collaborating in this particular programme. 

Mauritius Sugar Industry Research Institute (MSIRI)

The MSIRI undertakes research on development of sugar industry and helps Mauritius in the export of raw sugar. It is considered to be a Centre of Excellence for agric research worldwide. Among the strategic directives for Mauritius are: Electricity generation, Ethanol production and considers Biotechnology as being essential. To date the MSIRI has produced many new generation varieties of sugar and have released over 60 varieties since its establishment. 

It has also over the years developed a data management system as well as a computerised land index. As it has its own laboratory; it has increased output from 15,000 to 200,000 plants and has strived to promote precision agriculture. 

In view of the change in policies from the European Union vis-à-vis the ACP states, there is at present budget cuts and compression of the personnel. In this respect, new processes and varieties have been introduced to reduce production costs. 

The MSIRI has also been instrumental in carrying out studies of in order to control phytopathological as well as entomological problems associated with sugar cane and the potato plant. To be able to build capacity, the MSIRI has, over the years, developed collaborations with many overseas universities namely Australian universities. The laboratories of the MSIRI have received the ISO 1705 accreditation. 

On the Agronomy side, the MSIRI has done some work on maize, potato, bean and groundnuts. Several food crops have been developed to replace sugar cane on marginal lands. Some of the by-products along with the those of the sugarcane will be used to develop Bio-gas; locally produced rum currently produced, ethanol and even bio-degradable plastics production is being investigated. 

While the MSIRI is fully supportive of this SADC programme, its main focus with respect to the agro-sector would be through continued research. 

Agriculture Research and Extension Unit (AREU) 

AREU has been set up to undertake applied research and extension for non-sugar sub-sector. While the Government has introduced new programme on agro-industry, with emphasis on SMEs, AREU will concentrate on building the critical mass in the agro-food raw materials while developing food-processing industries. AREU will also develop a strategy for the promotion of the agri-business sector as well as certification of agro-food products. 
AREU has its own laboratories and is working closely with the Small Enterprise and Handicraft Development Authority (SEHDA) to oversee the emergence of SMEs in this sector. It receives technical support from Department of Science and Technology (India), Federation of Chambers of Commerce (India) in collaboration with UNIDO, and Enterprise Development Institute (India). 

AREU’s overall aim is to see the emergence of quality agricultural products through proper training and also through the empowerment of the women workforce.  

Other Support to the Industrial Sector

(a) 
Technical support

Technical support is provided to the industrial and productive sectors and the SME (Small and Medium Enterprises) through:

· Training Institutions like the Industrial Vocational Training Board (IVTB)

· Creation of the Women ‘Empowerment Programme’ at the level of the Ministry of Finance to provide, inter alia, guidance and counseling on investment opportunities and decision making for prospective SMEs, and training of women in collaboration with the SEHDA with a view of developing a new line of entrepreneurs and promoting self-employment.

· The Mauritius Chamber of Commerce and Industry (MCCI)

· The Mauritius Chamber of Agriculture (MCA)

· National Computer Board through the IT literacy campaign and IT support

(b)
Extension Services

The extension services division of the Ministry of Agro-industry has been put to the disposal of the SEHDA for training in terms of agro-processing, post harvest etc. with a view of developing the agribusiness sector.  They also undertake Project mounting and monitoring.

(c)
Training Services

Entrepreneurship and management workshops, entrepreneurship development and General Management Practice as well as skills acquisition/upgrading and training in technology transfer on new processes, systems, industrial prototypes, etc for sustainable livelihood, export production and Quality Assurance are all provided.

(d)
Technology adaptation and commercialization

· Adaptation of Appropriate Technologies and processes for Extension and Commercialization by SMEs

· Sourcing of new applications for utilization of locally available raw materials by SMEs

· Innovation and Prototype Development for machines, components and products

16. Problems to be solved

In recent years, the Mauritian economy has been affected by a number of problems including low economic growth, high unemployment, widening fiscal and external deficits, and excessive public debt.

· The over-dependence on the sugar sector is a cause for concern, as it makes the economy vulnerable to external factors.  It also limits the extent to which diversification of industrial activities can be undertaken in Mauritius.

· Land ownership land policy does not make land available to non-sugar producers such as food processing. As a result, pickles and fruit juices are now being processed in Mauritius.  Some land is also being used for flower production. 

· Pollution and over-exploitation of the natural environment poses real threats to the environment and these will long-term consequences for agricultural and industrial development in the country.  

· The problem of waste water is becoming increasingly important in the tourism sector with the development of the IRS scheme. 

Apart from the above general problems, the main challenges specifically confronting entrepreneurs in the three sectors are: 

· Low levels of technology

· Low levels of capacity both in terms of human capital/skills as well as technical capacity to produce raw materials, especially for the agro-food processing sector

· Limited access to the markets, especially the international markets.

· Stringent barrier to trade, in particular high sanitary and phyto-sanitary requirements for agricultural products especially in EU countries and the USA.

· Lack of a national strategy for the promotion of agri-business as well as capacity for the certification of agri-based products. 

However, as the development of the SME sector is high on the Government’s agenda, the relevant Ministries are willing to support the Industrial Upgrading and Modernization Programme. 

17. Recommendations

The following recommendations are made for the Industrial Upgrading and Modernization Programme in Mauritius.

Quality programme

Improving quality, upgrading and modernization of industries and related services are considered priority for both the private and public sectors.  A serious effort must be made to improve quality of products and services under this programme.  The adoption of best practice must be central to the programme.  The quality programme should also be implemented in the supply of raw materials, especially to the agro-food processing programme.  This will address the stringent sanitary and phyto-sanitary requirements for agricultural products worldwide. 

Product diversification and export development

Due to the small size of the domestic market, the industrial upgrading should assist local manufacturers to diversify their products and target the export market.  A strategy should be developed for the promotion of agri-business activities in Mauritius. 

Market identification, penetration and development should therefore be given top priority. The SADC and African markets are virtually untapped, and good quality products from Mauritius can make in-roads into these markets profitably.  

Capacity building and skills development

Human as well as technical capacity needs to be developed in order to provide the required human and technical input for industrial development.  Capacity also needs to be developed for certification of agro-based products.

Technology transfer

The Industrial Upgrading and Modernization Programme should promote technology transfer as a key aspect.  This will facilitate the acquisition and use of modern technology and production of manufactured goods more efficiently.  

Government assistance

It is absolutely important to align SADC Industrial Upgrading and Modernization Programme to the Mauritius National Indicative Programmes (Reformatrix) as well as the Regional Programmes in order to obtain acceptance and government support.  In terms of policy, the Government has put SME high on its agenda and Ministries are willing to provide support.  Incentives are also being provided to those in the SME sector. 

MOZAMBIQUE

1.
Brief geo-socio overview 

Mozambique lies to the east cost of Southern Africa, and shares its borders with Tanzania, Zambia, Malawi, Zimbabwe, South Africa and Swaziland.  It occupies a total surface area of about 799,380 sq. km, and has an extensive coastline that stretches 2,515 kilometres.

A number of islands line the coast, namely the Quirimba Archipelago in the region of Cabo Delgado, Mozambique Island in Nampuala province, Chiloane Island in Sofala, the Bazaruto Archipelago in Inhambane, and Inhaca Island in Maputo province. 

The country has a diverse topography consisting of vast coastal plains, uplands in the centre, high plateaus in the north-west and mountains in the west.  The highest point is Monte Binga at 2,436 metres. 

The climate varies from sub-tropical to tropical (south to north), influenced by the monsoons of the Indian Ocean and the warm current of the Mozambique Channel.  Temperatures range from 13 to 24 degrees Celsius during the dry season (May to September), and from 22 to 31 degrees Celsius during the wet season (October to April).  The central and southern provinces are prone to severe drought, devastating cyclones and floods.

Main centres

Maputo is the capital of Mozambique.  It is located on the edge of Maputo bay.  It has one of the finest shipping ports in Southern Africa, is a hub for the surrounding agricultural and fishing industries, and provides a link to the sea for its landlocked neighbours.  Maputo is famous for its informal markets.     

Beira is Mozambique’s second largest city.  It is the business and transport hub for the central region of the country.  It is an important port and the terminal of the oil pipeline and railway line to Zimbabwe and Malawi.

Social indicators

Mozambique remains dependent on foreign assistance for much of its annual budget, and the majority of the population remains below the poverty line. Subsistence agriculture continues to employ the vast majority of the country's work force.  The labour force estimated at about 9.4 million (2006) is employed in the following proportions: agriculture – 81%; industry – 6%; and services – 13%.

While literacy rates remain very low, educational and health indicators have improved dramatically in recent years. Despite these improvements, the Mozambican health sector is faced with serious challenges. Health indicators are generally lower than in neighbouring South Africa, Malawi, Tanzania, Zambia, and Swaziland. It is estimated that only half of the population has access to basic health services.

However, the impact of HIV/AIDS could slow down or even reverse these positive trends.  Increased political commitment, rising financial resources from the National AIDS Council (CNCS), and better harmonisation and alignment of donor-supported projects provide some hope for progress.  Nevertheless, the national response is insufficient due to inadequate human resources and lack of coordination.  To date, only 10 per cent of people in need of ART receive treatment and less than 5 per cent of pregnant women living with HIV or AIDS receive the full course of prophylaxis for the prevention of mother-to-child transmission. The role of CNCS as the co-ordinating authority for HIV/AIDS must be strengthened.  In addition, institutional and capacity bottlenecks lead to very poor performances in basic health services (HIV/AIDS antiretroviral therapy [ART] coverage), and in water (rural water supply and sanitation).

2.
Macro-economic indicators

Mozambique is one of Africa’s success stories and is making economic progress. The economy was reformed by the elimination of subsidies and quantitative restrictions on imports, the reduction and simplification of import tariffs and the liberalisation of crop marketing. 

Mozambique has the natural resources to sustain the development of the agriculture, forestry, fishing, energy and tourism industries. Placed in an ideal trading location, increased exports in these areas will increase foreign exchange earnings. The country’s proximity to South Africa has also facilitated a number of major projects that support continued high levels of growth. Further improvements in transport, especially railways and ports, and in energy provision are essential for the successful implementation of pending mega-projects in the extractive industry. 

Macroeconomic reforms designed to stabilize the economy, combined with donor assistance and with political stability, have led to dramatic improvements in the country's growth rate. Inflation was reduced to single digits during the late 1990s although it returned to double digits in 2000-06. Fiscal reforms, including the introduction of a value-added tax and reform of the customs service, have improved the government's revenue collection abilities.

Table 1: Main macro-economic indicators of Mozambique

	
	2000
	2002
	2003
	2004
	2005
	2006

	
	
	
	
	
	
	

	Total Population (millions)
	17.9
	18.7
	19.1
	19.4
	19.8
	20.2

	   Urban (%)
	32.1
	34.5
	35.6
	36.8
	38.0
	39.1

	   Female (%)
	52.0
	51.8
	51.8
	51.7
	51.6
	51.5

	GDP, at constant 2000 prices (in US$ millions)
	3 719
	4 550
	4 910
	5 278
	5 607
	6 050

	Real GDP Growth Rate (%)
	1 9
	8.2
	7.9
	7.5
	6.2
	7.9

	Real per Capita GDP Growth Rate (%)
	-0.2
	6.0
	5.8
	5.5
	4.3
	6.0

	GDP at Current Market Prices
	3 719
	4 092
	4 789
	5 904
	7 015
	7 262

	Gross Capital Formation (% GDP)
	33.5
	29.8
	27.4
	22.6
	20.5
	25.2

	   Public capital formation (% GDP)
	10.4
	12.5
	11.7
	9.4
	8.6
	12.3

	   Private capital formation (% GDP)
	23.2
	17.3
	15.7
	13.2
	11.9
	12.9

	Gross National Savings (% GDP)
	15.4
	10.5
	12.4
	14.0
	9.8
	13.4

	Inflation (CPI)
	12.7
	16.8
	13.4
	8.1
	7.0
	12.8

	Exports Volume Growth (Goods) (%)
	19.1
	15.8
	16.2
	13.9
	-1.6
	-3.1

	Imports Volume Growth (Goods) (%)
	-1.9
	41.0
	-0.3
	4.2
	12.7
	9.1


Source: African Development Bank
3.
Sources of GDP

Over the past five years, growth averaged 8.9%, spurred by foreign-financed “mega-projects” and large aid inflows. In 2005, GDP increased by 6.2% in real terms, led by industry, which expanded 7.8%, mainly due to mining and electricity. The service sector followed, also growing strongly at 7.6%. Agriculture and fishing registered a modest growth rate of 1.6%. Real GDP is estimated to have risen by 7.9% in 2006, with 10.9% growth in agriculture and strong performance (15%) in the extractive industry.

The contribution of the major sectors to GDP is as follows for 2006: agriculture (21.1%), industry (30.9%) and services (48%).  This is shown in Table 2 and depicted in Figure 1 below.

Table 2: Contribution to GDP by sector

	Sector
	GDP (%)

	
	

	Primary 
	20.6

	   Agriculture and fishing
	19.7

	   Mining and quarrying
	0.9

	Secondary 
	19.3

	   Manufacturing
	12.9

	   Construction
	6.4

	Tertiary
	60,0

	   Trade
	21.2

	   Electricity and water
	5.9

	   Transport and communications
	16.4

	   Hotels and restaurants
	1.2

	   Government services
	6.6

	   Finance and business services
	3.3

	   Other services
	5.4


Source: African Development Bank
Figure 1: Contribution to GDP
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Source: African Development Bank
On the basis of continued expansion in construction and the coming on stream of investment projects, including Moma Titanium Minerals, growth is expected to reach 7.3% in 2007 and 6.8% in 2008.  

4. 
Primary sector

Mozambique has an agriculturally based economy. The country also has considerable mineral resources despite limited exploitation. The country’s oil and gas industry also has potential. Currently natural gas is being exploited and pumped to South Africa.  

Agriculture

Agriculture is the backbone of the economy, providing employment for over 75% of the workforce and contributing an estimated 24.2% to GDP.  In 2005, agriculture and fishing accounted for 20% of GDP, but 78.5% of total employment. While fishing benefited from a strong rebound, agricultural output suffered from a drought in some regions.

In 2006, abundant and regular rainfall and the timely provision of agricultural inputs contributed towards the best harvest over the last five years and triggered a strong recovery of agricultural production (6.5% growth). It is estimated that cereal production reached 2.1 million tons (maize alone accounting for 1.5 million), which was 10% higher than the previous season. Outputs of pulses and cassavas are estimated to have risen by 10 and 14%, respectively. Notwithstanding this progress, the authorities assessed the domestic cereal deficit at 565 000 tons, mainly due to the lack of wheat and rice.

Assuming favourable weather conditions and the adequate provision of inputs and extension services, a 12.2% increase in agricultural output is expected in 2007, led by rice and maize production. The production of cash crops (cashew nuts, cotton, sugar and tobacco) also rebounded in 2006, although agricultural diversification remains limited. Sugar remains the leading sector. 

After an extraordinary 2005 harvest, the best for three decades, sugar-cane production decreased in 2006 by about 3%, due to lower-than-expected rains in Marromeu and Mafambisse. 

Cashew nut production more than doubled between the 2004 and 2005 seasons, attaining 104 000 tons, reflecting in part a peak in biological productivity. Production is estimated to have fallen in 2006 to around 62 800 tons, but is projected to increase gradually over the following five years. New production areas are being developed in the south. Cotton production declined 15% to 78.5 thousand tons in 2005, but increased to around 110 thousand tons in 2006.

Tobacco registered an impressive 30% increase in output in 2005, but declined slightly in 2006 and is expected to level off in 2007.

At present the agricultural sector is still dominated by the family sub-sector, which accounts for 90% of the cultivated areas and includes 2.5 million households.  This sub-sector relies on rain-fed farming and uses very basic techniques, resulting in low yields. Large commercial farmers, who concentrate on cash and export crops, cultivate the remaining arable land.   

The main agricultural products are cotton, cashew nuts, sugar cane, tea, cassava (tapioca), corn, coconuts, sisal, citrus and tropical fruits, potatoes, sunflowers; beef, poultry.  The production of export crops increased by 10.5% in 2004.  The growth was largely due to the increase in the production of cotton (69.9%), citrus (1.6%) and tea leaves (19.2%), while cashew nuts, copra and sugar cane production decreased by 32.6%, 3.1% and 3.3%, respectively. 

With an estimated 36 million hectares of arable land, of which only 10% is presently in productive use, Mozambique has immense agricultural potential.  The wide diversity of soil types coupled with the diverse climatic conditions in the country facilitate the cultivation of a large variety of crops.

Most of the agriculture practised In Mozambique is non-irrigated.  However, the network of more than 60 rivers in the country has allowed for the construction of irrigation schemes.  Total potential irrigated area is estimated at 3.3 million hectares.  Currently, the main irrigation systems are at Chokwe and the sugar plantations in Incomati, Maranga, Buzi, Mafambisse and Luambo, covering a total of 59,000 hectares.  The Zambezi Valley offers both excellent arable land and readily available irrigation.  The government also offer special tax incentives. 

Livestock

The excellent climatic and land conditions in Mozambique could facilitate the development of livestock.  Livestock production increased by 12.5% in 2004.  Of this figure, cattle production grew by 11.3%, while the production of chicken and eggs grew by 12.8% and 35.9%, respectively.  Growth in livestock, which accounts for 1.6% of GDP, remains disappointing, as the sector is disease prone and suffers from inadequate feeding.

There is great potential for cattle, pigs, goats, rabbits, poultry, as significant volumes of meat, poultry and dairy products are currently imported, mainly from South Africa and Europe.

Fisheries

The fisheries sector in Mozambique is a major source of foreign exchange earnings, and accounting for about 2% of GDP in 2004.  The sector has both industrial and small-scale fisheries and employs about 100,000 people, 90% of whom are artisan fishermen of involved in fish processing and marketing activities.  Industrial fisheries have increased recently, particularly in lobster (100%), squid and octopus (175%), kapenta (67.6%) and crayfish (20%).  The country has a potential catch of fish and shellfish of about 300,000 tonnes a year.  

In 2005 the fisheries sector rebounded by 3.6% after experiencing a 3.8% contraction in 2004.  Aquaculture and traditional fishing were the main drivers of growth, as industrial and semi-industrial fishing declined by 13%, mainly due to a 65% reduction in the tuna catch. 

The main export species include crayfish, shrimp, fish and langoustine.  Mozambique exports primarily raw fish.  However, the government is promoting value-addition in this sector, including installations of processing plants and fishing infrastructure.

Aquaculture is also being vigorously promoted, especially shrimp aquaculture.  Following the expansion of prawn-farming areas, aquaculture production doubled. Prawn exports generated about US$91.8 million in 2004, registering a growth of 21% from the previous year.  Opportunities exist in oysters, mussels, algae and pearls.  Fishing is expected to grow by 3.3% in 2006 and 3.5% in 2007.

Forestry

Mozambique has an estimated 19 million hectares of productive woodland.  Tropical hardwoods, pine, eucalyptus, umbila, jambirre, chanfuta and African sandalwood are some of the valuable species found in the country.  The logging capacity of Mozambique is estimated to be about 500,000 cubic metres per annum.  

With about 1 million hectares of suitable land available, there is potential for the development of plantation forests.  This overall potential presents opportunities for investment to meet the growing local and international demand for timber, construction materials, furniture and pulp for the paper industry.

5.
Secondary sector 

Industry’s contribution to GDP in 2005 is estimated at 41.2%.  The industrial products include food, beverages, chemicals (fertilizer, soap, and paints), aluminium, petroleum products, textiles, cement, asbestos, tobacco. 

Table 3 below shows the contribution of industry to GDP, employment and exports. Although the industrial sector employs 74.6% of the workers it only contributes in 8.5% to the GDP.

Table 3:  Contribution of Industry to Mozambican economy

	Economic parameters
	National Total
	Industry total
	%

	
	
	
	

	GDP (in US$) 
	2.621.029.717,2
	441.603.913,212
	8.5

	Employment   
	609.287
	38.733
	74,6

	Export (in 1000 US$) 
	2.381.132
	2.036.677
	85.5


5.1
Manufacturing sector

The manufacturing industry in Mozambique is centred mostly in food processing and beverages (food, beverages, and tobacco processing account for 62% of all manufacturing). Mozambique's manufacturing sector is primarily engaged in the processing of locally produced raw materials, such as sugar, cashews, tea, and wheat. Brewing and textile production emerged in the 1980s, along with cement, fertilizer, and agricultural implement manufacturing. Other industries produce soaps, oils, ceramics, paper, railway equipment, radios, bicycles, and matches.  

The manufacturing sector expanded by 8.5% in 2005 and an estimated 5.7% in 2006. Manufacturing industry is concentrated in the larger cities of Maputo, Matola, Beira, and Nampula.

In Mozambique the number of SMEs is quite small, as illustrated in Table 4. The pharmaceutical industry is the least significant where only three companies considered to be medium-size exist.

Table 4: Number of SMEs by priority industrial sector

	Priority Industrial Sectors
	No. of enterprises

	
	Small
	Medium
	Total

	
	
	
	

	Agro-food processing
	858
	40
	898

	Minerals (metallic and non-metallic) processing
	313
	90
	410

	Pharmaceuticals
	0
	03
	03


The Mozal aluminium smelter in Maputo Province, created with a $2.1 billion investment by Australian and South African interests, now accounts for half of manufacturing output, making Mozambique one of the world’s leading exporters of aluminium. Mozal’s output edged up to 555 000 tons in 2005 compared with 549 000 in 2004. Further expansion (Mozal 3), is expected to increase Mozal’s capacity by an additional 250 000 tons per year by 2009. 

The food, beverages, and tobacco sub-sector is the second-largest manufacturing sub-sector. The government has decided to promote domestic tobacco processing by stipulating that growers’ will be allowed to use of the most favourable land on condition that they construct processing plants. This led Mozambique Leaf Tobacco, a subsidiary of the American Universal Leaf Africa Company, being awarded a concession to open the first green leaf processing plant in the country in May 2005.

Sugar and molasses production each fell an estimated 1 per cent in 2006, due to lower-than-expected cane production. Ethanol fuel production is still very limited, although the government plans to develop both bio-ethanol and bio-diesel programmes. Petromoc has signed a co-operation agreement with South-Africa’s Cofamosa to invest $150 million in an ethanol plant in Moamba which will use sugar-cane. The Portuguese group Nutasa is also building a similar plant in Maputo.

5.2
Mining

After expanding by 11% the previous year, output from the extractive industry sector is estimated to have increased by about 15% in 2006, with a strong rebound in coal production following the modernization of the Chipanga-IX mine. 

The mining sector is expected to expand further with the construction of the Moatize coal project and thermal power plant. The Brazilian Companhia Vale do Rio Doce, which has already invested approximately $80 million in the project over the last two years, has delivered the feasibility studies to the government and should start production in 2010. The development of the mine requires rehabilitation of the Beira-Tete railway and the construction of an export terminal at Beira port. 

The MomaTitanium Minerals Project, which will produce more than 750 000 tonnes of mineral sands a year, is almost completed, and production should start in 2007. The Irish firm Kenmare Resources has already announced that it intends to expand Moma’s capacity in the second half of that year. 

Sasol plans to double its gas production in Mozambique in the coming years, while new petroleum exploration began in 2006 in the northern Rovuma Basin.

5.3
Construction sector

The construction sector showed strong growth in the early 2000s, as projects to rebuild roads, bridges, schools, clinics, and other basic infrastructure were underway.  

Heavily influenced by mega-projects, the construction sector expanded by 3.8% in 2005. A new cement factory in Nampula is expected to alleviate the shortage of cement. A stronger expansion in construction is expected in 2006 and 2007, due to the implementation of several public-investment projects, especially the construction of the Zambezi Bridge, and the start of new mining projects.

6.
Tertiary sector

The service sector, which generates about 46% of GDP, grew by 7.6% in 2005, led by 15% growth of transport, energy and communications.

In late 2005, the government acquired Portugal's majority share of the Cahora Bassa Hydroelectricity (HCB) Company. More power is needed for additional investment projects in titanium extraction and processing and garment manufacturing that could further close the import/export gap. The government paid a first instalment of $250 million to acquire 67% of the Cahora Bassa Hydroelectric (HCB) plant, raising its stake in the company to 85%. The government is obligated to remit an additional $700million, which threatens to increase the country’s foreign debt substantially. The authorities claim that HCB will raise all the necessary financing itself, thus avoiding an increase in government indebtedness. 

A Memorandum of Understanding has also been signed with the Export-Import Bank of China for an investment of $2.3 billion in the new Mepanda Nkua Dam and 1 300-megawatt hydro-electric plant on the Zambezi River, which are expected to be completed in 2011.

The Government plans to review the telecommunications law and the possibility of clearance for a third cellular telephone operator to compete against state-owned M-Cell and Vodacom. A second fixed-line operator is also likely to be licensed before the end of 2007.

The government’s large-scale infrastructure programme, investments in the extractive industry, and high mineral exports were the main drivers of growth in 2006. Development projects, notably in donor-supported transport infrastructure rehabilitation, led to a jump of about 45% in public capital expenditure in 2006.Due to other large infrastructure projects, especially in urban renewal and road rehabilitation, public investment is expected to continue to grow by 15% in 2007 and 2008.

The expansion in construction that accompanied the new wave of mega-projects and the continued influx of foreign investment have led to a 15% growth of private investment in 2006; private investment is projected to remain strong in 2007 and 2008.Thanks to the results of the mega projects, extractive-industry exports have increased dramatically over recent years, and are expected to continue to grow substantially in the next two years.

7.
Informal sector

The informal sector and small enterprises in Mozambique are of major economic significance: the informal sector is in fact directly linked to the main objectives of development (increased production, job creation and income creation, combating poverty) (INE 2006).

The definition of informal sector in Mozambique is very difficult due to its complexity and interdependency to situations not yet explored in the data capturing systems.  Nevertheless, a national survey of the informal sector carried in 2005 shows that the informal sector employs about 7.7 million people (Table 5).  Of this number, about 5999 (78.4%) are in the rural area, while 1657 (21.6%) operate in the urban areas.

Table 5: Employment levels in the informal sector (‘000)

	Location
	Sector


	Total

	
	Agriculture
	Manufacturing and construction
	Trade and tourism
	Other services
	

	
	
	
	
	
	

	Urban
	1142
	114
	304
	97
	1657

	Rural
	5823
	42
	86
	48
	5999

	Total
	6965
	156
	391
	145
	7656


Source: INE (2006)
About 91% of the informal sector operators are engaged in agriculture, 2% in manufacturing, 5% in trade and tourism and 2% in other services.  This is shown in Table 6. 

Table 6: Distribution of the informal sector, by Economic sector (%)

	Location
	Sector


	Total

	
	Agriculture
	Manufacturing and construction
	Trade and tourism
	Other services
	

	
	
	
	
	
	

	Urban
	68.9
	6.9
	18.4
	5.9
	100

	Rural
	97.0
	0.7
	1.4
	0.8
	100

	Total
	90.9
	2.0
	5.1
	1.9
	100


Source: INE (2006)
Of those operating in the urban areas, 69% are engaged in agricultural activities, 7% in manufacturing and construction, 18% in trade and tourism and 6% in other activities.  On the other hand, 97% of informal operators in the rural areas are engaged in agricultural activities, 0.7% in manufacturing and construction, 1.4% in trade and tourism and 0.8% in other activities.  This is depicted in Figure 2 below. 

Figure 2:  Sectoral distribution of informal sector operators (by location)
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Source: INE (2006)
8.
The financial sector and micro-finance

The financial sector in Mozambique has undergone a rapid transformation, allowing many new entrants into the banking sector.  In addition to the Banco de Moçambique (the Central Bank), which regulates the industry, there are a number of commercial banks.  These include Banco Comercial de Moçambique, Banoc Standard Totta de Moçambique, Bano de Formento a Exterior, Banco Internacional de Moçambique, Banco Comercial de Investimentos, and a number of subsidiaries of other international banking groups.  The banks have branches throughout the country.

The Mozambique Investment Company is a venture capital fund.  The Commonwealth Development Corporation (CDC) has also established United Leasing Company, a leasing firm.

The Maputo Stock Exchange (Bolsa de Valores de Moçambique) provides a source of financing to large public listed companies.  

The insurance market is still in its infancy.  A commission has been set up at the ministry of Planning and Finance to draw up proposals for specific regulations to create an enabling environment for the growth of the insurance industry.   

The Bank of Mozambique has successfully stabilized inflation, following hyperinflation in the early 1990s, by restraining broad money growth. Inflation averaged 6.4% in 2005, compared to 12.3% in 2004.  For 2006, the Central Bank fixed a target of 15% for broad money growth, with a target of 7.5% for average inflation. Nevertheless, inflation registered a steep increase in the first quarter. The combined effect of rising petrol and food prices led to a surge in inflation from 3.2% in May 2005 to 17% in April 2006. In response, monetary policy was tightened through open-market operations in the first half of the year, pushing up the Treasury Bill rate to 17.5% in May 2006, an 8 percentage-point increase since October 2005.

Micro-finance

Microfinance is available on a limited scale relative to the size of the informal and SME sector in Mozambique.  The number of institutions that provide micro-finance is increasing rapidly, albeit from a small base. The major institutions are either registered banks or credit cooperatives, and operate on similar terms as traditional commercial banks. 

GAPI, a public- and donor-financed finance company, provides roughly $14 million in small project loans to SMEs (maximum $300,000; average $10,000), and $3 million in apex microfinance funding to smaller microfinance institutions (MFI).   GAPI helps to produce a more-inclusive financial system for promoting business activities.  It provides financing to informal sector associations and currently has 10 branches nation-wide.  GAPI provides both short-term and long-term financing, and does not necessarily insist on collateral like traditional commercial banks – loans are provided based on solidarity guarantees. 

GAPI is significantly involved in rural financing: 70% of its current portfolio of US$ 17 million finances the agriculture value chain, with 60% of the portfolio supporting rural area based operation.

Non-bank financing is limited, but the leasing industry is recovering, and several investment and merchant banks handle some financing. 

PODE, a World Bank-financed credit line of $12 million, has disbursed about $2.5 million, mainly to GAPI.  This is because of PODE’s terms are unacceptable to the commercial banks – the conditions for extending credit are too restrictive; PODE pays unacceptable low rates; minimum tenure (of 2.5 years) is considered too long time and risky for the banks in Mozambique; and also the bank assumes all the risk.     Besides, the commercial banks in Mozambique are liquid and do not need funds.  

IFC activities to promote enterprises linked to larger enterprises, especially Mozal, have supported some lending to SMEs and are expanding.

9.
Priority sectors: perspectives and potential development

The government welcomes the project and is willing to cooperate for the project implementation; government is committed to the programme and would contribute specially towards the products that have been identified by the government as priority and in which Mozambique has comparative advantage in the region. 

There is tremendous support and commitment from the Ministry of Trade and Industry to the Industrial Upgrading and Modernization Programme in the priority sectors selected.  The Government has adopted an SME development strategy, which is in line with the programme.  Provision will be made in the an annual budget to support the implementation of the programme in Mozambique. 

According to the deputy director of Mines, the present program is in line with National Strategy. The mining strategy has prioritised the construction of small to medium gold refineries and gemstones cut and polishing units in the regions of interest. The government is also looking at the spill over of the coal mining in Moatize (thermal power plant, coke plant) and the Heavy Mineral Sands Mining in Moma. The government is encouraging the value addition and has on going projects on use of Diatomite, Guano and phosphates in agriculture.  

All the donor agencies and technical support institutions in Mozambique, except the Association of Economic Agencies (CTA), consider the priority sectors as vital for the socio-economic development of the country.  Some CTA executives prefer that emphasis be placed on agro-processing and services (tourism related), and probably light industry and packaging as priority sectors for Mozambique.  This view is however, not supported by the industrial association, chamber of commerce, nor the Ministry of Trade and Industry.

10.
Economic integration

Economic reforms of the early 1990s promoted private ownership of industry and brought about a significant decline in the number of parastatals; from 1990 to 2000, over 1,200 smaller businesses had been divested, and 37 large enterprises had been privatised. Only 11 large state-owned companies remained, including the national airline, telephone, electricity, insurance, oil and gas exploration, port and rail, airports, water supply, and fuel distribution companies. 

Mozambique’s development strategy for the next five years is detailed in the Plano de Acção para Redução da Pobreza Absoluta II (PARPA II) for 2006-09. The PARPA II’s main objective is to reduce the incidence of poverty from the current 54% to 45% in 2009. To achieve this target, the government plans to continue its efforts to consolidate macroeconomic stability and to implement a second wave of structural reforms, encompassing the public sector, fiscal policies, governance, and the business climate. Compared to the earlier development strategy (PARPA I) with its strong focus on investment in social sectors, the new PARPA places more emphasis on promoting growth and the modernization of the economy, and points to decentralisation and development at the district level as key objectives. PARPA II calls for greater investment in economic sectors, especially agriculture and infrastructure, and for creating a favourable business climate, especially for small and medium-sized enterprises.

Public-sector reform was given fresh impetus, first with the creation of the new National Civil Service Authority which reports directly to the President of  the Republic, and second, through the preparation of Phase II of the Public Sector Reform Programme (2006- 2011), which focuses on strengthening the decentralisation process. To clarify the decentralisation strategy, a proposal to formulate the National Decentralisation Policy and Strategy was prepared in March 2006.

In order to promote and diversify foreign investment, the authorities are pursuing the development of special or “Rapid Development Zones” (RDZ) in the Niassa province, Nacala district, Mozambique Island, Ibo Island, and the Zambezi Valley. Investments in these zones are exempt from import duties on certain goods and from real property transfer taxes, and are granted an investment tax credit of 20 per cent of total investment. Also, a feasibility study for a free trade zone in the Nacala district has been launched. 

Despite these incentives, few firms have settled in the Belulane industrial park in Maputo. Businesses claim that operating costs are too high.  Nevertheless, investment at the district level improved in the second semester.

11.
Foreign Trade

Mozambique’s principal exports are agricultural products – cashew nuts, sugar, citrus, cotton and prawns; extractive sector products – aluminium, coal, natural gas, bulk electricity and timber: and manufactured items – cement, glass, asbestos and tobacco.  The principal imports are raw materials, spare parts, mining equipment, pharmaceuticals, consumer goods, crude oil, machinery and equipment, vehicles, fuel, chemicals, metal products, foodstuffs and textiles.

The main export destinations are Belgium, Netherlands, South Africa and Zimbabwe, while the main import origins are South Africa, Netherlands, Portugal, Japan and USA.

Mozambique’s current account deficit rose to 10.8 per cent of GDP in 2005 from 8.6% in 2004.The trade balance deteriorated in 2005 as exports, which increased from $1.50 billion to $1.75 billion, rose less than imports (from $2.03 billion to $2.47 billion). A surge in aluminium export prices and volumes boosted exports in 2006. 

Preliminary data suggest that merchandise exports reached $1.75 billion in the first nine months of 2006 (up 39% compared with the same period in 2005), offsetting a 24% growth in imports. The new projects in the extractive industry sector are forecast to boost imports of capital goods in 2007 and 2008, thus causing deterioration in the trade balance, since their contribution to export growth takes time to develop.

Gross international reserves increased from 4.6 months of imports of goods and services in December 2005 to 5.1 months at the end of June 2006.

Mega-projects play a major role in Mozambique’s trade, accounting for about 72% of exports and 17% of imports. Base metals are the leading export, accounting for about 60% of export revenue. Aluminium from the Mozal project is the single largest earner of foreign exchange. However, since the smelter uses imported alumina as raw material, its contribution to the net trade balance is limited.

Natural gas is the second-largest export item (14.3%). Other major exports include fish and crustaceans (5 per cent), cotton (3.5%), tobacco (2.5%) and sugar (2.2%).

Mozambique’s imports are dominated by mechanical and electrical machinery, vehicles, and iron and other inputs used by mega-projects. Despite an improved harvest, the country remains a substantial importer of cereals, especially wheat and rice.

Mozambique’s sugar exports under the preferential trade agreement with the European Union are expected to grow 35% in volume and 32% in dollar terms. A major concern for the sugar industry is the reform of the EU sugar regime and the associated 36% reduction in the guaranteed price over the period 2006/07-2009/10.  Also of concern is the longer-term competitiveness of the industry once the international sugar market is liberalised. 

The three-year fishing agreement with the EU, which gave access to Mozambican waters to European fishing vessels in exchange for fees from each vessel and a 4 million euros annual compensation fund, expired in 2006. The renegotiation of the agreement reached a standstill over the EU’s proposal to exclude some less-profitable species.  Frozen fish and crustaceans – mainly shrimps and prawns – generated export revenues of $84.3 million in 2005. However, the sector has been at risk since a recent EU inspection revealed serious sanitary problems, due to declining human and financial resources allocated to supervision. Prawns farmed by one aquaculture enterprise operating in Beira were banned from Europe.

Two major processes will shape the country’s trade policy in the coming years, notably regional integration and the negotiation of an Economic Partnership Agreement (EPA) with the EU. The negotiations for the EU-SADC EPA, which began in 2002 are scheduled to be completed in 2007.

Mozambique’s membership of the Southern African Development Community (SADC) also means that a schedule of tariff reductions will be imposed on intra-regional imports beginning in 2008, and leading to the complete elimination of tariffs by 2015. In January 2006, the government reduced the maximum tariff rate from 25-20% on imports from SADC countries and submitted a proposal to the Assembly to extend this measure to all trading partners. Negotiations with Zambia for a preferential trade agreement were concluded, but a final agreement has not been signed.

Abundant natural resources have made Mozambique one of the magnets for foreign direct investment (FDI) in southern Africa. The stock of FDI attained $2.4 billion in 2005. However, FDI inflows slowed down, declining to $108 million in 2005 compared to $337 million and $245 million in 2003 and 2004, respectively. Inflows are expected to increase again as new projects in mining and tourism start. The expansion of Mozal and Corridor Sands, and the possible development of the Rio Tinto’s titanium project are amongst the largest potential investments. 

12.
Sectors of interventions of the main funding institutions

Mozambique is among the world’s largest recipients of Official Development Assistance (ODA). Disbursed net ODA (including from non-DAC donors) amounted to about $1.3 billion in 2005, a 3.2% increase in nominal terms with respect to 2004 (about 1% in real terms), yielding a very high aid-to-GNI ratio of 21%. Assistance mainly consisted of grants (78% of the total), and was largely for general budget support. Direct budget and sectoral support in 2006 amounted to $297.5 million and is expected to rise to $583 million in 2007.

The overall coordination mechanisms of the UNDAF also apply to UNDAF-Plus. UNCT is therefore responsible for the overall coordination of activities implemented by UN agencies/programmes for the achievement of the UNDAF-Plus outcomes and outputs. Furthermore, a lead and associate agency/agencies are designated for each CP outcome to coordinate the actions and joint work planning.

The European Union (Delegation of the European Commission) in Mozambique provides direct support to the government budget.  The EU is currently funding the business environment services, trade and facilitation through UNIDO to the tune of €5.7 million. 

UNIDO supports private sector development under the coordination of the MIC and sectoral ministries, through improving access to private sector business and environmental services, including ICT, promotion of technology transfer through pilot and/or training facilities, private sector association building, improving food safety and quality assurance system, mainstreaming entrepreneurship training in secondary curriculum and further improving one-stop-shops for business licensing and registration.

UNIDO provides further technical assistance to the Government through an Integrated Programme on Industrial Development focusing on three UNIDO focus areas: (i) Poverty reduction through productive activities: addressing the cause of poverty not just the symptoms and supporting private sector development as engine of growth and employment creation; (ii) Energy and environment: developing energy efficiency, renewable energy sources and encouraging cleaner production; and (iii) Trade capacity building: addressing supply side constraints through quality programmes and industrial upgrading and modernization.

UNIDO supports the Government of Mozambique’s participation to important forums on industry such as the policy making bodies of UNIDO, the Conference of African Ministers of Industry (CAMI), NEPAD industrial strategies and initiatives; and like the African Productive Capacity Initiative (APCI). 

WHO supports the Government of Mozambique in the development of new policies or updated existing strategies to community involvement in the PHC in accessing basic social and health needs. Provide technical and financial support for the elaboration of guidelines, tools in order to empower NGOs to better enhance the skills of the community and ensure soft and sound health information sharing within and around different development strata (women, men, young and children). Provide technical and financial resources to NGOS engaged at community level to income generating activities. Minimize effect of diseases by providing technical and financial support to environmental prone diseases e.g. water borne diseases, sanitation, hospital waste management in selected health facilities and at community level.

UN-HABITAT is the leading Agency for promoting Municipal development and the achievement of socially and environmentally sustainable towns and cities with the goal of providing adequate shelter for all. UN-HABITAT is a major partner of Government in its effort for the improvement of human settlements and of the living conditions the urban poor. Focuses in Mozambique is essentially on long-term development strategies. In collaboration with the Government and in coordination with the other United Nations Agencies operating in the country, UN-HABITAT developed and is implementing a comprehensive programme called “Slum Upgrading and Vulnerability Reduction in Mozambique” that includes three inter-related main components:
1. Strengthening the legal and institutional framework and strategic planning tools for enhancing human settlements conditions, especially in slum and peri-urban areas.

2. Reducing the vulnerability of poor communities through disaster mitigation, sustainable land use planning and implementation of key slum-upgrading interventions.
3. Integrated water and sanitation interventions for effective slum upgrading through community participation.

FAO supports the development of policy and legislative instruments that allow for the design and implementation of a ‘twin track’ approach to agricultural and rural development and food security and poverty related issues: assisting with the commercial viable and sustainable exploitation of land, forestry, fishery and other natural resources based on environmentally sustainable crop, livestock, fishery and forestry production, productivity increases and product diversification interventions (at crop/livestock management, post-harvest or processing levels) in line with existing agro-ecological opportunities and constraints, fair and equitable market and trade development, including domestic, regional and international aspects of market access, while simultaneously identifying the most vulnerable rural population and ensuring their minimum food security by enhanced monitoring, evaluation and intervention mechanisms designed to provide minimum ‘poverty safety net’ constructions and initiatives. Specific policy assistance will also be provided, notably in the areas of a revision of the agricultural policy, the definition of the Rural Development Strategy and the formulation of a national irrigation strategy. Simultaneously, policy implementation assistance will be directed at the intensification and diversification of agricultural production and at agricultural marketing and trade improvements. 

IFAD provides Loans and Grants to the Government, technical and financial Support to the Ministry of Agriculture, Ministry of Fisheries, Ministry of Planning and Development, to the Central Bank of Mozambique in the context of the policy and Legislative framework and the creation of the enabling environment for the development economic initiatives.
ILO is engaging and mobilizing national organizations of workers and employers, as well as Ministry of Labour and national tripartite consultative mechanisms, to advocate for and participate in UNDAF+ implementation. Supporting implementation of the Employment and Vocational Training Strategy (under Ministry of Labour) and applying complementary funding and Technical Assistant from ILO-Netherlands Cooperation “Working Out of Poverty” (WOOP) Programme for Mozambique, which objective is to address unemployment amongst the most vulnerable groups, build the capacities of the social partners to effectively contribute to policy making and implementation and to mitigate the impact of HIV and AIDS in the workplace. In addition a Decent Work Country Programme for Mozambique will be implemented within the course of 2007. 

ITC assists the Ministry of Industry and Commerce in devising, implementing and monitoring pro-poor, gender and youth sensitive export strategies; facilitates the creation of backward and forward linkages - with a particular attention to poor communities, women and young adults-owned enterprises. Provides SMEs with access to export-specific information and to export management training. Diagnose Mozambique packaging industry and helps optimize the export packaging, transport, labelling and compliance with regulations, and packaging design.

UNCTAD’s experience with entrepreneurship and business linkages development programmes, particularly the EMPRETEC capacity building is being applied to enhance entrepreneurship and business development. Expertise will be drawn from existing EMPRETEC centre in Mozambique and in Africa to expand activities. The focus will remain on applying best practices to build the capacity of local entrepreneurs.  The short to medium term focus is on institutional capacity building and generating sufficient revenues, which will allow continuity of the EMPRETEC programme. The medium term and beyond should aim at sustaining the EMPRETEC centre and their missions within a different institutional set up: i.e. as leading commercial business development services (BDS) providers and centre of excellence for private sector development.
UNDP supports the Government through the Ministry of Industry and Commerce in capacity development for trade policy formulation and implementation; in strengthening capacity for international and regional trade negotiations especially under the WTO and mainstreaming trade in poverty discussions around PARPA2. UNDP will work with implementing partners to address  non-physical barriers to trade flows, trade facilitation including one stop centres and addressing supply side constraints.  It will address customs reform issues, support standardization, certification and quality assurance.  UNDP is also geared at providing support for microfinance activities and promoting sustainable business development.
Centre for Development of Enterprise (CDE)

CDE, which gives integrated assistance to individual enterprises and sectoral programmes.
 

13.
Competitiveness and costs of production

The World Bank’s Doing Business report classified Mozambique as having one of the world’s least conducive environments for business in 2005. The government is committed to tackling some of the shortcomings. The National Assembly has approved major revisions to the outdated commercial code. In the light of the new code and of complementary legislation, the procedures for company registration have been simplified, so that the time required for registration has fallen from 90 days to only a few days. 

Notwithstanding this progress, there remain serious problems related to corporate governance and lack of competition. A weak judicial system has been largely ineffective in resolving commercial disputes and protecting intellectual property rights. Counterfeited goods are widely found in the streets, damaging legitimate producers and tax revenues. Dominant incumbents and lack of competition in the service sector are often mentioned as a major constraint on private-sector development. The mingling of politics and business also contributes to the hostile business climate.

Business representatives complain about high severance payments and the difficulty of layoffs, as well as restrictions on hiring expatriates. The Labour Consultative Commission, a tripartite forum with representatives from government, trade unions, and the employers’ associations, agreed on a draft reform proposal in early 2006.The draft was later unilaterally amended and watered down by the Minister of Labour, and has not yet been submitted to Parliament for approval.

Progress on privatisation has slowed down, since the remaining state-owned enterprises are mostly public utilities. In 2006 the Tanzanian firm METL bought Texmoque, a large state-owned textile factory in Nampula and promised to invest $20 million in new equipment and resume production in 2007. The government has pledged $500 million to improve infrastructure, and especially to upgrade the port of Maputo by 2008. A specialised sugar terminal was opened in September 2006, and this is expected to double the sugar exports originating in the region being trans-shipped through Maputo. Construction of the Zambezi Bridge, linking the north and south of the country and budgeted at around $14.4 million, started in 2006, and should be completed by the end of 2009.

The South African shipping company Grindrod bought a 12.2% share in the Maputo Port Development Company, and has announced that it will invest up to $25 million to upgrade the Matola Coal Terminal’s capacity from1.7 to 6 million tons per year.

14.
Constraints for the private sector development 

The following constraints have been identified as militating against private sector development in the country:

· Despite the large reduction in the number of days needed to register a new company, deep-seated constraints to private-sector development remain, notably the weak judicial system.

· There is no clear sectoral strategy and complementary policies to facilitate sustainable agricultural development. 

· Lack of a coherent strategy to promote industry inhibits the country’s potential in agro-processing, light manufacturing, and tourism.

· Low capacity of processing, characterized by few medium and large scale processing factories; old factories mostly using very old technologies.  

· The majority of the processing capacity is in small scale factories, which do not purchase raw materials; they only render processing services. 

· Low financial capability of the national companies. 

· Weak productive capability of the labour (low level of training).

· Lack of awareness on the multiple uses of some minerals. 

· Potential for Dutch Disease.

· Capital intensive industry.

· Lack of adequate market for value added products.

· Low quality of the value added products.

· Lack of adequate financing mechanisms.

· Very special market rules (stock exchange) for mineral products.

· Shortage of skills, especially technical and managerial skills.

· Low level of industrial development.

15.
Institutions supporting the private/industrial sector

In Mozambique there is an increasing awareness of the benefits that flow from integration of small and medium enterprise (SME) suppliers and distributors into larger firms’ supply chains. Locally rooted supply chains can drive economic development, promote indigenous private sectors, and reduce poverty. 

SMEs need fairly intensive assistance to reach a point where they can work smoothly with large firms. Their needs might be as basic as learning how to prepare bids for contracts and figuring out how to scale up their volume of production without losing control of quality standards. Or working capital can be insufficient to bridge the gap between materials purchase and payment. 

To help local small and medium businesses deliver contracts to Mozal and other large businesses in Mozambique, a linkages program (Mozlink) has been set up. The program is a partnership between Mozal, the Centre for Promotion of Investment (CPI), the Africa Project Development Facility (APDF) of the International Finance Corporation and Projecto Para o Desenvolvimento Empresarial (PoDE). 

Mozlink is a collaboration between Big Companies in Mozambique and development agency partners, the Centre for Promotion of Investment (CPI), the World Bank’s International Finance Corporation (IFC) and PodeCAT, which aimed to:

· Build stronger and more competitive Mozambican SMEs,

· Transfer knowledge and capacity from foreign countries to Mozambique,

· Increase spend with Mozambican Companies.

Proposed SME institute

Government has plans to establish an SME institute that will attend to all aspects of SME development: capacity building on management, quality of the products, export promotion and trade facilitation, technology transfer and investment promotion and access to financial services.

16.
Problems to be solved

The HIV/AIDS pandemic is the biggest challenge for the country. The HIV/AIDS prevalence is 16.2 per cent, the tenth-highest in the world, and the country has one of the fastest-growing rates, with an estimated 500 new HIV infections each day.  Some provincial prevalence-rates exceed 20 per cent, with a peak of about 30 per cent along the Beira Corridor. 

Other problems include:

· Poor quality and limited quantity of raw materials;

· Seasonal variation of raw material supplies and prices;

· Labour law not up-to-date: no guidance on salary/remuneration packages;

· High transportation costs for raw materials and final products; 

· Lack of financial facilities as commercial credit and/or risk capital;

· Environmental degradation due to mining;

· Socio-cultural disruption; 

· Extinction of some medicinal plants due to over-exploitation and being exported in raw form.

17.
Recommendations 

The following recommendations are made for the Industrial Upgrading and Modernization Programme:

Capacity building

UNIDO should collaborate with all the relevant international agencies to support SMEs through capacity building and advisory services.  This should include, but not be limited to, skills training (both technical and managerial), mentoring.

Creating an enabling business environment

There is need to strengthen the business environment for private sector development.  These should include support for business law reforms, simplification of administrative procedures, strengthening of the competition regime and the investment climate.
Access to finance

The programme should facilitate access to finance, through better financial intermediation and the introduction of innovative financial products, support the emergence of innovative financial instruments, improvement in access to finance for the private sector, and financial sector deepening.
Quality programme

It is absolutely important to implement a quality programme that emphasizes production of goods to international standards.  In particular, agro-food products should satisfy sanitary and phyto-sanitary requirements.

Investment promotion

UNIDO should collaborate with CPI for investment promotion.  Since CPI has expressed its willingness to collaborate with UNIDO, the process should be fairly simple.

Cluster formation 

The Industrial Upgrading and Modernization Programme should include the provision of assistance for the formation of clusters, especially in the rural areas.  This will assist in improving the quality and quantity of output provided to the market.

Collaboration with Government

The establishment of the SME Institute as well as provision of government funding in the national budget for SME support should signal a very positive disposition on the part of the Government towards the Industrial Upgrading and Modernization Programme.  UNIDO will find in the Government a very willing partner to work with in implementing the programme.  

NAMIBIA

1.
Brief geo-socio overview 

Namibia is situated in south-western Africa, and is bordered by the Atlantic Ocean to the west, Botswana and Zimbabwe to the east, Angola and Zambia to the north, and South Africa to the south.  The country occupies an area of 824,116 sq. km.  

Namibia’s landscape is enormously varied – from vast expanses of desert and sand dunes to the rock formations of the south contrasting starkly with the savannah and woodlands of the central regions and the lush and forested scenery of the north-east.  The Namib desert lies along the whole of the west coast, and the Kalahari desert stretches along the southern, central and eastern border with Botswana.  The Namib desert stretches from southern Angola into northern Southern Africa for about 2 000 km at an average width of about 200 km.  

The only perennial rivers are found on the country’s borders: the Orange River on the southern border with South Africa, and the Kunene, Okavango, Kwando and Zambezi Rivers on the northern borders with either Angola, Zambia, Zimbabwe or Botswana.

The population of Namibia is 1.83 million (2001), with the majority of the people residing in the northern parts of the country.

The country has arid, semi-arid and sub-tropical climate.  The hottest months are November to February, with average temperatures between 20 to 36 degrees Celsius.  However, temperatures can exceed 40 degrees Celsius in the Kalahari Desert to the south of the country.  The winter months are June and July, with temperatures ranging between 6 and 22 degrees Celsius.

Main centres

Windhoek is the capital city of Namibia.  Situated in the central highlands of the country, Windhoek is attractive and is surrounded by hills and the Auas and Eros mountains.  The city lies 1,833 metres above sea level. Windhoek is the administrative, legislative and judicial centre of Namibia. It is also the commercial capital.  With some 230,000 inhabitants, Windhoek boasts of several modern amenities such as hotels, restaurants, conference facilities, specialised shops, beer gardens, and street cafes.  It also has world-class infrastructure.  Windhoek is linked to the world via an international airport, first class road network, a railway system and the port of Walvis Bay. 

Walvis Bay is a harbour town located on the Atlantic coast, and also serves as the western terminal of the Trans-Kalahari and Trans-Caprivi Highways.  The cold Benguela Current has an ameliorating effect on the climate of the town, keeping it cool all year-round. The economy of Walvis Bay depends on the fishing industry, which employs about 10,000 people. A 3,500-hectre salt field located to the south of the town produces more than 400,000 tonnes of high-quality salt annually for export to markets in Southern and West Africa.  Walvis Bay is linked to Namibia’s network of air, road and rail infrastructure.  

Social indicators

Although Namibia has the fifth-highest per capita income and the eleventh-highest Human Development Index in Africa, it faces daunting social challenges.  The majority of the population depends on subsistence agriculture and herding; Namibia has just over 200,000 skilled workers, as well as a small, well-trained professional and managerial class.  Therefore, there is a shortage of skills, resulting in about 10% of all positions being either occupied by people who lack the right skills, or remaining unfilled.  To compound this problem, the quality of education is low, despite the high government expenditure on education.

Consequently, Namibia has a high rate of unemployment (36.7%), high rates of rural poverty (about 42%) and large income disparities – the Gini coefficient (of 0.6) for Namibia is among the worst in the world.  

2.
Macro-economic indicators

Namibia has experienced several years of moderate economic growth, due mainly to strong performance in diamond production and prudent macroeconomic policies. Growth averaged 4.5% a year over the period 2000-05, and is expected to reach 4.8% in 2006 and 2007 and 4.9% in 2008. However, the Namibian economy is poorly diversified, relying heavily on extractive mining for export earnings and fiscal revenue, and is thus exposed to large and unpredictable fluctuations in commodity prices.

During the apartheid era, the majority black population was to excluded from the productive economy, and this has stifled entrepreneurship and professional development among the black population. Although Affirmative Action and Black Economic Empowerment (BEE) programmes were implemented to redress this situation, corrupt practices undermined this effort.

Namibia is a member of the Common Monetary Area (CMA), which also includes South Africa, Lesotho and Swaziland. The CMA membership means the country’s monetary policy is determined by the peg to the South African rand. This peg also links Namibia to South Africa’s inflation targeting framework, requiring the two inflation rates to converge to the South African Reserve Bank range of 3 to 6%.

Nevertheless, the annual rate of inflation for December 2006 was about 6.1%, the highest since August 2003 (6.7%), compared to a rate of 0.9% in May 2005. The increase is mainly due to increases in transport prices until the end of the second quarter (reflecting high international crude oil prices), food inflation, strong domestic demand and a weaker exchange rate. Imports account for 80% of the CPI (Consumer Price Index) basket. In line with South Africa’s CPIX (Consumer Price Index excluding interest rates on mortgage bonds), inflation averaged 5.1% for the year, compared to 2.2% in 2005 and is expected to remain around this level in 2007 and 2008. To counteract the build-up of inflationary pressures, the Monetary Policy Management Committee of the Bank of Namibia increased the bank rate by 150 basis points, to 8.5%, from June to October 2006.

Table 1: Main macro-economic indicators of Namibia

	
	2000
	2002
	2003
	2004
	2005
	2006

	
	
	
	
	
	
	

	Total Population (millions)
	1.9
	2.0
	2.0
	2.0
	2.0
	2.1

	   Urban (%)
	30.9
	31.9
	32.4
	32.9
	33.5
	34.0

	   Female (%)
	50.5
	50.5
	50.5
	50.4
	50.4
	50.4

	GDP, at constant 2000 prices (in US$ ml.)
	3 414
	3 729
	3 859
	4 113
	4 284
	4 489

	Real GDP Growth Rate (%)
	3.5
	6.7
	3.5
	6.6
	4.2
	4.8

	Real per Capita GDP Growth Rate (%)
	1.3
	5.0
	2.1
	5.4
	3.0
	3.7

	GDP at Current Market Prices
	3 414
	3 122
	4 474
	5 601
	6 064
	6 248

	Gross Capital Formation (% GDP)
	19.5
	19.7
	29.8
	25.5
	25.6
	26.0

	   Public capital formation (% GDP)
	6.1
	6.2
	7.0
	7.2
	7.6
	7.6

	   Private capital formation (% GDP)
	13.4
	13.5
	22.8
	18.3
	18.0
	18.4

	Gross National Savings (% GDP)
	30.4
	25.2
	34.9
	35.7
	31.3
	32.6

	Inflation (CPI) (%)
	9.3
	11.3
	7.1
	-0.7
	2.2
	5.1

	Exports Volume Growth (Goods) (%)
	-0.9
	2.1
	20.9
	8.8
	-12.9
	5.8

	Imports Volume Growth (Goods) (%)
	-5.2
	20.3
	5.2
	5.9
	3.9
	6.3


Source: African Development Bank
There are good prospects for improving non-traditional exports and increase the profits of traditional exports. 

3.
Sources of GDP
Namibia’s economy is small and closely linked to that of South Africa. GDP growth accelerated to 5.6% in 2002-04, then slowed down to 4.6% in 2005-06. Growth is forecast to average about 4.8% and 4.9% in 2007 and 2008, respectively. The recent acceleration of growth was made possible by increased global demand for minerals, reflected in high international prices for key export commodities such as diamonds, uranium, zinc, copper and gold. The economic structure has remained fairly stable over the past decade, with services contributing some 55% of value added.

Table 2:  Sectoral contribution to GDP, 2005

	Sector
	GDP (%)

	
	

	Agriculture, forestry and fishing
	11.9

	Industry 
	28.8

	   Mining and quarrying
	9.3

	   Manufacturing
	11.4

	   Electricity, gas and water
	4.2

	   Construction
	3.9

	Services
	59.3

	   Wholesale and retail trade
	11.2

	   Restaurants, bars and hotels
	2.4

	   Transport and communications
	8

	   Financial services
	4.5

	   Real estate and business services
	10.2

	   Government services
	20.6

	   Other services
	2.4


Source: African Development Bank
Figure 1: Contribution to GDP 

[image: image11.png]Construction
a%
Electricity, gas &
water

a%

Services
so%

Manufacturing

quarrying
0%

Agriculture, fore
stry & fishing
12%




Source: African Development Bank
The levels of employment in the various sectors of the Namibian economy according to the Labour Survey of 2004 are as shown in Table 3 below.

Table 3: Employment levels by sector (2004)

	Sector
	Total
	Female
	Male

	
	
	
	

	Agriculture
	102,636
	37,645
	64,991

	Fishing 
	12,720
	4,787
	7,933

	Mining and Quarrying 
	7,562
	1,653
	5,909

	Manufacturing 
	23,755
	11,673
	12,082

	Electricity, Gas & Water 
	6,151
	1,120
	5,031

	Construction 
	19,605
	1,309
	18,296

	Wholesale and Retail Trade, Repair of motor vehicles
	53,895
	26,891
	27,004

	Hotels and Restaurants
	13,132
	7,243
	5,889

	Transport, Storage and Communication 
	15,861
	3,117
	12,744

	Financial Intermediation
	7,582
	4,076
	3,506

	Real Estate, Renting and Business Activities
	9,375
	4,095
	5,280

	Public Administration, Defence & Social Security
	30,685
	10,469
	20,216

	Education
	31,168
	18,855
	12,313

	Health and Social Work
	14,010
	10,477
	3,533

	Other Community, Social & Personal Services
	12,632
	5,152
	7,480

	Private households with employed persons
	24,081
	20,014
	4,067

	Extra-Territorial Organisations & Bodies
	72
	0
	72

	Not Reported
	407
	102
	305

	Total
	384,922
	168,678
	216,651


Source: Ministry of Labour, and Social Welfare, Labour Survey 2004
Business confidence is quite strong, as shown by the consecutive records reached by the IJG1 Business Climate Index produced monthly by the Windhoek based Institute for Public Policy Research (IPPR), which in September 2006 rose by 2.6 points to 139.5 points.

4.
Primary sector

Primary industries, including agriculture, fishing and fish processing are the mainstay of the Namibian economy.

4.1
Agriculture

The share of agriculture in GDP has fallen continually since independence, and currently hovers around 6.8%. This sector is dominated by meat products such as beef, mutton and goat meat. 

Thanks to record rainfall experienced n 2005, agriculture grew by 10%. Good rainfall continued in 2006, but nevertheless, a decline in the number of livestock marketed during the year resulted in a contraction of about 6% in the first three-quarters of 2006.

Farmers had to postpone the selling of some of their livestock for purposes of restocking after the good rainfall, despite high meat prices.

Despite almost unlimited farmland, the country’s geological and climatic conditions make it difficult to generate enough income for the 1.2 million Namibians who rely on farming for their livelihood and who are mostly living in communal areas. Food demand exceeds supply, with imports of staple food from South Africa and Zambia filling the gap. Poor marketing, the small size of the domestic market, and the inability to add processing value and penetrate foreign markets all act as additional constraints on agricultural development.

Meat remains the major export product. Other export oriented farming products have developed recently in the south, especially grapes, pearl millet/mahangu and horticultural products.

4.2
Fisheries

Fishing is also a strong contributor to GDP, accounting for about 5.6%, but it exhibits a strong cyclical pattern since it is influenced by weather conditions, energy prices, and the exchange rate. After two consecutive years of contraction, the sector recovered gradually in 2005/06, although a four-week closed season for hake was imposed in October 2006 for the first time, and a closed area was also introduced, prohibiting vessels from fishing in depths of less than 200 metres. These actions followed from surveys that revealed mixed results. Most fish caught in Namibia are exported to Spain, although efforts are now under way to find new export markets in Asia, especially for species such as abalone.

5.
Secondary sector

5.1. 
Industrial sector

Namibia’s current industrial structure is based on its natural resource endowment, the desire to develop value addition to its natural resources, technological capacity and South Africa’s industrial strategy. This has resulted in Namibia having an industrial sector that is based largely on resources such as fish, fisheries products, livestock and livestock products, minerals etc.

In addition, Namibia is linked to neighbouring countries through its extensive road and rail network. This gives export-oriented industrialization a chance to succeed. Namibia has very effective telecommunications and ICT infrastructure. 

However, despite serious attempts to address the structural imbalances in the economy over the last 17 years, primary sectors of mining, fisheries and agriculture have maintained their dominance as major contributors to the GDP, employment, foreign exchange earnings and government tax revenue.

5.2
Mining

The mining industry accounts for some 9% of GDP, and is dominated by diamond extraction, which accounts for roughly 8% of GDP and has made Namibia the world’s seventh-largest producer by value in 2005. Cutting and polishing of diamonds also contribute to economic activity. NamDeb, a 50/50 joint venture between the Government of the Republic of Namibia (GRN) and De Beers, is the largest diamond firm. Various non-diamond operations include: Ongopolo (which re-opened around 2000 under new management); Rosh Pinah; Skorpion (2003/04); and UraMine (2006), which started production recently.

Rössing and Langer Heinrich currently mine uranium in Namibia; a third uranium deposit was launched at the beginning of 2007. Petroleum exploration is also underway, with BHP Billiton, Hunt Oil and Neptune active in this sector.

Mining accounts for 45% of foreign-exchange earnings and roughly a third of fixed capital formation. Although expenditures on mineral exploration has increased considerable in recent years, direct employment has halved since independence (to 7 400 people), reflecting the switch from labour-intensive onshore diamond extraction to capital-intensive marine operations, which represented 52% of 2005 production. 

Growth in Namibia has been driven by exports and private investment in the mineral sector. In 2005, for the third year running, mining investment at N$477 million outstripped government investment by a wide margin. Over the period 2006-08, other significant investments are expected to boost growth, including: the continuous introduction of new technologies for mining diamonds; the development of new uranium mines; and the development of the KuduGas Field and subsequent construction of the gas fired power plant. 

Diamond production rose by 50% on a year on- year basis in the third quarter of 2006, following an expansion of 28.1% in the second quarter of the year. Offshore diamond production in 2006 is estimated to have reached a record one million carats, thanks to the use of advanced marine prospecting and mining technology, whereas the relative share of onshore production is declining. Overall, diamond production expanded to more than two million carats in 2006 for the first time and is forecast to increase further in 2007.

NamDeb is promising ten million carats by 2010 and so new production records should be reached in the coming years. In January 2007, De Beers and the Government of Namibia also concluded negotiations started in November 2005 on the renewal of the five-year contract. Namibia succeeded in boosting its local cutting and polishing industry by increasing the share of NamDeb production destined for local sales; however, De Beers will maintain supply control over the so-called “specials”, i.e. diamonds of 10.8 carats and bigger.

5.3
Manufacturing Sector

Namibia has a relatively small manufacturing sector, which is largely based on its resource endowment. Therefore, the manufacturing sector consists predominantly of fisheries and meat. Other manufacturing activities include food, beverages, textiles, wood and wood products, paper and paper products, chemicals and chemical products, non-metallic products, and machinery and equipment.
Manufacturing, which accounts for 11% of GDP, recorded growth of -0.6% in 2005/06, owing to the poor performance of fish processing.

The government’s diversification efforts appeared to be bearing fruits, especially with the establishment of Ramatex Textiles, the refining of zinc at Scorpion Mine and establishment of several diamond cutting and polishing operations in the country. Ramatex Textiles alone employs more than 5000 workers, and exports its products to the United States of America under the AGOA regime. However, Namibia also suffered from the phasing-out of the Multi-Fibre Agreement (2006-2009), leading to jobs losses in the textile industry. Other large industrial firms, such as dairies, are also suffering from the high value of the currency and competition from South Africa and China.

As a way to strengthen the country’s manufacturing sector, the government has embarked upon import-substitution strategy. Government believes that a large part of these imported products can be sourced in Namibia, especially for products, such as household utensils, household stainless items, food, hardware, brushware, stationeries, footwear, office steel furniture, cleaning materials, uniforms, pharmaceutical products etc. 

The Namibian Government also recognizes the importance of the SME sector in creating employment and as an important source of household income. According to Impact Assessment Research carried out in 2004, the SME sector contributes about 12% to GDP and employs approximately 20% of the labour force in Namibia.  Consequently, the government has put in place a number of support programmes and measures/instruments to support the sector.  These include: tax and non-tax incentives, incentives for manufacturers/exporters, tax free export processing zone regime, the Small Business Credit Guarantee Trust, Vendor Development Programme, business plan and feasibility studies support programme, sites and premises development programme, Trade fair and exhibition support programme, Entrepreneurial training/development programme and the Technology transfer programme.

6.
Tertiary sector

6.1
Tourism

Among services, tourism (represented by hotels and restaurants) stands out in terms of contribution to export earnings. Tourism is the third biggest foreign exchange earner after mining and manufactured products. Tourism also contributes 3.7% of GDP and 4.7% of total employment, although the indirect contribution is estimated to be about 16% of GDP and 17.7% of total employment. Tourism is estimated to have grown by 21% in the first three-quarters of 2006.  

Namibia’s spectacular deserts, consisting of red dunes where some of the world’s most unusual flora and fauna can be found, its canyons (e.g. the famous Fish River Canyon), the Skeleton Coast, its renowned national parks and scenic mountains combine to make the country an attractive venue to ecotourism. The worldwide publicity generated by the presence in the country of well-known Hollywood stars also helps to boost Namibia’s image as a favourable tourism destination. 

6.2
Transportation infrastructure

Namibia’s has an extensive, well-maintained rail and road network.  One arm of the road network, the Trans-Kalahari Highway, is part of Walvis bay-Botswana-Guteng-Maputo Corridor that links Namibia to Botswana, South Africa and Mozambique.  Another arm of the road network, the Trans-Caprivi Highway, is part of the Walvis Bay-Caprivi-Ndola-Lubumbashi Corridor that links Namibia to Zambia and DRC. A third arm of the road network is the Walvis Bay-Oshikango-Namibie Corridor, which is part of the North-South Corridor linking South Africa to Angola through Namibia.  The Namibian railway system links Windhoek with Walvis Bay to the west, Gobabis to the east and Tsumeb and Grootfontein to the north.  The country boasts of a modern airport and civil aviation facilities.  

6.3
Telecommunications

Namibia’s telecommunications infrastructure is modern, digital and provides direct dialling to most parts of the world.  This infrastructure allows for modern tele-services such as ADSL, ISDN, teleconferencing, video conferencing, call forwarding and call barring. 

6.4
Real estate

The real estate market in Namibia is also showing moderate growth, which, combined with new infrastructure investment, is providing support to the construction industry. 

7.
Informal sector

The informal sector’s contribution to the economy is still very small, with retailing and distribution dominating the operation of the sector rather than manufacturing activities. The informal sector in Namibia has its origins in the past policies of apartheid which were designed to secure cheap black labour for the white-dominated the mining, commercial agriculture and manufacturing industries. 

At the moment there are no accurate statistics as to how many businesses there are in the informal sector and the number of people employed. The lack of statistics could indicate a lack of interest in this sector and the perceived insignificance it plays in the economy. Nonetheless, the informal sector provides jobs and incomes for and estimated 60 000- 80 000 people. 

8.
The financial sector and micro-finance

Namibia has a well-developed financial sector. It comprises of the central bank, four commercial banks, insurance companies, development finance institutions, non-bank financial institutions such as medical aid funds, retirement funds, collective investments, capital markets, stock exchange and microfinance institutions.

Namibia has four commercial banks, namely Bank Windhoek, First National Bank of Namibia, Standard Bank Namibia, and Nedbank, which have branches operating nationwide and offer a comprehensive range of banking services, including specialised merchant banking, international services, electronic banking and teller services. In terms of the modernity of its instrument, efficiency and strength, the Namibian banking sector is one of the best-developed systems in Africa, probably second only to South Africa. Nevertheless, the central bank is concerned that the banking sector is not sufficiently competitive.

The Namibia Financial Institutions Supervisory Authority (NAMFISA) was established through the NAMFISA Act of 2001 to supervise and regulate the non-banking financial industry.  One of its core objectives is to educate and protect consumers from inappropriate conduct by providers of financial services and products.

Financing for SMEs is available through:

· Government’s SME support schemes under the Ministry of Trade and Industry.  This pays part of the cost of feasibility studies, business plans, etc.  The Ministry of Trade and Industry is currently contemplating setting up an SME Bank;

· Development Finance Institutions, such as Development Bank of Namibia;

· Commercial banks – Bank Windhoek has an SME Branch; other commercial banks also provide financing to SMEs.

The Namibia Stock Exchange is a source of long-term financing for larger companies that wish to go public. 

The Financials Sector Assessment Programme (FSAP) conducted jointly by the International Monetary Fund (IMF) and the World Bank in 2006 found that although the Namibian banking sector was well developed, it had some shortcomings, including limited access to financial services.  Other concerns include the high transaction charges and other fees charged by the commercial banks.  The Namibia Finance Sector Charter, currently being developed, is expected to address these shortcomings.

Micro-finance
Micro-finance in Namibia is an infant industry, and the way it is structured is still developing.

In Namibia the providers of micro-finance are diverse entities with differing goals.  They include micro-lenders and other institutions such as non-governmental organisations (NGOs), private commercial banks, state-owned and postal banks, finance companies, insurance companies, credit unions and credit and savings cooperatives.

The establishment of the Namibian Financial Institutions Supervisory Authority (NAMFISA) in 2002 as a regulatory and supervisory body legitimized the micro-lending industry.

According to NAMFISA, there are currently 175 registered commercial micro-lenders, with a total loan book of about N$470 million.

NAMFISA ensures that the micro-lending industry sticks strictly to regulations that bar harmful practices.  These regulations, among other things, forbid charging higher interest than allowed in the Usury Act, lending more than 50% of a borrower’s take-home salary, or recovering loans through physical confrontation.

According to the Microlenders’ Association of Namibia (MLA), microlending is a more responsible industry now than in the early 1990s.

Reasons for loans requested include both once-off expenses, like fees, medical bills, and funerals, but also more common things like groceries and transport.

MLA has recommended interest rates of around 26% as fair.  Microlenders cannot take deposits and thus only lend out their own capital.  Also, they cannot charge the withdrawal and deposit fees that that banks do. MLA would like a mutually agreed maximum charge included in an envisaged NAMFISA Amendment Boll, which Government plans to table in Parliament.

As well as commercial businesses, a number of non-profit organisations and development projects have become involved in micro-finance.

Koshi Yomuti, or Banking ‘Under the Tree’, is a pilot project to take micro finance to the people, by providing loans on a sustainable manner, at low cost and under the collective control of the borrowers themselves.  Koshi Yomuti started in 2002.  It is financed by GTZ, and implemented by the French organisation, FIDES.  Koshi Yomuti has about 2711 clients of whom 85% are women.

Plans are afoot to register Koshi Yomuti as a bank, so it can receive savings as well as make loans.

There is also a steadily growing micro-finance sector growing within Namibia’s co-operative movement.  In addition to marketing surplus agricultural products, the co-operatives have been providing small loans to their members as a way to cater for their immediate needs and fund the establishment of small businesses.

Currently, there are 84 co-operatives registered with the Ministry of Agriculture, Water and Forestry.  Of this number, 15 have savings and credit schemes for their members.

Also involved in micro-finance is the Namibian Housing Action Group (NHAG) and Shack Dwellers Federation of Namibia (SDFN).  The SDFN owns the Twahangana Fund, which provides soft loans to savings groups formed in the communities to build low cost houses.  The programme targets household earning less than N$2,000 per month; the average income of participating households is about N$800 a month.  The fund began disbursing loans in 1996, and by February 2007 more than 1080 houses had been built.

Under an HIV/AIDS related NGO Project called HOPE, 70 small Village Health Funds have been set up that lend money to their ‘members’ to start or expand small businesses.  The small loans project started in September 2005.  About N$900,000 has so far been disbursed in loans.  There has been a 97% repayment rate. Over 98% of the recipients are women.

9.
Priority sectors: perspectives and potential development

The selection of three priority sectors is in line with Namibia’s national strategy (Vision 2030) and therefore has received support from all stakeholder groups.  In particular, the agro-food processing sector has a lot of potential for development, as it will lend support to the government’s on-going programmes to assist the SME sector in an effort to diversify the economy and reduce its over-dependence on the diamonds.  

In this regard, the Ministry of Trade and Industry (MTI) has developed programmes and schemes to assist SMEs (both start-ups and existing SMEs).  These include:

i.
The Private Sector Feasibility Study Fund for feasibility studies and preparation of business plans.  Through this Fund, competent private sector consultants are retained to assist SMEs with carrying out feasibility studies and preparing business plans for submission to financial institutions.

ii.
Small Business Credit Guarantee Trust

Since 1992 this Trust has been providing 80% guarantees cover for loans approved to SMEs by the commercial banks.  This is a risk-sharing inducement for financial institutions since most SMEs lack collateral security for bank loans.  The Trust is currently being transformed into a financial institution e.g. SME Bank

iii.
Fund for Physical Infrastructure: 

The Offshore Development Company is the implementing agency for this fund.  Under the Fund, cheap, affordable rental rates are charged for industrial estates.

iv.
Industrial Support Services

Under this programme, industrial support services are provided in all 13 regions of Namibia in the form of:

· support and information about Government schemes

· training of local consultants

· Vendor Development Programme (on Market Development)

The services of private consultants are also used to assist enterprises in terms of:

· Market access

· Preparation of financial statements

· Tax compliance

· Raising capital for expansion

· Joint Venture formation

· Sourcing technology: this programme for sourcing technology and raw materials from other places than RSA at cheaper/lower costs

In addition, MTI also facilitates participation of SMEs at international trade fairs.  

MTI also implements an integrated industrial development programme in collaboration with UNIDO.  This involves entrepreneurship training and engagements.

The Ministry of Agriculture, Water and Forestry (MAWF) also has a “Green Scheme” programme to develop agricultural potential through irrigation.   MAWF also has a horticulture development initiative focusing on crops in which Namibia has competitive advantage e.g. bananas, paprika.  In addition, there are plans to assist Namibian farmers to diversify their products. 

Finally, the Ministry of Mines and Energy provides financial assistance in the form of loans to Mining SMEs through the EU funded through SYSMIN programme.  Under this programme a Minerals Development Fund, a revolving loan fund, has been established to support Mining SMEs.  Beneficiaries must meet certain criteria and have a mining license.  

In the pharmaceuticals sector, all the stakeholders believe that Namibia has a lot of natural plants that remain unexploited for medicinal and cosmetic products.  Also, only a few pharmaceutical companies operate in the country, resulting in a heavy dependence on South African companies for basic pharmaceutical supplies.  It is believed that some of these products can be produced locally.  

It is also the view of the stakeholders that by including the pharmaceuticals sector, the few enterprises operating in this sector will receive the needed support to enable them improve upon their performances, create employment and become another source of foreign exchange for the country.

10.
Economic integration

Since independence, the Namibian Government has pursued free-market economic principles designed to promote commercial development and job creation to bring disadvantaged Namibians into the economic mainstream. To facilitate this goal, the government has actively courted donor assistance and foreign investment. The liberal Foreign Investment Act of 1990 provides for freedom from nationalization, freedom to remit capital and profits, currency convertibility, and a process for settling disputes equitably.

Namibia’s future economic development is based on the National Vision 2030, which sets measurable targets to be achieved.

With its small domestic market but favourable location and a superb transport and communications base, Namibia’s economic development depends heavily on regional economic integration. The country’s membership of both SADC and the Southern African Customs Union (SACU) with South Africa, Botswana, Lesotho and Swaziland are aimed at facilitating this process. Windhoek hosts the SACU Secretariat.  Within SACU, no tariffs are imposed on goods produced in and traded among the member states. SACU is also currently negotiating a Free Trade Agreement with the United States, the European Free Trade Association (EFTA) and the Southern Common Market (MERCOSUR). The SACU-United States FTA, however, has been put on hold due to disagreements over several issues, including “new issues” such as investment, government procurement and competition. This agreement will now be replaced by a less comprehensive version known as the Trade and Investment Co-operation Agreement (TICA).

The Economic Partnership Agreement (EPA) negotiations are expected to be completed by the end of 2007. This would assist Namibia to have both the regional and international market access for its manufactured products.

Apart from SACU tariffs, the country employs very few trade restrictions. The degree of openness of the Namibian economy is evident from its high import/GDP and export/GDP ratios. This high degree of openness together with a lack of significant diversification of economic activities makes the Namibian economy vulnerable to external shock.

11.
Foreign Trade

The main exports of Namibia are diamonds, minerals, fish, livestock and its by-products.  The main imports include food and beverages, vehicles and machinery. The main export destinations are UK, South Africa, Spain, France and Switzerland, while the principal import sources are South Africa, Germany, USA and France.

Diamond exports represents the largest item in total merchandise export, accounting for about 36% of total export earnings in 2006.

About 80 per cent of total imports come from or through South Africa, which absorbs only 30 per cent of exports. The European Union (EU) represents the main export market, in particular the United Kingdom (diamonds) and Spain (fish). Namibia is also actively taking advantage of the African Growth and Opportunity Act (AGOA), which allows apparels manufactured in Namibia duty-free access to the US market.

AGOA has created over 6 000 jobs and has led to investment in infrastructure, especially in support of the textile and garment industry. The United States also represents an important source of heavy equipment and machinery imports.

Agreements with India and China are imminent. Namibia’s transactions with the rest of the world are characterized by a small deficit in goods and a small surplus in services. Nevertheless, since 2006, booming exports in diamonds, gold, zinc and copper - reflecting higher international prices - have narrowed the trade deficit. In addition, a surge in SACU receipts has resulted in a strong improvement in the current-account surplus. The growth in mineral exports is expected to continue in 2007 and 2008, further improving the trade balance. The current account is also expected to benefit from increased tourism revenue and higher receipts from investment abroad.

Foreign direct investment (FDI) is heavily biased towards the mining sector, which attracted 65 per cent of major projects in the 2003-06 period. In manufacturing, most Asian FDI has been short-lived.

A revision of the investment legislation is currently under way to integrate trade, FDI and EPZ promotion. The recently established Agricultural Trade Forum should also play a key role in raising awareness and attracting investment towards the production and export of products in which the country has a comparative advantage, such as cotton seed, hides, karakul pelts, raisins, beer, fish, cattle meat and wool.

12.
Sectors of interventions of the main funding institutions

EU

Namibia’s status as a middle-income country does not facilitate access to concessional finance. In fact, donors’ support is declining. External grants through the budget dropped from 1.5% of the revenue in 2005/06 to 0.6% in 2006/07. Those funds are exclusively from the EU and are destined for rural water investments and rural roads. 

Millennium Challenge Account

In contrast to the above classification, Namibia was deemed eligible for United States Millennium Challenge Account assistance in the 2006 and 2007 selection rounds, under the lower middle-income category. The country is expected to receive about $450 million over the next five years to finance projects in the following areas: education, livestock, tourism, green scheme, indigenous natural products and roads.

DANIDA and DFID

The Dutch and British development co-operation agencies ceased their operations in 2006. 

Norsad, Swedish Bank also provide support to the SME sector

13.
Competitiveness and costs of production

With its small population of 1.8 million, the legacy of infant-industry protection, and a history of racially-tinted colonialism, the economy of Namibia is characterized by low competition, high regulation, and diffuse rent-seeking. The government has embarked on a reform programme to encourage much-needed competition.

The public sector plays a very significant role in the Namibian economy. State-owned enterprises (SOEs) dominate the economy. These include eight profit-making SOEs - Telecom Namibia, NamPower, TransNamib, the Roads Contractor Company, NamWater, Namport, Nampost and Namibia Airports Company – and two loss-making ones – and Air Namibia and Namibia Wildlife Resorts. The return on assets ratios are very healthy for non-regulated monopolies (such as the telecom and postal services providers), while the two loss-making SOEs have negative net asset values recorded in their books. Only NamPower has an international credit rating.

Also, there are plans to increase Namibian ownership in the mining sector up to 33 per cent. While efforts to redress the discriminatory legacy of the past are to be welcomed, this policy carries the risk of stifling entrepreneurship and perpetuating a culture of rent-seeking. 

This heavy role of the public sector has negative impact on investors’ perception of the investment climate, as reflected in Namibia’s slipping-down in the international competitiveness rankings. 

In December 2005 Fitch Ratings awarded Namibia an overall country rating of A-, reflecting an improvement in the perceived creditworthiness of the government.

14.
Constraints for the private sector development 

The main constraints to the development of the private sector in Namibia include:

· The dominant role played by State-Owned Enterprises (SOEs) stifles competition and dampens entrepreneurial spirit necessary for the private sector to develop. 

· The small size of the local economy is a serious constraint on the ability of the country to set and run efficient industrial activities.

· The critical shortage of technical and managerial skills as well as restrictive labour laws, which make it difficult to obtain work permits for expatriate workers combined with the long and cumbersome process for dismissing non-performing workers, act as a serious constraint to the efforts to promote private enterprise in Namibia.

· Government bureaucracy and red tape also restricts the ability of private enterprises to grow and acts as a disincentive to entrepreneurship.

· Lack of financial resources, including inadequate financing for export companies e.g. difficulty in establishing letter of credit through the banks restricts private sector development in Namibia.

· The lack of information on foreign markets also limits the ability of Namibian producers to provide the right products to the export markets.

· Poor coordination of different support programs and instruments, and the lack of consistency in the implementation of the government procurement policy etc are formidable constraints to the development of the private sector in Namibia.

15.
Institutions supporting the private/industrial sector

The following institutions/organisations provide support for the private/industrial sector:

Namibia Chamber of Commerce and Industry 

The Namibia Chamber of Commerce and Industry (NCCI) has an SME support programme, called Namibia Regional Trade Programme, supported by USAID.  This programme enhances capacity and trade facilitation, carries out needs assessment at firm level, and facilitates cluster formation.

NCCI utilises the services of private consultants for training provision, provides the support on cost-sharing basis and monitors the performances of its clients on quarterly basis.  Programme beneficiaries target the SADC markets, specifically Zambia, Angola, Botswana and South Africa.

NCCI does not have the right expertise and mandate to facilitate access to finance, operating with a budget limitation of US$370,000. NCCI has linkages with German, Finish (Finland), US support institutions; and also received support (funds) from the Ministry of Trade and Industry. 

CRIAA SA-DC 

CRIAA SA-DC promotes commercialisation of natural resources, especially botanicals; producers are private sector people.  It has been supporting development for more than 10 years.

It promotes processing (value addition), marketing (both domestic and export). Positive results being realised include: diversification of income sources for participants, export markets developed for lipid oils, cosmetics being produced from natural resources unique to Namibia, and exports in excess of N$2 million per annum.

There is a growing niche market (not commodity market) for natural resources.  For example, the Eudafano Women’s Cooperative, a rural women producers association of 6000 members produces morula kernel, processes the kernels into oil at its processing factory located Ondangwa and exports the produce to the cosmetic industry world-wide.  Products are sometimes exported to Europe for further processing.

CRIAA SA-DC is currently working towards Organic certification for the products of its clients. In that regard, Phyto-Trade Africa (pioneered by Namibia for SADC) is collaborating with UNCTAD on regulations and certification.

CRIAA SA-DC has received funding from IFAD, the French Government and the US Government.  The American Millennium Challenge is also willing to invest US$10 million over next 5 years for developing indigenous plants.  EU and the Rural Poverty Reduction Programme of the World Bank will also provide some funding.

SMEs Compete 

SMEs Compete is an NGO born out of a USAID programme with the Namibia Chamber of Commerce and Industry (NCCI).  SMEs Compete focuses on SME sector and assists its clients with market access.  It also provides training programmes, both technical and non-technical.  It is involved in the agro-food processing sector, supporting clients that supply speciality products to the South African market.

SMEs Compete has more than 423 clients and increasing; it does not take start-ups.  It insists on its clients contributing towards the cost of the support they receive.  To provide this support, SMEs Compete receives donor funding from Germany.

Development Bank of Namibia 

The Development Bank of Namibia (DBN) was launched in April 2004 as Development Finance Institution (DFI).  The Namibia Government holds all the DBN shares, and provided the seed capital.  The Board includes 5 private sector people – 2 lawyers and 3 Chartered Accountants

DBN generates its own funding, and has the German Development Bank, Industrial Development Corporation (IDC, South Africa), the Development Bank of Southern Africa (DBSA), African Development Bank, and African Import-Export Bank as its partners.

DBN has a special development fund to support SMEs in partnership with Bank Windhoek (see below).  The two banks provide the SME loans through co-financing arrangements.  DBN also shares cost of mentoring with Bank Windhoek; they provide 98% of cost, and the client pays 2%.  

DBN’s operations are based on the principles of checks and balances; principles of ensuring sustainability; risk management is part of management practice.  Therefore the bank places a lot of emphasis on capacity building through an exchange programme with IDC.

Projects supported to date include a Water Purification Plant in Walvis Bay, a Marble processing project, and a Tourism project
Bank Windhoek 

Bank Windhoek has unit dedicated to providing SME support.  Working in partnership with the Development Bank of Namibia (DBN), Bank Windhoek provides credit facilities and support in the form of mentoring.  It also has a system for screening applicants and carrying out diagnostics.  Although the bank can take security, collateral security is not a necessary condition for approving SME loans.  These loans to SMEs are provided at the lowest interest rates in Namibia, sometimes less than the prime interest rate.

Bank Windhoek out-sources the provision of mentorship and training to external consultants.  The bank and its partners pay 98% of mentoring and training cost, while the enterprise (client) pays balance (i.e. 2% of the cost).  The mentoring and training focuses on systems development, marketing and compliance.  In providing this support, the bank places emphasis on employment creation, gender and previously disadvantaged Namibians. 

Other support structures

The specific government ministries that have mandate for the sectors concerned also provide additional support for SMEs in Namibia (see section 9 above).    

The Polytechnic of Namibia also has an SME support programme.

16.
Problems to be solved

In promoting industrial development in Namibia, the following problems need to be addressed.

Shortage of skills

Namibia does not have well-trained and experienced workforce in the manufacturing sector.  As the result, productivity is relatively low in relation to factor output. This can threaten competitiveness of the Namibia’s products in national, regional and international markets. 

Limited access to finance to SMEs 

SMEs also experience limited supply of local financial capital due to conservative nature of commercial banks.  Local commercial banks require collateral security, which most SMEs do not have, and therefore these SMEs are denied access to financing.  Also, the interest rates and other bank charges are very high, producing a negative impact on the working capital of the SMEs.  The proposed SME Bank may provide some respite.

Limited access to external markets

Due to its small population and low levels of income for the majority of the population, the domestic market is limited.  This makes it absolutely necessary for Namibia products to gain access to the international markets.  Lack of market information, high factor costs and poor quality of the products undermines the competitiveness of these products in international markets.

Lack of locally produced intermediate inputs

Due to limited value addition in the economy, it is difficult to obtain necessary inputs locally.  Spares have to be imported usually from South Africa, often at high prices and with poor delivery times.  This impacts negatively on the performances of local enterprises.

Fierce competition from imported products

Subsidized products from external markets, coupled with the low productivity of local labourforce and high costs of production poses a serious threat to Namibia’s drive to industrialization. 

17.
Recommendations

The following recommendations are made for the Industrial Upgrading and Modernization Programme in Namibia.

Capacity building and skills development

Human as well as technical capacity needs to be developed in order to provide the required human and technical input for industrial development.  Capacity also needs to be developed for certification of agro-based products.

Quality programme

Improving quality, upgrading and modernization of industries and related services are considered priority for both the private and public sectors.  A serious effort must be made to improve quality of products and services under this programme.  The adoption of best practice must be central to the programme. The quality programme should also be implemented in the supply of raw materials, especially to the agro-food processing programme.  This will address the stringent sanitary and phyto-sanitary requirements for agricultural products worldwide. 

Product diversification and export development

Due to the small size of the domestic market, the industrial upgrading should assist local manufacturers to diversify their products and target the export market.  A strategy should be developed for the promotion of agri-business activities in Namibia. 

Market identification, penetration and development should therefore be given top priority.

The SADC and African markets are virtually untapped, and good quality products from Namibia can enter these markets profitably.  

Technology transfer

The Industrial Upgrading and Modernization Programme should promote technology transfer as a key aspect.  This will facilitate the acquisition and use of modern technology and production of manufactured goods more efficiently.  

Government facilitation

It is absolutely important to align SADC Industrial Upgrading and Modernization Programme to a National strategy, Vision 2030.  All the stakeholders in Namibia are willing to support the Upgrading and Modernization Programme.  Incentives are also being provided to those in the SME sector.  The stakeholders urge that the industrial upgrading programme should be implemented as soon as possible for SMEs to be assisted to grow and to enter international markets with their products.

Finally, it is recommended that UNIDO proposes to the Government a policy mix that seeks to improve the terms of financing of SMEs, and assists micro-finance institutions and develops them so as to enhance the ease of doing business in Namibia.

SEYCHELLES

1. Brief geo-socio overview

The Republic of Seychelles is a small resource deficient archipelago nation of 116 islands in the Indian Ocean, some 1,500 kilometres east of mainland Africa, northeast of the island of Madagascar. Other nearby island countries and territories include Zanzibar to the west, Mauritius and Reunion to the south, Comoros and Mayotte to the southwest, and the Suvadives of the Maldives to the northeast. Its land area is 45,500 ha and territorial sea (Exclusive Economic Zone) covers an area of 1,374,000 km².

With a population of about 85,000 people (50.8 per cent men and 49.2 per cent women)
, Seychelles is the smallest and the youngest SADC Member State (rejoined the organization in August 2008). 

The climate is equable and healthy, although quite humid, as the islands are small and subject to marine influences. The temperature varies little throughout the year. The southeast trade winds blow regularly from May to November, and this is the most pleasant time of the year. The hot months are from December to April, with higher humidity (80). March and April are the hottest months. Most of the islands lie outside the cyclone belt, so high winds are rare.  Seychelles is noted for its sound environmental policies, and the country has the highest proportion of protected land in the world (over 50% of the total).

Main centres

The capital, Victoria, situated on the island of Mahé, is located 1,150 km northeast from the furthermost island, the atoll of Aldabra, 1,590 East km from Mombassa in Kenya and 900 km North from Madagascar. It is the only port of the archipelago and the only town of any size in Seychelles. It serves as country's business and cultural centre.

Mahé (15,500 ha), Praslin (3,800 ha) and La Digue (1,000 ha) are the most important of so-called inner islands which are mostly granitic by their nature with rugged topography. All the granitic islands are situated within a distance of 50 km from Mahé. Accounting for around 97% of country’s population these three islands concentrate the overwhelming majority of business activities in Seychelles. It is notable that the 74 coralline islands support a population of only 300 people. 

Social indicators

Seychelles has met most of its MDG targets and is on track to meet all MDG goals by 2015
 and the Human Development Report 2006 classified Seychelles at high human development, with a Human Development Index (HDI) ranking of 47 (the highest in Africa); per capita gross domestic product around $8,700 or (US$ 16,652, based on the Purchasing Power Parity, PPP); a human development indicator of 0.842; a life expectancy index of 0.80; a combined gross enrolment ratio for primary, secondary and tertiary schools of 80%; and population growth of 0.432 per cent
. 

Table 1: 
Seychelles’s human development index 2005

	HDI value
	Life expectancy at birth 
(years)
	Adult literacy rate 
(% ages 15 and older)
	Combined primary, secondary and tertiary gross enrolment ratio (%)
	GDP per capita
(PPP US$)

	
	
	
	
	

	1. Iceland (0.968)
	1. Japan (82.3)
	1. Georgia (100.0)
	1. Australia (113.0)
	1. Luxembourg (60,228)

	48. Costa Rica (0.846)
	65. Tonga (72.8)
	48. Occupied Palestinian Territories (92.4)
	49. Czech Republic (82.9)
	38. Hungary (17,887)

	49. Bahamas (0.845)
	66. Bulgaria (72.7)
	49. Panama (91.9)
	50. Occupied Palestinian Territories (82.4)
	39. Barbados (17,297)

	50. Seychelles (0.843)
	67. Seychelles (72.7)
	50. Seychelles (91.8)
	51. Seychelles (82.2)
	40. Seychelles (16,106)

	51. Cuba (0.838)
	68. China (72.5)
	51. Mexico (91.6)
	52. Belize (81.8)
	41. Slovakia (15,871)

	52. Mexico (0.829)
	69. Lithuania (72.5)
	52. Jordan (91.1)
	53. Bulgaria (81.5)
	42. Saudi Arabia (15,711)

	177. Sierra Leone (0.336)
	177. Zambia (40.5)
	139. Burkina Faso (23.6)
	172. Niger (22.7)
	174. Malawi (667)


Source: UNDP, 2007/2008 Human Development Report
Education and healthcare have been priorities for the ruling Seychelles People’s Progressive Front (SPPF) administration since 1977, with the result that Seychelles now enjoys some of the highest literacy rates and one the best healthcare systems in Africa. Education is free, and compulsory between the ages of 6 and 16. This applies to both males and females, and there is no gender imbalance in enrolment figures. According to World Bank figures, the combined gross enrolment rate for primary, secondary and tertiary education was 82.2% in 2005. Although students seeking a university education must travel abroad, there are non-tertiary secondary education facilities, such as trade or professional schools, available on the islands, including the Seychelles Polytechnic, the Seychelles Hospitality and Tourism Training Centre, and the Maritime Training Centre. According to official figures, 96% of the population were literate at the end of 2007, although this figure is almost 100% for school-aged children.

2. Macro-economic indicators

Real GDP growth of Seychelles averaged over 6% in the 1960s and 1970s, but became far more volatile in the 1980s and 1990s, although it remained positive, averaging around 3%. Since the late 1990s, however, the poor policy environment, the difficulty of attracting increased tourist numbers, the slow growth of tuna production and the lack of economic diversification caused the economy to contract sharply by over 10% in 2003-05. However, the implementation of some long-needed economic reforms in 2006 allowed a strong recovery of the tourism sector, which also led to a boom in the construction of hotels and resorts. As a result, real GDP grew by 5.3% in 2006 and 6.1% in 2007. 

The Central Bank of Seychelles (CBS) has issued a thoroughly revised set of real (and nominal) GDP figures, re-based on 2006. These show that the economy is about 25% larger than had been expected – with nominal GDP of SRs5.7bn (US$855m) in 2007.

Table 2: 
Main economic indicators, 2003-2007

	
	2003
	2004
	2005
	2006
	2007

	
	
	
	
	
	

	Population (m)
	0.084 
	0.085 
	0.086 
	0.086 
	0.087

	GNI per capita (US $)
	7480 
	8130 
	8390 
	8650 
	…

	Real GDP Growth Rates (%)
	- 5.9 
	- 2.9 
	1.2 
	5.3 
	6.1

	GDP at current market prices
	73.21 
	89.13 
	218.31 
	253.07 
	313.06

	Gross capital formation
	705.70 
	699.80 
	722.62 
	774.79 
	706.18

	Consumer price inflation (av. %)
	3.3
	3.9
	0.9
	-0.4
	5.3

	Gross domestic savings
	151.91 
	102.96 
	27.45 
	78.70 
	-6.10

	Trade balance
	-91.44 
	-155.17 
	-299.31 
	-287.39 
	-376.94

	Exports
	291.50 
	301.10 
	350.91 
	422.95 
	512.14

	Imports
	382.95 
	456.27 
	650.21 
	710.34 
	889.08


Source: African Development Bank, 2008

At an estimated US$10,106 in 2007, Seychelles' GDP per head is one of the highest in Africa and puts the islands in the World Bank’s "upper middle-income" bracket. However, given the small size of the economy (estimated at US$855 ml in 2007), the islands remain vulnerable to external shocks.

A plan of gradual reforms implemented by government in recent years also included currency realignment, privatisation, trade liberalisation and measures to improve the business environment. The improvements in growth fundamentals, a high inflow of FDI and the strong gains in tourism earnings did not however translate into any immediate relief in the foreign exchange situation of the banking system which is critically in short supply yet the country depends heavily on imports of raw materials, intermediary and capital goods and also of consumables. 

The economy is physically isolated. Whilst East Africa is the closest landmass to Seychelles, and whilst Seychelles is a SADC and COMESA Member State, trading relations with these regions remain very limited. Locational determinants are important sources of economic vulnerability for many small island developing states (SIDS) as physical isolation from dynamic regional markets leads to substantially higher costs in terms of sea freight and air cargo.  

It is estimated that real GDP growth fell to 3.1% in 2008 (from 6.1% in 2007) owing to much slower growth in the all-important tourism sector. Visitor numbers rose by 3% year on year in the first three quarters of 2008 (compared with 14% growth in the same period in 2007) reflecting reduced demand for long-haul holidays in the key European market, as the EU countries fall into recession. In 2009 Seychelles’ real GDP is expected to contract by 1%, as tourism suffers a setback because of adverse economic conditions in rich-country markets. The devaluation of the Seychellois rupee in November 2008 will boost competitiveness, but this is unlikely to offset the downturn in visitor numbers. 

3. Sources of GDP

With an arable land of 2.17% of a total area of 455 sq. km, Seychelles is very constrained for extensive agriculture and industry land usage leading to very small industrial and agricultural sectors and therefore tourism dominates the economic structure. The share of agriculture (mainly fisheries) and industry in GDP are 2.3% and 19% respectively compared to 78.8% for services (including tourism). 

Table 3: Sectoral Contribution to GDP, 2004-2007 (in %)

	Sector
	2004p
	2005p
	2006p
	2007i

	
	
	
	
	

	Primary Sector
	2.7
	2.7
	2.5
	2.3

	Agriculture, forestry and fishing
	2.7
	2.7
	2.5
	2.3

	Secondary Sector
	19.8
	20.6
	20.8
	19.0

	Manufacturing
	11.6
	11.5
	11.2
	10.0

	Construction
	5.4
	6.9
	7.1
	6.9

	Energy and other industries
	2.8
	2.2
	2.6
	2.1

	Tertiary Sector
	77.5
	76.7
	76.7
	78.8

	Wholesale and retail trade; repair of motor vehicles and motorcycles
	5.5
	5.1
	5.1
	6.0

	Transportation and storage
	9.9
	12.3
	13.7
	14.2

	Accommodation and food service activities
	9.2
	9.5
	9.9
	13.3

	Information and communication
	5.5
	5.6
	5.7
	5.0

	Financial and insurance activities
	6.2
	5.9
	6.7
	6.6

	Real estate activities
	10.7
	11.1
	11.3
	11.3

	Other service activities
	30.6
	27.2
	24.3
	22.5


Note: p – provisional, i – indicative data

Source: National Statistics Bureau, 2008
Historically, tourism activities have played an important role in the Seychellois economy in terms of employment and wealth creation. The recent efforts by the government to boost tourism have paid off significantly, compared with 2005, arrivals in 2006 improved by 9.3% to 140,627 visitors up from 128,654 whilst estimated tourism income rose to R1.3 Billion
 (about US$ 200 millions). Other services sectors include transport, communications and commerce. Initiatives to overcome shortage of arable and industrial space are being considered especially the promotion of Cottage Industries by the Small Enterprise Promotion Agency SEnPA. 

Figure 1: Percentage Sector GDP, 2007
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4. Primary sector

4.1
Agriculture 

Given the small size of the islands and the rapid economic development, the importance of the agricultural sector has, unsurprisingly, fallen significantly over the years. Once the backbone of the economy, agriculture, forestry and fisheries (excluding tuna canning) now account for only 2.3% of GDP, and the islands are far from being self-sufficient in foodstuffs; in addition, they have to import food for the tourism industry. The process was hastened by the controls on production and prices implemented by the parastatal Seychelles Marketing Board (SMB) in the 1980s. 

While the tourism and industrial fishing industries were on a roll in the late 1990s, the traditional plantation economy atrophied. Cinnamon barks and copra – traditional export crops – had dwindled to negligible amounts by 2007. There were only 63 tonnes of cinnamon bark and 41 tonnes of copra produced in 2007, reflecting a decrease of 84% in copra production from 2006. In an effort to increase agricultural self-sufficiency, Seychelles has undertaken steps to make the sector more productive and to provide incentives to farmers. Much of the state holdings in the agricultural sector have been privatized, while the role of the government has been reduced to conducting research and providing infrastructure.

Table 4:  Agricultural production in Seychelles, 2004-2007

	
	2004
	2005
	2006
	2007

	
	
	
	
	

	Cash crops (tonnes)

	Copra 
	293 
	158 
	253 
	41

	Cinnamon bark 
	205 
	10 
	23 
	63

	Tea (green leaf) 
	214 
	219 
	189 
	222

	Livestock slaughters (nos.)

	Cattle 
	117 
	87 
	59 
	75

	Pigs 
	9,461 
	9,133 
	9,005 
	9,306

	Chickens 
	750,593 
	751,360 
	817,940 
	833,320


Source: National Statistics Bureau, 2008
4.2
Fisheries 

Along with tourism, fishery is another key sector for Seychellois economy. The sector has three main components: artisanal fisheries, carried out by local fishers, with small motorized boats targeting mainly demersal and semi-pelagic species; semi-industrial fishery consisting of small, locally owned long-liners targeting pelagic species especially tuna and swordfish; and industrial fisheries, comprising foreign-owned purse seiners and large long-liners primarily targeting tuna species (yellow fin and skipjack). 

Although several aquaculture projects have been proposed in Seychelles, only three projects have been implemented. The availability of land and freshwater resources being a limiting factor, any aquaculture project would have to be marine-based aquaculture, i.e. mariculture. There are currently three active mariculture projects in Seychelles, all being located outside Mahé. These are the Coetivy Prawn Farm, and the Pearl Oyster Farm and the Giant Clam Farm, both located on Praslin.

Table 5:  Fisheries in Seychelles, 2004-2007

	
	2004
	2005
	2006
	2007

	
	
	
	
	

	Fishery products (tonnes)

	Fish landed 
	4,177 
	4,583 
	4,050 
	4,211

	Canned tuna 
	36,109 
	40,606 
	40,222 
	31,569

	Other processed tuna 
	585 
	334 
	218 
	276

	Crustaceans 
	1,175 
	772 
	699 
	368

	Smoked Fish 
	16 
	15 
	25 
	29


Source: National Statistics Bureau, 2008
The Prawn Farm is operated by the Seychelles Marketing Board and is located on Coetivy Island, 300 km from Mahé. The farming operation started in 1989 and now occupies at least half of the island (including housing facilities for the staff), with 200 rearing ponds covering a total area of 80 ha. The main species reared is the giant black tiger prawn (Penaeus monodon), with brood stocks still imported from Madagascar and Mozambique. 

The Praslin Ocean Farm Ltd. was established in 1995 and is located in the National Park between Praslin and Curieuse, covering a total area of 18.7 ha. An underwater long-line system (demarcated by surface buoys) is used for the production of adult oysters and the collection of spats (oyster juveniles) from the wild.

The Giant Clam farm, which is under the same management as the Pearl Oyster farm, was established in 1993. The clams are reared in four raceways located on land at L’Amitie, next to the Praslin airport.

Seychelles has an area of over 1.37 million km2, (water and land) designated as an exclusive economic zone (EEZ) which makes her strategically placed to benefit from the exploitation and trans-shipment of a huge fishery
. Further more 46% of Seychelles land area is national parks, reserves or special areas and 228 sq km of the exclusive economic zone is designated as national marine parks. As a result since the early 1980s Seychelles has benefited by selling fishing licenses as well as goods and services to the expanding fleet of industrial tuna vessels based in the Indian Ocean, mainly vessels from distant-water fishing nations in the EU and East Asia.

5. Secondary sector 

5.1
Mining 

Mineral extraction is limited to salt extraction and granite-quarrying. Offshore hydrocarbons offer the best prospects. There have been various studies conducted over the years in search of hydrocarbons, although no major announcements have been made to date.

5.2
Manufacturing 

Seychelles also has a small manufacturing and processing sector, oriented towards supplying the domestic market. Canning tuna is its main activity. 

A US food company, Heinz, acquired 60% of the loss-making state-owned cannery, Indian Ocean Tuna (IOT), and turned the plant into one of the largest in the world, with output reaching 36,711 tonnes in 2004. Heinz was drawn to Seychelles mainly by the established industrial fleet and the associated supply of tuna, the attraction of a new export processing zone and related enabling regime, and the duty-free status granted by the EU to all African, Caribbean and Pacific (ACP) states for the export of processed tuna to its high-income market.

However, as part of its global restructuring, Heinz sold its European seafood division to Lehman Brothers Merchant Banking in February 2006, including Heinz’s share in the cannery – the impact on IOT of the collapse of Lehman Brothers in September 2008 is unclear. IOT posted a strong performance in 2006, with output of canned tuna rising to 40,221 tonnes. Processing fish at IOT is supported by an associated company IMPRESS which makes tuna cans from imported metal and another producing fishmeal and cat food. 

The sector is an important economic activity for the Seychelles economy, particularly for its capacity to generate the most needed foreign exchange. In 2005 the fisheries and processing sectors generated US$ 2000 million equivalent to 30% of GDP and accounted for 97% (US$ 253 millions) of viable exports
.

However, production remains vulnerable to adverse weather conditions. Thus, in 2007, production fell to 31,569 due to the affected tuna stocks. 

Apart from the tuna cannery, manufacturing is constrained by the small size of the local market. For many years the main player has been the state-run the Seychelles Marketing Board (SMB), which is responsible mainly for Agro-food processing such as jam, juices, yogurt, water, crisps and snacks, etc. Driven by the government’s import substitution policy, the company has invested heavily in new capacity – and now produces more than 300 lines. The government plans to privatise many of SMB’s operations, although the attractiveness of some of its manufacturing elements is questionable considering the small size of the domestic market. 

Table 6:  Industrial production in Seychelles, 2004-2007

	
	2007
	Annual growth
	2007
	Annual growth
	2007
	Annual growth
	2007

	
	
	
	
	
	
	
	

	Soft drinks ('000 litres) 
	6,760
	7.6%
	7,271
	26.9%
	9,225
	-7.7%
	8,515

	Beer and stout ('000 litres) 
	6,316
	-0.8%
	6,263
	7.6%
	6,737
	11.4%
	7,506

	Mineral Water ('000 litres) 
	4,374
	0.1%
	4,379
	37.6%
	6,027
	-20.6%
	4,787

	Fruit juices ('000 litres) 
	4,079
	-48.6%
	2,096
	47.7%
	3,095
	7.3%
	3,322

	Milk ('000 litres) 
	1,938
	-7.8%
	1,786
	-13.2%
	1,550
	-3.7%
	1,493

	Yoghurt ('000 litres) 
	136
	-0.7%
	135
	-29.6%
	95
	62.1%
	154

	Cigarettes (million) 
	22
	36.4%
	30
	-36.7%
	19
	73.7%
	33

	Paints (litres) 
	456,108
	-2.1%
	446,421
	-13.5%
	386,167
	-6.6%
	360,776

	Animal Feed (Tonnes) 
	19,417
	-22.7%
	15,004
	-1.2%
	14,821
	-6.3%
	13,881


Source: National Statistics Bureau, 2008
The experience of Seybrew brewery, the largest private-sector company producing for the domestic market, which lists a UK drinks conglomerate, Diageo, as its majority shareholder – illustrates the difficulties of operating in Seychelles. Though profitable – it is the second-largest private-sector firm after the IOT and the country’s largest payer of corporate taxes - it announced a major downsizing in January 2004. Seybrew continues to struggle to obtain foreign exchange (for example to import beer bottles and vital inputs) and regularly has to suspend or scale down production owing to a lack of inputs.

Manufacturing sector also comprises a cigarette factory, Amalgamated Tobacco and small enterprises making soap and detergents, processing corrugated iron sheets, assembling televisions, fabricating boats and furniture, mixing paints, and distilling local liqueurs. At the fringe of the "industrial sector" is the handicraft sector dominated by the small and medium enterprises (SMEs). Some of its products are effectively exports (in that they are sold to tourists) and are included into the tourist sector accounts.

Seychelles Small Enterprise Promotion Agency, SEnPA, is responsible of promoting the SME Sector which comprises the artisans and handcrafts. A Cottage Industry, which covers several economic activities and services that can be operated from own door steps, is now encouraged. These include tailoring, craft, handicraft, food processing, snack production, horticulture, IT services, professional services, etc. There so many more avenues where individuals can develop their potential and talents and create wealth not only for themselves, but for the country’s economy.

In an attempt to further diversify the economy, in 1995 Government began to promote an offshore industry in Seychelles with the enactment of appropriate legislation and creation of a regulatory parastatal – the Seychelles International Business Authority (SIBA). Since then Seychelles has been marketing itself as a financial and trading hub for the Indian Ocean.

5.3
Construction 

In the past construction activity has been characterised by a sharp contrast between the public and private sectors. Whereas the state has invested heavily in infrastructure, including new electricity, desalination and sewage facilities, the local private sector has suffered from a shortage of building materials such as timber, steel and cement. Despite these supply bottlenecks, the construction sector grew by 32% in real terms in 2006 and 19% in 2007, as investments in new luxury tourist facilities increased. In all, the government has approved the construction of 60 hotels in 2007-2012, of which about half are large establishments (in the three-, four- and five-star categories) and half are smaller ventures. 

However, labour and materials shortages are a drag on the sector and the use of foreign labour is a necessity for larger projects. Foreign contractors are also being considered for some projects, as the number of firms in Seychelles that can handle larger projects is small. 

6. Tertiary sector

6.1
Tourism

Tourism is Seychelles’ first-largest foreign-exchange earner, and developments in the tourism sector have a far greater impact on the wider economy because of its direct links to a range of service activities. Employment, foreign earnings, construction, banking, and commerce are all dominated by tourism-related industries. 

Seychelles actively pursues the top 2% of the world tourism market, but aging infrastructure and poor service meant that it was unable to compete with the new resorts and hotels opening up in Mauritius and Maldives, and tourist arrivals began falling in the late 1990s. Visitor numbers picked up in 2002 but then slipped back to only 120,765 in 2004, the lowest for nine years. Recovery began in 2005, when visitor numbers climbed to 128,600, reflecting several factors including the increase in airline capacity following the entry into the local market of Emirates Airline and Qatar Airways. In 2006 arrivals reached a new record of 140,627 and climbed to 161,273 in 2007, as new facilities and investments began to pay dividends. 

Table 7:  International travel and tourism in Seychelles, 2004-2007

	
	2004
	2005
	2006
	2007

	
	
	
	
	

	Passenger traffic

	Total Visitor Arrivals ('000) 
	120.8 
	128.7 
	140.6 
	161.3

	Region of residence (%)

	Europe 
	81.5 
	80.4 
	81.1 
	79.2

	Africa 
	10.5 
	9.8 
	9.6 
	10.5

	Asia 
	4.1 
	6.2 
	6.3 
	7.2

	Oceania 
	0.6 
	0.7 
	0.6 
	0.6

	America 
	3.3 
	3.0 
	2.4 
	2.4

	Leading Markets (%)

	France 
	21.6 
	21.4 
	19.4 
	19.8

	Italy 
	14.2 
	14.3 
	16.5 
	15.8

	Germany 
	12.8 
	13.2 
	13.7 
	12.0

	UK 
	14.9 
	13.1 
	11.4 
	10.5


Source: National Statistics Bureau, 2008
With further tourism growth in prospect, the government is worried that the archipelago’s ability to accommodate visitors comfortably will become stretched – placing strain on infrastructure and the environment. It therefore proposes capping visitor numbers at about 200,000 a year, whenever this figure is attained.

6.2
Banking infrastructure

The Central Bank of Seychelles (CBS) operates relatively efficiently and has a respectable record regarding the collection and publication of data. In early 2005 the CBS was granted greater independence, under which the board must "consult" with the head of state but does not need to take his advice. 

Four international commercial banks operate on the archipelago: 

· Barclays Bank PLC (UK), 

· Mauritius Commercial Bank (Mauritius), 

· Bank of Baroda (India), 

· Habib Bank (Pakistan), and

· Seychelles International Mercantile Banking Corporation (SIMBC).
SIMBC, which trades under the name Nouvobanq, is a joint venture between the Seychelles Government and the Standard Chartered Bank African PLC. The bank became the country’s first locally incorporated commercial bank in 1991. 

Although foreign banks operate branches in Seychelles, the government owns the two local banks: the Development Bank of Seychelles, which mobilizes resources to fund development programs, and the Seychelles Saving Bank, a bank for savings and current accounts.

In its most recent assessment of the financial sector, the IMF raised concerns about the lack of lending to the private sector, the problems of excessive liquidity and the fact that senior managers concentrate most of their time on meeting foreign exchange regulations rather than their core business. Seychelles also has a burgeoning offshore sector, with around 35,000 registered international business companies (IBCs), including the country’s only offshore bank, Barclays Offshore Banking Unit.

6.3
Telecommunications 

Seychelles, together with Mauritius, tops the African league on most telecommunications indicators, including fixed-line and mobile-phone subscriptions, personal computers and Internet use. Cable & Wireless has long dominated the Seychelles market, but the company has faced new competition from Air-Tel (owned by India’s Bharti Group) since the Broadcasting and Telecommunications Act of 1998 allowed for a second operator.

Increased competition and the introduction of mobile phones and the Internet have driven rapid growth in the sector. The number of mobile-phone subscribers rose from 26,000 in 2000 to over 70,000 in 2006, and the number of Internet users rose from 6,000 in 2000 to 29,000 in 2006. Unlike other forms of media, there are no restrictions on Internet access. Atlas, formed in 1996 by three local companies, is the main Internet service provider (ISP). A second ISP, Kokonet, started operations in 2000. The country is not connected to any of the underwater fibre-optic cables in the region and so suffers from slow and expensive Internet connections.

7. Informal sector

The labour force in Seychelles is relatively young, and the majority of country’s workforce
 is employed in the formal sector. Thus, most observers concur that Seychelles does not have a particularly significant informal sector in productive sector.

8. Financing businesses and investment environment

Investment opportunities for the private sector exist in both on and off-shore activities. On-shore investment opportunities are available in the tourism, agriculture, fishing, industry and professional services sector. Foreign investors are particularly encouraged to invest in off-shore investment areas which have numerous incentives based on Seychelles International Trade Zone policy. 

Seychelles has further sought to market itself as a reputable offshore banking destination. Other upcoming areas of investment include plant assembly, repairs and maintenance, industrial related services, processing and craft. 

The Seychelles International Business Authority (SIBA) was created as a “one-stop-shop” for the licensing, and regulation of primary offshore activities. Further duties of SIBA comprise the registration of international business companies and trusts, as well as the regulation of International Trade Zone activities. In addition to an ITZ, Seychelles operates an Exclusive Economic Zone (EEZ). A new Investment Code was adopted by the National Assembly in 2005, with the aim of strengthening the country's legal framework in an effort to attract greater investment inflows and overall participation of the private sector. 

A Tourism Development Master Plan (Vision 21) for the 2001-2010 periods has been formulated. A National Agricultural and Fisheries Policy framework document has been created for the 2003-2013 period with the aim of enhancing investment in these areas. A 5-year strategic plan for the fisheries sub-sector has been prepared and will soon be launched officially. 

9. Priorities sectors: national strategies and perspectives 

The Government’s Strategy 2017 ‘creating our nation’s wealth together’, whose mission is to double the GDP by the year 2017 focuses on expansion of fisheries and tourism programmes among others, provides a template for sustained growth through strategic positioning of Government as a facilitator rather than an implementer by creating a business friendly economic environment, streamlined regulatory structure and capable human resource base. 

Wealth creation which will benefit the whole population is at the heart of the strategy. According to the strategy, tourism and fisheries will remain the drivers of the economic growth and creators of wealth with full government support where necessary with emphasis on empowerment of economic actors in the productive sectors of the economy.

It is envisaged that through strategic re-investment the expansion of revenue in these two sectors will also enable the generation of growth through the economy and allow new entrepreneurial initiatives to emerge in previously untapped areas through backward and forward linkages. 

Policies that are being developed take into account the shifting nature of global economic patterns and endeavour to further establish competitive niches for Seychelles and one key policy relevant to the programme that is being developed is the industrial and competitiveness policy. The policy will address problems aired by the private sector which are related to the issue of significant foreign exchange and procurement of capital equipments, raw materials, semi-finished materials, sufficient access to funding, limited information with regards to export procedures, high costs of utilities, high labour costs and transportation, limited information and knowledge related to research, technology and innovation, lack of working premises as well as high rental cost of privately owned working premises, inability to compete intra and extra-regionally etc.

The policy will encourage firms, especially the SMEs which comprise 99.8% of the private sector and of which 99% produce for import substitution, to diversify their products, increase their productive capacity and capabilities, accelerate the transfer of appropriate technology, encourage and provide assistance to research and development, R&D and innovation, at firm level particularly in product development, and increase the possibility of retaining increased foreign exchange from exports among others.

With regard to strengthening of the private sector, the fisheries strategy is to increase the yield, value and yield and the financial benefit of fisheries to the economy by maximising domestic processing, promote export and increasing Seychellois stake holding in the industry. The ultimate objective is to turn Seychelles from a mainly fisheries transhipment hub to a primary seafood processing centre of the Indian Ocean.

10. Economic integration

Seychelles rejoined SADC in August 2008. The country had first accessed SADC in September 1997. However, in 2003 the country had to withdraw from the regional organization due to financial and human resource constraints. As early as 2006, Seychelles expressed its willingness to re-join the development community. On 2008, August 16th, the Johannesburg SADC Summit unanimously approved Seychelles re-admission into the community. 

Seychelles also belongs to the Common Market of East and Southern Africa (COMESA). Its exports to the COMESA region amounted US$ 0.738 million in 2006 and included mainly fish and tunas. Its imports from the COMESA region reached US$ 23.7 million in 2006, a 13.2% increase compared to the previous year. The top 2 products are boxes and cartons and antibiotics. 

Moreover, Seychelles’s exports to the US benefit from preferential treatment under AGOA and the country is a member of the Eastern and Southern African region (ESA) under the EU-EPA.

11. Foreign Trade

54.9 per cent of total exports are composed of agricultural products, while fuels and mining products account for 43.2 per cent and manufactures only for 1.8 per cent. Principal exports are made of canned tuna, frozen and fresh fish and prawns. Re-exports, mainly of petroleum products, also represent a large share of exports. The largest proportion of imports, equivalent to 56% of the total in 2007, consists of imports of food and live animals and mineral fuels.

Seychelles’ main export destinations are the United Kingdom (24.7 per cent of total exports in 2007), France, Mauritius and Japan, while the imported products essentially originate are from Saudi Arabia (21.6 per cent of total exports in 2007), Germany, South Africa and France.

Because of its high dependence on imports, Seychelles runs a large merchandise trade deficit. Higher prices for oil and food further increased the deficit in 2007, to US$426m. Thanks to tourism and transportation services, the services account boasts a large surplus, partly offsetting the trade deficit. The current-account deficit has all the same drastically widened in the past few years, to 29.8% of GDP in 2007, reflecting high import demand and interest payments on new commercial debt.

Following a fall in the rupee from SRs5.5: US$1 to SRs8: US$1 in the 12 months to October 2007, the country’s net foreign exchange reserves have improved, to about US$50m at the end of 2008. Nevertheless, import cover still remains low (at about four weeks) and shortages of foreign exchange are expected to continue to constrain the economy.

12. 
Sectors of interventions of the main funding institutions

The past and ongoing support aimed at industry, private sector and trade development is relatively modest, including in particular the followings
:

UNIDO is currently finalizing the project on Enabling Activities to Facilitate Early Action on the Implementation of the Stockholm Convention on persistent organic pollutants (POPs) in Seychelles. The overall objective of the project is to strengthen national capacity and capability to prepare a New Industrial Policy for the management of POPs. This will provide a basic and essential level of information to enable policy and strategic decisions to be made and identify priority activities that Seychelles should undertake in order to meet the requirements of the Stockholm Convention.

WHO’s Country Cooperation Strategy for Seychelles is a framework of WHO collaboration with the government and partners in the health sector covering a period of 2004-2007, to reflect a health programming cycle whose impacts can be measured. 

FAO’s Sustainable Land Management project prepared and cleared by the GEF in 2005 seeks for combating desertification and land degradation in Seychelles.

UN Office for the Coordination of Humanitarian Affairs and the Intergovernmental Oceanographic Commission of UNESCO cooperate under the framework of Indian Ocean Tsunami Warning System and the Bureau for Crisis Prevention and Recovery of UNDP. The initiative calls for the early warning and disaster management system.

United Nations Volunteers: Capacity building of state and non-state actors and the early warning and disaster management system.

UNHCR: Human rights training of police, judiciary, media and civil society.

UNDP
is currently implementing a project on Capacity Building of State Actors and NSAs in Seychelles to contribute to the sustainable economic and social development in Seychelles, by empowering state and non-state actors through capacity building and training.

The World Bank’s Country Directorate and visiting missions of the International Monetary Fund provide facilitation of the exchange of information on the macro-economic reform programme, as well as United Nations system activities in Seychelles.

African Development Bank jointly with UNDP implements the Strategic Partnership between the United Nations system, including the UNDP country office and the African Development Bank, in support of the Indian Ocean Partnership to Combat HIV/AIDS.
The EC’s co-operation with Seychelles under the 10th EDF focuses on the environment and more specifically the sub-sector of water and sanitation. EC support will contribute to the sustainable delivery of water to the country at large and improvement of its sanitation control and monitoring. Additional support will be focused on interventions in governance and capacity building, most notably on issues of social, economic and environmental governance, involving both public administration and non-state actors.

Indian Ocean Commission:
 Regional programme on costal zone management.
There are also a number of civil society NGOs intervening in such areas as environmental management, human rights, gender mainstreaming and HIV/AIDS.

The Private Sector is an important contributor to the success of mainstreaming biodiversity conservation in economic sectors. Thus, the Small Enterprise Promotion Agency (SEnPA) cooperates with the Seychelles Chamber of Commerce and Industry (SCCI) in the area of promotion and development of tourism and fisheries sectors, for biodiversity conservation, land management and disaster management. 

13. Competitiveness 

According to the World Bank’s Doing Business in 2009 index, which is a proxy for measuring the regulatory environment, Seychelles is ranked 104 out of 181 economies. The country’s weak points are related to starting a business (68th in the world), trading across borders (90th), employing workers (120th), getting credit (163rd) and closing a business (181st). On the contrary, as far as paying taxes (40th), protecting investors (53rd), registering property (55th), dealing with construction permits (56th) and enforcing contracts (62nd) are concerned, Seychelles is assumed to do well.  

14. Institutions supporting the private/industrial sector

The existing institutional framework related to industrial sector development consists of a number of direct and indirect actors (public, parastatal and private). Seeking cooperation among the different institutions will be crucial, taking into consideration the need to reconcile potentially overlapping roles, to mobilize and build on available capacities and to seek collective efficiencies in a context characterized by scarcity of resources. 

Current institutional capacity to support industry is very limited in scope and outreach, compared to what is needed. This applies to both business advisory (technical/managerial/market development) services and basic financial services to support business creation, survival, expansion or rehabilitation.

 The following institutions support the private/industrial sector in Seychelles:

Public/Para-Public Institutions

The Ministry of Agriculture and Marine Resources of Seychelles ensures the optimisation of the resources for the provision of an efficient service to the farmers of Seychelles, so as to promote output, growth and sustainable agricultural development, through the identification and promotion of crop varieties, adapted technologies, and farming methods. That will maximise the limited land resources more efficiently, increasing agricultural contribution to GDP, reducing the food import dependency ratio by increasing local production, ensuring a reasonable return to farmers and in the process having due regards to the need to protect the environment.

The Ministry of Environment, Natural Resources and Transport is responsible for natural resource and also for industrial development.

The Ministry of Employment and Human Resources Development provides assistance related to the business education, entrepreneurship development in University curricula, fostering university-business link, involvement of vocational training institutions in skill-upgrading, The tourism portfolio falls under the Vice Presidents office, whereas the ministry overseas the Artisans Industry development.

The Seychelles Bureau of Standards (SBS)
provides and promotes standardisation in relation to commodities, processes and practices quality assurance and metrology.

The Seychelles Fishing Authority (SFA), on behalf of the Republic, is called to promote, organize and develop fishing industries and fisheries resources; to assist in policy formulation with respect to fishing development and fisheries resources; to conduct negotiations, engage in meetings, seminars or discussions with regard to fishing or fisheries and the establishment or operations of fishing industries, whether at the national, regional or international level. It is the executive arm of the Government in the field of fisheries. SFA includes the National Oceanographic Data Centre of the Seychelles.

The Seychelles Industrial Development Corporation (SIDEC) is a key institution for small business support in the Republic. It contributes to the development of small enterprises in Seychelles in order to generate self-employment and link to export-oriented activities. 

The Seychelles Marketing Board, SMB is a government parastatal company in charge of agro-proceeding industries. Since its formation in 1985, it has dominated the importation of goods to Seychelles, particularly essential goods. It is engaged in a wide range of commercial activities including agro-processing and aquaculture.

The Seychelles Institute of Management serves as government’s key institution responsible for the human resource development.

The Development Bank of Seychelles is lending to developing businesses and assisting in the start-up of new firms.

The National Oceanographic Data Centre of the Seychelles (NODC), with its major role to archive and make available to users selected data or data products, maintains a database/metadata and makes inventories by area of responsibility on national and regional marine related data. It also maintains contact and exchanges with National Oceanographic Data Centres around the world and assists users in ocean data access, management, quality control, and data visualisation and interpretation.

Private support Institutions

The Seychelles Chamber of Commerce and Industry (SCCI) is the voice of the Seychelles business community and the national apex body of business representation achieved through membership of other professional organizations and associations. These include the Seychelles Hospitality and Tourism Association, the Seychelles Association of Offshore Practitioners and Registered Agents, the Seychelles Car Hire Operators Association, the Taxi Operators Association and the Marine Charter Association. It plays a crucial role in promoting the growth of the Private Sector in both commerce and industry and promotes the development of business and investment in the immense potential of the industrial and semi-industrial fisheries sector as well as the tourism and tourism-related sectors.

The Small Enterprise Promotion Agency (SEnPA) is a key actor in the development of small businesses, crafts and the cottage industry. It operates under the aegis of the Ministry of Economic Planning and Employment.
15. Constraints and opportunities for manufacturing sector

A range of constraints affect the development and growth of Seychelles manufacturing sector (industry and related services), which is expected to contribute to the absorption of labour, reduction in income poverty and achievement of growth equity. The following list summarizes not only the problems but also the opportunities for Seychelles, as perceived by the mission, based on document review and meetings with both public and private sector stakeholders.

Problems 

· Country is geographically isolated, with a very small market and physical remoteness from regional markets, leading to extreme economic vulnerability;

· Subject to unpredictable natural catastrophes such as the Tsunami and recurrent droughts;

· Low economic critical mass, inefficient economies of scale and scope thus limiting competitiveness;

· Less arable land thus low agricultural productivity;

· Shortage of human resource (inherent in a small island state) with a number of companies importing labour from abroad;

· Slow down of economic growth affecting purchasing power of population and, in turn, demand for final products as well as supply of essential inputs for industry;

· Deficiencies in quantity and quality of local inputs for industry, particularly in agro-processing;

· Severe foreign exchange shortages combined with dependency on imported inputs;

· Vulnerability if export markets are not diversified;

· Competition on export markets from countries with more facilitating infrastructure/business environment;

· High cost of factor inputs (fuel, electricity, imported inputs);

· Substantially higher costs of sea freight and air cargo;

· Less and irregular flight transport systems thus high cost and delays in shipment/trans-shipment of cargo to reach natural hinterland markets in the region (infrastructure combined with insecurities in shipment);

· Weak business support to assist domestic enterprises (creation, upgrading; exports) including gaps in information at level of private sector on business opportunities;

· Continued decline in assistance from development partners to support productive activities and related services (current prime focus on food security and social sectors).

Opportunities

· Political will to diversify the national economy and expand exports;

· Large influx of tourists thus increasing demand for locally processed goods, juices, jams, water, and other beverages;

· Geographical proximity to Asia, middle East;

· Under-supplied local market providing business opportunities (e.g., food processing);

· Membership to regional markets such as SADC, COMESA and IOC and deepening of regional integration increases the market and production base for exports;

· Proximity with Mauritius provides opportunity for good practice, benchmarking and networking especially on the intra-regional trade basis;

· Diaspora as source of capital, skills, technology and access to markets;

· Well developed physical infrastructure.

16. Recommendations 

The regional programme will cover both regional and national level support interventions. The programme will obviously not be able to meaningfully address the complete range of problems and constraints faced by existing Seychelles manufacturing businesses and their support environment. The level and mix of interventions will depend on factors such as country-specific opportunities, constraints, related support interventions from which the programme can benefit or to which the programme can contribute, interest of enterprises in the support and readiness to meet preconditions for participation (cost-sharing principles to be defined and specified) and priorities set at the inception of the programme. 

Needs/gaps proposed to be addressed by the Programme

· Owing to her very small population and size coupled with remoteness from the landmass, Seychelles has inefficient economies of scale and scope in her domestic market, which in turn limits her competitiveness in the world economy. In fact, with a population of around 82 000 Seychelles is defined as a microstate
 and domestic diseconomies of scale are consequently set in even sharper relief than in many other SIDS such as Mauritius with a population of over 1 million; the high unit cost of production in Seychelles in terms of wages, utilities and other services is both regionally and internationally non-competitive. The programme will therefore have to consider a wide rage of activities to overcome this problem. One way is to increase its intra-regional trade. 

· Combined with a limited and undiversified resource base (i.e. limited natural resources, a land area of only 455 sq km and inadequate domestic finance capital), it is very difficult for Seychelles to significantly diversify its economy. Seychelles is very open to international trade, and imports around 90 percent of consumption requirements. This has resulted in a consistently negative balance of trade and shortage of foreign exchange throughout most of the island’s history. This means that any intervention would have to be directed through an export-led diversification (promoting aquaculture projects could be an area of interest to the programme) in order to increase the foreign exchange base. 

· Like all SIDS, Seychelles is a ‘price-taker’ in the world economy (in the sense that it has absolutely no influence over international markets) and thus highly vulnerable to external shocks. Downward trends in the key national sectors of tourism and tuna are simply absorbed and, for a relatively undiversified economy such as Seychelles, these world market fluctuations can be devastating.

Key Programme Areas 

The following are areas which the programme could focus on: 

· Aquaculture programmes,

· Cottage industry projects,

· Tourism related industries, 

· Services related trade.

17. Proposed local partner organizations

The lead local partners are proposed to be the Seychelles Marketing Board (SMB), the Small Enterprise Promotion Agency (SEnPA) and the Ministry of Social Development. Depending on the priority interventions retained, the associated partners will vary, certainly including:

· related Ministries and Authorities (e.g. of Fisheries; Agriculture; EEZ);

· SMB;

· SEnPA;

· sector associations (existing; emerging);

· state and commercial banks;

· private local consulting firms/consultants.

Selection of benefiting enterprises will be based on commitment and potential for results (to be decided in the inception phase based on criteria for selection to be defined for the regional programme). Using representative sector associations as channel for support to enterprises will be strongly encouraged.
SOUTH AFRICA 
1.
Brief geo-socio overview
South Africa occupies the southernmost part of the African continent and stretches from the Limpopo River in the north to Cape Agulhas in the south. It covers an area of 1,219,090 sq. km. and shares its borders with Namibia, Botswana and Zimbabwe in the north, and with Swaziland and Mozambique in the north-east. To the west, south and east, South Africa borders on the Atlantic and southern Indian oceans. The country’s coastline covers some 2,968 kilometers. Lying 1,920 kilometers south east of Cape Town in the Atlantic Ocean are the Prince Edward and Marion islands.  The population of South Africa is estimated at 46.9 million.

Despite regional differences, South Africa’s climate is generally mild throughout the year.  Summer in South Africa is from October until March and temperatures average between 15 degrees Celsius at night and 35 degrees Celsius at noon. Winter is from April to September with temperatures ranging from 0 degrees Celsius or less at night to 20 degrees Celsius at midday. Snowfall is limited to the highest mountain peaks.  South Africa is a semi-arid country with a mean annual rainfall of 464 mm per annum.

Main centers

Johannesburg, is the commercial and industrial heart of South Africa. Well-situated close to markets, energy sources and a countrywide transportation network of rail, road and airports, the city generates 25% of South Africa’s GDP. The city is characterized by mine dumps, as well as old and modern architecture. It boasts the tenth largest stock exchange in the world and is home to head offices of leading South African and international companies.  Johannesburg also boasts of the OR Tambo International Airport, which links the country to the rest of Africa and the world.  

Pretoria, the administrative capital of South Africa, is a modern city. The city is dominated by government services and the diplomatic corps of foreign representatives in South Africa. Chief attractions include the Union Buildings, Church Square, Transvaal Museum and Melrose House.  

Social indicators

South Africa boasts of some of the best schools and universities in Africa.  It has 26 290 schools, made up of about 20,290 primary schools and 6,000 high schools, 12.3 million learners and some 386 600 teachers. Education is allocated about 20% of total government expenditure. In the 2006 Budget, education received R92.1 billion (i.e. 17.8%) of total spending. In government-funded public schools, the average ratio of scholars to teachers is 32.6 to one compared to 17.5 to one in private schools. 

In 2004, 41% of working age people were unemployed according to the expanded definition of unemployment, and 26.2% according to the narrow definition (Labour Force Survey, 2004). Unemployment in South Africa is chronic: many unemployed people have never worked before; and many people who are unemployed and are still actively looking for work have been doing so for more than 3 years. The Social Security Fund only benefits formal economy employees and provides relief for a maximum of 6 months. 

Levels of poverty and unemployment in South Africa are critically high, despite the country’s status as an upper middle income country. Poverty and unemployment are structural rather than cyclical in nature. Chronic structural manifestations of poverty and unemployment are far more difficult to address in terms of policy interventions than transient cyclical episodes. About 48.5% of people were living in poverty in 2002 according to the national poverty line of R354 per month per adult equivalent (1995 value). In 2002, 23.8% of people were living on less than two US dollars a day, and 10.5% on less than one US dollar a day (UNDP, 2003). 

South Africa has been described by the World Bank as amongst the world's most unequal economies, with a Gini co-efficient measuring 0.58 at end 2006.  Approximately 6% of South Africa’s population captures over 40% of income earned.  Inequality between race groups is estimated at 40% in 2006, down from 61% in 1993. However, inequality within race groups has become much more prominent, showing that social grants and limited job expansion have not been effective in addressing income inequality, particularly between more and less skilled black workers.  It also highlights the growing scarcity of high-level skills.  

South Africa has the second-highest number of HIV/Aids patients in the world. About 5.94 million people are estimated to be living with HIV in South Africa in 2006, with 18.9% of the adult population aged 15-49 infected. Free anti-retroviral drugs are available under a state-funded scheme.  AIDS has a two-fold impact in South Africa, namely a reduction in labour supply and increased direct and indirect costs.

2.
Macro-economic indicators

In 2006, real GDP growth remained at around 5% after 5.1% in 2005. Growth was led by domestic demand-driven sectors (construction, manufacturing and services), while export-oriented sectors (agriculture, mining) lagged behind. Agricultural output fell by 14.9% in 2006 due to low crop prices, notably of maize. However, a rebound in food prices in the second half of 2006 helped reinvigorate production in late 2006.

Table 1: Main macro-economic indicators of South Africa 

	
	2000
	2002
	2003
	2004
	2005
	2006

	
	
	
	
	
	
	

	Total Population (millions)
	45.6
	46.6
	46.9
	47.2
	47.4
	47.6

	   Urban (%)
	55.5
	56.5
	56.9
	57.4
	57.9
	58.3

	   Female (%)
	50.9
	50.9
	50.9
	50.9
	50.9
	50.9

	GDP, at constant 2000 prices (US$ ml.)
	132878
	141519
	145935
	152996
	160793
	168818

	Real GDP Growth Rate (%)
	4.2
	3.7
	3.1
	4.8
	5.1
	5.0

	Real per Capita GDP Growth Rate (%)
	2.8
	2.7
	2.3
	4.2
	4.6
	4.6

	GDP at Current Market Prices
	132878
	110875
	166654
	216443
	242046
	251099

	Gross Capital Formation (% GDP)
	15.9
	16.1
	16.9
	17.6
	18.2
	18.8

	   Public capital formation (% GDP)
	2.7
	2.5
	2.7
	2.7
	2.8
	3.1

	   Private capital formation (% GDP)
	13.2
	13.5
	14.2
	14.9
	15.5
	15.7

	Gross National Savings (% GDP)
	15.8
	16.7
	15.6
	14.2
	14.0
	13.3

	Inflation (CPI)
	5.4
	9.2
	5.8
	1.4
	3.4
	4.6

	Exports Volume Growth (Goods)
	16.8
	0.5
	0.3
	2.4
	6.7
	5.1

	Imports Volume Growth (Goods)
	5.4
	5.1
	8.8
	14.0
	10.1
	9.5


Source: African Development Bank

The rate of inflation averaged 4.6% in 2006 (3.4% in 2005). The inflationary pressures were compounded by the sharp 20.6% depreciation of the rand between April and October 2006. Inflation is expected to reach an average of about 5% in 2007. 

3.
Sources of GDP

South Africa’s tertiary sector contributed a 4.2% increase in the annual GDP with contributions to this increase mainly from the finance, real estate and business services industries (1.7%); the wholesale and retail trade, hotels and restaurants industry; the manufacturing industry (each industry contributing 0.7%); the transport and communication industry (0.5%) and the construction industry (0.4%). The contributions to the increase in real GDP by all other industries lower than the aforementioned, for example, the electricity and the general government services sector contributed 0.1% each. 

Table 2:  Sectoral contribution to GDP, 2005

	Sector
	GDP (%)
	Employment

	
	
	

	Agriculture, forestry and fishing
	2.7
	1 150 000

	Industry
	30.6
	2 813 000

	   Mining and quarrying
	7.3
	963 000

	   Manufacturing
	18.6
	1 323 000

	   Electricity, gas and water
	2.3
	53 000

	   Construction
	2.4
	474 000

	Services
	66.4
	7 137 000

	   Wholesale and retail trade; Restaurants, bars  and hotels
	14.0
	1 722 000

	   Transport and communications
	9.6
	255 000

	   Financial services; Real estate and business services; Community, social and personal services
	21.4
	2 216 000

	   Government services
	15.3
	1 733 000

	   Other services
	6.1
	1 211 000


Source: Statistics SA 
Figure 1: Contribution to GDP 
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As a result of sustained vigorous growth, services contributed 66.4% of GDP in 2005 compared to 61 % in 2004. Following the weakening of the rand and interest rate hikes in 2006, a rebalancing of growth in favor of export-oriented manufacturing industries and away from domestic-demand-driven sectors is anticipated in 2007.

4.
Primary sector

4.1 
Agriculture

South Africa has a dual agricultural economy: a well-developed commercial sector and a predominantly subsistence-oriented sector in the traditionally settled rural areas. Today, South Africa is not only self-sufficient in most major agricultural products, but in a good year it is also a net exporter of food. South African commercial agriculture has a strong research component comprising 4,000 people in the Agricultural Research Council, with some 1,000 scientists working in the field. In monetary terms agriculture’s share in the economy has long since been outstripped by those of the mining and secondary industry. However, the industry remains vital to the economy and stability of the Southern African region. The various sectors of the industry employ more than a million people. About 13 percent of South Africa’s surface area can be used for crop production. The largest area of farmland is planted with maize, followed by wheat and, on a lesser scale, sugar cane and sunflowers.

Field crops are found in the northern and northwestern parts of the country. Maize is the major field crop. Others include wheat, sugar, barley, soya, canola, sunflower, groundnuts, sorghum and cotton. 

Deciduous fruit is found in the Western and Eastern Cape. Citrus is found in the northern part of the country, and from the southern coastal areas up to the east coast province of Kwa-Zulu Natal. SA is the 2nd largest exporter in the world, after Spain, and the13th largest producer in the world.

The Western Cape is the primary wine producing area in SA. The wine and spirits industry is an important part of the agricultural sector and includes about 4,500 grape producers with an annual harvest yield of 8.3 hectolitres, of which 66 percent is used in wine making.

Cut flowers are found in the Western Cape and Gauteng Province. The Western Cape boasts a host of indigenous flora and fauna. South Africa’s national flower, the protea, hails from this region. The major cut flowers grown in Gauteng Province are roses, dendranthemas and carnations. 

4.2 
Fisheries and Livestock

The South African coastline covers more than 3 200 km, linking the east and west coasts of Africa. South Africa’s shores are particularly rich in biodiversity with some 10 000 species of marine plants and animals having been recorded. The productive waters of the west coast support a variety of commercially exploited marine life, including hake, anchovy, sardine, horse mackerel, tuna, snoek, rock lobster and abalone. On the east coast, squid, line fish and a wide range of intertidal resources provide an important source of food and livelihood for coastal communities. Marine life that is not harvested, such as whales, dolphins and seabirds, is increasingly recognized as a valuable resource for nature-based tourism. Aquaculture and Mari culture - these emerging sectors produce rainbow trout, tilapia, African catfish, abalone and marine finfish. 

The South African fishing industry, which was once concentrated in the hands of a few, largely white-owned companies, has undergone intensive transformation over the past 10 years.  The South African Government is committed to job creation and economic growth, and to exploring new economic opportunities within the fishing sector. 

Livestock is farmed in most parts of South Africa. Numbers vary according to weather conditions. Stock-breeders concentrate mainly on the development of breeds that are well-adapted to diverse climatic and environmental conditions. The latest estimates for cattle and sheep are 13, 8 million and 25, 5 million, respectively. South Africa normally produces 85% of its meat requirements, while 15% is imported from Namibia, Botswana, Swaziland, Australia, New Zealand and Europe.

The livestock industry is the largest national agricultural sector. The local demand for products, which generally outstrips production, creates a dependence on imports, even though there are untapped production reserves in the communal farming sector. Cattle ranches are found mainly in the Eastern Cape, parts of the Free State and KwaZulu-Natal, Limpopo, North West, Mpumalanga and the Northern Cape. 

Sheep-farming is concentrated mainly in the arid and extensive grazing areas of the country. As a result, most of the 25,3 million sheep in South Africa are found in the Eastern Cape, followed by the Northern Cape, Free State, Western Cape and Mpumalanga. Most sheep (18 million) are woolled or dual-purpose sheep. 

A large proportion of the 6, 4 million goats in South Africa occur in communal grazing areas. The Eastern Cape has the most goats (39%), followed by Limpopo (17%). About 63% of all goats in South Africa are so-called indigenous goats. 

Dairy-farming is practiced throughout South Africa, with the highest concentration of dairy farms in the eastern and northern Free State, North West, the KwaZulu-Natal Midlands, the Eastern and Western Cape, the Gauteng metropolitan area and the southern parts of Mpumalanga.  Milk SA co-ordinates industry matters, including the information and research functions, and is financed by means of voluntary contributions. Market forces determine prices. 

The poultry and pig industries are more intensive than the sheep and cattle industries, and are located on farms near metropolitan areas such as Gauteng, Durban, Pietermaritzburg, Cape Town and Port Elizabeth. South Africa’s annual poultry meat production is estimated at 895 000 t. Broiler production contributes about 80% to total poultry-meat production, with the rest made up of mature chicken slaughter (culls), small-scale and backyard poultry production, ducks, geese, turkeys and other specialized white-meat products. South Africa accounts for 68% of world sales of ostrich products, namely leather, meat and feathers. 

South Africa has more game and a wider variety of game species than most countries. Game farming has grown over the years, and today it is a viable industry with great economic potential. The main game areas are in Limpopo, North West, Mpumalanga, the Free State, the Eastern Cape, the Karoo, the Kalahari in the Northern Cape, and the thorn scrub of KwaZulu-Natal.

State Veterinary Services constantly guards against the introduction of animal diseases from outside South Africa. Existing animal diseases, which may be detrimental to South Africa’s economy and to human and animal health, are also controlled and combated. Stock in the high-risk areas is inspected at short intervals. 

4.3
Forestry

Plantations cover about 1,3 million ha of South Africa. Over 80% of them are found in Mpumalanga, KwaZulu-Natal and the Eastern Cape. Indigenous forests are indispensable to the country’s heritage, beauty, wildlife and environment, while commercial forests provide jobs and economic opportunities for many people, especially in rural areas. Forestry represents a substantial investment in the country and plays an important role in the Integrated Rural Development Programme. 

Forestry encourages growth and development of the First Economy, thereby increasing its potential to create jobs. Forestry contributes to the Second Economy, supporting small growers and facilitating new afforestation, especially in the Eastern Cape and KwaZulu-Natal. Growing trees in these areas will add to the economy, and will provide employment and entrepreneurial opportunities to local people. 

Taking into account the multiplier effect of plantation forestry through its downstream value-adding activities and the effect it has on local (mostly rural) economies, between 390 000 and 560 000 people depend on plantation forestry for their livelihoods. 

5.
Secondary sector 

The industrial sector in South Africa consists mainly of agricultural processing, minerals processing, pharmaceutical production and manufactured products. 
5.1
Mining

South Africa is one of the few countries in the world that has a system of dual State and private ownership of mineral rights. The Department of Minerals and Energy is responsible for formulating and implementing policy. South Africa holds the world’s largest reserves of manganese ores, chromium, platinum group metals, vanadium, gold and alumino-silicates. Mining is the single most important source of foreign exchange earnings and it provides more than 25 percent of all income earned by African workers.

The mining sector contracted in the first nine months of 2006 by 3.4 % after recording a lacklustre growth rate of 2.3 % in 2005. In the same year, gold production receded by 13 % to 297.3 tons, its lowest level since 1923. These poor performances point to the structural difficulties of a sector that remains vital to the South African economy both directly (7.3 % of GDP, 6.2 % of nonagricultural formal sector and 30 per cent of exports of goods) and through major induced and multiplier effects. 

The mining industry undoubtedly suffered from the appreciation of the rand against the US dollar up to July 2005 but it was subsequently unable to reap the benefits of higher rand-denominated metal prices (which rose 66 % between July 2005 and June 2006) and, in particular, a bull gold market. The industry reported a sharp 32.7 % decline in fixed investment in real terms between early 2004 and early 2006. As a consequence, South Africa slipped from fourth to seventh position in country rankings for exploration spending. The internal capital investment survey of the South African Chamber of Mines points to red tape and regulatory uncertainties, associated in particular with the Mining Charter, Royalty Bill, legal titles and mining prospecting rights, as the main constraints on mining activity. The Chamber estimates that these constraints are responsible for a ZAR 10 billion annual reduction in capital investment in mining.

5.2
Manufacturing sector

South Africa has developed an established, diversified manufacturing base that has its resilience and potential to compete in the global economy. The manufacturing sector provides a locus for stimulating growth of other activities, such as services, and achieving specific outcomes, such as employment creation and economic empowerment. This platform of manufacturing presents an opportunity to significantly accelerate the country’s growth and development.

Manufacturing in South Africa is dominated by Agro-processing, Automotive, Chemicals, ICT and electronics, Metals, Textiles, Clothing and Footwear. Although Agriculture and later, mining, historically have dominated South Africa’s economy, manufacturing became the most productive sector in the early twentieth century. Until then, manufacturing industries such as wine making, was entirely derived from agriculture and was intended primarily for the domestic market. Then as the mining sector expanded, new industries arose to meet growing urban demands for processed foods, clothing, and footwear. As the manufacturing sector expanded, the sector became increasingly capital intensive despite the availability of the large labor pool in South Africa

Manufacturing industries are heavily concentrated in the urban areas especially in the industrial region around Johannesburg, Cape Town, Port Elizabeth, East London, and Durban. Smaller, but nonetheless important, industrial concentrations are at Kimberley, Bloemfontein, Queenstown and Mossel Bay. 

Investors judge South Africa’s manufacturing competitiveness in the international arena to be fairly week, however, largely because of the outdated facilities and physical plant in many industries. 

Manufacturing production for the first five months of 2007 recorded strong growth of 5.8% compared with the first five months of 2006. This is the highest increase reported over the last six years for the five-month period. In addition, manufacturing production for May 2007 also increased by 6.6% compared with May 2006. However, the estimated seasonally adjusted manufacturing production for the three months ended May 2007 decreased marginally by 0.2% compared with the previous three months. 

The total value of sales of manufactured products at current prices recorded an increase of 21,4% in May 2007 compared with May 2006. This is the fifth consecutive time that total value of sales has reported growth rates of over 20% in 2007. Furthermore, the estimated total value of sales of manufactured products at current prices for the three months ended May 2007 increased by 4,0% (i.e. about R10 650 million), after seasonal adjustment, compared with the previous three months.

The utilization of production capacity by large manufacturers was at 85.8% in February 2007, compared to 84.5% in February 2006, signaling an increase of 1.3%. 

All manufacturing divisions reported increases in utilization of production capacity by large manufacturers for February 2007 compared with February 2006. The largest increase was reported in the motor vehicles, parts and accessories and other transport equipment division (+2.9%), followed by the glass and non-metallic mineral products division (+2,3 percentage points), radio, television and communication apparatus and professional equipment division (+2.1), petroleum, chemical products, rubber and plastic products division (+1.2) and the basic iron and steel, non-ferrous metal products and metal products and machinery division (+1.2).
The total income for the manufacturing industry in 2005 was R 926 513 million. The largest contributors to the total income in the manufacturing industry were Petroleum, chemical products, rubber and plastic products (R 218 982 million or 23,6%).

5.3
 Energy

South Africa is the leading economic power in Africa as well as a key player in the African oil industry. Liquid fuels are an important component of the South African energy sector.

The history of South Africa's oil industry goes back to 1884 when the first oil company was established in Cape Town to import refined products. Since then the industry has grown and matured. Today the country processes approximately 20 million tonnes per annum of crude and consumes 23 million tonnes of liquid fuel products of which 45 % is gasoline and 26% diesel. 

Until the 1990s, the upstream oil industry did not exist. There are currently small producing oilfields off the South East coast of South Africa. A nearby gas field provides the raw materials for a synfuels plant at Mossel Bay. A gas field has been discovered off the West coast of South Africa and exploration continues in a number of offshore areas. 

Because of South Africa's abundant supplies of cheap coal, liquid fuels only provide 21% of the energy requirements of the country. For the same reason South African refineries have extensive upgrading capability in order to maximize the production of gasoline and diesel at the expense of fuel oil which is primarily used for bunkering. Oil from coal synfuels plants provide a significant proportion of South Africa’s liquid fuels.

The major liquid fuel markets are in the Gauteng area of South Africa, so companies with easy access to this region from their manufacturing plants are at a strategic advantage.

Electricity

South Africa supplies two-thirds of Africa’s electricity and is one of the four cheapest electricity producers in the world. Almost 90% of South Africa’s electricity is generated in coal-fired power stations. Koeberg, a large nuclear station near Cape Town, provides about 5% of capacity. A further 5% is provided by hydroelectric and pumped storage schemes. 

In South Africa there are few, if any, new economic hydro sites that could be developed to deliver significant amounts of power. Eskom, the wholly State-owned utility, which also owns and operates the national electricity grid currently dominates electricity generation. Eskom currently supplies about 95% of South Africa’s electricity.

Eskom developed a robust strategy in 2004/05 in line with government’s national climate change response strategy. In 2005/06, the roll-out of the strategy was prioritized. As part of the strategy, Eskom reiterated the aim of reducing the percentage of coal in the primary energy mix by 10% by 2012. 

Electricity, as a key strategic economic sector, underpins government’s growth and development objectives. The Department of Minerals and Energy has several policies in place to ensure an adequate supply of electricity-generation capacity and to maintain the distribution infrastructure. 

Gas
Natural and coal gas play separate roles in the energy system, with natural gas being used solely as a feedstock for the production of synthetic fuels, and coal gas used as an industrial and domestic fuel. However, current development of regional gas fields will lead to natural gas becoming a more important fuel in South Africa. 

South Africa’s gas infrastructure stretches from Sasolburg in the northern Free State, through the industrial areas of Vereeniging, Johannesburg and the East Rand, and from Secunda to Witbank, Middleburg, Newcastle, Richards Bay and Durban. Through the Sasol Gas Division, Sasol Oil markets industrial pipeline gas produced by Sasol Synthetic Fuels and Sasol Chemical Industries, to about 700 industrial customers. Its pipeline network consists of about 1,500 km of underground pipelines.

Petronet owns and operates a 600 km-long gas pipeline that transports methane-rich gas from Sasol’s Secunda plant to the Durban area. Easigas (Shell) has a small LPG/air pipe network in Port Elizabeth. Industrial customers use 87% of the gas, and domestic consumers use the rest. The supply of cost-competitive pipeline gas is complemented by the fuel oils range of low-sulphur residual and distillate fuel oils derived from coal and other synthesised forms, as well as crude oil. The entire gas and condensate output is dedicated to PetroSA’s liquid-fuel synthesis plant, and accounts for about 1.5% of total primary energy supply. Gas manufactured from coal accounted for 5% of net energy consumption, while LPG accounted for about 6%. 

To facilitate the movement of gas across international borders, South Africa signed a cross-border gas trade agreement with Mozambique and Namibia. The construction of the 805 km-long Mozambique-to-South Africa gas-transmission pipeline was completed in March 2004. Since the arrival of natural gas from Mozambique in 2004, the contribution of natural gas to the primary energy supply has risen from 1.5% to 3.3% (2005).

Nuclear Power:

South Africa has one nuclear power station in operation. The Nuclear Energy Corporation of South Africa (NECSA), previously the Atomic Energy Corporation (AEC), operates the facilities associated with the production and sale of nuclear and industrial products and services

Water

South Africa is a semi-arid country classified as a water-stressed with an average rainfall of about 500mm, with rainfall well below the world average and unevenly distributed. Available water resources are used very intensively. No fewer than 458 dams were commissioned between 1950 and 2000, initially for irrigation purposes but subsequently also for the provision of drinking water. These facilities were not initially located near population centers and therefore required heavy investment in piping. Water is also very inefficiently used with 60% of available supply consumed by agriculture, which only accounts for 4% of GDP. 

Government plans to eradicate the backlog in water infrastructure by 2008 and sanitation infrastructure by 2010, while 78 percent of municipalities have implemented the Free Basic Water Policy – servicing 27 million South Africans. More than 70 percent of South Africa’s water users are dependent on ground water, and 13 percent of all the water used in the country is ground water. Agriculture and irrigation are the largest users.

Water pollution remains an issue in a country in which agriculture, mining and energy are major sectors. With demand growing, South Africa faces a serious risk of shortages by 2020. To meet the challenge, the country is investing primarily in water use efficiency programmes (especially in the domestic and agricultural sectors) and secondarily in additional supply via recycling, desalination and new infrastructures.
6.
Tertiary sector

6.1
Tourism

Tourism has been identified in South Africa as a major driver of post-apartheid socioeconomic growth and transformation. South Africa's scenic beauty, magnificent outdoors, sunny climate, cultural diversity and reputation for delivering value for money have made it one of the world's fastest growing holiday destinations. Due to its unique historical past, South Africa generally has first-world infrastructure - at third-world costs. 

The number of foreign tourists visiting South Africa has more than doubled since 1994, from less than three million to a record 6.7-million in 2004. The industry is one of the fastest-growing in the country, contributing R93.6-billion to SA's gross domestic product in 2004, and is receiving an increasing number of international accolades. Tourism is the third most important contributor of jobs, growth and foreign exchange, contributing 7.1% of GDP.

The country is highly diverse in terms of its climate, culture, tourist activities and infrastructure, catering for virtually every tourism niche, from eco-and cultural tourism through to adventure, sport and paleo-tourism. 

6.2 
Transport

The country’s transport infrastructure is highly-developed with extensive road and rail networks. The Department of Transport is responsible for the upkeep of roads. The national road system links all major cities. 

Roads

The total South African road network comprises some 754 600 km of roads and streets. The Department of Transport, together with Sanral, the nine provinces, and local governments, are responsible for improving the road network and ensure that it is well-maintained and safe. 

A new national roads plan is being developed, acknowledging the importance of roads to the economy.  A new proposed road-classification system has also been developed to integrate the 29% of unclassified roads into the road system. Unclassified roads are predominantly access roads in rural communities and roads in settlements on the urban periphery. 

Rail

South Africa has a 22 000-km rail network, of which about 1,500 km are heavy-haul lines. The network connects the ports and hinterland of South Africa and the rail networks of the sub-Saharan region.  The rail system links major centers and is used extensively by heavy industry for freight transport.

Spoornet controls the rail system though Metrorail provides public transport services.  Spoornet’s freight operations comprise general freight business, a heavy-haul export coal-line and a heavy-haul ore-export line.  In addition, Spoornet operates a long-distance passenger-transport service in the form of the Shosholoza Meyl and the luxurious Blue Train. The Department of Transport embarked on a comprehensive recapitalization programme to improve rail safety and revive rail transport as a viable public-transport alternative. 

Air 

OR Tambo International Airport serves as an air transport hub for the Southern Africa region.  The main airports are Johannesburg, Cape Town, Durban, Port Elizabeth, East London, and Bloemfontein. Currently there are about 145 licensed airports with paved runways, and over 580 aerodromes with unpaved runways. 

South African Airways  is the main carrier, which services all major routes in Africa, The far East, Asia, Europe and the America’s. SAA with its alliance partners, serves more than 700 destinations throughout the world. Carries more than 7 million passengers each year and serves 34 cities in 26 countries on six continents including cargo flights in addition passenger flights. Staff include about 2 800 flight attendants and more than 800 pilots.

In July 2006, government approved a five-year strategy for the regulation of air transport in support of the Accelerated and Shared Growth Initiative for South Africa. The Airlift Strategy aims to increase aviation’s contribution to sustainable economic growth and job creation by providing an enabling network that allows suppliers and consumers of air-transport services to exercise reasonable flexibility and choice. 

Sea

Commercial ports play a crucial role in South African transport, logistics and socio-economic development. About 98% of South Africa’s exports are conveyed by sea. The National Ports Authority (NPA), a division of Transnet Limited, is the largest port authority in Southern Africa, controlling seven of the 16 largest ports in the region. These are Richards Bay, Durban, East London, Port Elizabeth, Mossel Bay, Cape Town and Saldanha. Durban is the busiest port in Africa and the largest conduit for containerised cargo in Southern Africa, handling in excess of 55 million tonnes of cargo per year. The port of Richards Bay is the biggest port in South Africa in terms of size and cargo volumes. 

6.3 
Construction

Overall economic growth was boosted by expansion in the construction sector, which grew at 21.3%, a 17-year record, underpinned by increased building construction activity as well as substantially higher levels of fixed investment across most sectors of the economy. South Africa's construction industry has recorded double-digit growth since 2004 and is expected to double over the next seven years as the government rolls out its R416-billion infrastructure programme. 

The real annualized economic growth rates for the four quarters of 2006 were 5%, 5.5%, 4.5% and 5.6% respectively.
6.4
Telecommunications and ICT

Telecommunications

South Africa’s communication system is well-developed with 5.5 million installed telephones and 4.3 million installed exchange lines. This represents 39 percent of the total lines installed in Africa. South Africa ranks 23rd in telecommunications development and 17th in Internet use in the world.

The network is almost entirely digital with digital microwave and fibre optics serving as the main transmission media covering about 156 million circuit kilometers. The transmission network is the backbone of all telecommunications services. Internet access is widely available. State-controlled Telkom is responsible for the installation and maintenance of these facilities. 

A second fixed line operator was expected to be licensed in 2002, but this is expected to happen in 2005. The Independent Communications Authority of South Africa (ICASA) is the regulator of the communications industry. ICASA is also responsible for granting licenses, monitoring the competitive environment of the industry and implementing new policies as directed by the Department of Communications (DoC), the public service arm of the Ministry of Communications. 

South Africa is also the world’s fourth fastest growing GSM market with a growth rate of 50% per annum. There are three operators in the country namely; MTN, Cell C and Vodacom with over 22 million users in the country  

ICT

The South African ICT market is the largest in Africa, based on its revenue and customers. Nearly 5 million fixed lines are connected. The arrival of broadband services, both fixed and wireless, has attracted interest from Operators, Service Providers and end-users and the number of ADSL subscribers had increased to approximately 165 000. 

The South African ICT industry has several major players. South Africa also has a large number of ISPs (Internet Service Providers) and Value Added Network Service Providers (VANs). 

The Electronic Communications Act has been promulgated in July 2006. The Act has been designed to change the market from a vertically-integrated, infrastructure-based structure to a horizontally-integrated, service-based, technologically-neutral structure with a number of separate licenses to be issued in different areas. 

6.5 
Financial Services

The financial services sector in South Africa is the most sophisticated in the SADC region.  Financing for SME’s is available through: Development Finance Institutions, such as:  International Finance Corporation (IFC), Industrial Development Corporation of South Africa (IDC), Development Bank of Southern Africa (DBSA), Enterprise development agencies, Micro finance institutions, Commercial Banks, the World Bank, the European Investment Bank, Venture capital firms – African Harvest, Export Credit Guarantee Schemes. The Johannesburg Stock Exchange for larger companies that wish to go public.
Financial Services with the sub-sectors Banks; Insurance; Life Assurance; Investment Companies; Real Estate; Specialty and Other Finance.

The financial services industry continues to be the highest contributor to South Africa’s GDP, with around one-quarter annually. The seasonally adjusted real value added by tertiary sector industries increased by 5.3% during the first quarter of 2006, compared with the fourth quarter of 2005.The real value added by the finance, real estate and business services industry specifically increased at a seasonally adjusted annualized rate of 8.8% during the first quarter of 2006 compared with the fourth quarter of 2005.

Major contributions to the industry come from the banking sector. There are four major banks that continue to dominate the industry, they include the Absa Group, Nedcor, Standard Bank and FirstRand. These banks maintain extensive branch networks across all nine provinces and by the end of December 2004 constituted 83.7% of the total assets (R1,498.1-billion) of the banking sector.

6.6
Government

The Government/Public Sector includes Local Government; Provincial Government; National Government. Prudent policies have resulted in a dramatic consolidation of South Africa’s fiscal position since 1996. Budget deficits have recently hovered in a range between 1.5% of GDP in 2004/05 and 0.4% in 2006/07, while national government debt has been scaled back from 45.3% of GDP in late 2001 to 34.8% in the second quarter of 2006. 

The country now enjoys a good international credit standing: its long-term foreign currency debt is rated investment grade by S&Ps (BBB+), Moody’s (Baa1) and Fitch (BBB+). 

For the future, the government is aiming to increase the share of investment in public expenditure. Public investment is forecast to rise by 9% annually from 2005 to 2009, so as to prepare the 2010 FIFA World Cup, improve public service delivery and achieve the priorities set out in the ASGISA. Capital outlays are set to reach 7.2% of total expenditure and 2.2%of GDP by 2009/10 compared to 4.5% and 1.2% respectively in 2004/05.

While increasing the share of capital expenditure, the government aims to keep total expenditure below 30% of GDP, by restraining the growth of current expenditure in line with GDP. 

This strategy should result in narrow fiscal gaps over the period to 2009-10 – no higher than 0.5% of GDP. Yet fiscal policy remains expansionary when cyclically adjusted, with a structural deficit estimated by the IMF at 2% of GDP.

7.
Informal sector

Statistics on the informal sector in South Africa are still highly unreliable for the following reasons: until the 1990s, under the apartheid system, statistics in South Africa excluded all South Africans living in the so-called “homelands” or “Bantustans”, resulting in all South African statistics being significantly skewed. 

After 1994, the Government for some time avoided adopting a policy on the informal sector or the informal economy, preferring to relate rather to the small, medium and micro enterprises (SMME) sector.

The October Household Survey of 2000 showed that there were 3.2 million unemployed people in 1999, 10.4 million people employed in the formal economy, and 1.9 million in the informal economy. This appears to be an under-estimation of the informal economy.

SA has adopted macro-economic strategies advocating the development of a vibrant informal sector also referred to as small, medium and micro-enterprise (SMME) sector.

8.
The financial sector and micro-finance

8.1
Financial sector 

The financial sector in South Africa comprises of the Central Bank (Reserve Bank of South Africa, commercial banks, merchant banks, Development Finance Institutions, Insurance companies, venture capital companies, moneylenders.   

Reserve Bank of South Africa

The South African Reserve Bank (the SARB) is the central bank of South Africa. The Bank is responsible for assisting the government in formulating and implementing macro-economic policy and monetary policy, and ensuring that the South African money and banking system as a whole is sound. An office headed by the Registrar of Banks, operating as part of the Reserve Bank, is responsible for registering institutions as banks or mutual banks as well as enforcing all the requirements of the Acts. The SARB has supervision of the domestic activities of all banks in the country.

Commercial banks

The South African commercial banking system is well developed and effectively regulated, comprising a few large, financially strong banks and investment institutions, and a number of smaller banks. The country's "big four" banks - Absa, First National Bank, Standard Bank and Nedbank - continue to consolidate their grip on the retail market. Many foreign banks and investment institutions have set up operations in South Africa over the past decade. The Banks Act is primarily based on similar legislation in the United Kingdom, Australia and Canada. 

Merchant banks

Investment and merchant banking remains the most competitive front in the SA banking industry. 

Merchant banks deal private equity, corporate lending, treasury activity and the equities markets.
Development Finance Institutions

SA has a few development finance institutions that cater for  this sector of finance in the economy. The predominant DFI is the Industrial Development Corporation.

Insurance companies

Many top-level insurance companies are in SA. Some have overseas interest and investment in their companies. They cover all aspects of the insurance industry from life to short-term cover including investment.

Venture capital companies

Although a few venture capital companies exist, a gap exists in South Africa in terms of venture capital funding. The country has a huge base of scientific and technological skills but often there is no support for ventures and businesses stemming from this area. South Africa has also not developed a culture of embracing failure. This has created an environment in which people are often afraid to embrace the entrepreneurial spirit and potential equity partners do not take risks with startup or early stage businesses.
Money lenders

The money lending industry arose because of small borrowers that could not access funds from formal institutions. The industry is now regulated by the Usury Act.

Monetary policy was the most expansionary since 1994: from April 2005 to June 2006, the repurchase rate of the central bank stood at an all-time low 7 %.  The strategy so far has consisted in a gradual tightening of the monetary stance: policy interest rates were raised in June 2006 for the first time in almost four years. Tightening in 2006 reached 200 basis points overall. This strategy started to bear fruit in early 2007. 2006 marked the first episode of “dissaving” by South African households since 1984. 

Recent data available from the annual FinScope survey (FinScope, 2005) suggests that 53% (16.4 million) of South Africa’s adult population is excluded from formal financial services and does not have a bank account. These 16.4 million people are marginalized or formally excluded from credit. 99% of those without access are black, 49% live in rural areas and 55% are women. 

Overall, South Africa’s national savings rate fell to a historical low of 13 % in first quarter 2006, which was reflected in a dramatic widening of the current account deficit to 6.1 % of GDP in the first quarter – its highest level since 1994 – and 4.6 % over the year as a whole. The strength of the rand up to mid-2006 did not help exports and undoubtedly contributed to this deficit.

Monetary tightening in the second half of 2006, along with depreciation of the rand and rising inflation should dampen consumer spending, especially for durables and semi-durables which are very currency- and interest rate-sensitive. Combined with the prudent medium-term fiscal strategy unveiled in October 2006, these factors should help narrow the current account deficit. Yet, the latter is expected to remain large, between 4.6 and 5 % of GDP, as investment continues to be buoyant over the next four to five years. Investment is forecast to expand by around 10 % annually under the impact of preparations for the 2010 FIFA World Cup and large-scale infrastructure and social project spending by the government and state-owned enterprises such as Transnet and Eskom. These public investment programmes are expected in turn to leverage complementary private sector investments.

8.2 
Micro Finance

The Micro Finance Regulatory Council (MFRC) was established under the 1999 Usury Act Exemption Notice, as part of the process of financial sector liberalization. The 1999 Exemption Notice made it a condition of all micro-lender operations (those who extended credit up to a new maximum of R10,000 at rates above the statutory cap) to register with the MFRC. This Section 21 Company supervise the operations of those institutions lending under its unrestricted interest rate window, in order to enable more effective consumer protection and regularization of micro-lender operations in a growing market. In 2002 it became compulsory for all suppliers of microfinance to register with the National Loans Register (NLR). The NLR is a database that records all loans disbursed by lenders registered with the MFRC. 

In March 2004, the DTI set up a Steering Committee to look into the establishment of a Microfinance Apex Fund to address access to affordable financial services for the poor. The South African Micro-finance Apex Fund (SAMAF), commonly known as "the Apex", has been established to address poverty alleviation and provide sustained affordable access to financial services for the poor. The SAMAF now has pro-poor micro-finance institutions in all nine provinces.

9.
Priority sectors: perspectives and potential development

The people/organizations interviewed during the country mission have intentified the following priority sectors.

· Agriculture and agro-food sector,

· Mining processing,

· Pharmaceutical production.

10.
Economic integration and impact of EPA

South Africa today is one of the most sophisticated and promising emerging markets globally. The unique combination of a highly developed first-world economic infrastructure and a huge emergent market economy has given rise to a strong entrepreneurial and dynamic investment environment.

Priority sectors are public works, housing, water, education and health services (including a hospital revitalization programme). They will be supplemented by massive investment planned by Eskom in electricity generation and electrification, as well as significant spending by Transnet, aimed at improving the quality and efficiency of the country’s rail network, major ports and harbours.

South Africa has highly attractive preferential trade agreements with the European Union, the United States and the Southern African Development Council countries, all implemented within the last three years. These agreements open up new market and business opportunities for businesses wanting to invest directly in South Africa or partner with it for other types of business collaboration.

In March 2006, the SADC Economic Partnership Agreement (EPA) Group proposed that South Africa became a full participant in the Southern African Development Community (SADC) – European Union (EU) EPA negotiations (it had previously been only an observer), even though trade between South Africa and the EU is already governed by the Trade, Development and Cooperation Agreement (TDCA) which came into force in January 2000. Botswana, Lesotho, Namibia and Swaziland (BLNS) make the case for special treatment of their sensitive products. The European Commission (EC) made it clear however that South Africa could not benefit from such special treatment and would remain subject to the existing TDCA regime. In turn, South African trade officials rule out such a possibility. 

South Africa has entered into preferential agreements with the USA, EU and sub-Saharan countries. These agreements confer generous trade benefits and are the following:

The Africa Growth and Opportunity Act where, the USA extends to South Africa and other sub-Saharan countries GSP benefits for more than 1800 additional items beyond the standard GSP list of 4600 items. 

The European Union – South Africa Free Trade Agreement that went into effect between South Africa and the European Union on 01 January 2000. Under the FTA, the EU is committed to the full liberalization of 95 % of South African imports over a 10-year transitional period, while SA is to liberalize 86 % of EU imports over a 12-year transitional period.

Items of special interest to the Agro processing sector are the SADC trade protocol which came into effect in September 2000 provides for the phasing down of tariffs of 11 of the 14 SADC member countries. The participating member countries are from the sub-Saharan region, excluding SADC members Angola, the Democratic Republic of Congo and Seychelles. This trade bloc has a combined population of 135 million. The participating member countries hope to establish a free trade zone by the year 2004. 

Finally the South Africa Customs Union, and under the present SACU agreement, participating member countries South Africa, Botswana, Lesotho, Namibia and Swaziland have totally abolished internal tariff barriers. A new agreement, which was finalized on 25 October 2002, is presently being ratified by their respective governments. The main change introduced in the new agreement pertains to revenue sharing.

Many major international companies have taken advantage of the attractive business environment in South Africa to use it as a base, not only for the domestic market, but also for exports to the rest of Africa and the world.

11. 
Foreign Trade

Although the mining sector’s contribution to GDP has declined over the past few decades, primary and beneficiated mineral exports continue to dominate South Africa’s export profile. Gold and diamonds remain the country’s most valuable export commodities, while the two fastest-growing major export industries are aluminum and platinum.

The trade liberalization programme pursued by South Africa since 1994 has resulted in a more open economy: the import penetration ratio was estimated at an all-time high of 25.1 per cent in 2006 while the exports-to-GDP ratio (including services) increased from 22 per cent in 1994 to an estimated 23.8 per cent in 2006. However, upstream sectors are over-protected. The tariff structure is also too complex with too many tariff bands and spikes.

Highest value export sub sectors

Agro products exported are namely avocados, clementines, grapefruit, table grapes, plums, pears, sugar, wine, citrus fruit, grapes, apples, pears, quinces. SA concentrates on export of fresh fruits with 20% of fruits being juiced.  
South Africa has a diversity of climates, ranging from semi-arid and dry to subtropical. As a result, a diversity of crops, livestock and fish are to be found. In certain industries, South Africa is one of the top exporters in the world today.

The principal imports include: capital, intermediate and consumer goods, machinery and electrical equipment, vehicle and transport equipment, live animals and animal products, minerals products, chemical products, plastic and rubber products, textiles, base metals and related articles, machines and mechanical and electrical equipment, transport equipment, medical equipment, clocks and musical instruments. 

The main export destinations are UK, Netherlands, Belgium, Japan and Mozambique, while he principal import sources are Germany, China, USA, UK, Japan, and Italy.

Table 3:  
Balance of payments on current account (seasonally adjusted and annualized), in R billions

	
	2005
Year
	2006
	2007
1st half

	
	
	1st half
	2nd half
	Year
	

	
	
	
	
	
	

	Merchandise exports
	325,1
	347,9
	449,1
	398,5
	480,9

	Net gold exports
	27,0
	31,5
	39,4
	35,5
	36,8

	Merchandise imports
	-359,8
	-415,4
	537,7
	-476,5
	-558,8

	Trade balance
	-7,7
	-36,0
	-49,2
	-42,5
	-41,1

	Net services, income and current transfers
	-54,6
	-67,3
	-72,3
	69,9
	-86,7

	Balance on current account
	-62,3
	-103,3
	-121,5
	-112,4
	-127,8

	% of gross domestic product....

	-4,0
	-6,2
	-6,8
	-6,5
	-6,7


As the current upward phase of the business cycle which commenced in 1999 gained momentum, a surge in gross fixed capital formation and an almost simultaneous deterioration in the balance on the current account of the balance of payments set in from 2003. Consistent with the sustained strong domestic demand and the country’s relatively high import propensity, the volume of merchandise imports increased at a much faster pace than that of merchandise exports during the past four years.

Accordingly, the country’s trade shortfall with the rest of the world widened, causing the deficit on South Africa’s current account to rise to 6,5 % of gross domestic product in 2006 and 6,8% in the second half of that year. Although the trade deficit narrowed somewhat in the first half of 2007, this was more than neutralized by a widening of the shortfall on the net service, income and current transfer account with non-residents, resulting in a further sizeable deficit on the current account in the first six months of 2007.

The deficit on the current account of the balance of payments continued to be more than fully financed by net financial inflows from abroad. The gross international reserves position of the Bank improved from US$25,6 billion at the end of 2006 and further to US$29,8 billion at the end of August 2007. Although a sizeable build-up of gross reserves occurred during 2006, the ratio of foreign-exchange reserves of the Bank to the current-account deficit deteriorated from 2,1 in 2005 to 1,6 in 2006 and remained unchanged at the end of June 2007. 

The level of imports of goods and services covered by gross official international reserves at the end of June 2007 this ratio increased from 12 weeks to 13,5 weeks’ worth. 
12.
Sectors of interventions of the main funding institutions

UNIDO

The UNIDO Office in South Africa provides the countries of the region with technical support and advice on industrial development issues, as well as project assistance. It also interacts with financial and multilateral development institutions in the area and assists with the development of a stronger SADC Secretariat.

In South Africa UNIDO has assisted in defining the potential for developing the forest industry and downstream processing in the Eastern Cape Province. UNIDO has supported a review of the Work Place Challenges (WPC) programme implemented by the National Productivity Institute (NPI). 

UNIDO has been asked to facilitate the inception of the newly appointed Small Business Advisory Council (SBAC).

UNIDO has also met with the Enterprise and Industry Development Division (EIDD) of the dti (Department of Trade and Industry) to identify potential areas of assistance and support in line with the newly formulated National Industrial Policy Framework. 

At the Department of Science and Technology, UNIDO has assisted with the organization of a technology foresight training workshop and a trends conference based on the UNIDO technology foresight programme.

European Union (EU)

The European Union is SA largest donor, our roughly R1 billion (One Billion Rand) Annual Development Cooperation Budget spans areas as diverse as education, water and sanitation and the entrenchment of a human rights culture. Local Economic Development (LED) assistance is a key area that the EU is currently in process with to facilitate job creation in South Africa.

EU has and is currently preparing assistance programmes for South Africa at the macro and meso level. EU is currently evaluating the ESIPP programme.

UNDP
Globally UNDP leads the advancement and evolution of development debates and formulation of new paradigms for democratic governance and capacity development. In South Africa, UNDP’s mission is to strengthen capacity for participatory governance and pro-poor growth.

The Principles of Engagement for UNDP is that it will support the South African development agenda by aligning UN support with Government’s development policies, strategies and frameworks. 
The focus of the Country Programme 2007 - 2010 will be to support strategic participatory capacity development initiatives for pro-poor growth which support Vision 2014 goals.

The UN System in South Africa is committed to supporting the country in meeting its development objectives in alignment with the national development priorities and within the context of the Millennium Development Goals (MDGs). Through the International Development Cooperation Unit (IDC) in National Treasury the Government of South Africa coordinates donor assistance with the objective of ensuring aid effectiveness within the framework of the Paris Declaration. 

European Investment Bank

European Investment Bank is to play a key role in the EIB's commitment to build closer ties with its customers and expand operations in the Southern African region, within the framework of the ACP-EU Partnership Agreement, and the Investment Facility, a funding instrument created by the Agreement and managed by the EIB since its official launch in June 2003. At the same time the new representation will develop stronger links with the South African business community in both the public and the private sectors in the context of the European Investment Bank's role in the relationship between the European Union and the Republic of South Africa.

The EIB will add value in terms of operations and flexibility and European Development Finance in the whole Southern Africa region and potential investors from Angola, through Mozambique, Swaziland and countries on and in the Indian Ocean (1) will have a point of contact and for advice on European Investment Bank and other community financing of projects through:

The EIB will also help to improve co-ordination with the European Commission's grant aid in the whole region in support of governance, regulatory and judicial improvements through the national indicative programmes (NIP) in the region. It will connect with the wide network of local antennae of the CDE, Centre for Development of Enterprise and Pro-Invest, the private sector support instruments under the Cotonou Agreement.

EIB is very interested in the programme and acts as a Financial wholesaler by identifying intermediary banks to handle up to 5 million euros. EIB prefers leasing companies because leasing assists SME’s.

World Bank 

South Africa is one of the richest and economically most important countries on the African continent. In the past, however, the apartheid system prevented South Africa from achieving its potential. The World Bank's work in South Africa is focused on helping to reduce the apartheid legacy of poverty and inequality. The Bank focuses on its role of "knowledge partner" by providing expertise and knowledge from international experts from the private sector, academia, the public sector, and non-government organizations from all over the world, as well as from within the Bank. 

The World Bank currently has only one active loan in South Africa — the Municipal Financial Management Technical Assistance Project (MFMTAP), which was approved in 2002 for an amount of US$15 million. The World Bank is particularly active in economic research and technical assistance in the following areas of Agriculture and Land Reform, Urban Development and Municipal Finance, Private Sector Development, Industry and Trade, Public Administration and Service Delivery, Environmental Conservation.

In addition, the World Bank Group's agencies for private sector development - the International Finance Corporation and the Multilateral Investment Guarantee Agency - work closely with South African companies to promote investment within South Africa and throughout the African continent.

World bank Private Sector Development, Industry and Trade in South Africa

Since the World Banks re-engagement with South Africa in the mid 1990s, the Banks work in the area of private sector development, industry, and trade has:

(i) supported industrial and manufacturing capacity building and enhancement of competitiveness (through the 1997 Industrial Competitiveness and Job Creation Project.

(ii) contributed to analytical and policy research with respect to regional trade. In the last several years, the Bank has increased its technical assistance in the area of the investment climate, in particular through supporting the undertaking of an Investment Climate Assessment in 2005 and a similar exercise focused on small, micro- and medium-sized businesses. The Bank has also helped the Government to evaluate its business support program.

Currently, the Bank and the Department of Trade and Industry (DTI) are preparing a Memorandum of Understanding for future Bank engagement; initial areas of partnership are expected to be improving support for small businesses and assisting DTI with its monitoring and evaluation capacity.
Agence Française de Développement (AFD)

South Africa as the African continent’s economic “engine” must play a key role in promoting political stability and supporting the continent’s economic development. Its participation in the New Partnership for Africa’s Development (NEPAD) and its efforts to foster greater regional integration are vital and must be supported. AFD supports the South African authorities in their response to these numerous economic, social and environmental challenges.

AFD has been operating in South Africa since 1994 with the main target of supporting public policies in favor of historically underprivileged populations. Priority is given to three axes:

1. 
Giving populations access to basic services and enhancing the urban environment
AFD interventions aim to give the poorest populations better access to basic services such as water, sanitation, electricity, education and, since 2005, social housing. This is achieved through AFD support to municipality investment programs in basic infrastructure services, either by providing direct financing or through banking intermediation. It also participates in financing public-private partnerships. AFD supports the access of poor populations to property thanks to partnerships with four of the top SA banks. Between 1994-2005 AFD committed 206 million euros in this sector and AFD interventions provided over 1.5 million people with access to electricity and some 800 000 people with access to drinking water. 

2. 
Creating employment and developing enterprises

AFD encourages job creation and the development of small and medium enterprises (SME’s) for historically underprivileged populations. It therefore supports the Black economic empowerment (BEE) program introduced by the government which creates positive discrimination measures for black populations so that they can join the formal economy. AFD achieves this through support to South African public development banks and some commercial banks. Its actions in this area have helped create or protect some 7 000 jobs and around a hundred SME’s should benefit from further actions for some 600 000 additional jobs.

3. 
Preserving the environment and combating climate change

Through its financing AFD supports the South African government’s environment policy. Promoting sustainable development through the reduction of greenhouse gas emissions is one of AFD’s priorities in South Africa. The main axes of AFD strategy in this area are research for better energy efficiency, developing renewable energy and clean energy in productive sectors, transport and housing.

AFD’s action in South Africa also has a regional dimension through its commitment to the NEPAD initiative. This support mainly targets the promotion of regional infrastructure projects in order to improve economic efficiency and regional governance.

AFD commitments in South Africa since 1994 stand at 408 million euros and Proparco, AFD’s private sector subsidiary, have committed 157 million euros. The projects benefiting being  the EDU-LOAN Project and the support to the DBSA for financing infrastructure and local development in South Africa’s underprivileged provinces. 

The other projects financed being the combating of global warming for methane extraction and electricity generation from the Durban dumps, and encouraging projects which qualify for the Kyoto Protocol Clean Development Mechanism. Also included were social housing programs loan to FirstRand Bank Limited for improving living conditions for socially underprivileged people by offering them decent housing. 

13.
Competitiveness and costs of production

On the World Bank-IMF “Doing Business” the South Africa is ranked at no.35.

South Africa’s agro-food complex has a number of competitive advantages, making it both an important trading partner and a viable investment destination. 

A World-class infrastructure where South Africa has three deep-water ports, three international airports, a network of roads and railways, well-developed cold chain facilities, and a well-developed financial sector. Due to counter-seasonality to Europe is a competitive advantage as it is the primary SA export market for horticultural and floricultural products. South Africa is the closest major Southern Hemisphere producer of horticultural and floricultural products to Europe and has significantly shorter shipping times.

The diversity of climates to be found within South Africa allows for a vast and varied array of agricultural products to be available due this biodiversity. Tropical, subtropical and desert climates are all present. The Marine resources are abounding as South Africa has a 3000 km coastline which is commercially used both for conventional harvesting as well as mariculture and aquaculture.

The competitive input costs in South Africa that boasts infrastructure which is comparable to first world countries, however its cost structure is decidedly third world. At US 1.7 cents/kwh it has one of the cheapest electricity costs in the world. Labour rates are also competitive.

The SA Government is providing to the best of its ability to provide a conducive environment politically, economically and with infrastructure to facilitate and/or enhance the competitiveness of SA as a manufacturing, investment destination.

14.
Constraints for the private sector development 

Cautious expenditures plans are also underpinned by a realistic assessment of South Africa‘s capacity for absorption, skill constraints and limited administrative capacities at the municipal and provincial levels. The coordination by government of programmes to facilitate private sector development is lacking.

The agricultural sector is also confronted with constraints in rail and port capacity and rising water and transport costs.

Electricity outages in particular since early 2006 have affected business to function and expand. A plan for more power generation facilities to address this needs attention.

The skills shortage in especially the higher technical levels of industry is a major concern.

Access to finance for particularly the SME sector is a worry for development of this sector.

Access to international markets is being affected by many manufactures and producers not having their products or produce up to internationally recognized standards.

The lack of “interesting investment opportunities in the tradable sector” is a biding constraint on the growth of our exports, and by virtue of the low 25% contribution that exports make to our GDP, also to the growth of our economy.

15.
Institutions supporting the private/industrial sector

Ministry of Trade and Industry of South Africa (the DTI)

Agro-food

The DTI provides support in food processing, floral, aquaculture, animal culture, including the provision of incentives to the industry. This support to industry is varied and does involve facilitating and coordination with other Government agencies such as Department of Agriculture. Competitiveness issues are addressed and include cost issues and market information especially on export market development.

The Enterprise and Industry Development Division of the DTI has two units namely The Industry Development Unit and the Enterprise Organization (for development and management of incentives). SA is currently planning the review of tariff on agricultural products within WTO regulations (e.g. preferential treatment for agric products). Capacity is however needed for development of an industrial development strategy

Resource Based Industries

The current focus in resource based industries is on forestry and timber processing, including  up-stream oil and gas. The DTI is developing a strategy for beneficiation of minerals (e.g. base metals; precious minerals etc). The Enterprise Organisation unit administers general incentives, as well as sector-specific incentives (e.g. tourism; film; business services outsourcing). They look at policy development and identify constraints and support provided differs from sector to sector.

The Establishment of Centres of Excellence linked with universities is being done with plans to develop Centre of Excellence for forestry sector. The DTI collaborates with the Agri-business Section of UNIDO with meetings being held regularly with framework for cooperation due to be formalised.

Pharmaceuticals
The DTI Promotes the health sector which has 6.5 million people in Private and 37.0 million people in Public health. A Programme proposal is underway to move about 7 - 10 million people from Public health to Private Health. Pharmaceuticals accounts for 20% of health sector expenditure estimated to be about R16 billion (R13 billion to private; 3 billion to public).

Private sector utilises mainly patented products, with the public sector utilising mainly generic products. Imports by SA of pharmaceuticals products is estimated at about US$1.15 billion (i.e. R9 billion) annually.

The production of Active Pharmaceutical Ingredients (APIs) accounts for 90-95% of drug production in SA. Fifteen factories are undertaking formulation in RSA. Aspen has 2 plants and Adcock has 3 plants. There is a need for huge logistics support for pharmaceuticals sector.

SME’s in the pharmaceuticals sector can fit between Fine Chemicals and AP’s, however unutilised capacity exists in the formulation of drugs. Opportunities exist in the manufacture of medical devices/textiles (e.g. bandages, condoms, syringes, etc). The Medical Control Council is responsible for nutraceuticals, cosmetics/toiletries, hospital beds and hospital lights.

The DTI has sector support programmes such as:

· Strategic Investment Programme (SIP) for big companies

· Small and Medium Enterprise Development Programme (SMEDP)

· Support programme for Industry Innovation (SPII)

Industrial Development Corporation (IDC)

IDC has very broad mandate and does provide funding in RSA and the SADC region. It is a catalyst for project development and can finance up to 50% of investment, by covering all financial instruments providing medium to long-term loans finance. In agriculture, loans can go beyond 20 years. Finance for exporting is also provided.

IDC also provides equity finance, but does not want to be majority shareholder. It has done a lot of research into the needs of SME’s. A gap has been identified in the area of small enterprises. They do not directly finance micro enterprises but can do wholesale financing to institutions who deal directly with micro enterprises.

IDC provides support in non-financial services area namely Non-financial business support e.g. due diligence, Business plans and Pre-investment and post-investment “hand-holding”.

IDC has an Academy that provides training to its clients. These training courses are done every two weeks for 20 – 50 participants and IDC funds the Academy.

National Agricultural Marketing Council (NAMC)

NAMC was mandated under Agricultural Marketing Act (1996), and has 4 divisions namely: Agribusiness Development/Statutory Measures/Market and Economic Research Centre (MERC) and Administration.

The Agribusiness Development Division was established to support emerging markets in terms of linkages and capacity building. MERC focuses on Value chains/Trade related issues and Trade Policy/Competitiveness/Risk management/Linking farmers to market and market development/Information Management Systems.

NAMC is called to intervene in industry-related policy matters. A Trade Reference Group has been established within NAMC with two development schemes already developed for Grain and Citrus. A dual agricultural sector exists in SA.  Therefore, need to identify similarities and conduct impact assessment by then focusing on food; and livestock sub-sectors. 

Information management and access to accurate information is critical therefore developed programmes to disseminate information in different ways that should take into account social dynamics of communities.

At the meso level NAMC realises there are pockets of excellence to be developed, especially where there is overlap and the need for promotion of partnership. Capacity development in universities is of urgent need at this time. Producer organisations will have greater impact if the strategic plans they have can be implemented, they need assistance in this strategy implementation.

Grain SA

Grain SA has a very good working relationship with the NAMC. They belong to the Southern African Council of Agricultural Unions which promotes collaboration across the SADC Region. Grain SA members also belong to National Maize Producers Organization (NAMPO).

They have Programmes for Members that include Training courses and Subsistence Farmer Programmes. They communicate with members via Radio stations, Commercials and Newsletter on a regional basis. Mentoring is also provided to up and coming farmers especially BEE.

Citrus Growers Association

CGA founded 1997 with membership of including citrus farmers from RSA, Zimbabwe and Swaziland. There main purpose is market access for citrus. Also to address Sanitary and phyto-sanitary (SPS) issues. They raise levies to pay for research in their own research institution since 1970s. Researchers are placed at the University of Pretoria and University of Stellenbosch.

The focus of research is to reduce reliance on chemicals; pest control (using virus and moth sterilization).

Currently focusing on human capital development and assisting new growers through Skills training and development. Promoting training within SADC Region as well.

CGA have export consortia formed by some farmers along with farmer’s cooperatives to facilitate export more effectively.

Mintek 

Mintek are specialists in mineral and metallurgical technology. They have created appropriate technology for SME’s along with HRD and R&D solutions, and teach basic business and technical skills. Mintek collaborates with SEAMIC in Tanzania on limited scale for mineral matters in Africa. 

For the SME situation Mintek trains rural women on jewellery production along with working on traditional metallurgy for tourism market. Mintek is working with NEPAD and UN Economic Commission for Africa.

Council for Scientific and Industrial research (CSIR)

The CSIR’s mandate is to foster scientific and industrial development focussing on developing the industrial sector and promotes advanced manufacturing technology, with 5 operating units and an energy and industrial development centre. CSIR is regional focal point for 52 research organisations in Africa. It has a unit responsible for Agency management/Networking and capacity sharing. CSIR undertakes contract R&D thereby generating R700 million with 70% of income being generated from the private sector.

Pharmaceuticals Industry Association of South Africa (PIASA)

RSA supplies 98% of medicines in SADC. The Pharmaceuticals industry is research-based. There are 25 bigger manufacturers of which 4 or 5 are substantial in size.

Other industry associations are the National Association of Pharmaceutical Manufacturers (NAPM), Health Products Association (for complementary medicines – biologicals, herbal medicines), SAMED, Vaccine manufacturers and The Medical Devices Agency

Development Bank of Southern Africa (DBSA)

DBSA has private sector and international division focusing on African and International partnerships. It assists in NEPAD level projects developed to the point where financing is needed. Interested in commercially viable projects, e.g. infrastructure projects where long-term financing is required as DBSA is a debt financier, not an equity financier. These strategic projects must be important to the country, requiring minimum US$5 million.

DBSA operates through strategic partnerships and uses Vulindlela Academy for capacity building. DBSA likes co-financing of projects, doing so with AfDB, IFC, Agence Française de Development. If a massive project comes in, DBSA is able to arrange financing and sell parts to other co-financiers. Financing window for DBSA is to extend credit line to local DFI's for where funds required is less than US$5 million. DBSA has Khula Ntsika programme for RSA to cater for SME financing.

DBSA also gives technical assistance in the form of capacity building typically linked with an infrastructure project. Project appraisals are done by setting up Project Teams – technical, social, environmental experts. They look at project viability and cash flow, not availability of security.

They tailor financing to the needs of the enterprise for example grace periods, innovative products, e.g. variability in paying interest.

DBSA does finance clusters, but must have a Sponsor; relies a lot on the strength of Sponsor

Ongoing Programmes that may shore up the manufacturing sector:

Trade, Development and Co-operation Agreement (TDCA) 
South Africa's trade relations and development co-operation with the EU are governed by the TDCA, which was signed in 1999. The TDCA's ratification is still ongoing and the agreement is being provisionally applied. The main objective of the TDCA is to create a free-trade area between South Africa and the EU over a 12-year period. The EU and South Africa will, in terms of the agreement, open their markets to each other at a different pace. 

The EU remains South Africa's most important economic trading partner, accounting for over 40% of its imports and exports, as well as 70% of foreign direct investment. South Africa's trade surplus with the bloc rose from R6-billion in 1999 to R30-billion at the end of 2001. Against a backdrop of a slowing global economy in 2001, which resulted in a 0.3% drop in EU imports from the rest of the world, South African exports to the EU grew by a further 11%. In May 2002 South Africa had overtaken Algeria, Saudi Arabia, Malaysia and Singapore in overall trade with the EU. 

In addition to the TDCA, separate agreements on wines and spirits were signed in January 2002. These agreements - which are also applied provisionally - provide for the reciprocal protection of wine and spirits names, and cover issues such as processes and product specifications. 

The EU and South Africa are currently working to solve the technical issues that are pending in areas such as agricultural trade, rules of origin and anti-dumping, amongst others. 

The EU recently informed it would not make further concessions on domestic support for agricultural products; that is after it offered to eliminate export subsidies, on condition that other wealthy nations did the same. In addition to the elimination of export subsidies, South Africa and other developing countries also want the EU to phase out domestic support for its farmers. 

Cotonou Agreement 

In 2000 the EU signed a new partnership agreement with the African, Caribbean and Pacific (ACP) states – including South Africa. The agreement – known as the Cotonou Agreement - is a 20-year partnership that replaces the Lomé Convention, which provided the structure for trade and cooperation between ACP states and Europe since 1975. The agreement focuses on poverty reduction as its principal objective, development aid and closer economic and trade cooperation. 

16.
Strengths and opportunities of the manufacturing sector

The following strengths and opportunities are identified with the manufacturing sector in South Africa: 

Strengths

There is a relatively well-developed industrial infrastructure and financial services sector. There are large human and natural resources. The manufacturing industry is highly competitive in the global market because of production efficiency and wide domestic markets that attract international and local interest.

Opportunities

There is abundant natural resource potential with a large untapped market in SADC and Africa. 

Economic Partnership Agreements with international trading partners may take place as South Africa’s manufacturing industry is efficiently productive.  

17.
Problems to be solved

Crime

The World Bank’s most recent investment climate survey found that more than 30% of enterprises in SA found crime a major obstacle to investment. In a recent survey by Grant Thornton, 84% of all small businesses in South Africa indicated that crime was an obstacle to their growth and 88% indicated spending more on security-related items in 2006 than ever before.

In addition, many skilled people who have emigrated have indicated crime as their main reason for doing so. If one considers the popularly floated statistic that for every skilled person in South Africa ten jobs are created, and the fact that, in the UK alone, there is estimated to be living 1 million South African expatriates, then the impact of crime becomes clear. 

Unemployment

Data from the Labour Force Survey (LFS), March 2007 shows the unemployment rate of 25.6% in SA.  Many cities in South Africa have experienced rapid urbanization which has intensified the degree of disorganization among young people. There is high unemployment amongst youth in their late teens and twenties and statistics suggest that almost 60% of the unemployed in South Africa are young people.

Skills shortage and Brain drain
There is a shortage of employees with relevant experience, and low employment opportunities being created within the manufacturing industry. The shortage of skilled human resource, especially at the technical level is evident. Deficiencies exist in state organisation, capacity and leadership.

High Prevalence of HIV/AIDS

The high level of HIV/AIDS in SA presents a critical challenge to the nation.  The pandemic is deepening poverty, reducing human development achievements, limiting the ability of government to provide essential services, reducing labour productivity and labour supply and constraining economic growth.  

The government has mounted tremendous efforts around the country by local, provincial and national government agencies, as well as myriad non-governmental organizations, to combat Aids by creating awareness around the disease, promoting behavior change and providing medical, social and economic assistance to those affected and/or infected by the epidemic. More assistance is required from international sources.

If this problem is not solved soon, it could lead investors to channel their investment to countries having a healthier workforce that promises higher productivity and better returns on investment.

Infrastructure

Logistical and transportation difficulties exist which limits the ability to move products to markets. Agro-logistics is affected by poor rail infrastructure.

Greater cohesion is needed in SADC in grain production. Accurate crop estimates are needed.

High transportation costs limit industrial development.

Land ownership

Land ownership has a negative impact on agricultural development which impacts on agro processing. Land claims that are unresolved are impacting growth.

Government weaknesses as seen by technical support institutions

The National government’s implementation capacity is poor and there is weak communication between national government and provincial governments. There is no tariff protection and Imports are not monitored sufficiently with Import tariffs on capital goods limiting industrial development.

Disaster Management structures not working in agriculture. The lack of capacity in SADC on phyto-sanitary issues restricts exports. The Regulatory environment is a burden on small and medium businesses.

Black Economic Empowerment

The developing of agriculture/Broad Based Black Economic Empowerment (BBBEF) is problematic, with access to finance being difficult due to lack of collateral which also affects post-settlement support. Access to credit is a problem for new farmers (Land Bank used to provide financial support to new growers). There is lack of cooperation on training and mentorship related issues.

Research

Agricultural research needs international expertise and funding for more research and a need assistance in technology in terms of sterilization experts.

A need is observed to improve efficiency of production in many of the sectors. The need for support structures e.g. extension officers in agriculture to facilitate more of the SME farmers to ensure more product that can be processed.

18.
Recommendations

In order to deliver the desired impact, it is recommended that the industrial upgrading and modernization programme should have the following components:

Capacity building and skills development

The Capacity building and skills development in all major aspects of managing businesses effectively and profitably, should be a major area of focus for the programme. 

Capacity building is also required in the technical support institutions to improve the human resource capacity, especially the highly skilled sections of technical support institutions as listed in this report. Public administration issues also need to be addressed.
Quality programme

The technical support institutions require assistance and expertise to implement and upgrade quality programmes over various sectors.

Export market development

The volatility and level of the currency needs to be addressed carefully by the authorities in particular the Central Bank. The cost, efficiency and capacity of the national logistics system needs to be analysed and a plan implemented to address the shortcomings.

Create interesting investment opportunities in the tradable sector. Export-oriented manufacturing is seen as an ideal answer to many of our problems because it would absorb precisely the kind of labour South Africa has a surplus of, namely low-and medium-skilled. 

Investment promotion

Sector investment strategies need to be enhanced to allow for investment from both local and international investors. The barriers to entry and limits to competition and limited new investment opportunities need to be addressed.

Technology transfer

SA with its competition for market access in Europe and USA especially, needs to embrace every opportunity that modern technology provides in order to make SA companies globally competitive.  The area of quality standards and the technical ability to maintain these systems needs to be addressed.

The Industrial Upgrading and Modernization Programme should complement IDC’s efforts in providing funding and finance to the SME sector. The capacity and systems for monitoring clients that have been funded is required.

Access to finance

The SME sector has many obstacles to overcome in accessing finance in SA. SME financing needs considerable emphasis to be placed on developmental imperatives, such as increased regional focus in favour of more rural and peri-urban entrepreneurs. UNIDO can assist by coordinating wholesale funders like European Investment Bank who do this wholesale assistance to operators who dispense to SMEs.

Cluster formation

Analysis of the agricultural and small scale mining operations in the whole value chain in SA needs to be done. To enable the effective and stable formation of clusters, correct economic market research in these sectors along with establishment of steering committees for each one is required.

Government facilitation

The SA Government should facilitate the above programme by linking the industrial upgrading programme with the Growth and Development Strategy of South Africa. In addition show commitment by allocating sufficient funds on an annual basis to the implementation of the industrial upgrading and modernization programme.

Government should, for the greater part, leave it to the private sector to decide which sectors have the greatest growth potential rather than what substantially amounts to picking the winners by itself. Government should prioritise the expansion of sectors that will create jobs rather than the expansion of sectors that are labour-intensive.  The promotion of these sectors must then be pursued solely through regulatory and other enabling changes and investment facilitation, rather than through the direct investment of public funds in such industries.  

SWAZILAND

1.
Brief geo-socio overview 
The Kingdom of Swaziland is a landlocked country located in Southern Africa, with a total surface area of over 17,364 sq. km.  It is bordered by South Africa and Mozambique, and has a total population of 1.1 million (2005).

Swaziland has four distinct geographical regions running from north to south, each with its own climate and characteristics.  It lies from 98 to 1,800 metres above sea level. The mountainous high-veld in the west has rivers, gorges and waterfalls, while the adjacent middleveld is at a lower altitude and undulating, with lush, fertile valleys. In the east is the subtropical lowveld.  The Lubombo region, which borders Mozambique, lies at is an average altitude of 600 metres, and forms an escarpment with gorges created by three main rivers.

The climate of Swaziland is varied. In the highveld region the climate is generally temperate: warm, wet summers with temperatures reaching up to 33 degrees Celsius and dry winters, with night time temperatures dropping as low as minus 4.5 degrees Celsius. Average rainfall is between 1,016 and 2,286mm. The middleveld is warmer and drier, and ideal for crop growing. Temperatures vary between 37 degrees Celsius in the summer and 2.5 degrees Celsius during the dry winter. Average rainfall is between 762 and 1,143mm. The lowveld has a subtropical climate with temperatures reaching up to 42 degrees Celsius in summer and as low as minus 2.6 degrees Celsius in winter. Annual rainfall is between 508 and 590mm. The Lubombo region has a similar climate to that of the middleveld.

Main centres

Mbabane, the administrative capital of Swaziland, is located in the Dlangeni hills.  It has a population of about 58,000, lies at 1,200 metres above sea level with a temperate climate.  The city hosts all government ministries and departments, and is also home to most of the diplomatic missions and the local media houses.  The city has modern office accommodation, large shopping complexes and social facilities.

Manzini is Swaziland’s industrial capital. There has been significant commercial and residential development in Manzini. With a population of around 65,000, the city is ideally located in the centre of the country, close to Swaziland’s most popular tourist resorts. It has excellent social and sports facilities as well as educational and health services. 

Matsapha, located between Mbabane and Manzini, and serves as the industrial area in Swaziland. It is the preferred choice location for both local and foreign investors, and is home to about 80% of Swaziland’s manufacturing industry, excluding sugar and pulpe.  Matsapha has reliable water supply, electricity, banking and telephone services and boast of Swaziland’s first inland container depot.

Social indicators

Employment projections in 2006 indicate a contraction in formal employment due to the erosion in AGOA preference, the restructuring in the sugar industry together with shedding of workers by companies, the strength of the lilangeni/rand exchange rate, which continued to exert pressure on competitiveness of export commodities. The formal sector absorbs approximately 30% of the labour force. Currently unemployment in Swaziland is estimated at more than 45% of the economically active population. The situation is likely to get worse with company closures. 

According to the Human Development Report 2005, the Gini coefficient for Swaziland is 60.9, one of the highest in the world. About 43% of the population live in extreme poverty and about 76% of the country’s poor people live in rural areas.  The country’s ranking in the UNDP’s human development index in 2006 is 146th of 177 countries.  Infant mortality rate is 107.6 per 1,000 life births (2005), while adult literacy rate is at 79.6%.
The HIV/AIDS pandemic is a major obstacle to economic and social progress. According to the Ministry of Health, the proportion of sexually active adults (aged 19-49 years) who are infected with HIV/AIDS was 42.6% in 2004, the highest infection rate in the world. This has reduced the life expectancy in the country to 42.2 years (2005).  Several programmes have been put in place with the assistance of USAID to control the spread of the disease.
2.
Macro-economic indicators

Swaziland is classified as a lower middle-income country with a per capita income of US$2 280 in 2005.  However, the Real GDP growth rates has declined steadily from 2.1% in 2004 to 1.9% in 2005 and an estimated 1.8 in 2006, indicating a slowdown in the economy.  With an estimated population growth rate of 2.9%, the economic decline reflects a deterioration of the standard of living as measured by per capita income. 

The economic slowdown is attributed to the appreciation of the exchange rate, poor performance of the manufacturing and mining sectors, low growth in FDI, and low agricultural productivity, due to drought. Favourable developments in sugarcane production, sugar refining, and a pick-up of growth in the services sector prevented a more pronounced slowdown of the economy. 

The fiscal deficit for 2004/2005 was 1.4% of GDP and is projected to increase to 3.6% of GDP in 2005/2006 mainly due to increased expenditure, particularly on the recurrent budget.

Inflation rate was 5.3% in 2006, mainly driven by increases in the price index for food, which soared to an annual 14.6% in 2006 from 9.1% in 2005. With rising oil and food prices coupled with weakening exchange rates, inflation is forecast to increase to 5.4% 2007.  
Table 1: Main macro-economic indicators of Swaziland, 2000-2006

	
	2000
	2002
	2003
	2004
	2005
	2006

	
	
	
	
	
	
	

	Total Population (millions)
	1.0
	1.0
	1.0
	1.0
	1.0
	1.0

	   Urban (%)
	23.2
	23.4
	23.5
	23.7
	23.9
	24.1

	   Female (%)
	52.1
	52.0
	52.0
	51.9
	51.8
	51.7

	GDP, at constant 2000 prices (in US$ ml.)
	1,388
	1,451
	1,486
	1,517
	1,546
	1,574

	Real GDP Growth Rate (%)
	2.0
	2.8
	2.4
	2.1
	1.9
	1.8

	Real per Capita GDP Growth Rate (%)
	1.1
	2.4
	2.3
	2.1
	2.1
	2.1

	GDP at Current Market Prices
	1,388
	1,192
	1,904
	2,348
	2,550
	2,533

	Gross Capital Formation (% GDP)
	18.6
	19.8
	18.0
	18.7
	19.0
	17.9

	   Public capital formation (% GDP)
	6.3
	7.4
	5.7
	8.3
	8.5
	8.5

	   Private capital formation (% GDP)
	12.3
	12.3
	12.3
	10.4
	10.5
	9.4

	Gross National Savings (% GDP)
	13.2
	24.6
	19.9
	20.4
	17.6
	16.3

	Inflation (CPI)
	9.9
	11.8
	9.5
	6.7
	4.8
	5.0

	Exports Volume Growth (Goods) (%)
	-4.9
	-3.4
	29.1
	13.0
	-4.7
	1.5

	Imports Volume Growth (Goods) (%)
	-3.4
	-18.3
	38.5
	32.0
	5.5
	3.8


Source: African Development Bank
3.
Sources of GDP

Swaziland is largely a rural society where a large proportion of rural households practice subsistence agriculture.  The contribution of agriculture to GDP is estimated at an average of 11% (2001-2006), compared to 50% from industry and 34% from the service sector. The mining sector, which is focused on coal and diamonds for export, contributes a mere 1.8% to GDP.  

GDP growth averaged at only 2.2% in 2005 and 2006, primarily as a result of low agricultural productivity, erratic weather, and declining domestic and foreign investment. 
Table 2: Contribution to GDP by sector, 2004

	Sector
	GDP (%)

	
	

	Agriculture & forestry
	9.5

	Industry 
	44.7

	   Mining
	0.7

	   Manufacturing
	33.9

	   Electricity, gas and water
	3.5

	   Construction
	6.6

	Services
	45.9

	   Trade, hotels, etc
	12.0

	   Transport and communications
	5.8

	   Financial services, real estate
	8.2

	   Owner-occupied dwellings
	2.5

	   Government services
	15.8

	   Other services
	1.6


Source:  Ministry of Economic Planning and Development
Figure 1: Contribution to GDP by sector, 2004
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4.
Primary sector

4.1
Agriculture

Swaziland has excellent agricultural and ranching land. Sugarcane, grown on plantations, is the country's leading export.  The agricultural sector is the main source of income for more than 70% of Swazis, particularly in the rural areas. The sector also plays an important role in providing raw materials for the agro-based manufacturing industries.

Maize remains the staple food and is grown by the vast majority of rural households, accounting for approximately 86% of the entire land cropped on communal Swazi National Land (SNL). The remaining SNL area is cropped to relatively small amounts of cotton, groundnuts, pumpkins and sweet potatoes. Other important crops are citrus fruits, rice, cotton, corn, sorghum, pineapples, and tobacco. Cattle, another major export, and goats are raised in large numbers. 

Sugar cane dominates agricultural production on the roughly 31% of the total geographic area of Swaziland held by individuals and companies as Title Deed Land (TDL). Much of TDL is planted to commercial forests in the Highveld and is used for grazing, but a small proportion is used for the production of citrus, pineapples, vegetables, maize and fodder. 

The contribution of the agricultural sector has declined mainly due to drought conditions, which significantly reduced the volume of output from this sector.

Maize
Maize is virtually the sole staple for the majority of the population.  However, maize production in Swaziland is on a long-term decline. In 2006/07, maize production, including TDL production, was reported to be just over 82,000 tonnes, far below 2005/06 outputs. Several factors may be contributing to the overall decline including the erratic weather, impact of HIV/AIDS, and decline in the use of improved agricultural practices and inputs.

The most important feature of the 2006/07 agricultural season was the scarcity or virtual absence of rains when the crop needed it most.

Sugar

In terms of contribution to GDP, irrigated sugar cane production dominates the agricultural sector, providing approximately two-thirds of agriculture’s 11% contribution to GDP.  The Swaziland Sugar Association is among the largest exporters of sugar in Africa and is regulated under the 1967 Sugar Act. Three main estates operate large mills at Big Bend, Simunye and Mhlume.

Sugar production fell by 5.4% to register 594,127 tonnes during 2004/2005 cropping season compared to 628,191 tonnes in 2003/04 season. Dry weather conditions at the beginning of the 2004/2005 season impacted negatively on sugar output, as water​ curtailing measures had to be enforced.

Export volumes decreased by 8.3% to 243,198 tonnes in 2004/2005 from 265,291 tonnes exported the previous season. After meeting its preferential quota to the European Union, United States of America and the regional market of SACU, the industry sold an additional 56,050 and 46,640 tonnes to COMESA and the World market, respectively.  Export receipts declined by a slight 0.5%, mainly influenced by a stronger lilangeni. This occurred despite an increase in world sugar prices to an average of 9 cents/lb during 2003/2004.

Mainly due to its proximity, sugar exports from Swaziland pass through the Maputo Port. There are plans to operate the Maputo sugar terminal as a regional facility in Southern Africa.

Major developments in the sugar industry include the ongoing refurbishment of Mlawula sugar terminal, the construction of a 25,000-tonne sugar conditioning tower at Mhlume and the 50kg Bagging Plant at Simunye, which was completed during 2003/2004.

The Komati Downstream Development Project is expected to benefit over 25,000 people in the Komati valley, including farmer associations that are engaged in sugarcane and other enterprises including, maize, horticulture, dairy, beef production and bee keeping. Private institutions namely, FINCORP, SwaziBank, Nedbank and SIDC provided financial support for the project.  The Lower Usuthu Smallholder Irrigation Project (LUSIP) is expected to provide 2,600 farm families with increased income and better access to health facilities, clean water and sanitation.

Citrus

Citrus produced in Swaziland includes oranges, grapefruit, limes and 'easy peeler' varieties. The area under citrus shrank to 1,875.4 hectares from 1,919.7 hectares cultivated in the 2003 season as one of the major citrus estates closed operations. Citrus production decreased by 4.7% to 70,954 tonnes compared to 74,418 tonnes produced a year earlier.

The Swaziland Citrus Board, which looks after the growers’ interests, is the channel through which the fruit is exported, primarily to the European Union, Eastern Europe, the Middle and the Far East and Japan. Large volumes of citrus exports are dispatched through the port of Maputo.

4.2
Livestock Production

Livestock play an important role in the production system and the livelihoods of smallholders. Cattle-rearing dominates the country’s livestock sector.  Although the cattle population is the largest, a large proportion of the households also own goats and other back yard stock such as chicken and ducks. The number of livestock has been declining in recent years from a contraction of the country’s rangelands as a result of allocating more land for human settlements.

In spite of a large cattle population, the country continues to be a net importer of beef and beef products, largely because of low productivity due to the undernourished and overgrazed herds. Vigorous marketing activities and programmes by both government and SMI encourage commercialisation of cattle.

The abattoir and processing operation at Simunye and a number of other producers supply the country’s pork requirements.

There are about 800 poultry operations in the country ranging from large commercial producers to smallholders. Egg production at competitive prices is also becoming popular. Ostrich farming primarily for their skins, with meat and feathers as secondary products, is a growing activity. 

Also, there are about 400 dairy farmers producing about 10 million litres of milk. The Swaziland Dairy Board supports this sub-sector.

4.2
Forestry

The forestry sector accounts for about 17% of formal employment and provides raw materials for value-added products for export.  Several species of non-indigenous trees, particularly certain conifers and, to a lesser degree gum, are successfully grown in several parts of the country for commercial undertakings.

The largest pine growing area is Usutu Forest, one of the biggest manmade forests in the world covering 66,000 hectares (about two-thirds of Swaziland’s forested land). These trees are used to produce unbleached kraft pulp (UKP). UKP production at Sappi Usutu grew by 7.7% to 180,590 tonnes in 2004 compared to 167,734 tonnes in 2003. Production benefited from a stable production process. Export volumes surged by 17% to 182,852 tonnes against 156,340 tonnes exported in 2003. The export receipts only increased by 5%; the continued appreciation of the lilangeni/rand against major currencies particularly the US dollar was a major factor behind the low export earnings.

Apart from UKP, which comprises the bulk of forestry-related export earnings, a number of estates grow trees from which diverse products are made for local and export markets. These include mining and construction timber, doors and pallets, and coffins. Wooden furniture and shelving units are also manufactured and often exported in 'DIY' kit form.

Other major forests in Swaziland are Peak Timbers and Swaziland Plantations in northern Swaziland and Shiselweni Forestry in the southern highveld near Nhlangano. This operation produces mining timber and eucalyptus oil for export.

The pine and eucalyptus forests of the high veld yield timber and wood pulp.  Traditional markets of the country’s pulp continued to be the Far East, United States of America, European Union and South Africa. About 23% of the country’s pulp was supplied to the new market of Mainland China.

The Forest Policy and National Forestry Action Programme, is designed to achieve sustainable forest management, and aims to promote awareness of forestry issues and provide training and education.

5.
Secondary sector 

5.1
Mining

Several minerals are mined and prospected from among Swaziland’s varied and ancient rock structure such as asbestos, coal, diamonds, gold, industrial minerals, base metals and quarried stone, clay.  

Minerals rights are vested in the King in trust for the nation with mining royalties paid to Tisuka Taka Ngwane, a trust established for the nation by King Sobhuza II in 1976. The King, in consultation with Libandla, selects a Minerals Committee to advise on issues pertaining to mineral exploration and exploitation. The Commissioner of Mines receives applications for prospecting licences and mining rights, which are passed on to the Minerals Committee for consideration.

Developments in the mining and quarrying sector were negative in 2003 following significant declines in the production of quarried stone and coal. Value-added by the mining and quarrying sector contracted by 20.1% during 2003 after having grown by 11.2% in the year before. As a result, the sector’s contribution to GDP fell to 0.7% from 0.9% in 2002. 

Swaziland’s coal deposits have an estimated life span of 20 years.  Coal production is exported to South Africa. Prospects for the country’s coal sector are encouraging as demand from South Africa is expected to increase. 

5.2
Industrial Sector

Industries in Swaziland are spread over the four main regions, namely Hhohho – 74 (30.71%), Manzini – 152 (63.07%), Lubombo – 9 (3.73%), and Shiselweni – 6 (2.49%).  Manzini is the main region for investment projects – it hosts the Matsapha Industrial Estate. 

The industrial census done in 2005/6 indicates that there are 240 manufacturing concerns in Swaziland.  Table 3 shows that the Food Processing sub-sector accounts for 12% of the entire industrial sector, while the Engineering & Construction and Textile & Clothing industries account for 8% each. Industries classified under the Food Processing sector include sugar and agricultural processing concerns.  Industries classified under Engineering and Construction include those sectors involved in the production and trade of electrical and mechanical concerns, such as Palfridge (which manufacture refrigerators), Apex Engineering (which manufacture steel bearings for export), Steel and Wire, etc. Industries classified under Textile and Clothing include those sectors involved in the manufacturing of clothing and any other by-products of cotton. Other industries include support industries in the manufacturing sector.

Table 3: Composition of industrial sector

	Sector
	No of establishments
	(%)

	
	
	

	Oil and Gas
	3
	1.24

	General Chemicals
	4
	1.66

	Polymers, Paints, etc
	4
	1.66

	Bio processing
	1
	0.41

	Agro-chemicals
	1
	0.41

	Pulp and Paper
	4
	1.66

	Water Treatment and Supply
	2
	0.83

	Engineering and Construction
	20
	8.30

	Nuclear processing
	1
	0.41

	Metals Processing
	3
	1.24

	Minerals processing
	1
	0.41

	Personal products
	2
	0.83

	Food processing
	30
	12.45

	Textile and Clothing
	20
	8.30

	Pharmaceuticals
	4
	1.66

	Gas supply
	1
	0.41

	Other
	140
	58.09

	Total
	241
	100.00



  Source: Ministry of Enterprise & Employment 2005/6 Industrial Census 

5.2 Manufacturing sector

The manufacturing sector is a major contributor to GDP in Swaziland, employing about 20,272 in 2005. The country has a broad range of manufacturing and processing operations most of which are privately owned. They range from small factories to large concerns employing several thousand people. The major categories of goods include food and beverages, clothing and textiles, timber, pulp and paper, engineering and metal industries, plastics and chemicals.

The manufacturing sector grew at 1.0% in 2004 and 0.9% in 2005.  Growth in manufacturing output slowed down in 2004 and 2005 following the closure of some major companies and the sustained strength of the exchange rate. A downturn in FDI inflows, notably in the textile industry, further contributed to the slowdown. Swaziland’s clothing and textile industry is threatened with the Agreement on Textiles and Clothing (ATC), a multilateral trade regime which aims at improved trade fairness and treats all countries equally, but will make garments and apparels from Swaziland become price uncompetitive in the international markets.

Nonetheless, the moderate growth in manufacturing was spurred by positive performance of some export commodities including sugar-based products and soft drink concentrates. Overall growth in 2004 also benefited from increased construction activities due to ongoing road and housing projects. Furthermore, the good economic performance by South Africa in 2004 boosted Swaziland’s export demand since over 50% of the country’s exports are sold in South Africa.

Swaziland’s top three exports in total value over the last five years are edible concentrates, sugar and wood pulp.  Heavy reliance on agriculture renders Swaziland’s economic growth vulnerable to adverse world commodity price volatility and climatic conditions.  

Fruit canning

Fruit canning is an important manufacturing activity in Swaziland. Swazican produces a wide range of products that include canned fruit pieces, slices and rings, fruit juice concentrates and a variety of jams. The cannery grows pineapples on its own estate and also has contract growers that supply pineapples to it. Citrus fruits and melons are sourced from citrus estates and local farmers. Canned fruit and juice are sold predominantly to markets in the European Union, USA, Japan and Australia, whilst jam is sold locally and in South Africa.

During 2004, production dropped by 2.4% to 25,379 tonnes from 26,005 tonnes in 2003. This was due to low pineapple yields caused by the poor weather conditions. The situation was exacerbated by an improvement in the quality of citrus produced in 2004, which saw more of the fruit being exported rather than supplied to the cannery. Jam production however more than doubled during 2004 compared to 2003. Export volumes however, plunged by 19.2% to register 22,382 tonnes in 2004 from 27,692 tonnes exported in 2003.

Future prospects for the cannery will depend on the lilangeni/rand exchange rate against major currencies, prices in the world market and favourable climatic conditions. Swazican concluded a deal with Inyoni Yami Swaziland Irrigation Schemes (IYSIS) to take over their citrus estate, which is expected to improve the performance of the cannery in the furture.

6.
Tertiary sector

6.1
Tourism

Tourism remains a vital contributor to Swaziland’s economy. The strong cultural heritage, tradition and biodiversity are strong attractions for tourists visiting Swaziland. Preliminary figures show that room occupancy grew marginally by 2.5% from 509,994 bed nights sold in 2003 to 515,400 bed nights sold in 2004.

Total receipts from tourism recorded a marginal growth of 5% when compared to the growth of 22.2% recorded in 2003. Total receipts increased from E268.7 million in 2003 to E282.1 million in 2004. The hospitality industry continued to account for a larger proportion of the in-bound receipts at about 70%, whilst handcrafts, curios and adventures account for the remaining proportion of about 30%.

The country has an abundance of features to attract visitors including eight nature reserves with a range of animal and birdlife, spectacular mountain scenery, a rich cultural history and a variety of leisure activities from horse back riding trails and four wheel driving to golfing and fishing. In addition to its natural attractions, Swaziland has traditionally been popular for its casinos and nightlife.

One of the most established wildlife sanctuaries is Mlilwane, which is home to the ‘Hippo Haunt’. At Malolotja there are well mapped out hiking paths which are an ideal way to view game and Phophonyane, near Piggs Peak is renowned for its diversity of flora.

The National Museum, National Archives and King Sobhuza II Memorial at Lobamba, and the Mantenga Cultural Village provide an insight into Swaziland's history and culture.

Swaziland Tourism Authority (STA) with the assistance of the European Union, has established a community grant scheme to assist in creating employment for people living in the rural areas. The programme essentially involves helping communities, which are lacking resources, knowledge and skills to participate in tourism initiatives. Five pilot projects have been identified under this programme for 2004/2005 to 2006/2007.

6.2
Water

Swaziland has five major water courses covering its four geographical areas that flow out into the Indian Ocean. Agriculture involving irrigation is the largest consumer of water. The potential exists to double the area under irrigation by further development of the water resources.

The Water Services Corporation supplies around 85% of the water for both residential and industrial consumption in urban areas. In the rural areas, the Rural Water Supply Board provides safe drinking water and is involved in the development and maintenance of rural water supply schemes.

Swaziland is involved in a joint venture project with South Africa in the Komati River Basin to construct two dams in the two countries for hydroelectric and agricultural projects. The Swaziland Komati Project Enterprise was established to manage the project.

6.3
Energy

Electricity is available throughout the country, with specialised services provided for industrial clients whose needs are dictated by the type of machinery they operate and the electrical systems and options available.

The Swaziland Electricity Board (SEB) has a generation capacity of 50 megawatts, which is made up of hydropower and diesel generators and provides only 20% of the country’s electricity requirement. The balance (80%) is imported from Eskom in South Africa.  There are plans to construct more power generating projects – dams, bagasse projects, and thermal power stations.

6.4
Transport

Swaziland’s road system is in good condition with all the main routes tarred to provide easy access throughout the country. The total road network covers approximately 3,400 kilometres, about one-third of which is tarred. The road network connects the major producing areas with the administration and production centres and also provides links into South Africa and Mozambique.

There are plans to gradually tar main roads and also repair and maintenance the existing roads. In addition, a network of district roads will link rural communities to the main road network.  This will facilitate the movement of goods to rail depots and to Matshapa inland clearing depot as well as across the country’s borders to neighbouring countries and Maputo port for export overseas.

Swaziland has an efficient road haulage industry. Road transportation companies operate modern, reliable fleets, with vehicles often being designed to accommodate specific types of commodities.

Steps have been taken to establish a weighbridge system and facilities at strategic points along the local road network to monitor heavy vehicle weights using standards set by SADC.

Swaziland Railway (SR) is provides cargo transport and logistics services linking Swaziland’s main industrial centres with Mozambique and South Africa. The system moves about  4.5 million tonnes of freight a year and provides a vital transport link for the country’s import and export commodities. Sugar, unbleached kraft pulp, coal and timber are all exported by rail. The system also provides an important transit for goods moving between the ports of Richards Bay and Durban in South Africa, as well as regions to the north of Swaziland.

The Matsapha/Goba – Maputo rail line provides a vital link between Swaziland and the Maputo port through which most of Swaziland’s exports are shipped.  The use of this route also reduces import and export transport costs. Also, a passenger train service between Durban and Maputo, via Swaziland, directly links the areas under the Lubombo Spatial Development Initiative and is used mostly by tourists.  

Airlink Swaziland, a partnership between Royal Swazi Airways and South Africa’s Airlink, flies between Mbabane and Johannesburg, with links between Swaziland and other regional capitals.

6.5
Telecommunications

Swaziland's telecommunications network was completely automated by July 1996 and the digitalisation programme was completed during 1998. In an effort to increase the trunk network capacity, improve reliability and provide for value-added services, Swaziland Posts and Telecommunications Corporation (SPTC) is expanding the trunk network with optical fibre systems and wireless loop systems in key areas.

The computer Internet system has become an integral part of communication facilities and a key tool for the local business community to increase their competitive edge.  The cellular network now covers more than 75% of the country.

6.6
Governmental sector

Government continues to improve and to explore revenue enhancement measures aimed at widening the revenue base in order to augment revenue losses likely to arise from the shrinkage of SACU revenue. Emphasis continues to be on strengthening tax administration with the aim of maximising efficiency of collecting taxes, through promoting voluntary compliance from all taxpayers, increased tax audits of companies and the continuous review of the tax legislation with a view to closing loopholes that encourage tax avoidance.

Measures to diversify government revenue include the Fiscal Restructuring Project commenced in June 2002, which aims to diversify the tax base in order to reduce reliance on SACU receipts. The process of merging the customs and excise department and the income taxes department to establish a new Revenue Authority is already underway. It is expected that the Board of Directors and the Commissioner General of the Authority would have been appointed by the end of 2005. VAT is programmed to be introduced in 2007/2008.

7.
Informal sector

The informal sector is an important pivot for job creation and the promotion of Swazi-owned businesses is a priority for relieving unemployment. Taking into account street vendors and small-holder farmers, indications are that in excess of 270,000 people are employed or engaged in some form of income-generating activities.

Extensive infrastructure development in both Manzini and Mbabane under the Urban Development Project and financed through a World Bank loan, is aimed at primarily benefiting lower income groups living in informal settlements around the main centres.

8.
The financial sector and micro-finance

The financial sector in Swaziland consists of the Central Bank, commercial banks, the Swaziland Building Society, insurance companies, three industry support financial institutions and the Swaziland Stock Exchange.

The Central Bank’s mandate includes: issues, service and redemption of domestic debt, external debt management and service, administration of exchange control, and formulation and implementation of monetary policy.  It is also develops and regulates the capital markets in Swaziland and promotes cooperation with financial exchanges outside the country. 

There are four commercial banks in Swaziland including First National Bank, Nedbank Swaziland, Standard Bank Swaziland and SwaziBank. All commercial banks have branch networks around the country offering both personal and corporate banking services. 

The Swaziland Building Society offers mortgage loans, which account for almost 60% of its loan portfolio, and savings and investment accounts.

Three industry-supporting lending schemes are operated by the Central Bank: the Export Credit Guarantee Scheme, the Small-Scale Enterprise Loan Guarantee Scheme and the Public Enterprise Loan Guarantee Fund.

Other financial institutions include the Swaziland Royal Insurance Corporation, which offers both long and short-term insurance cover, and the Swaziland National Provident Fund, which was established as a savings scheme to provide benefits for employed persons on retirement. It has since been converted into a pension scheme.

Residents can hold foreign currency deposits with local banks to the value of E100,000. Foreign investment by private individuals has been raised to E750,000. Dividends and profits are freely repatriated from Swaziland subject to a 15% withholding tax. Outward transfers of capital require Central Bank approval. Inward transfers should be registered with the Central Bank, to facilitate possible future repatriation of capital. Companies that are more than 25% owned or controlled outside the Common Monetary Area (CMA) require Central Bank approval before taking up loans locally.

The Swaziland Stock Exchange is a source of finance for large companies public listed that wish to raise finance.

Micro-finance

SME financing in Swaziland is not very developed. Swaziland provides financing for SME’s. Through some of the following financial institutions: European Investment Bank, World Bank, Swaziland Industrial Development Company, Swaziland Development Finance Corporation, National Development Banks and Commercial Banks.

The Swaziland Development Finance Corporation (FINCORP), formerly the Enterprise Trust Fund, provides finance to the rural communities and SMEs. A number of international financial institutions extend lines of credit to the corporation.

Asset building and household formation is hindered by the inability to build up capital through property or housing. This highlights the absence of collateral for credit.
9.
Priority sectors: perspectives and potential development

All stakeholders in Swaziland, including the Government and donors welcome the industrial upgrading programme, as it will facilitate employment creation, income generation and export development and investment promotion.

The natural and exotic forest resources form an integral part of the land resources that sustain livelihoods of communities. Two initiatives are being pursued to explore the opportunities to maximise benefits through production of value-added natural products. These are the commercialisation of marula products and other indigenous natural products and establishment of a biotechnology park. These initiatives are in the initial planning and development stage.

With the abundant agricultural raw materials produced in the country, agro-food processing has a lot of potential for further development. Investment opportunities in Swaziland are mainly found in processing of the country’s natural resources, both agricultural and mineral. Sugar is produced from the vast sugarcane plantations, but could also be used to manufacture sweets and confectioneries. Tobacco, pineapple and vegetables are currently grown and canned, but there is scope for further processing of these goods.  The industrial upgrading programme will therefore give further impetus to the already growing food-processing sub-sector and assist in diversifying the Swaziland economy.  

Minerals processing through beneficiation will provide additional source of foreign exchange for the country.  Mineral resources such as kaolin and limestone may be used to produce ceramic ware, paper and glass. Coal could be processed to make chemicals, cement and fertilizers. This can be used to develop and maintain the country’s infrastructure and provide other social amenities.

The pharmaceuticals sector is not well-developed in Swaziland.  However, there is potential for developing some aspects of the industry, e.g. cosmetics, using locally available materials, such as kaolin.  This will act as a catalyst for conservation of indigenous plant species in the country. 

There are also favourable opportunities to further develop the country’s tourism potential.

10.
Economic integration

Government has had some success in creating an environment that actively supports private sector investment. Progress has been achieved in the provision of necessary infrastructure including the building of factory shells and upgrading of major transport routes.

The preferential markets continue to play an important role in attracting fresh FDI and enable the country to earn foreign exchange and generate employment opportunities. The total stock of foreign direct investment into Swaziland improved by 9.1% to E5,223.7 million in 2004 compared to a contraction of 8.8% recorded in 2003. FDI into the manufacturing sector contributed the largest share in 2004 and it rose by 4.9% to E3,493.6 million against a decline of 8.3% recorded the previous year.

Because of the tendency towards high unemployment in Swaziland, the government encourages and promotes entrepreneurship to facilitate self-employment and income generating activities.

The Industrial Relations Act 2000, aimed at harnessing the relationship between the government, employers and employees, as well as ensuring conformity with international labour standards, has been passed into law and has been accepted by the tripartite as an important tool to promote harmonious labour relations in the country. However, statutory minimum wages are regulated, and foreign personnel must obtain work and residence permits.

A number of incentives are provided by Government to facilitate the development of the private sector in order to accelerate economic growth based on broad participation and empowering the people to generate income.  These include:

· Double taxation agreements (e.g. with South Africa, Mauritius, United Kingdom and Republic of China (Taiwan));

· Exemption from withholding tax on dividends for 10 years for qualifying investments in manufacturing, tourism, mining and the international services sectors;

· Duty-free importation of capital goods, new machinery and equipment for use in manufacturing enterprises; and

· An Export Credit Guarantee Scheme granted through commercial banks and supported by the Central Bank for export-oriented enterprises.

An Investment Code has also been developed, which outlines investment regulations and incentives in line with MIGA principles.

Swaziland is a member of the Southern African Customs Union (SACU), Southern African Development Community (SADC), Common Market for Eastern and Southern Africa (COMESA), African Union, Commonwealth, United Nations, World Trade Organisation (WTO), Arab Bank for Economic Development in Africa, African Development Bank (ADB), World Bank and International Monetary Fund (IMF).

Swaziland’s position on the Proposed Economic Partnership Agreements (EPAs) between the European Union and African, Caribbean and Pacific (ACP) countries based on meetings with key stakeholders hosted by the Ministry of Foreign Affairs & Trade shows that:

· Trade liberalisation plus enhanced market access doesn’t necessarily equal poverty reduction: trade and markets must be managed fairly considering the levels of development of SADC member states and thus their vulnerability.

· Protecting infant industries is an important part of Swaziland’s industrial policy and strategy. This provides the policy space that Swaziland needs to develop its industry.

· Careful use of protection together with other policies to encourage backward and forward linkages is crucial for industrial development.

· The set date by which the proposed Economic Partnership Agreement should have been concluded between the EU and SADC Member States does not bode well for industrial development and economic growth of Swaziland. It will create unfair trade rules and thus lead to significant loss of revenue from the SACU Pool.

Government is also committed to foreign trade initiatives such as SACU/FTA negotiations with the United States of America, European Union and Mercosur countries. SACU aims to ensure that these agreements build on the success of AGOA, securing benefits in a sustainable arrangement.

11.
Foreign Trade

Swaziland's economy is export-oriented, with exports amounting to 70% of GDP. The major exports are soft drink concentrates, sugar, unbleached kraft pulp, refrigerators, citrus fruits and textiles. Major imports are food and live animals, inedible crude materials, manufacturing materials and machinery and equipment.  

The main export destinations are South Africa, USA, Mozambique, Zimbabwe, UK and European Union, while the main import sources are South Africa, Hong Kong, Japan, Taiwan and Mozambique.  Swaziland receives over 80% of its imports from South Africa and sends 74% of its exports. 

The trade account declined to a lower surplus of E157.2 million in 2004 against a surplus of 888.9 million recorded in 2003. The merchandise export grew by 3% to E12,427.1 million during the year. Sectors which recorded increases in export revenue include soft drink concentrates, wood pulp, canned fruit products, eucalyptus, refrigerators and food products. Sugar exports recorded a 0.5% decrease in earnings to reach E758.4 million in 2004. Woodpulp export earnings had plummeted by 37.3% to E421.3 in 2003 due to lack of demand in world markets combined with low production volumes but recovered by 5.1% growth to E446.4 million in 2004.

The strong exchange rate combined with the high expenditure on construction projects by government, the increase in number of vehicle imports from the Far East combined with increases in oil prices caused a growth in imports estimated at around 13.6% during 2004. The drought situation compelled the country to rely on food imports from international agencies such as the World Food Programme.

The country’s net foreign exchange reserves have improved and are expected to improve further during the 2007/08 fiscal year following budget estimates of a sizable 57% increase in customs union revenue from the Southern African Customs Union (SACU). In terms of imports, the available reserves in January 2007 are enough to cover an estimated 3.2 months compared to only 2.3 months reflected the previous year. 
12.
Sectors of interventions of the main funding institutions

UNDP

UNDP is supporting the Government of Swaziland establish a key structure that will ensure the establishment of a national capacity to commission, undertake, manage, coordinate and provide quality assurance on all research activities conducted in Swaziland.

UNDP considers the Decentralization Policy to be a key framework for improved service delivery with an impact on all the Millennium Development Goals. Ongoing support for the programme has targeted capacity building initiatives for various government officials which have were conducted in 2005 and 2006. As part of capacity strengthening for the decentralization process, the UNDP has presented desktop computers, laptops, printers and a power-point projector to the office of the National Decentralization Programme Coordination Directorate. During the presentation of the equipment, UNDP has assured the Government of its continued commitment to support all efforts aimed at enhancing human development in the country.

Other areas include: industrial development, environmental monitoring, and gender equality.

European Union (EU)

EU is involved in, among others, environment protection programmes, trade facilitation, enterprise development and the agricultural sector development.

Centre for the Development of Enterprise (CDE)
Centre for the Development of Enterprise (CDE) provides funding, technical and business support for the development of enterprises in Swaziland.

United States Agency for International Development (USAID)

USAID has provided funds for the Swaziland Enterprise and Entrepreneurship Programme (SWEEP) programme. SWEEP beneficiaries are Swaziland-based SMEs capable of creating expanded employment and income-generating projects. USAID is also supporting the various HIV/AIDS programmes in the country

13.
Competitiveness and costs of production

Although Swaziland is a small landlocked country, the following strengths may be identified: the existence of a fairly diversified economy with very good physical infrastructure; a good financial sector, albeit with a high cost of capital; reasonable energy costs. Much of the labour has a good educational background and is trainable. The fruit canning and sugar industries are highly competitive in the global market because of production efficiency. For instance, Swaziland ranks fifth in the World Rankings for the food processing industry.

In addition, Swaziland is in close proximity to South Africa and has an excellent climate and soil for growing a variety of the much-needed crops for agro-food processing.

14.
Constraints for the private sector development 

The constraints for private sector development include the following:

· Unreliable supply of raw materials, which limits the linkage between agriculture and the manufacturing sector, in particular, agro-food processing;

· Shortage of skilled and competent labour; 

· Low product quality due to the use of obsolete technology;

· High cost of capital with respect to finance for industrial development;

· High cost of utilities, especially electricity;

· Small domestic market due to the small population, with limited purchasing power;

· Shortage of exports markets due to high competition markets.

In addition to the above, the lack of an industrial policy and development strategy implies that there is no overall guiding framework for industrial development. This therefore means that the present situation with regards to specific industrial policy and investment lacks overall coherence.  In fact, programmes tend to be designed on an ad hoc basis in response to experience and exigencies.  This inhibits long-term strategic planning regarding industrial development.
Ongoing Programmes That May Shore-up The Manufacturing Sector

National Adaptation Strategy

A National Adaptation Strategy (NAS) has been prepared in response to the declining performance of the sugar sector as a result of the reform in the European Union (EU) sugar market. On 26th March 2007 Cardno Agrisystems was awarded a framework contract by the EU to implement a consultancy to establish a Restructuring and Diversification Management Unit (RDM Unit) for the implementation of Swaziland’s National (Sugar) Adaptation Strategy (NAS) following the withdrawal of support under the sugar protocol. An International Consultant was mobilised on 28th March 2007 for an eight-month period to effect this assignment. 

The RDMU will coordinate the implementation of the NAS, and mobilize the consultancies needed to advance its performance. As part of the project, an Interim RDM Unit has been established since early 2007, and it will be in operation until November 2007.  The Interim RDM Unit, besides preparing the legal ground for the RDM Unit, is also coordinating some studies on priority issues (e.g. transport infrastructure and social services).

Through the RDM Unit, the Project will ensure that the various facets of envisaged restructuring efforts are both viable and capable of implementation in a co-ordinated manner. Diversification initiatives will identify and promote initiatives that will make direct contributions to the adaptation process and that will also enhance selected restructuring efforts. 

TechnoServe 

With funding provided by USAID, the Technoserve’s SWEEP programme helps entrepreneurs in rural areas to build businesses that create income, opportunity and economic growth for their families and their communities by identifying, growing and developing Swazi-owned SMEs in order to create employment and income opportunities for the rural poor.

The programme comes in handy as the country is currently feeling the pain of decreasing sugar prices, increasing unemployment, decreasing tax revenues, and investment being relocated to South Africa. SMEs offer an important vehicle for creating jobs and rural incomes in Swaziland, particularly as the government focuses on diversifying the country's economy and creating new jobs. SWEEP will help foster an environment in which new businesses will thrive and help elevate communities out of poverty.

15.
Institutions supporting the private/industrial sector

A number of institutions have been put in place by the Government of Swaziland regarding the manufacturing sector in improving their performance. Among these arrangements are the Swaziland Investment Promotion Authority (SIPA), Swaziland Industrial Development Company (SIDC), Swaziland Development Finance Corporation (FINCORP), Swaziland Standards Authority (SWASA), etc.

Swaziland Investment Promotion Authority (SIPA)
The Swaziland Investment Promotion Authority (SIPA) is a one-stop centre that promotes Swaziland as an "Investment Location of Choice". It provides a comprehensive range of information, advisory and investor facilitation services for domestic and foreign investors. SIPA has responsibility for developing local entrepreneurs and encouraging them into participating in investment projects.

Swaziland Industrial Development Company (SIDC)

Swaziland Industrial Development Company Limited (SIDC) is a private development finance company, incorporated in 1987 to mobilise domestic and external resources to finance private sector projects. SIDC finances joint ventures through the provision of long-term loans, equity participation, asset leasing and factory shells. In addition, the company acts as a point of contact for prospective foreign investors wishing to go into joint ventures with local investment finance entities.

Swaziland Development Finance Corporation (FINCORP)

The objectives of FINCORP are:

· To finance and promote the development of Swazi-owned Enterprises;

· To efficiently and effectively contribute to the alleviation of rural poverty among Swazi citizens;

· To support the expansion of loan financing to SMEs;

· To support the provision of business advisory services, training, monitoring, technical transfers and development of other products and services for SMEs;

· To facilitate access to institutional development services and increase the long-term capacity of Swazi owned enterprises.

Currently FINCORP offers multiple financial services which include micro-credit, SME lending, asset leasing facilities, insurance and money transfers.  A repayment rate of at least 85% has been maintained since inception whilst the portfolio at risk has been kept below 10%.
Swaziland Standards Authority (SWASA)

SWASA is a new parastatal that was established in April, 2007. SWASA is moving towards the development of a strategic plan. The Chief Executive Officer is currently bench-marking against standard authorities by visiting bureau of standards in the SADC region. Upon completion of the strategic plan, SWASA will recruit qualified staff with the requisite skills to carry out its mandate.

The Trade Promotion Unit (TPU) within the Ministry of Foreign Affairs and Trade is the national focal point for trade promotion, with special emphasis on non-traditional exports. The services rendered by TPU include:

· Products and market identification and development of export markets;

· Operating a trade information service;

· Issuing of certificates of origin with the exception of the EURO 1 which is issued by the Department of Customs and Excise;

· Publishing the biennial Swaziland Directory of Exports and Exporters and other promotional publications; and

· Organising promotional activities, regionally and internationally.

16.
Problems to be solved
The following problems need to be solved to enhance the success of the Industrial Upgrading and Modernization Programme in Swaziland:

· Unreliable supply of raw materials, 

· Limited markets opportunities, particularly in the international market, 

· Limited access to finance for SMEs, 

· Shortage of skilled and competent labour, 

· Low product quality, 

· Use of obsolete technology.

17.
Recommendations

In conclusion, the present country report points out to the following challenges for Swaziland:

Capacity building

The Industrial Upgrading and Modernization Programme should place a lot of emphasis on capacity building both in the enterprises as well as in relevant technical support institutions.

Market development

There is a need for inter-linkages between small, medium and big businesses in Swaziland.  Products from Swaziland should also be promoted in the SADC market as well as international markets.  To facilitate entry into these markets, the programme should assist with the production of quality goods that meet international standards.

Technology transfer

The industrial upgrading programme should facilitate and promote the use of modern technology in the manufacturing sector in Swaziland.  The factories, machinery and productive processes should all be upgraded to order to facilitate the supply of good quality raw materials reliably and also enhance production of good quality products. 

Access to finance for SMEs

The programme should facilitate access to finance at affordable rates to SMEs.  This should be done by initiating the process for establishing a financial assistance programme specifically for SMEs. 

Investment promotion

As part of the Industrial Upgrading and Modernization Programme, Swaziland should be assisted to attract Foreign Direct Investment to the country.  This can be done by assisting the government to create an enabling environment doing business in the country. 

Government facilitation

Absence of an industrial policy and development strategy is a major concern.  The absence of an industrial policy and development strategy is detrimental to sustainable industrial development. This therefore means that the present situation with regards to specific industrial policy and investment lacks overall coherence.  In fact, programmes tend to be designed on an ad hoc basis as opposed to objective decision making informed by a sound industrial policy and strategy. Swaziland urgently needs a sound industrial policy and development strategy. 
TANZANIA

1.
Brief geo-socio overview

The United Republic of Tanzania comprises the mainland territory (formerly known as Tanganyika), and the Indian Ocean islands of Pemba and Zanzibar.  It is located on the East coast of Africa between the Great Lakes region of the East African Rift Valley and the Indian Ocean.  Tanzania shares its borders with Kenya and Uganda to the North; Rwanda, Burundi and the Democratic Republic of Congo to the West; and Zambia, Malawi and Mozambique to the South. It covers an area of 945,200 sq. km.

The country has a variety of physical features – a coastal belt which rises to a plateau covered by savannah and bush, belts of forested highlands, Mount Kilimanjaro (at 5,897 metres, the highest mountain in Africa), as well lakes Tanganyika, Nyasa and Rukwa.  The floor of Lake Tanganyika, at 358 metres below sea level, is the lowest point of Africa.

Tanzania has a tropical climate, with four main climatic zones: the hot humid coastal plains; the hot arid zone of the central plateau; high, moist lake regions; and temperate highlands.  The country also experiences two monsoon climates – the hot north-east monsoon from December to March, and the cool, dry south-west monsoon from June to September.  A short wet season occurs in November/December.  Rainfall ranges from 1,250mm on the slopes of the volcanoes to 600mm in the central parts of the country.

Main centres

Dar es-Salaam, the capital city has a population of about 2.5 million and serves as the main port, industrial centre, and the centre of government and commerce. This port city boasts one of the finest natural harbours in the world has an international airport and is also connected by roads and railways to neighbouring countries such as Kenya and Zambia.  

Zanzibar, located 35 km off the coast of Tanzania mainland, is known throughout the world as the Spice Island and jewel of the Indian Ocean.  It comprises of the island of Unguja (about 1464 sq. km), the fertile island of Pemba (868 sq. km), which is famous for deep-sea fishing and scuba-diving, and a number of other smaller islands.

Zanzibar Town, with a population of 15,000 permanent inhabitants and more than 100,000 floating population (about 90% being civil servants) is the seat of government for Zanzibar.  Zanzibar has a multi-cultural history and attracts thousands of international tourists annually.

Other important towns in Tanzania are Arusha, Tanga, Mwanza and Dodoma, the political capital of the country. 

2.
Macro-economic indicators

In 2006, real GDP growth rate was 5.7%, just below the annual average of about 6 per cent over the 2000-2005 period.  Actual GDP growth rate was 6.2% in 2006 compared to 6.7% in 2005.  Growth is expected to pick up strongly to 6.8% in 2007 and further to 7% in 2008, driven mainly by higher investment from both the private and public sectors.  Table 1 below shows the main economic indicators for Tanzania.

The inflation rate increased from 5.0% in 2005 to 7.5% in 2006 due to increased commodity prices, especially food and petroleum products, which also led to higher costs of transportation and generation of thermal electricity. The inflation rate is expected to decline to below 6% by December 2007 due to substantial improvements in food supply. 

Table 1: Main macro-economic indicators of Tanzania

	
	2000
	2002
	2003
	2004
	2005
	2006

	
	
	
	
	
	
	

	Total Population (millions)
	34.8
	36.2
	36.9
	37.6
	38.3
	39.0

	   Urban (%)
	32.3
	34.4
	35.4
	36.5
	37.5
	38.5

	   Female (%)
	50.4
	50.4
	50.3
	50.3
	50.2
	50.2

	GDP, at constant 2000 prices (in US$ millions)
	9 081
	10 346
	10 933
	11 669
	12 463
	13 178

	Real GDP Growth Rate (%)
	5.1
	7.2
	5.7
	6.7
	6.8
	5.7

	Real per Capita GDP Growth Rate (%)
	2.9
	5.1
	3.6
	4.7
	4.9
	3.9

	GDP at Current Market Prices
	9 081
	9 758
	10 383
	11 351
	12 586
	12 847

	Gross Capital Formation (% GDP)
	17.6
	19.2
	18.7
	18.3
	18.2
	18.4

	   Public capital formation (% GDP)
	6.0
	7.6
	7.4
	7.3
	7.2
	7.3

	   Private capital formation (% GDP)
	11.6
	11.6
	11.3
	11.1
	11.0
	11.1

	Gross National Savings (% GDP)
	12.1
	12.1
	13.8
	14.3
	12.9
	10.0

	Inflation (CPI)
	6.2
	4.6
	3.5
	5.7
	4.4
	7.5

	Exports Volume Growth (Goods)
	27.5
	29.7
	18.2
	17.8
	17.7
	4.6

	Imports Volume Growth (Goods)
	-3.0
	5.8
	0.1
	9.5
	9.0
	14.0


Source: NBS, 2007

The decrease in the GDP growth rate in 2006 (compared to 2005) is attributed to a severe drought that hit the country during the 2005/06 rain season, electricity shortages and increases in oil prices in the world market. Sectors that were mostly affected by the drought include agriculture, manufacturing, electricity and water. However, there was substantial growth in the following sectors: wholesale and retail trade, hotels and restaurants (including tourism); transport and communication; mining and quarrying; and financial and business services. Public administration and other services sector, maintained the same rate as in 2005.

3.
Sources of GDP 

Figure 1 below indicates the percentage shares of various sectors in the country's GDP.  In 2006, agriculture is the largest contributor the GDP at 44.7%, while the mining sector contributed only 3%. The industrial sector contributed 14%, comprising of manufacturing – 6%, Electricity and water – 2% and Construction – 6%. The services sector contributed 38%, comprising Wholesale and retail trade, hotels and restaurants – 11%, Transport and communications – 4%, Financial services – 14% and Public administration and other services – 9%.  This is as shown in Table 2 below, and depicted in Figure 1..
Table 2: Sector contributions to GDP, 2006

	Sector
	GDP (%)

	
	

	Agriculture
	45

	Industry
	17

	   Manufacturing
	6

	   Mining and quarrying
	3

	   Electricity and water
	2

	   Construction
	6

	Services 
	38

	   Wholesale and retail trade, hotels and restaurants
	11

	   Transport and communications
	4

	   Financial services
	14

	   Public Administration and other services
	9


Figure 1: Percentage Sector GDP at Current (2006) Prices
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Source: National Bureau of Statistics, 2007

Despite the decline in GDP growth rate of agriculture in 2006, the sector continued to be the main contributor to economic growth, compared to other sectors. Nonetheless, its share in the overall GDP continues to decline, having reached 44.7% in 2006 from 48.1 percent in 2000, while the contribution of other sectors, such as manufacturing; wholesale and retail trade, hotels and restaurants (including tourism); mining and infrastructures continues to rise.

Government revenue collections as a percentage of GDP are targeted at 14.5% for 2006/2007, 14.7% in 2007/2008 and 14.8% in 2008/2009. While the Government believes it will reach its revenue targets for 2005/06, revenue as a percentage of GDP is expected to fall to 13.6%. 
4.
Primary sector

4.1
Agriculture and Livestock

Agriculture is the backbone of the Tanzanian economy.  The sector accounts for 45% of GDP, provides 75% of exports and employs 80% of the total workforce.  However, due to the rugged topography and climatic conditions only 4% of the arable land is cultivated.  Smallholder farms, using traditional cultivation methods, dominate the sector.  In 2006, the agricultural sector grew by 5.0%.

Important agricultural products in the country are coffee, tea, cotton and cloves. Nevertheless, the climate and growing conditions are favourable for a wide variety of fruits such as pineapples, passion fruit, citrus fruit, mangoes, peaches, pears and bananas; vegetables, such as tomatoes, spinach cabbage and okra; and flowers (both tropical and non-tropical).  The main staple foods include maize, sorghum, millet, rice, wheat, pulses, cassava, potatoes, bananas and plantains.

There is good potential to export fruits, vegetables and flowers to other SADC countries, the Middle East and Europe.  Currently, the main export crops include coffee, cotton, cashew nut, tobacco, sisal, pyrethrum, and tea.

Livestock production accounts for about 30% of agricultural GDP.  This comprises of beef (40%), milk production (30%) and poultry and small stock production (30%).  The national cattle head is mainly of the short-horn Zebu, and numbers about 13.4 million comprising of indigenous stocks (about 13 million), dairy cattle (about 240,000) and commercially managed beef cattle (about 150,000).  In addition, there are about 10 million goats and 4 million sheep.  Poultry and egg production is also increasing.  Although the livestock is sold in the domestic market, there is potential for export if the sub-sector is developed.

In order to realise its macro-economic goals, the government has put in place measures since 2006 to avert the unending food crisis and to enhance agricultural productivity. These include streamlining and simplifying the regulatory environment, improving the functioning of the legal system and addressing human resource constraints. Other ongoing support services to the agricultural sector include provision of subsidies for the transportation of fertiliser to the main cereal producing regions, increased funding for agricultural research and extension services, and the strengthening and rationalisation of the export credit guarantee scheme. Export crop marketing, supply of agricultural inputs and prices has all been liberalised.  There are plans to promote irrigated agriculture and crop and livestock production through tax incentives. 

5.
Secondary sector 

5.1
Industrial Sector

The industrial sector’s share in GDP rose was 9.2% in 2006 (see Table 2).  Major industries are gold and iron mining, oil refining, cement, oil and fertilizer. Most industries are concentrated in the urban areas, namely Dar es-Salaam, Arusha/Kilimanjaro, Mwanza, Tanga and Morogoro. 

During 2006 the industrial sector was estimated to have achieved rapid growth of 9.0% (9.1% in 2005).  The industrial sector’s rapid growth was due to strong performances in manufacturing, construction, and especially mining and quarrying.

Table 3: Industrial sector performance indicators, 2001-2006

	Year
	% contribution

to GDP
	Sector growth rate
	% contribution

to Total export

	
	
	
	

	2002
	8.4
	8.0
	7.3

	2003
	8.7
	8.6
	6.8

	2004
	8.6
	8.6
	7.2

	2005
	9.0
	9.1
	7.1

	2006
	9.2
	9.0
	7.4


Source: National Bureau of Statistics

Mining and quarrying output grew in real terms by 15.7 per cent in 2006, the fifth consecutive year with increases of more than 14 per cent. 

Growth in the construction sector rose to 11.9 per cent after remaining at around 11 per cent for three years in a row. 

However, the drought-induced power crisis in the country continues to hamper industrial activity.

5.2
Mining

Tanzania has numerous mineral deposits including precious minerals – gold, diamonds, tanzanite and rubies, emeralds, alexandrite, sapphires; industrial minerals – iron, tin, copper, nickel, cobalt, lead, limestone, titanium, vanadium, uranium, phosphate and gypsum; and other minerals – coal and natural gas.

The performance of the mining sector has been improving in recent years – value added increased at a rate of 18.0% in 2003 and 15.6% in 2004.  However, the contribution to GDP is only about 3.2%.  The government intends to promote value-addition through encouraging gemstone cutting and gold polishing locally, and also encourage small scale mining by improving the business environment and providing training, access to credit and equipment. 

In recent years gold production has received a boost, with several major gold mining projects coming on-stream buoyed by the increasing price of gold in the international market.  Production of gypsum, pozzolana and limestone has also increased mainly due to the increased demand for raw materials for the production of cement.

Other minerals deposits that have also attracted interest include nickel, coal, iron, diamond, and the rare dark blue gem tanzanite.

5.3
The manufacturing sector

The manufacturing sector comprises mainly of firms engaged in food, beverage and tobacco processing, paper and packaging, textile and garments sub-sectors.  Other sub sectors include steel and steel products, petroleum, chemicals, cement, glass and other non-metallic. These activities represent about 65% of Tanzania’s industrial production. The second largest industrial sub-sector is the chemical industry including petroleum, rubber and plastic (12%). Other agro-based industries such as textiles, clothing, leather and footwear represent (4%).  Table 3 illustrates the relative importance of the various sub-sectors.
Table 4:  Number of Manufacturing firms and employment levels, 2005

	Sector
	No of firms
	(%)
	Employment
	(%)

	
	
	
	
	

	Food, Beverage and Tobacco
	148
	39.9
	76 774
	34.0

	Petroleum and Chemical Products
	28
	7.5
	12 093
	5.4

	Non Metallic Products
	31
	8.4
	9 456
	4.2

	Textile, Wearing and Leather
	49
	13.2
	56 286
	24.9

	Paper, Paper Products & Printing
	47
	12.7
	29 269
	13.0

	Fabricated Metal Products & Machinery
	20
	5.4
	20 263
	9.0

	Basic Metals
	20
	5.4
	2 350
	1.0

	Wood and Wood Products
	28
	7.5
	19 250
	8.5

	Other Manufacturing Products
	3
	0.8
	5 741
	2.5

	Total
	371
	100
	225 741
	100


Source: National Bureau of Statistics
Despite numerous policy efforts and reforms, which were taken by the Government to create a dynamic industrial environment, Tanzania persistently has a small and underdeveloped manufacturing sector. While there has been noticeable increase in the number of new SMEs, very few SMEs have graduated into medium and large-scale firms in the last ten years.

Manufactured products include textiles, cigarettes, sisal twine, cashew kernels, processed coffee, tea, canned beef, leather products, cotton seed cake, and pyrethrum extract. Other manufactured products include cement, radio batteries, and wood products, which rely heavily on imported inputs and a high degree of protectionism from the Tanzanian government. 

The output of the manufacturing industries in terms of GDP to the economy has been very small comparing to other sectors like agriculture and trade, restaurant and hotels. Contribution of the manufacturing sector to GDP is still low at 9.2% to GDP in 2006 (from 8.6 per cent in 2005).  Apart from the low contribution of the manufacturing industries to the GDP, the per capita Manufacturing Value Added (MVA), has remained more or the same dropped to about US $15.5 during the last ten years.

The value of manufacturing exports increased from US$ 35.69 million in 1997 to about US$ 135.6 million in 2006.  As a percentage of total exports, the share of manufacturing exports has declined from 17.2% during 1986-1994 to about 9.2% during 1995-2006. 

Although overall capacity utilization currently stands at 42% in 2006, compared to 37% in 2005, in some industries this is still very low (about 30%).  There is no significant increase in productivity and no new technologies have been introduced in most manufacturing firms.

As a result of various policy reforms, including the privatization of state-owned firms, increased private sector participation, trade liberalization, and increased competitive market systems, more than 85% of the manufacturing firms are currently owned by the private sector.  Many of these privatized and new private firms are partially owned and managed by foreign of multi-national corporations. These tend to be outward oriented and likely to take advantage of regional as well as globalization effects.  There are few manufacturing firms, which the state has minimum shares.

Material based industries, which use heavy and bulky materials such as cement, have been located close to the raw materials, such as in Tanga, Mbeya and iron and steel works are located close to iron ore and coal in Mangula.  Weight-gaining industries use compact raw materials to produce a bulky finished product and tend to locate near the major market for the good. Many of newly established firms took into consideration of different costs of different locations. These have taken account the natural and acquired advantages of a particular area. Dar es-Salaam, Tanga and Morogoro have been mostly preferred, because of market proximity, natural and acquire advantages. Other preferred areas include Mwanza, Arusha and Moshi. These areas continue to industrial inertia and attract investment activities.

6.
The tertiary sector

As of the year 2006, the percentage share of financial and business services in GDP was 14 percent, second only to agriculture.  Tanzania’s services sector continues to achieve healthy growth rising by 5.0% in 2006, with the tourism and hotel/restaurant sub-sectors leading the growth. 

6.1
Tourism

The tourism sub-sector remains healthy as Tanzania continues to enjoy the status of destination of choice for tourists in East Africa. In 2006 the number of tourists to the country rose by an estimated 7.1 per cent with tourists’ receipts also increasing by an estimated 6.7 per cent. 

This followed heavy advertising of Tanzania’s tourist attractions by the Tanzania Tourist Board and the country’s embassies. A major attraction of the tourist trade is Antiquities Tourism, which continues to see increases in numbers and has very good prospects in the years ahead. This follows the agreement entered into in 2005 by Sweden and Tanzania to finance projects that centre on Tanzania’s history, such as the slave trade route.

6.2
Energy
Hydropower, petroleum and coal are the major sources of commercial energy in Tanzania.  The biomass energy resource, which comprises fuel-wood and charcoal from both natural forest and plantations, accounts for 93% of the total energy consumption.

Electricity

The electricity sub-sector contributes about 0.6% of total energy consumption.  Total installed capacity is 486 MW, of which 448 MW hydro-powered and on the national grid.  The country’s economic hydro potential capacity is estimated at about 3800 MW. 

Electricity generation, transmission and distribution in Tanzania are through the Tanzania Electric Supply Company (TANESCO).  The company is 100% government owned and is responsible for 98% of the country’s electricity supply.  

Droughts over the East Africa region have had severe effects on the electricity power supply.  Blackouts and power rationing as a result of low water levels in the hydro dams have forced TANESCO to rely on gas-powered generators and to look increasingly at thermal projects for future capacity increases.  Also, there are plans to connect the national grid to neighbouring countries of Zambia and Uganda to boost the supply of electricity. 

Only three quarters of the country (mainly urban areas) is connected to the national grid.  It is intended that the rest of the country, including an estimated 8,200 villages should be supplied with electricity to curb deforestation.  Tanzania has a per capita electricity consumption of 46/KWh per annum, which is growing at the rate of 11%-13%.  In addition, there are plans to supply power to Kenya, and Malawi from Tanzania.  Hence the government is encouraging investment to expand generating capacity, distribution systems and developing indigenous sources of energy.  

Oil and Petroleum

The Tanzania Petroleum Development Company (TPDC) procures crude oil, refines it at the Tanzania Italian Petroleum Refinery (TIPER) in Dar es-Salaam and delivers the product to petroleum marketing companies. Oil companies import the balance of the total fuel requirements as refined products.

Oil prospecting has been undertaken in the areas of Lake Victoria and Lake Tanganyika, as well as on the continental shelf off Zanzibar, but so far no reserves of commercial quantity have been found for exploitation.

Other developments include the establishment of COPEC, a TPDC subsidiary to undertake the trading in petroleum products, and the formation of Tanzania Oil Terminal Company Limited (TOTCO) to construct new depots and increase the storage capacity of petroleum products in the country.

Natural gas

Tanzania has estimated natural gas reserves of about 2 trillion cubic feet (tcf).  The World Bank is assisting the government to develop the Songo Songo gasfields off the southern coast of the country and in the Mnazi Bay area.  It is hoped that the production of natural gas will reduce the cost of petroleum imports.  The Songo Songo gas-to-electricity project is initially targeting industrial users in the Dar es-Salaam area.

Other energy sources

There are other indigenous sources of energy, which includes coal, wind and solar energy.  Tanzania has 1,200 million metric tons, which could provide energy for paper mills, cement factories, agriculture and household consumption, and generation of power.  Wind and solar energy are alternative sources of energy that are being explored to reduce the use wood and oil for heating purposes. 

6.3
Other tertiary sub-sectors

The expenditure composition of Tanzania’s GDP reveals a changed outlook, with investment from both the public and private sectors beginning to grow significantly – a factor that is expected to underpin faster growth in 2007 and 2008.

The share of gross capital formation in GDP has grown in recent years, mainly because of rising public investment. Both public and private investment is expected to expand rapidly in the next few years as government capital expenditure increases and anticipated increases in foreign inflows materialise.

Nonetheless, it is incumbent on the government to increase momentum in enhancing the business environment in order to maintain the confidence of private investors in the economy.

7.
The informal sector

Tanzania’s informal sector is relatively large by regional and international standards, and plays an important role in income generation, employment and skill development. It also serves as an entry point for participation in the private sector. The informal sector in Tanzania accounts for over 60% of the country’s Gross National Income and employs about 16% of the total labour force (Integrated Labour Force Survey (ILFS), 2000/2001).

The informal sector provides opportunities of income generation to the poor and unemployed.  It also provides opportunities for business development, business growth and development of formal enterprises. 

However, a number of constraints to business growth militate against informal sector operations graduating into the formal SME sector.  These are:

· High costs of starting formal business; according to the World Bank’s Doing Business Survey (WB 2006a) entrepreneurs can expect to go through 13 steps to launch a business over an average of 35 days.

· To register business, entrepreneurs are to travel to Dar es-Salaam, as the Business Registration and Licensing Agency (BRELA) is only located there. Moreover business licensing is equally cumbersome as it requires numerous procedures from different office location.

· Registering property is expensive and time consuming undertaking and enforcing formal contracts is expensive.

· Tax rates and tax compliance requirements to SMEs serve as a disincentive for entrepreneurs to formalize business. 

· The marginal effective tax rate is higher for small business than for larger firms. Local governments still levy a large number of taxes, fees, licenses and charges. 

8.
The financial sector and micro-finance

Although Tanzania’s financial sector is healthy, it remains small in relation to the requirements of the growing economy. The financial sector is dominated by the banking sector, consisting of 21 commercial banks, with most branches concentrated in Dar es-Salaam. 

Consequently the authorities are implementing a second generation Financial Sector Reform Programme (FSRP) to strengthen the contribution of the financial sector to investment and economic growth. In 2006, the Bank of Tanzania Act and the Banking and Financial Institutions Act (BFIA) were passed. These acts reinforce central bank autonomy and accountability and strengthen the legal framework of the financial sector.

Tanzania has a few merchant banks, commercial banks, bureau de change, insurance companies, stock exchange and related financial units have been established. The entry of new banks and non-bank financial institutions has enhanced the competition and improved the quality and type of financial products and services provided. 

Deposit insurance is provided through the Deposit Insurance Board within the Bank of Tanzania (BOT), the central bank, which also regulates the banking sector. 

The insurance sector is only a small part of the overall financial system, holding just 5% of financial system's assets in 2006. There were four life insurance and 12 general insurance companies as of the beginning of 2007. However the national coverage remains dominated by the state-owned National Insurance Corporation (NIC). In the general insurance sector, private sector is a taking a lead and the NIC controls about 20% of premiums and has a near-monopoly in life insurance premiums. The insurance sector is supervised by the Insurance Supervisory Department within the Ministry of Finance.

Tanzania's capital markets are centered around the Dar-es-Salaam Stock Exchange (DSE), which opened in 1996. As of January 2007, the DSE had nine listed companies. The agency in charge of supervising the Tanzanian capital markets is the Capital Markets and Securities Authority.

The financial services sector generally kept growing in terms of product innovation, network expansion and technological applications. The growth of credit to private sector remained robust in 2006 due to the following reasons:

· Improvement in business environment and the implementation of various economic policies by the government. 

· Decline in the lending interest rate that is now ranging between 16% to 12%.

Commercial bank rates remained reasonably stable, with the average commercial bank lending rate rising only marginally from 15.1% in September 2005 to 15.4% in June 2006.

Three commercial banks provide micro-finance services.  They are led by the National Microfinance Bank and CRDB. However the majority of micro-finance services are provided by savings and credit cooperatives and foreign NGOs. 

9.
Priority sectors: perspectives and potential development
The three priority sectors have great potential for development.  Agro-food processing is undoubtedly the dominant sector for development, with considerable room for growth.  This is based on the dominant contribution of the agriculture sector to GDP, as well as the government’s drive to facilitate value addition and export of processed agricultural products.

With the government focus on promoting value-addition in the minerals sector, minerals processing is has potential for employment creation and as a source of foreign exchange earning.

The pharmaceuticals sector, on the other hand, has not received much attention in the past.  However, there is opportunity for product development and exploitation of the forest resources for pharmaceutical products.
10.
Economic integration
Much remains to be done in tackling the poor business environment and enhancing private-sector participation in the economy. 

While Tanzania has been able to maintain progress towards macroeconomic stability, the country is still faced with the daunting challenge of raising the incomes of its people and reducing poverty. Considerable challenges remain in overcoming structural constraints to development, including improvement of infrastructure services in the energy, water, transport and communication sectors as well as in fostering local entrepreneurial capacity through improvement of the regulatory environment. 

Tanzania fares poorly on measures of the business climate, such as the World Bank’s Doing Business survey in which it ranks 142nd out of 175 countries.

11.
Sectors of interventions of the main funding institutions
The International Finance Corporation (IFC) and Proparco (France), both of which are involved in private sector investment in the developing world, have extended loans to Tanzanian banks and provided banking skills training. There are few development partners or donors participating in financing financial institutions. 

Other donors funding industrial development in Tanzania include the United States Agency for International Development (USAID), SECO (Switzerland) and the World Bank.

12.
Competitiveness and costs of production
Following the adoption of East Africa Community (EAC) Customs Union (CU) in January 2005, a timetable was approved in April 2006 for launching a common market by 2010. Tanzania and the other EAC partner states thus remain committed to liberalization to enhance competitiveness, by, among others, strengthening mutual trade integration. Implementation of various reforms in the context of EAC-CU regulations is scheduled for review in 2010. Currently, the government of Tanzania is working on lowering existing non-tariff barriers within the EAC-CU relating to standardisation, quality assurance, and metrology.

Exports of goods and services have continued to exhibit robust performance since 2002 as a result mainly of the increase in export volumes of coffee, tobacco and cotton. Similarly, there has been an increase in the price of almost all traditional exports in the world market except for tea and cashew nuts. The share of traditional exports (coffee, cotton, tea, cashew nuts, cloves, sisal, and tobacco) in total merchandise exports rose to 21.2 per cent in 2006 from 20 per cent in 2005. 

In 2006 traditional and non-traditional exports grew by about 19 per cent and 12 per cent respectively. In respect of non-traditional exports, manufacturing exports showed a significant increase, although gold continued to contribute the largest share in total non-traditional exports. Traditional exports continued to benefit from an easing of structural constraints, including improvements in roads, access to inputs and extension services, as well as favourable commodity prices. 

Traditional exports have also gained from both price and volume increases, with increase in volumes consequent on availability and timely usage of agricultural inputs.

The value of total exports (including goods and services) increased from US$ 2,945.5 million in 2005 to US$ 3,133.1 million in 2006, equivalent to an increase of 6.4 percent. The increase was mainly attributed to the increase in export of services (including revenue from tourism and transit trade), which increased by 15.4 percent. Merchandize exports increased from US$ 1,675.8 million in 2005 to US$ 1,723.0 million in 2007, an increase of 2.75 percent. 

The increase is mainly attributed to an increase in exports of non-traditional goods, particularly gold and manufactured goods.  The increase in export of manufactured products is due to intensified macroeconomic reforms, public institutional reforms, financial sector reforms, increased role of private sector participation, and improvements in the implementation of export strategies and incentives. 

Imports of goods and services in all categories have also continued to grow. Oil and food imports have risen rapidly since 2005 because of higher world prices and growing demand for food imports to meet domestic demand. Because imports have grown faster than exports and current transfers have been lower than projected, the current account balance remains precarious, with its pressure contributing to a continued depreciation of the Tanzania shilling.  In 2006 the exchange rate of the Tanzania shilling against the US dollar depreciated by about 11.3 per cent.

The value of merchandize imports increased by 28.9 percent, to US$ 3,864.1 million in 2006, from US$ 2,997.6 million in 2005. The increase in total imports was largely due to increased prices of petroleum products; higher value of plant and machinery; industrial raw materials, and consumer goods. 

However, a number of export trade constraints, limitations, and challenges have been identified.  These include: 

· Lack of knowledge of export market

· Difficulty meeting quality standards of potential market

· Difficulty in raising financing for capital investment and working capital needs

To address these constraints, Tanzania’s export development strategy aims to increase the quantity and quality of exports; promote value addition on exports through processing; enhance investments in production for export; facilitate export market development; and promote efficient utilization of opportunities for exports through preferential trade agreements such as AGOA and EPA and other export opportunities offered by Canada, Japan, China and Korea. 

13.
Constraints for the private sector development 
Despite the reform process in Tanzanian the industry sector is still characterised by high risk, low productivity, high costs of production, and several operational difficulties.  These are due to the constraints described below.

Poor productive capacity

Obsolete technology, and low skills levels in industry are the principal constraints to private sector development in Tanzania.  In terms of technology and human resources there is lack of both the capacity and competence to produce goods and services competitively for the regional and/or international market(s).
Problems related to the provision of electricity

Poor or lack of sustainable and efficient provision of electricity is a major constraint to the development of the private sector.  High cost of electricity, limited quantity and disruptions of supply combine to have a negative impact on the development of the manufacturing sector in Tanzania.  On the other hand, demand for electricity has been growing as a result of increases in industrial activities and urbanisation.

Financial and Credit Related Constraints

Difficulty to access credit and the high interest rates presents a constraint to the development of manufacturing and business enterprise in Tanzania.  Long-term credit is not available due to weak and non-competitive financial system.  

Poor Market System

Tanzania has a relatively large population (about 33.5 million) of rural-based low-income earners residing in a large country with poor infrastructure. For a long time businesses and industries operated in a highly protected domestic market in which consumer choices were limited. This market system was characterised by an inefficient bureaucracy that promoted dumping, smuggling and trade bottlenecks. 

Other constraints

The other constraints to private sector development include limited access to raw material, market provision of basic inputs and services, problems with regulations, macro-and socio-economic problems, human resource constraints, and weak institutional and business support institutions.

14.
Institutions supporting the private/industrial sector
Overall, the technical support institutions surveyed were found to share common problem of limited financial support to cater for the wide activities planned and to better serve their target market. All the technical support institutions also highlighted human capacity limitation in terms of number and skills. Although the available staffs have the necessary basic skills, the fast technological changes demands for on going skill development in the form of short-term training.

A short summary of some of the main technical support institutions and their main activities is provided as follows:

Small Industries Development Organization 

The Small Industries Development Organization (SIDO) was established in 1973 by Act of Parliament to plan, coordinate, promote and offer every form of service to small industries.

SIDO is the main government arm for promoting SMEs in the country.  Some of the measures employed in the process included:- the construction of 16 industrial estates with more than 140 sheds at regional headquarters; the establishment of 10 training-cum-production centres that offered simple rural based technologies; introduction of hire purchase programs through which more than 2000 entrepreneurs were assisted with machines and working tools; and provision of extension services such as setting up of new industries, choice of technology, preparation of feasibility studies, preparation of economic surveys, installation, operation and maintenance of machinery, and marketing assistance. 

SIDO in collaboration with other stakeholders supported establishment of SME Association to empower the private sector. Some of those associations include Tanzania Food Processors Association (TAFOPA), Tanzania Small Industries Organization (TASISO) and ‘Vikundi vya Biashara Ndogo’ (VIBINDO).  These associations assist their members through advocacy as well as access to markets, information, raw material procurement and packaging.
Other institutions 

Apart from SIDO, various institutions were established to support enterprise development in Tanzania. These institutions cater for the whole enterprise sector, including SMEs. They include:

· The Tanzania Industrial Research Development Organization (TIRDO) which supports local raw materials utilization; 

· Centre for Agricultural Mechanization Rural Technology (CAMARTEC), which is involved in promotion of appropriate technology for rural development;

· Tanzania Engineering and Manufacturing Design Organization (TEMDO) responsible for machine design; 

· Tanzania Bureau of Standards (TBS) mandated to promote standards;

· Board of Foreign Trade (BET) which is instrumental in promotion of exports mainly through trade fairs;

· Institute of Production Innovation (IPI), now known as Technology Transfer Centre, which is active in proto-type development and promoting their commercialisation;

· The Confederation of Tanzania Industries (CTI), which undertakes advocacy for ensuring conducive legal, financial and economic environment for industry to operate effectively and contribute to national wealth and development; and 

· Tanzania Chamber of Commerce, Industry and Agriculture (TCCIA) which has been very instrumental in pushing forward various policy issues affecting development of the industrial sector.

Programmes That May Shore-up The Manufacturing Sector

In addition to SIDP, several policies have been formulated to support the development of the industrial sector. The expected synergy between manufacturing and other sectors on one hand, and between manufacturing sector and development policy on the other hand, has greater chance of being achieved. 

The government has also started the process of developing an Integrated Industrial Development Master Plan (IIDMP).  It is expected that this will contribute towards a significant development of the industrial sector as well as economic integration and employment creation. 
15.
Problems to be solved
The following problems associated with the industrial sector in Tanzania are identified:

· Lack of productive industrial capacity and capability;
· Inefficient production and under-utilization of installed industrial capacity;
· Only limited value addition in resource-based industries;
· Use of obsolete technologies;
· Heavy dependence on imports for all industrial requirements;
· Poor quality products;
· Limited access to finance.
Challenges also remain in tackling structural impediments to growth, in particular the persistent power crisis.

16.
Recommendations

16.1
Compatibility of Industrial Upgrading and Modernization Programme with the Sustainable Industrial Development Policy of Tanzania

The SADC-UNIDO Industrial Upgrading and Modernization Programme must be consistent with and designed as one of policy instruments for implementing the Sustainable Industrial Development Policy of 1996-2020 (SIDP). The main objective of the SIDP is to recognize the shift from a centrally planned economy to a more market-oriented one whereby the private sector, as an engine of economic growth, will play a dominant role.  

In the short-run, the SADC-UNIDO Industrial Upgrading and Modernization Programme should target:

· Consolidation of rehabilitation of the existing industrial capacities through financial, capital and management restructuring.

· Reactivating commercial efficiency and optimum utilization of existing industrial capacities.

· Place top priority on resource-based industries in which Tanzania has potential to develop competitive advantage particularly agro-allied industries.

During the medium term, the SADC-UNIDO Industrial Upgrading and Modernization Programme should focus on: 

· Creation of new and modern manufacturing capacities.

·  Promotion of Import Substitution (IS), intermediate goods industries and light capital goods and machinery industries as well as techno-economic preparations for exploitation of the country’s mineral deposits will also be undertaken taking into account emerging technologies innovations.

16.2
Key Program Areas

To generate the needed impact, it is recommended that the UNIDO Industrial Upgrading and Modernization Programme should focus on the following areas: 

Capacity building and skills development

Manufacturing is vital source of new skills and attitudes, transforming traditional economic structures.  It creates an industrial work ethic, spreading the discipline and organisation required in modern societies.  It fosters entrepreneurial capabilities, with small enterprises as the springboard, and it develops new managerial and technological capabilities, the core of modernization and competitiveness

Modernising enterprises

The exposure to foreign markets, enterprises, skills and practices that manufacturing brings can be the catalyst for modernising national industrial enterprises, as in the Tiger economies of East Asia. Without industrial development, such modernization would not have been possible.

SME development

SMEs have the potential to support innovation and economic activity in the country.  Special lines of activities and projects for SME development under the SADC-UNIDO program are therefore needed to ensure the realization of their full potential.  Other activities to promote SME development under the SADC-UNIDO program may be organised along the following major lines:

· Improving the business environment;
· Business development services;
· Facilitating access to business and technological information;
· Further improving access to finance.
Technology improvement
The technology currently in use in most of the manufacturing companies in Tanzania is obsolete. This is partly due to the difficulties in carrying out regular maintenance, and also constantly upgrading the technological capacity in line with recent developments.  Therefore there is an urgent need to revamp and modernize the technology in order to increase value addition in the manufacturing sector.  

Investment promotion

As the result of the limited access to financing, the option of identifying investors both in the SADC region or outside should be explored.  This will inject a much-needed financial and human capital required to upgrade and improve upon the performances of the enterprises. 

Quality programme

To enhance the competitiveness of manufactured products from Tanzania, there is need to embark on a massive quality programme in the industrial sector.  This could be done in collaboration with the SADC SQAM programme currently being developed.

Export market development

An area of urgent need is the development of the export markets.  This effort must be carried out concurrently with the quality programme in order to produce the desired results.  In particular, emphasis should be placed on addressing the sanitary and phyto-sanitary issues that will frustrate any attempts to enter into the export market with processed food items.  

Government facilitation
The government is also implementing various support initiatives for economic empowerment of local entrepreneurs and for improving the business environment for private-sector activity. A large part of activities in the private sector in Tanzania operates informally.  It is estimated that as much as 98 per cent of businesses in Tanzania are still classified as informal enterprises. Factors that hinder formalisation of businesses include cumbersome regulatory and administrative procedures that contribute to the high cost of doing business. 

A new forum for policy dialogue between the private sector and the government has been established, which is expected to facilitate action by government in addressing impediments to private sector development.

In 2005 the government established a Regulations Unit, charged with the responsibility of managing and supervising implementation of the Business Environment Strengthening for Tanzania (BEST) programme.  The BEST programme aims to reduce the cost of doing business in the country.  It seeks to eradicate administrative and procedural barriers, improve the quality of public services (including resolution of commercial disputes), and enhance the capacity of the private sector in advocating a better business environment. 

ZAMBIA

1. 
Brief geo-socio overview
Zambia is a landlocked independent republic which is situated in south- central Africa to the east of Angola and forms part of the Southern African region.  It has a total surface of 752,614 sq km and a total population of 11,6 million (July 2008). 

Zambia is in the southern part of the central African plateau and lies between 1,000 and 1,500 metres above sea level. The plateau is mostly grassland, becoming semi-arid in the west and swampy in the north-east, and is interrupted by the fertile valleys of Zambia’s three main rivers, the Zambezi, the Kafue and the Luangwa. 

The country is known for its high-quality copper (and cobalt) reserves located primarily in the Copperbelt province, to the north of Lusaka and on the border with the Democratic Republic of Congo (DRC). Since the early 1920s copper has been mined commercially. In addition, artisans have mined precious and semi-precious gems (emeralds, amethyst, aquamarine and tourmaline among others).

Almost one-half of the country is covered by bush and forest, which contain few commercially exploitable species. Less than 50% of potential arable land is cultivated, mostly with maize. 

The climate of Zambia is varied, modified by altitude, and classified mostly as tropical. Although the country’s rainy season lasts from October to April, Zambia is prone to drought, which can have a devastating impact on harvests. The country accounts for around 40% of Southern Africa’s water reserves, which have substantial potential for hydroelectric power generation and could, with a large (possibly unviable) amount of investment, be diverted to dry agricultural areas. The country is also prone, although less frequently, to floods.

Main centers

The capital city is Lusaka. Other major cities are Ndola and Kitwe. The capital continues to act as a magnet to people from all over the country, despite a weak job base that can absorb only a small proportion of new labour market entrants. Consequently, the city boasts sprawling townships and informal settlements and a huge informal sector comprising a wide variety of retail and petty economic enterprises. Most industry is concentrated in Lusaka and the Copperbelt, which is the most urbanised province in Zambia. 

Social indicators

Poverty and malnutrition are persistent problems, especially in the rural areas of Southern, Eastern and Western Provinces of Zambia.   Poverty has been worsening due to rising unemployment, the debt burden, failing industries, the impact of HIV-AIDS, and other factors. Human development indicators in Zambia are deteriorating, while gender disparities in human development persist, especially in higher education. 

Zambia has some of the highest infant mortality rates and rates of HIV/AIDS in the world - one in five mothers is HIV positive and the pandemic kills around 80 000 people each year. HIV/AIDS has brought gender-differentiated risks and vulnerabilities with more young Zambian women than men in their age group infected, and older men catching the virus. 

Gender is a serious economic issue in Zambia, given the different roles that men and women play in both household and market economies. The socioeconomic status of women in Zambia is very low, with social and cultural disadvantages compounded by gender-based disparities.

2.
Macro-economic indicators

Over the last few years, Zambia has achieved an impressive record in macroeconomic growth and stability. Growth has accelerated in recent years, averaging 3.9 percent per year between 1998 and 2004 and represents a reversal of the economic stagnation experienced during the 1990s. The preliminary economic data estimates GDP growth to have risen from 5.4% in 2005 to almost 6% in 2006 – fuelled by expanded copper production, tourism and financial services as well as improved agricultural output
. The exchange rate stability has improved with the local currency appreciating against convertible currencies in the last six months, and both the country’s fiscal balance and balance of payments position have recorded improvements; inflation rate has also gone down from over 30 percent in 2000 to single digit levels of about 8.5 percent by June 2006 (Government of the Republic of Zambia 2006b). Growth over the last few years has been especially strong, with the overall economy growing in excess of six percent in 2003 and 2004. 

Government expenditure has been erratic, with rapid declines during the late-1990s offsetting a subsequent period of faster growth. Similarly, export growth has fluctuated in response to sharp movements in world copper prices. By contrast, import growth has been slow and has declined on average since 1998. Most importantly, growth in private consumption expenditure has been well below the average population growth rate of two percent Government of the Republic of Zambia 2005).

Table 1: 
Annual Gross Domestic Product Growth Rates by Expenditure Type, 1998-2004

	Expenditure Type
	Share1
	Annual Growth Rate (constant 1994 prices)
	Avrg

	
	(1998)
	1998
	1999
	2000
	2001
	2002
	2003
	2004
	(98-04)

	
	
	
	
	
	
	
	
	
	

	GDP (market prices)
	100.0
	 -1.9
	  2.2
	  3.6
	  4.9
	  3.3
	  4.2
	 6.4
	 3.2

	Government
	 13.5
	-14.8
	-19.4
	-21.6
	 44.7
	  2.3
	 19.3
	 6.4
	 2.4

	Private consumption
	 72.9
	 -1.3
	  3.0
	  2.3
	-14.2
	 14.8
	  4.4
	-2.9
	 0.8

	Investment
	 17.1
	  9.6
	  8.4
	  8.4
	15.1
	 17.2
	 18.9
	 2.2
	11.4

	Exports
	 38.1
	  4.9
	  4.9
	-14.4
	28.3
	-22.3
	-16.3
	21.2
	 0.9

	Imports
	-41.6
	  4.6
	  1.6
	-20.1
	 1.2
	  1.8
	  1.7
	 -6.4
	 -2.2


Source: Central Statistical Office (2005b).

Note: 1Contribution to GDP in 1998 measured in 1994 prices.

Despite the overall strong performance of the economy, higher levels of GDP growth have not translated into significant declines in poverty. Poverty remains high at about 70 percent and has changed little since 1998 the Human Development Report, HDR 2006,  ranked  Zambia 165 out of 177 in the Human Development Indicators. These recent trends raise concern over whether stagnant poverty outcomes are possible in the context of such high economic growth. However, as seen above, recent growth has been investment-driven with significant declines in per capita private consumption. Since private consumption or household expenditure is the measure on which poverty estimates are based, it is not surprising then that poverty has remained largely unchanged in spite of high per capita GDP growth rates. The country’s recent performance therefore suggests that, in terms of poverty-reduction, the structure of growth may be as important as the level of growth.

One explanation for the weak growth/poverty relationship is that recent growth has been concentrated in mining, wholesale and retail trade and construction, which are mostly urban based and capital intensive. These sectors have not generated sufficient employment due to weak linkages with the rest of the economy. If the country continues on such a growth path, it is projected that headcount poverty will only marginally decline to 62.3 percent by 2010 from 68.0 percent in 2004. This will not significantly advance the development objectives identified in the Vision 2030 as well as progress towards meeting the Millennium Development Goals (MDGs) objective of halving the1990 levels of poverty by 2015.

3.
Sources of GDP

Although most sectors have contributed positively to growth, the recent period has been dominated by the rapid expansion of mining and construction. The renewed growth of the mining sector is a result of recapitalisation and new investments following the privatisation of state-owned mines in 2000 and by favourable conditions in world commodity markets. The construction sector has also recorded rapid growth as a result of private construction activities, especially in residential housing around the main urban centres and in facilitating mining sector investments (Government of the Republic of Zambia 2005). 

Table 2: Annual Gross Domestic Product Growth Rates by Sector, 1998-2004

	Type of Sector
	Share1
	Annual Growth Rate (constant 1994 prices)
	Share

	
	(1998)
	1998
	1999
	2000
	2001
	2002
	2003
	2004
	(2004)

	
	
	
	
	
	
	
	
	
	

	GDP (factor cost)
	100.0
	 -1.4
	  3.1
	 3.4
	 4.6
	 4.6
	 6.0
	 6.8
	100.0

	Agriculture
	 18.4
	  1.2
	 10.1
	 1.5
	 -2.5
	 -1.7
	 5.0
	 4.3
	18.2

	Mining
	 10.2
	-25.1
	-24.8
	 0.1
	14.0
	16.4
	 3.4
	12.7
	9.8

	Manufacturing
	 11.8
	  1.9
	  2.8
	 3.5
	 4.2
	 5.7
	 7.6
	 3.6
	11.8

	Energy
	  3.4
	  0.6
	  2.5
	 1.2
	12.6
	 -5.2
	 0.6
	 -1.8
	3.3

	Construction
	  5.4
	 -9.1
	  3.2
	 6.5
	11.5
	17.4
	21.6
	32.0
	5.8

	Trade & transport
	 27.4
	  4.7
	  4.8
	 2.3
	 4.7
	 4.2
	 5.8
	 5.2
	27.6

	Tourism
	  2.2
	  3.8
	 -6.2
	12.3
	24.4
	 4.8
	 6.9
	 5.9
	2.3

	Other services
	 21.2
	  3.8
	  9.4
	 6.0
	 3.2
	 3.4
	 3.2
	 2.8
	21.3


Source: Central Statistical Office (2005b).

Note: 1Contribution to Gross Domestic Product (GDP) in 1998 measured in 1994 prices.

On the whole, manufacturing and tourism have grown strongly in recent years, averaging 4.2 percent and 7.4 percent respectively. Manufacturing has benefited from new and sustained investment that began in the late 1990s as a result the privatisation of state owned enterprises thus becoming the backbone of the private sector development which led to an average growth rate of 5.1 percent during the period 2002 and 2005.  However, much of this growth has been concentrated in food, beverages, tobacco and textiles sub sectors, such that there is still little high-value manufacturing taking place in the country. Tourism growth has been driven by a small number of sizable private investments and through concerted marketing efforts by private enterprises. However, the tourism sector remains small and has faced a number of constraints, including inadequate infrastructure, a strict regulatory framework, and high production costs. Such constraints are also felt elsewhere in the economy (Government of the Republic of Zambia 2005). 

Figure 1: Contribution to GDP, 2004
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Unlike the industrial sectors, agriculture has not performed well in recent years, with wide fluctuations in production and a low average growth rate of only 2.6 percent. This reflects considerable variation in weather patterns as well as inadequate infrastructure and generally poor market access. Much of the growth that has taken place has been driven by cash crops such as cotton and tobacco, and has been concentrated in specific areas of the country. However, agro-processing industry is an important sub sector for adding value to locally produced primary agricultural commodities essentially for export diversification from the traditional primary commodities to non-traditional processed and high value products such as fruits and vegetables, juices, paprika, soybeans, maize, sunflower, dairy etc. 

Given the strong performance of mining and construction, it is not surprising that recent growth has been investment-driven. Investment growth has averaged over ten percent since 1998 and has been accelerating alongside construction and mining. Other components of demand-side GDP have not grown as strongly. 

4.
Primary sector

4.1
Agriculture 

Zambia has great agricultural potential (along with abundant water resources in some of the key provinces), but this has never been successfully unlocked, and in some seasons the country has required external food aid.  Most Zambians work in agriculture, but their returns are generally poor. The sector accounted for an estimated 17.4% of GDP in 2007. Commercial farmers provide almost all the export earnings from the sector. 

After years of subsidy under the presidency of Kenneth Kaunda, maize production continues to dominate agriculture, although the Movement for Multiparty Democracy (MMD) government abolished most subsidies a decade ago. The strongest growth in recent years has been in the production of cotton, tobacco, soya, vegetables and fresh flowers. 

The main factor determining growth in the agricultural sector is the weather. Given favourable conditions performance can be strong, the sector grew by over 10% in 1999 and by 5.1% in 2003. Poor weather conditions (either drought or excessive rain), by contrast, have caused the sector to contract in four out of the eleven years since 1996. Other considerations determining agricultural performance are farmers’ access to agricultural inputs and credit.

High transport costs and inadequate access to extension services (applying scientific research and new knowledge to agricultural practices) constrain agricultural growth.

5.
Secondary sector 

5.1
Mining

The Copperbelt has some of the largest copper and cobalt deposits in the world, and Zambia was among the top global copper producers in the 1970s. The mines were nationalised in the early 1970s and annual production levels began falling. Decades of underinvestment and ageing infrastructure steadily increased production costs beyond those of most global competitors, making the profitability of Zambian mines vulnerable to the international slump in base metal prices that began in the late 1990s. In 2000 Zambia’s copper output fell to 256,900 tonnes, the lowest level since the late 1950s. However, huge investment in the mining sector since ZCCM was privatised has lowered production costs, and output is rising again, spurred on by surging international prices from 2003. Konkola Copper Mines and Mopani Copper Mines – Zambia’s two largest producers – began to undertake massive rehabilitation works in 2004 to increase their copper output, the results of which have started to come on stream. 

Foreign investment in the sector has totalled around US$4bn since 2000 and the government is continuing to award exploration licences. Copper output came to 521,984 tonnes in 2007, and the government predicts that the sector will soon reach annual production of 600,000 tonnes. However, as the sector remains susceptible to flooding, the Zambian mines are some of the wettest in the world-power shortages and industrial action over pay and conditions, it may take two or three more years to reach this level of production.

The combination of privatisation and surging international prices has provided a dramatic boost to copper mining in Zambia over the past few years. Mining is the country’s biggest export earner but it contributes a relatively small amount to overall GDP, at less than 5% of GDP in 2007.  However, this is slightly misleading, as so many other sectors of the economy are geared toward serving the mining sector. For example, much of the largest segment of GDP by factor cost, namely services, is related to the mining sector. In addition, the mining industry is an important consumer of local manufactured goods. 

Renewed investment in the mining sector has caused a strong recovery in gross fixed investment, which now contributes around 25% of GDP, compared with only 11% in 1994. Although much of this investment has a substantial import component, this has been offset by rising copper exports, leading to a fall in the drag that net trade places on GDP. 

5.2
Manufacturing sector

The manufacturing sector’s performance was adversely affected when the copper prices fell and oil prices increased in the mid-1970s. The sub-sectors that were linked to copper mining such as chemicals, rubber and basic metals and metal products were hardest hit and were consequently faced with the problems of low capacity utilization and high production costs. During the 1980s, output in the non-copper dependent sub-sectors except for the food, beverages, and tobacco sub-sector declined as well and many industries closed down altogether. The decreasing capacity utilization resulting from shortages of imported inputs was reinforced by the protectionist measures that resulted in lack of competition and inefficiency in the management of the industry. The increasing costs for the industrial sector and political appointments in the management of the industry further encouraged inefficiency and inhibited industrial growth.

In 1991, the Zambian industrial sector reached a crucial turning point. A new vision with a comprehensive economic reform programme that would structurally adjust the economy was initiated to ensure dynamism, efficiency and competitiveness by the private sector. There was a policy shift away from import substitution, protectionism, and heavy public sector involvement towards the promotion of a private sector led, market oriented economy. State enterprises were privatized. Since the mid-1990s, the performance of the manufacturing sector has been positive though with fluctuations. The sector’s growth rate was negative at -0.4 percent in 1995. However, from 1996 to 2005, the growth rate became positive. The growth rate fluctuated mainly because of the performance of the agriculture, forestry, fisheries and quarrying sectors. Table 2 above shows the positive performance of the manufacturing sector from 1996 to 2004 as well as the performance of other sectors that have strong inter-sectoral relations with the manufacturing sector. Table 3 below shows the performance of the various manufacturing sub-sectors over the 1996-2004 period as well as the manufacturing sector’s contribution to GDP.

The leading sub-sector in manufacturing was food, beverages, and tobacco, accounting for over two-thirds of total value added, followed by textiles, leather, and leather products where Zambia has comparative advantage. The performance of the textiles and leather industries has been adversely affected by increased imports especially from South East Asian countries coupled with less trade in value added and processed products. The importation of duty free second-hand clothes worsened the situation as duty on these products was negligible. The other significant sub-sectors were chemical rubber and plastics and wood and wood products respectively as indicated in Table 3 below.

The performance of the food, beverages, and tobacco sub-sector was driven by the strong performance of the agricultural sector, increases in domestic demand and exports to regional markets. Textiles and leather were stimulated by the increased production of cotton lint and yarn, direct exports to the USA under the AGOA arrangements and increased investments in cotton processing. Non-metallic metal products (mainly cement, lime and other building materials) also increased induced primarily by an increase in construction and the expansion in mining activity. Fabricated metal production, mainly copper cable, wire and rods also rose due to increased access to SADC and COMESA markets.

Table 3: Manufacturing Value Added by Sub-sector (In K billions)

	Sub-sector
	Years

	
	1996
	1997
	1998
	1999
	2000
	2001
	2002
	2003
	2004

	
	
	
	
	
	
	
	
	
	

	Food, beverages, and tobacco
	144.3
	138.6
	146.0
	154.8
	185.1
	164.0
	172.8
	187.7
	197.3

	Textiles, leather and leather products
	27.1
	39.1
	42.4
	44.8
	46.6
	46.8
	49.7
	51.3
	52.4

	Wood & derivatives
	18.1
	19.6
	19.2
	19.3
	19.1
	20.3
	21.9
	24.4
	26.1

	Paper & derivatives
	4.8
	7.2
	7.3
	7.6
	7.5
	7.8
	8.0
	8.6
	8.8

	Chemical, rubber and plastics
	20.6
	22.5
	18.7
	15.5
	16.5
	22.8
	25.1
	26.4
	28.8

	Non-metallic mineral products
	4.7
	4.1
	4.5
	4.4
	4.9
	4.8
	4.9
	5.6
	6.3

	Base metal products
	3.1
	3.3
	1.3
	1.3
	1.6
	1.2
	1.2
	1.4
	1.5

	Fabricated metal products
	7.9
	8.0
	7.3
	5.9
	6.4
	6.0
	5.8
	6.1
	1.5

	Other manufacturing
	0.5
	0.5
	0.5
	0.6
	0.6
	
	
	
	

	Total Manufacturing
	231.1
	242.8
	247.2
	254.2
	288.4
	273.7
	289.4
	311.5
	327.6

	Total GDP
	2329.8
	2405.6
	2360.4
	2418.0
	2492.1
	2621.3
	2707.9
	2846.7
	2988.9

	Share of Manufactu-ring in Total GDP
	9.9
	10.1
	10..5
	10.5
	11.6
	10
	11
	11
	11


6.
Tertiary sector

6.1
Services

Representing 56.5% of total GDP in 2007, services is the largest sector and an important driver of economic growth. Government services represent a significant proportion of this, but the largest subsector is financial intermediaries and insurance. Although the financial sector in Zambia has improved significantly in recent years, aided by the implementation of the government’s financial sector development plan (FSDP), financial intermediation has grown only slowly. 

6.2
Tourism

Tourism is becoming an increasingly important foreign-exchange earner, although it currently contributes only around 4% of Zambia’s GDP. Growth in the sector is seen by the government as having great potential for diversifying the Zambian economy. However, the industry has suffered from years of official mismanagement during which time Zambia was eclipsed as a tourist destination by every other country in the region, with the exception of Malawi and countries at war. The government is attempting to remedy this and the prospects are improving. 

In addition, Zambia’s tourism sector has undoubtedly benefited from the political chaos in neighbouring Zimbabwe. Most tourists are keen to see the Victoria Falls, which is located on the border between Zambia and Zimbabwe. New hotels in Zambia are cashing in on the influx, and this is raising revenue collection and creating new jobs.

6.3
Construction

Output in the small-scale private-sector construction industry is not measured by government statistics but generally fluctuates in response to overall prevailing economic trends. Official figures do, however, give a reasonable indication of trends in the value of major, state-approved construction projects, and indicate that the sector contributed 9% of GDP in 2007. Activity is mainly focused on rehabilitating and maintaining infrastructure, in particular roads and bridges. Donors finance much of the work, and an increased disbursement of project related funds has lifted the real growth of construction to an annual average of 19.4% in 2003-06.

6.4
Other services

Liberalisation in the 1990s diversified the range of goods available through the formal retail sector, particularly since the arrival of some of South Africa’s bestknown stores. Most of these are only to be found in Lusaka, although a South African supermarket chain, Shoprite, has opened stores in several major towns. Unrecorded trade is strong throughout the country; city streets are generally filled with hawkers, often fronting for established businesses keen to lessen their tax burden.

7.
Financial sector 

The ratio of broad money to GDP has remained flat and private-sector credit remains low, even when compared with other Sub-Saharan African countries, at less than 10% of GDP. Lending rates remain high, despite greater macroeconomic stability. However, this does not appear to be due to a lack of competition – the market share of the three largest banks, at around 75%, is average by African standards. Rather the adverse interest-rate environment is the result of higher operating costs, in areas such as transport and communications, as well as a weak credit culture and the difficulties that this implies for obtaining credit information on possible borrowers. In addition, lengthy court proceedings as banks try to recoup bad loans (which can take up to four years) have become a major cost. Consequently, they prefer to invest in short-term lending, often government debt, rather than in long-term lending to the private sector.

Although the Zambian insurance market (life and non-life) was liberalised in the early 1990s, introducing competition to the state-owned Zambia State Insurance Corporation (ZSIC), the sector remains stagnant. Multinational companies operating in Zambia normally obtain their insurance elsewhere, usually South Africa. The Lusaka Stock Exchange (LuSE) was opened in February 1994, although growth in the early years of the LuSE was slow. However, more recently the index has been  one of the fastest growing in the world, with the country’s greater macroeconomic stability and favourable prospects attracting numerous international investors. Nevertheless, this growth is from a very small base and the LuSE remains tiny by international standards.

8.
Priority sectors: perspectives and potential development

While mining, construction and energy sectors are expected to continue contributing to overall economic growth, the focus of the Fifth National Development Plan (FNDP) is on pro-poor growth oriented sectors that create employment and income opportunities of the poor. These include rural development, agriculture and manufacturing, which provide a greater opportunity for creating wealth and jobs, thereby rapidly reducing poverty. The FNDP also emphasises the creation of strong linkages between the capital-intensive sectors and the rest of the economy so as to enhance broad-based growth. 

About 55 percent of the total population and 70 percent of the poor live in rural areas. Further, the majority of rural and urban households rely on incomes from agriculture and agriculture-related industries or consume domestically produced food. Agriculture and related industries, such as manufacturing, tend to be more labour-intensive and also have strong linkages with the rest of the economy. Growth in these sectors is, therefore, expected to generate jobs and create employment opportunities for households. For these reasons, fostering agricultural growth and rural development is important for rapidly reducing poverty in Zambia. Promoting large-scale commercial farming and fostering increased smallholder participation is vital as both have a strong rural bias. Increasing rural household incomes creates a market for domestic non-agricultural production, thereby providing an important platform for structural transformation. Rural and agricultural developments are, therefore, important for accelerating pro-poor growth and for laying the foundation for achieving the country’s long-term growth and development objectives. 

An appropriate development strategy requires a range of interventions, including the development of rural markets; the provision of agricultural and financial services; the establishment and development of marketing and value chains; and the provision of infrastructure. Creating these conditions will enable Zambians to effectively participate in the economy and to utilise the abundant natural resources to earn incomes. This, in turn, would result in the improvement of the standard of living for the poor and disadvantaged.

9. 
Policies/Strategies/National Programmes 

Zambia has articulated its long-term development objectives in the National Vision 2030. The National Vision is “to become a prosperous middle income country by the year 2030.” The Vision 2030 identifies a number of development goals, which include: (a) reaching middle-income status; (b) significantly reducing hunger and poverty; and (c) fostering a competitive and outward-oriented economy. Together, these goals call for policies that accelerate and sustain economic growth, and which enable the poor to participate in, and benefit from, the growth process. The FNDP is an important step towards the realisation of the 2030 Vision. The Theme of the FNDP is: “Broad Based Wealth and Job Creation through Citizenry Participation and Technological Advancement”, while the strategic focus is “Economic Infrastructure and human resources development”. 

The Government recognises the strategic role that ‘good governance’ would play in the realisation of the ideals of the FNDP. This is all about the whole society working together while exercising political, economic and administrative authority to manage the nation’s affairs. The laws, rules and regulations that govern the interaction of various actors in the political arena significantly influence the nature of the relationships that emerge and whether those relationships adhere to the people’s defined acceptable norms of good governance. The starting point for Zambia is the Republican Constitution that is currently going through a process of revision and that shall be completed during the early part of the FNDP implementation. Good Governance also includes accountability and transparency in the management of national affairs and the discharge of the responsibilities of public office. As the Government implements FNDP, it shall continue to uphold the view that public office is a trust held for the benefit of the general public, the governed, and is not for private profit or gain. During the implementation of the FNDP, the Government shall focus on all three levels of accountability, namely, 

· Political accountability that applies to people such as politicians who shall be held accountable by the electorate for the success or failure to initiate the planned FNDP programmes; 

· Administrative accountability that refers to administrative structures of the Government (mainly the civil service) that should have clear rules, roles and responsibilities and provide checks and balances for administrative performance; and, lastly, 

· Financial and budgetary accountability that entails the ability to account for the allocation, use and control of public funds, public assets and properties. This shall be determined by the degree to which the FNDP implementation system shall remain in good stead to honour the laid down financial accounting systems, rules, regulations and procedures. 

Commercial, Trade and Industrial Policy
Goal

The overall vision of the Commerce, Trade and Industrial Policy is:

To develop an enabling economic environment in Zambia which supports private investments, enables the development of domestic productive capacities, and contributes to the expansion of Zambia’s international trade.
The goal of the national industrial policy is:

To develop a competitive, export-led manufacturing sector that contributes 20 per cent of GDP by 2015.

Rationale

The manufacturing sectors accounted for about 11 per cent of GDP over the period 2001-2004. The manufacturing sector also recorded modest growth rates over the same period. Expansion of the industrial base is however needed if Zambia is to increase annual economic growth rates, and also attain national poverty-reduction objectives. This current policy framework anticipates an expanding manufacturing sector which contributes to about 20 per cent of GDP by 2015. The current industrial policy also aims at developing a competitive and export-led manufacturing sector in Zambia. With increasing regional integration in the southern African region, domestic firms must remain competitive and also penetrate foreign markets. To stay competitive, domestic firms must adopt new production technologies, minimize their input costs, and also operate in a stable macroeconomic environment. Moreover, to achieve an export-led strategy, the Government will support the activities of domestic firms to fully utilize available preferential trade arrangements – such as the SADC Trade Protocol, the COMESA Free Trade Area, AGOA, and the EU Everything-but-Arms Initiative.

By targeting high priority sectors, providing appropriate incentives, and sustaining an appropriate enabling environment, the Government can facilitate the activities of the private sector to develop a competitive, and export-led, manufacturing sector.

Objectives

In this current policy, the Government has identified six (6) main priority sectors, namely:

(a) 
Processed Foods,

(b) 
Textiles and Garments,

(c) 
Engineering Products,

(d) 
Gemstones,

(e) 
Leather and Leather Products,

(f) 
Wood and Wood Products.

By providing targeted incentives and supervision to these sectors, the Government will support private sector activities in these priority areas to improve production, generate export earnings and create employment opportunities within the Zambian economy.

The Private Sector Development (PSD) Programme

In 2004, the Government launched the Private Sector Development (PSD) program aimed at providing an enabling environment for private sector economic activity. The PSD program is comprised of six reform areas, namely: policy environment and institutions, trade expansion, infrastructure development, local economic empowerment, business facilitation and economic diversification, and regulatory reform. Activities in the PSD program are complemented by other donor-supported programmes, such as, the Triangle of Hope Initiative, the Integrated Framework, and the European Union EDF IX program. The Triangle of Hope Initiative is supported by the Tokyo International Conference on African Development (TICAD) while the Integrated Framework is supported by six agencies, namely: the World Bank, IMF, UNCTAD, UNDP, ITC and the WTO. The overarching goal of the PSD program is to lay the foundation for accelerated private sector led growth through the creation of an enabling economic environment, which will foster investment and support national economic diversification efforts.

The main instrument for improving the business and investment climate in Zambia during the FNDP period shall primarily remain the Private Sector Development (PSD) Programme that is currently ongoing. The goal of the PSD Programme is to implement a reform agenda that will improve the investment climate in Zambia and enable the private sector to contribute more effectively to poverty reduction through the creation of sustainable jobs and generation of wealth. The Programme’s objective is to lay the foundation for faster, sustained, private-sector led economic growth by implementing a comprehensive action plan for enhancing the business and investment climate, subsequently restoring investor confidence. 

The main programmes to be implemented during the period of the FNDP period relate to the following: 

a) Administrative barriers; 

b) Investment Code; 

c) Financial Sector Development Plan; 

d) Zambia Development Agency; 

e) Integrated Framework; 

f) Public Private Initiative (PPI) policy and legal framework; and 

g) Citizens’ empowerment initiatives. 

More specifically, the following shall be the main interventions during the Plan period:

Business Facilitation and Economic Diversification: The objective is the removal of administrative barriers to business entry and operation, focusing on, inter alia, simplifying, streamlining, and rationalising the various licenses and inspections that businesses are frequently subjected to. At this level, the focus will be on customs, tax, registration, licensing and immigration.

Regulations and Laws: The objective of improving regulatory frameworks and the investment code will focus on tackling administrative barriers as well as amending the Investment Act and related legislation. As a result, the priority in this area will coincide with Business Facilitation and focus on administrative barriers. Ongoing initiatives to review the Investment Act will continue to be executed. 

Policy Environment and Institutions: Many of the actions here relate to the implementation of the Financial Sector Development Plan (FSDP) which is being driven by the Bank of Zambia. Activities under the FSDP commenced with the formal approval of the PSD Programme by Cabinet in 2004. Therefore, the main action and priority under the policy environment and institutions will be the FSDP. Other activities where significant progress has already been made include work on the Zambia Development Agency (ZDA) and operationalising the small claims court. 

Trade Expansion: The main activity here is the Integrated Framework, which is an international initiative to respond to developing countries’ trade needs, particularly focusing on supply-side constraints. A Diagnostic Trade Integration Study (DTIS) was developed in the context of the PSD Reform Programme and focuses on specific priority areas for intervention and support; making export incentives work for exporters; improving trade facilitation; enhancing the capacity to formulate, coordinate and implement trade policy, and negotiate trade agreements. This includes streamlining the duty drawback scheme, the development of a single processing and payment window for all border agencies and the amendment of the Standards Act to separate standards testing from regulatory functions. Duties on imported capital goods are set to be removed to stimulate private investments. 

Improving Land Delivery System: Streamlining the land delivery system to facilitate economic activities is one of the major structural reform agenda items under the PSD Reform Programme. This is because for any investment to take place, one needs land as one of the factors of production. Moreover, land use rights have an important bearing on poverty reduction. Although during recent years, some noticeable progress has been made in streamlining the land delivery system in Zambia (such as opening up of regional and provincial offices, thus, making it easier for people to acquire title), land use planning is still very poor in Zambia. A lot of investment is frustrated because of poor land administration and absence of land-use plans. The lengthy process for acquiring land has made access to land difficult. A new land policy shall be developed during the Plan period to address the multitude of constraints in the land sector. At the same time, the Government shall review the organisational structure of the Ministry of Lands with a view to restructuring and strengthening its capacity to manage land more transparently and professionally so as to secure fair and equitable access to, and control of, land for sustainable socio-economic development. 

Citizens’ Empowerment: The objective under this reform area is to unlock the growth potential of citizens through business development support and empowerment initiatives. To this effect, a Citizens’ Economic Empowerment Advisory Committee (CEEAC) was constituted to develop a Citizens’ Economic Empowerment Policy and Legislation. The main purpose of the Empowerment Policy and legislation is to provide a durable and sustainable foundation for achieving a significant level of citizen participation in business and the economy in general so as to contribute to the attainment of the desired sustainable and balanced economic growth. At the operational level, the PSD Reform Programme has four components, namely, Programme Coordinating Unit; Programme Support Fund; Policy Study Fund; and Information and Communication Fund. 

For more than a decade Zambia has affirmed its commitment to fostering private sector development and welcoming Foreign Direct Investment (FDI). This is a change from the more socialist approach adopted in the 1970s, which included nationalizations and a burgeoning role for state enterprises in business. This changed approach resulted in some complementary reforms including the 1993 Investment Act with liberal provisions for FDI.

Nevertheless, there remain significant legal and administrative impediments to investment. FDI issues were henceforth governed by the 2006 Zambia Development Agency (ZDA) Act, which replaced the Investment Act. The ZDA Act has marked a departure from its predecessor’s more liberal stance, introducing compulsory licensing and screening of new investors, restricting the scope for incentives and making it more difficult to employ foreign workers and obtain land. 

10. 
Institutional Framework 

The quality of the support institutions is one significant element of any market driven economy. These institutions play advisory and institutional roles in the industrialisation process. Therefore, the government has put in place measures to strengthen and restructure majority of the institutions for the perceived challenges of the future. Thus, these institutions have been re-orientated to work within the framework of the liberalised and globalised economy.

The Ministry of Commerce, Trade and Industry formulates and monitors the implementation of industrial, commerce and trade policies. Depending on the nature of issues to be addressed, MCTI may be assisted by other ministries and government institutions. MCTI has responsibility for formulation of relevant policies and monitor implement programmes for the advancement of trade and industry in Zambia. Other institutions established under the ministry to assist in its work with regard to industrial, commerce and trade policy formulation and implementation which are strategically positioned to facilitate the achievement of the policy objectives and specified targets in the industrial sector are given in table 4 below:

Table 4: Public Sectors Organizations and their Mandate

	Organizations
	Mandate/coverage/core services

	
	

	Export Board of Zambia


	Mandated to promote, develop and encourage the export of non-traditional goods, including services.

	Zambia Investment Centre 
	Administers the Investment Act, regulates both foreign and local investors and promotes as well as facilitates investment.

	Multi-Facility Economic Zones 
	These replaced Export Processing Zones Authority which were established in 2002 to promote and regulate export processing zones.

	Zambia Privatization Agency 
	Mandated to plan, manage, implement and control the privatization process.

	Small Enterprise Development Board 


	Mandated to formulate, coordinate, and implement national policies and programmes for promoting and developing small-scale industries.

	Zambia Competition Commission 


	Enforces the Competition and Fair Trade Act by monitoring, contro-lling and prohibiting acts likely to affect competition and fair-trading.

	Zambia Bureau of Standards 


	Administers the Standards Act and is mainly involved in the development and formulation of standards covering all products that are produced in or imported into the country. ZABS plays a key role in administering technical barriers to trade and related issues.

	Patents and Companies Registration Office 

	Serves as the government agency overseeing intellectual property arrangements and the legal system for the registration and protection of commercial and industrial property.

	Zambia Weights and Measurers Agency 
	Administering the Act and all matters relating to weighing or measuring instruments used in trade.

	Technology Development and Advisory Unit (TDAU) (University of Zambia)
	To promote the industrialisation and growth of Zambia by providing manufacturing engineering advisory services; small scale enterprise initiative; national technical surveys; production and manufacturing management.

	Zambia Development Agency (ZDA)
	Aims at promoting private investments in all economic sectors in the country by removal of administrative barriers to business entry and operation, focusing on simplifying, streamlining, and rationalising the licences and inspections that businesses are subjected to.  It is expected to act as a one-stop-shop combining the operations of 5 agencies (ZIC, ZEPSA, EBZ, and SEDB) and will among other things address the high cost of doing businesses in Zambia. 

	Ministry of Finance and National Planning 


	Formulation of broad macroeconomic policies and overseeing their implementation. MOFNP is the only institution authorized constitutionally to grant tariff suspensions, exemptions or amendments under Parliamentary authority.

	Ministry of Legal Affairs
	Drafts all laws in Zambia.



	Ministry of Mines
	Policies relating to mining and mineral processing.



	Ministry of Transport and Telecommunication
	Policies relating to transport and telecommunication.

	Communication Authority
	Oversees and regulates the telecommunications sector.



	Ministry of Agriculture


	Mandated to formulate and oversee implementation of the national agricultural policy and plays a key role in SPS issues. The Plant Quarantine and Phytosanitary Service and the Veterinary Departments as well as other agricultural research based public agencies are overseen by MACO.

	Tobacco Board of Zambia


	Created under MACO, oversees and regulates activities in the tobacco sector.

	Coffee Board of Zambia
	Created under MACO, oversees and regulates activities in the coffee sector.

	Ministry of Energy and Water Development
	Responsible for policies relating to the energy sector.



	Energy Regulation Board
	Regulates activities in the energy sector.



	Zambia Revenue Authority

	Established in 1994 as an autonomous institution with the main responsibility of assessing and collecting taxes and duties on behalf of Government. ZRA administers the Customs and Excise Act of 1995, the main legislation governing Zambia’s foreign trade, including importation and exportation of goods, rules of origin, customs valuation, tariff concessions, excise taxes, and anti-dumping and countervailing duties and therefore, provides advice to Government on aspects of tax policy and international trade.

	Bank of Zambia


	Implements monetary policy formulated in collaboration with Ministry of finance and monitors the external trade sector.


Private Sector based Support Institutions

Private sector contribution to industrial policy formulation and implementation is done through a variety of trade and sector associations and interest groups. Traditionally the apex organization for business in Zambia as been the Zambia Association of Chambers of Commerce and Industry (ZACCI). ZACCI’s membership is derived from all the major trade associations. Like many other private sector institutions, ZACCI has limited resources and inadequate capacity to play a leadership role on a number of policy issues. 

Recently, USAID/ZAMTIE project facilitated the putting in place of the Zambia Business Forum which has since brought under one body all major private sector organizations. Since its formation, the Zambia Business Forum has provided a united front for the private sector and may assist the private sector to speak with one voice and strengthen their capacity to influence policy. The forum comprises the following associations outlined in Table 5 below:

Table 5: Private Sectors Organizations and their Mandate

	Organizations
	Mandate/coverage/core services

	
	

	Zambia Association of Manufacturers 


	Represents manufacturers in Zambia.

	Zambia Association of Chambers of Commerce and Industry 
	Legally mandated apex body for business in Zambia. Represents the private sector on a number of statutory boards.

	Tourism Council of Zambia 


	Brings together all the major tourist enterprises.

	Zambia National Farmers Union 


	Apex body for farmer groups and other agro related business enterprises. It is very well organized and is a powerful lobby for the agricultural sector in Zambia.

	Zambia Chamber of Small and Medium Business Associations 
	Represents over 70 district-based SME business associations and is also a member of ZACCI.

	Chamber of Mines 


	Represents all the major copper and cobalt mining houses in Zambia.

	The Zambia Indigenous Business Association (ZIBA) 
	Represents the activities of indigenous business ventures.

	The Zambia Federation of Employers (ZFE) 
	Serves as a forum for discussing issues relevant to domestic employers.


Other important sector specific private sector-based support institutions include the following:

· The Zambia Export Growers Association – represents interests of all affiliated growers of fresh vegetables and flowers;

· Textiles Producers Association of Zambia – represents interests of producers of textiles; 

· Zambia Association of High Value Crops (ZAHVAC) – represents interests of the producers of high value crops including paprika, marigold and other spices;
· Coffee Growers Association – represents interests of farmers in the coffee industry;
· Zambia Cotton Ginners Association (ZCGA)  – represents interests of companies in the cotton ginning industry;
· Cotton Association of Zambia – represents interests of farmers in the cotton industry; 

· Tobacco Association of Zambia – represents the interests of tobacco producers;
· Zambia Seed Traders Association (ZASTA) - represents interests of companies and other organizations in the seed industry;
· Agribusiness Forum (ABF) – represents the interests of private sector companies and farmer producer associations directly or indirectly linked to outgrowing (contract farming); 
· Grain Traders Association– represents interests of grain traders;
· Millers Association– represents interests of millers.
Services Sector-based Private sector associations include the following:

· Insurers Associations of Zambia – comprises insurance providers;

· Insurance Brokers Association of Zambia – comprises insurance brokers;

· Bankers Association of Zambia – comprises all banks operating in Zambia; 

· Engineering Institution of Zambia; 

· Zambia Institute of Chartered Accountants;

· Surveyors Institute of Zambia;

· Freight Forwarders Association of Zambia;

· Professional Centre of Zambia – umbrella body for all professional services providers;

· Zambia Institute of Marketing – where in the interim, distribution services are represented.

11. 
Related assistance of development partners

Over the last decade, both multilateral and bilateral institutions and agencies have been supporting activities aimed at developing the industrial and rural sector in Zambia. The donor support in the past was channelled through many different projects in different parts of Zambia. International co-operation is essential for Zambia’s efficient development of industries, markets and networks, and setting of standards in the operation of the industrial systems. It affords the country the opportunity to take advantage of the experience of other nations in the industrial development. Zambia will therefore co-operate with international organisations to provide suitable vehicles for the achievement of the objectives of the programme.  The following are some of the major co-operating partners in development programmes in the industry and rural sector in Zambia:

Table 6: Co-operating Partners

	Donor/Agency
	Programmes/projects/priorities

	
	

	World Bank
	Promoting growth and diversification production and exports to improve delivery of social services whilst incorporating cross-cutting policies for HIV/AIDS, Gender and Environment.

	International Fund for Agricultural Development (IFAD)
	Combating hunger and rural poverty in developing countries by reinforcing household food security and reduce vulnerability through support services, improved access to productive assets and technical knowledge and assistance to diversify incomes.

	Trade Facilitation Office of Canada, TFOC 
	Signed a cooperation framework with EBZ running until 2008. The Trade Readiness capacity Building Pr5ogramme is meant to assist Zambia in building capacity to export to foreign markets such as Canada and ensure accelerated export diversification. It is also intended to generate practical knowledge as well as create sustainable links between Canadian and Zambian Companies and the three main areas of the programme are: trade information and business linkages, packaging for exports and exporter training programme.

	European Union (EU)
	Export Development Programme II (EU-EDP II) 2003-2007 supporting the implementation of Economic Diversification and promoted private sector development. Its predecessor EDP I which ended in 1999 extended assistance to producer associations in tobacco, horticulture, coffee and higher value crops such as paprika. It also focuses on transport infrastructure, institutional development and capacity building, macro-economic support and other programmes (health, HIV/AIDS and education).

	United Nations Industrial Development Organization (UNIDO)
	Providing direct assistance to the Ministry of Commerce, Trade and Industry to enhance its capacity for policy formulation and coordination in a market and private sector environment.


12. 
Problems to be solved
The various firms that were surveyed were asked to indicate the problems they face and what they consider as opportunities in their industry. It was indicated from the study that most of the firms experience problems in the domestic market. This was indicated by 69% of the firms interviewed. The following are the common problems and opportunities being faced by these firms:

Competitiveness: There are too many competitors on the market leading to price wars and most firms find difficulties with the cheap imports that come in the country without VAT or duty, where as the inputs for local manufacturing attract VAT and duty making the local products expensive. Lack of standardisation and quality assurance inhibits competitiveness of made-in-Zambia products.

Inadequate Export Market Access: The majority of the firms find it difficult to export their products to countries that they planned to or would like to export to. This was indicated by 68% of the enterprises surveyed. The problem of limited access to export markets mainly affects the agro-processing firms. Some of the current and potential challenges faced by the firms in this regard include high tariffs; tariff peaks and escalation; tariff rate quotas; technical barriers to trade; inability to meet standards requirements of foreign markets due to lack of appropriate standards and certification facilities; Non-technical barriers to trade, including sanitary and phytosanitary regulations.
Lack of Research & Development: The majority of the enterprises said there is lack of adequate research and development activities to support the development of new products and processing technologies. This was indicated by 72% of the enterprises interviewed. The lack of modern scientific techniques and technologies result in the under-utilization of the abundant natural resources in Zambia. In cases where local appropriate technologies are developed, the lack of adequate dialogue between research institutions and the intended beneficiaries hinder the dissemination of these technologies. There is also an under-investment in domestic R&D as most firms often view such research as costs, rather than long-term investments. 

Lack of technical & management skills: One of the constraints is the shortage of adequately trained or skill manpower at all levels but especially technical skills and entrepreneurial capabilities. Low level of human resource development is one of the main causes of poor productivity. The HIV and AIDS epidemic has adverse impacts on the Zambian economy by reducing the productive capacities of the workforce. Particularly in industrial and trade-related activities, high mortality and morbidity rates resulting from HIV and AIDS have a direct impact on economic productivity.

Poor infrastructure: including inadequate road and railway networks; high costs of telecommunications; high transportation costs due to landlocked status, which increases the costs of inputs for Zambian manufacturers and exporters.

Uncertain business environment: including high inflation, high tax rates, high cost utilities, and burdensome regulations; inadequate access to credit facilities, and high cost of capital.

13. 
Opportunities
Trade policy: Active participation in multilateral trade will enable Zambia take advantage of opportunities in foreign markets, while improving domestic competitiveness. Regional markets also provide additional outlets for Zambian goods. In particular, the geographic proximity of regional markets makes them attractive export destinations for products from small and medium enterprises, as well as from smallholder farmers. Increased agricultural output from smallholder farmers, which is directed at regional markets (e.g. in COMESA and SADC), can assist in national poverty reduction efforts. Zambia shall, therefore, utilize its trade policy to promote economic growth and diversification, and also to address its poverty reduction goals.

Existence of raw materials: The government’s industrial policy’s central objective is to increase local content of industrial output. This is done through the usage of suitable local raw materials, thus, gives rise to value additions to industrial production. It is expected that as usage of these local raw materials increase so will there be increase in value addition within the economy.

Industrial output: Capacity utilization is below 30% in many enterprises. Existing plants and installations are yet to be rehabilitated in order to enhance capacity utilization and satisfy the expanding domestic needs especially in the agricultural sector. There is the need to increase industrial output to enable the country export more products so as to diversify the foreign exchange sources by making industry contribute more to foreign exchange earnings. In furtherance of this, Zambia is more determined to explore fully the opportunities offered by Preferential Trading Agreements.

14. 
Needs/Gaps proposed to be addressed by the Programme/Action Plan

14.1 
By sub-sector

The following action plan is presented on the needs to be addressed by the programme by sub-sector.

Table 7: 
Needs/Gaps proposed to be addressed by Agro-food Processing Development Programme

	Sub-sector Programme: Agro-food processing Development

	Programme Objective: To facilitate and support the development of a sustainable and competitive agro-food processing sector in order to ensure food security and income generation.

	Component
	Constraints/Gaps to be addressed
	Strategies/Activities

	SME Development
	· Unintegrated industrial development structures

· Limited value addition

· Limited farming infrastructure (irrigation)


	1. Undertake entrepreneurship development and capacity building in the agro-food sector.

2. Develop SMEs in agro-food processing, with emphasis on women, as this sector has more women players.

3. Establish agro-food processing related skills development programmes to promote technology, technical skills acquisition and technology diffusion. 

4. Involve international and regional agencies (e.g. UNIDO Agro-business Division and other local and regional food processing companies) that are competent in this area.

5. Promote networking and backward linkages (through Joint Ventures) among private sector stakeholders in agro-food sector.

6. Preserve land for agriculture.

7. Invest in irrigation and other technologies to increase agriculture production.

8.  Provide of proactive incentives favouring agro-food processing sector. 

	Market access development
	· Inadequate marketing and export market access

· Lack of external trade strategy (strategic protection, promotion, market intelligence, etc)
	1. Develop quality infrastructure through standards, conformity assessment, mutual recognition arrangements, Sanitary and Phytosanitary measures, and promote compliance.

2. Address the Technical Regulations and Technical Barriers to Trade (TBTs); they should accelerate the reduction and eventual total removal of all tariffs/NTBs in this sector within SADC.  

3. Encourage producers to improve packaging, distribution and marketing of their products.

4. With regard to global markets, assist private sector companies to participate in international trade fairs in order to promote their products.

5. Business delegations should visit target markets to promote their products.

6. Strategic alliances should be encouraged between local companies and foreign companies in the value chain.

7. Government should not hesitate to intervene strategically in order to protect or ensure fair access to international markets.  This can be done without violating WTO agreements.

	Improving Research and Development
	· Lack of technology support structures

· Low investment in  R&D 


	1. Increase investment in R&D for developing appropriate packages and technologies for sustained farming systems and overall agricultural production and utilization;

2. Undertake an assessment of the identified Centres of Excellence and provide support for any weaknesses identified.

3. Promote and reward innovation.

4. Facilitate the process of technology transfer to support the growth of the domestic industrial sector, particularly firms operating in the SME sector;

5. Promote the use of ICTs by SMEs in order to boost production and economic activity.

6. Strengthen the capacity of research institutions such as NISIR, TDAU and TEVETA, to collaborate with the private sector in commercially oriented research programs; and also serve as an advisory centre for reliable and quality information on technology policy and planning.

	Capacity building and skills development
	· Lack of technical & management skills


	1. Assess national HRD capacity to produce requisite skills for value-addition
2. Strengthen the capacity in Government institutions e.g. Ministries of Agriculture and Cooperatives, and Energy and water Development

3. Develop strategies for retaining skilled food engineers and technicians


Table 8: 
Needs/Gaps proposed to be addressed by Mineral products processing Development Programme

	Sub-sector Programme: Mineral products processing Development (metallic and non-metallic)

	Programme Objective: To create a conducive and competitive policy, legal, and regulatory framework for private sector-led investment to develop the mineral sector

	Component
	Constraints/Gaps to be addressed
	Strategies/Activities

	SME Development
	· Low investment in minerals processing

· Unintegrated industrial development structures (i.e. weak linkages)

· Limited value addition in downstream industries

· Poor quality of products
	1. Promote development of Mining SMEs

2. Promote networking and collaboration among Mining SMEs

3. Assist firms to upgrade equipment/Invest in new technologies

4. Assess regional design and marketing collaboration 

5. Procurement policies should be put in place to encourage big mines to purchase supplies from credible and reliable SMEs.

	Skills Development and Training
	· Shortage of skills – artisan, technical, engineering, managerial levels

· Poor quality of products
	1. Enhance and broaden the skills base at artisan, technical, engineering, managerial levels to enhance production capabilities particularly in downstream industries

2. Address the bottle-necks in the HRD pipeline (especially in mathematics and science)

3. Assess national HRD capacity to produce requisite skills for value-addition

4. Strengthen the capacity in Government institutions e.g. Ministries of Trade and Industry, and Mines

5. Develop strategies for retaining skilled engineers and technicians

	Technology development, diffusion and transfer
	· Lack of technology support structures

· Low investment in  R&D 


	1. Identify and assist Centres of Excellence play their role in improving 
industrial performance.  Such centres should be at both regional and 
national levels

2. Assess capacities and capabilities of National Centres of Excellence to play their roles in improving industrial performance

3. Improve the capacities and capabilities of the Centres of Excellence to enable them to effectively play their roles

4. Enhance collaboration between Regional and/or National Centres of Excellence & Industry players 

5. Use newly developed technologies to exploit latent potential of closed mines

	Development of Downstream Industries and Value Addition (Beneficiation)
	· Limited value addition in downstream industries

· Poor quality of products


	1. Facilitate import replacement by developing vibrant and competitive 
downstream manufacturing industries 

2. Develop strong foundry industry 

3. Improve technological production capabilities of downstream industries 

4. Translate existing linkages into joint growth and development

5. Establish requisite refining capacity for precious metals and minerals

6. Establish semis production capacity

7. Encourage advanced manufacturing and technologies

8. Promote beneficiation of minerals and scrap metals

9. Promote the recycling of metals industry

	Market access development 
	· Inadequate marketing and export market access

· Lack of external trade strategy (strategic protection, promotion, market intelligence, etc.)
	1. Promote market access by removing Trade Barriers and NTBs.

2. Collect and disseminate marketing information relating to pricing, margins, promotions, etc.

3. Provide accurate strategic information/data in a timely manner to industry




Table 9: 
Needs/Gaps proposed to be addressed by Pharmaceuticals Development Programme

	Sub-sector Programme: Pharmaceuticals Development

	Programme Objective: To attract corporate-responsible investment for the development of the pharmaceuticals sector.

	Component
	Constraints/Gaps to be addressed
	Strategies/Activities

	SME Development
	· Low investment in pharmaceuticals 

· Lack of credit facilities.
	1. Establish a special fund for innovation, skills development, and research and development in the Pharmaceutical Industry.

2. Provide financial support to viable SMEs to improve  productivity

3. Undertake upgrading of enterprises in the pharmaceuticals sector

4. Establish duty-free pharmaceutical zones, with attractive incentives in the country.  

	Human Capital Development
	· Shortage of skills
	1. Establish an aggressive capacity building programme hosted by an identified Centre of Excellence.

2. Develop internships and mentoring programmes to close the gaps in technical skills.  In that regard, there is need for collaboration between government, the private sector and academia to build capacity for quality analysis.

	Research and Development/Product Development
	· Lack of technology support structures

· Low investment in  R&D 


	1. Increase the level of investment in R&D in the use of locally available raw materials and local knowledge.

2. Promote and reward innovation 

3. Emphasize the application of research to be commercial/demand driven.

4. Develop the pharmaceutical sector to carry out, inter alia, Clinical Research Outsourcing, production of Generics as well as addressing the Phytodrug sector.

5. Promote the development of generic drugs (tablets, injections and liquid formulations), and the assembly of medical equipments and instruments.

6. Accredit laboratories (including private sector laboratories) and provide technological infrastructure to boost the long-term viability of the pharmaceuticals sector.  

	Market Development
	· Inadequate marketing and export market access

· Lack of external trade strategy (strategic protection, promotion, market intelligence, etc.)
	1. Remove tariff barriers to promote intra-African and Sub-regional investment and trade within the African continent.

2. Grant tariff exemptions to imported inputs for local industry.

3. Improve distribution of pharmaceutical products throughout SADC and internationally.

4. Target the potentially large African market for pharmaceutical products, medical equipments and instruments


Table 10: 
Needs/Gaps proposed to be addressed under Cross-sectoral/ thematic

	Programme: Cross-sectoral/thematic

	Component
	Constraints/Gaps to be addressed
	Strategies/Activities

	Investment Promotion
	· Poor infrastructure

· Unconducive investment policies
	1. Investment in infrastructure in order to stimulate private investment;

2. Maintaining a stable macroeconomic environment in order to deepen capital market development in the long term;

3. Develop transparent and consistent policies so as to remove uncertainty in the minds of investors.  

	Improving the industrial governance
	· Unintegrated industrial development structures
	1. Harmonize strategies and policies on industrial sector.

2. Involve Sector Associations and Trade Unions in decision-making on the industrial sector.

3. Establish Performance Monitoring mechanism at national level.  

	Capital Market

Development


	· Lack of credit facilities.
	1. Provision, through the financial markets, of affordable long term credit to support production and investment in order to enhance the growth of the manufacturing sector.

	Cross-Cutting Issues

of HIV/AIDS, Gender,

and Environment


	· HIV and AIDS

· Gender mainstreaming

· Environment
	1. Mitigation of the negative impact of the HIV and AIDS

2. Pandemic being experienced by the workforce;

3. Encouragement of gender equality in the manufacturing sector;

4. Reducing environmental degradation, and government enforcement of pollution and emission control measures, including the sensitization of factories/enterprises on the consequences of polluting the environment.


14.2
Cross-sectoral/thematic

During the FNDP, macroeconomic policies will build upon the successes made during the PRSP/TNDP period by sustaining and securing fiscal and financial stability, and deepening structural reforms so as to achieve economic growth. The broad macroeconomic objectives for the Plan period (2006-2010) are as follows:

a) To accelerate pro-poor economic growth;

b) To achieve financial and exchange rate stability; and

c) To sustain a viable balance of payments and external and domestic debt position.

With respect to the acceleration of pro-poor growth, the primary focus of economic policy remains that of reducing poverty through the implementation of policies that are both growth-oriented and pro-poor. Focusing on pro-poor growth will ensure that the poor participate in the development process.

While encouraging existing sources of growth like mining, construction, wholesale and retail trade, the Plan focuses on finding new growth opportunities that can significantly reduce poverty. The key FNDP growth strategies shall include supporting rural development, especially agriculture; encouraging stronger linkages between agriculture and manufacturing, especially through upstream linkages to agro-related processing; stimulating stronger tourism growth; and supporting the expansion of a strong and diversified export base.

To ensure that Zambia meets its international obligations and participates actively in all international industrial activities that would promote industrial development in the country, the government will;

i) Accord priority to the country’s participation in the various projects aimed at rapid development of a virile industrial network.

ii) Ensure effective participation of Zambia in activities of various international organizations and abide by their relevant multilateral agreements.

iii) Encourage and support the export of locally manufactured goods and services to other African countries.

15. 
Proposed local partner organizations

In order to challenge some current business policies in place which hinder business development in the country, associations came together in 2002. These are: the Zambia Association of Chambers of Commerce and Industry, Chamber of Mines of Zambia, Zambia National Farmers Union, Zambia Association of Manufacturers and the Tourism Council of Zambia, Zambia Indigenous Business Association, Zambia Chamber of Small and Medium Business Association and the Bankers Association of Zambia. They formed the Zambia Business Forum (ZBF) in 2003. The objectives of the ZBF are:

(a) To provide co-coordinated private sector representation and unified positions in public/private sector consultation and collaboration.

(b) To provide the private sector with a research and analytical capability that would facilitate informed dialogue, consultation and collaboration with government and other stakeholders.

(c) To offer the private sector services that addresses administrative and other barriers to the smooth and profitable running of their businesses.

(d) To mobilise facilities and resources required to strengthen the capacities of private sector intermediary organisations to support the effective delivery of services to their members and, through the collective voice of ZBF, engage in meaningful dialogue with the public sector.

In the recent years, the government has attained the steady economic growth – macroeconomic stability, GDP growth, falling inflation, rising investments and exports. The government will remain committed to structural reforms, including implementation of the Financial Sector Development Programme (FSDP) and the Private Sector Development (PSD) reform programme initiatives which are aimed at laying the foundation for further growth and sustained economic development.

In addressing the challenges that are faced to improve the lives of the Zambian people, the government has always recognised the important role of the private sector and the cooperating partners. These efforts have not been in vain. Areas which have been successful include creation of the Zambia Development Agency; establishment of the Citizens Economic Empowerment Commission; streamlining of business registration process at the Patents and Companies Registration Office (PACRO); establishment of the credit Reference Bureau; enactment of the Market Bill and the development of the ICT policy and the Public Private Partnerships (PPPs) policy. 

ZIMBABWE

1.
Brief geo-socio overview
Zimbabwe is a landlocked country situated in Southern Africa. Zimbabwe is a Southern African country sharing common borders with Mozambique to the east, Zambia to the north, Botswana to the south-west, and South Africa to the south. Zimbabwe occupies a total land area of 398000 square kilometers. In year 2001, the population was estimated at 13.5million, of which 70.3% predominantly live in the rural areas. Harare is the capital city.

The climate is tropical; moderated by altitude; rainy season (November to March) and the terrain mostly high plateau with higher central plateau (high veld); mountains in east

Main Centres

Harare, the well-developed capital of Zimbabwe, is a vital commercial and industrial business centre. The city houses about 2,331000 inhabitants (2003). It is a hive of activity, surrounded by some of the country’s richest farmland and home to the world’s largest tobacco sales floors and multinational mining houses. Several world-class hotels, a variety of restaurants and conference centers provide the hospitality, entertainment and facilities business needs.

Bulawayo, Matabeleland’s capital, is the heart of Zimbabwe’s heavy industry, headquarters the National Railways and the Cold Storage Commission, and houses Zimbabwe’s School of Mines, the Hotel and Catering Management School at Bulawayo Polytechnic and the University of Science and Technology.

As the second major city of Zimbabwe, Bulawayo with a population of 965,000 inhabitants (2003), was once home to the dynasty of fabled Ndebele kings. The southern city’s importance as a national transport centre is growing. Its roads carry increasing amounts of regional freight and apart from daily flights to Harare there are regular flights from Bulawayo to regional destinations.

Situated in the mountains of Eastern Highlands, Mutare is possibly Zimbabwe’s most beautiful city, housing 185,000 people (2003). Mutare is strategically placed on the border with Mozambique and is the centre for timber, tea, coffee, deciduous fruits, horticultural industries, and a range of manufacturing businesses. 

Social indicators

The Human Development Index 2006 for Zimbabwe is 0.491, which gives Zimbabwe a rank of 151st out of 177 countries with data. The socio economic problems are reflected in the steep rise in the number of Zimbabweans living abroad, now estimated at more than three million (about a quarter of the population).

Until recently, Zimbabwe has had a fairly sound education system and infrastructure. However, there are strong indications of stress in the education sector as a result of HIV and AIDS mortality and morbidity of staff, pupils and parents as well as due to brain drain. This is compounded by an ever-increasing number of orphans and vulnerable children. Inevitably the quality of education is being negatively affected.
The decline in quality and delivery of education is especially severe in areas affected by the land reform. Many schools in newly resettled areas lack basic infrastructure, water, sanitation and textbooks and are 30% short of qualified teachers. Food shortages make things worse and many teachers and children are spending more time and effort looking for food for their families. Poor transport also seriously undermines school attendance. School fees keep vulnerable children, especially orphans, out of school, with 39% of primary-age children giving fees as the main reason for dropping out. In higher grades, the most affected by this are girls, thus cancelling out progress made towards educational gender parity in the 1980s.

The economy of Zimbabwe is collapsing under the weight of economic mismanagement, resulting in 85% unemployment and the highest rate of inflation in the world. 

Poverty and unemployment are both endemic in Zimbabwe, driven by the shrinking economy and hyper-inflation. Both unemployment and poverty rates run near 80%. As of January 2006, the poverty line was ZWD 17,200 per month. As of Oct 2007 this had risen to ZWD 16 million per month (US $21.33). The average farm worker's monthly wage was under ZWD 100,000 per month (US $0.15) and the average worker's monthly wage was ZWD 1,000,000 (US $1.15).

The lowest 10% of Zimbabwe's population consume only 1.97% of the economy, while the highest 10% consume 40.42% (1995).
Zimbabwe has a Gini index 50.1% (1995) 56.8% (2003). Poverty has worsened since 2000, due to the economic crisis, strained relations with donor groups, the impact of the land reform and the severe drought, and 5.5 million people face starvation in 2004. 

The epidemic is decimating the limited pool of skilled workers and managers and already eroding the faltering economy. The impact of AIDS is also being felt at unskilled labour level, as absenteeism increases due to deaths, illness or attendance at funerals. 

About 2.3 million Zimbabweans were already living with HIV and AIDS by the end of 2001. Of these, two million were adults aged between 15-49, with the adult prevalence of 33.7%. 

An estimated 24.6 % (1.8 million) of the adult population had HIV/AIDS at the end of 2003, the second highest figure in the world after Botswana, according to UNAIDS
The Zimbabwe Human Development Report (ZHDR) of 2003 argues that the devastating impact of the epidemic which is at its worst in the Southern Africa sub-region, is benchmarked against a historical context of widespread socioeconomic vulnerability (lack of development) of the population over many decades.

2.
Macro-economic indicators

Properly managed, Zimbabwe's wide range of resources should enable it to support sustained economic growth. A more accurate account of Zimbabwe’s demand structure is hampered by lack of data. The main source, the Central Statistical Office (CSO), is in crisis after losing most of its key staff to the private sector and abroad. The severe economic crisis has also made the private sector disinclined to respond to national statistical questionnaires, whose return rate is sometimes as low as 20%. As a result, this country survey was based on combined data from often divergent sources, including the African Development Bank, CSO, the Reserve Bank and IMF publications. 

In addition, the extreme uncertainty of Zimbabwe’s economic and political evolution hampers a macroeconomic forecast for 2005. In current economic circumstances, this would require arbitrary assumptions on governance development and economic policies that could result in a multiplicity of more or less plausible scenarios.

Table 1 shows the main macro-economic indicators for Zimbabwe.

Table 1:  Main macro-economic indicators of Zimbabwe

	
	2000
	2002
	2003
	2004
	2005
	2006

	
	
	
	
	
	
	

	Total Population (millions)
	12.6
	12.8
	12.9
	12.9
	13.0
	13.1

	   Urban (%)
	33.6
	34.5
	34.9
	35.4
	35.9
	36.4

	   Female (%)
	50.7
	50.6
	50.5
	50.5
	50.4
	50.3

	GDP at constant 2000 prices (in US$ ml.)
	8136
	7572
	6788
	6528
	6102
	5791

	Real GDP Growth Rate (%)
	-7.3
	-4.4
	-10.4
	-3.8
	-6.5
	-5.1

	Real per Capita GDP Growth Rate (%)
	-8.1
	-5.0
	-10.9
	-4.4
	-7.0
	-5.6

	GDP at Current Market Prices
	8136
	17876
	7913
	4712
	3373
	7034

	Gross Capital Formation (% GDP)
	13.1
	-8.8
	-13.0
	5.1
	4.5
	3.5

	   Public capital formation (% GDP)
	0.6
	1.5
	2.0
	5.1
	4.5
	3.5

	   Private capital formation (% GDP)
	12.5
	-10.3
	-15.0
	-
	-
	-

	Gross National Savings (% GDP)
	11.1
	4.9
	-1.4
	-3.2
	-6.7
	4.0

	Inflation (CPI)
	55.9
	140.0
	420.0
	350.0
	237.8
	1026.8

	Exports Volume Growth (Goods)
	5.9
	-17.3
	-19.9
	-9.9
	-9.9
	3.0

	Imports Volume Growth (Goods)
	10.8
	-0.3
	-19.2
	-6.2
	-10.2
	-17.4


Source: African Development Bank
Since 1999, Zimbabwe’s economic conditions have deteriorated, with real GDP falling by nearly 35% in cumulative terms while inflation has skyrocketed, with official annual inflation rate reaching over 7,600% in July 2007. Zimbabwe’s high inflation has originated mainly from an extremely large public sector and subsidized loans availed to priority sectors, in particular, agriculture. 

3.
Sources of GDP

GDP composition by sector is as follows: agriculture – 18.1%, industry – 24.3%, services – 57.7% (2004 est.). The economy is dependent on agricultural products such as tobacco, cotton and sugarcane and in 2002 agriculture accounted for 17.4% of GDP. GDP totaled US$8 billion in 2002 and exports have dropped by 35% since 2000. 

Manufacturing is another important sector in the Zimbabwean economy and efforts are focused on textile and sugar production. Mining, primarily gold mining is also significant. Industry and services accounted for 23.8% and 58.8% of GDP respectively in 2002. The country’s tourism industry has suffered as a result of the economic and political conditions. 

Table 2: Sectoral Contribution to GDP (2002)

	Sector
	GDP (%)

	
	

	Primary sector
	16

	   Agriculture
	16

	Industry
	34

	   Mining and quarrying
	4

	   Manufacturing
	18

	   Electricity, gas and water
	9

	   Construction
	3

	Services
	50

	   Wholesale and retail trade, restaurants, bars and hotels
	18

	   Transport and communications
	9

	   Financial services, real estate and business services 
	15

	   Government services
	4

	   Other services
	4


Source: IMF
Figure 1: Contribution to GDP by sector (2002)
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The crisis in Zimbabwe is seen to be as a result of inappropriate economic polices, the maintenance of a fixed exchange rate and increased regulations and government intervention. These conditions have made conducting business very difficult, resulting in a huge drop in economic activity as well as chronic shortages of foreign exchange. 

4.
Primary sector

4.1
Agriculture

Agriculture is no longer the backbone of the Zimbabwean economy. The government's controversial land reform efforts started in 2000 has disrupted a significant portion of the commercial farm economy, leading to a sharp drop in tobacco and corn production. Corn is the largest food crop and tobacco has traditionally been the largest export crop, followed by cotton. Tobacco exports in 2004 were down about three-quarters from 2000 while for the first time in the history of Zimbabwe both gold and cotton have now surpassed tobacco in export earnings. 

Poor government management has exacerbated meagre corn harvests caused by drought and floods, resulting in significant food shortfalls beginning in 2001. Although the Government forecasted harvests in 2004-05 sufficient to meet the country food needs, most independent exports agreed there would be considerable shortfalls that would require imports or aid to make up the difference

4.2 
Fisheries and Livestock

Fisheries

A small fishing industry is based on Lake Kariba. In addition there are also commercial trout farms in the highland areas of the country. Kariba is the lifeblood of Zimbabwe’s small, yet thriving commercial fishing industry, when economic stability is present.
Livestock

Cattle rearing is one of the country’s foremost economic activities. Zimbabwean livestock is, however, under constant threat from the tsetse fly, a carrier of the foot and mouth disease. The problem is being addressed on several fronts including a twice-yearly vaccination campaign against foot and mouth disease in the areas bordering Botswana, tsetse control operations in the Zambezi valley area and the establishment of the University of Zimbabwe’s school of veterinary science.

Beef production declined by 9 %, from 99,000 tonnes in 2003 to 90,000 tonnes in 2004. Over the past few years, there has been considerable destocking, which has impacted on beef production. Dairy output also declined by 12 % in 2004.

Game-farming

Ostrich and game farming have become increasingly important over the last few years. Ostrich meat now complements the export of top quality beef to the European market.

4.3
Forestry

Between 1990 and 2005, Zimbabwe lost 21% of its forest cover. The country has no primary forests left, and deforestation rates have increased by 16% since the end of the 1990s. Despite this degradation, Zimbabwe has some 1,747 species of trees among its 4,500 species of higher plants.

Figures on the Zimbabwe forests show that total forest area is 17,540,000 ha and proportion of land area for forest is 45.3%. The deforestation rates, 2000-2005 show annual change in forest cover is -313,000 ha, and an annual deforestation rate of -1.7%. The total forest loss since 1990 is -4,694,000 ha which is about -21.1%

5.
Secondary sector 

Since the mid-1990s, this infrastructure has been deteriorating rapidly, but remains better than that of most African countries. Poor management of the economy and political turmoil have led to considerable economic hardship. The Government of Zimbabwe's chaotic land reform program, recurrent interference with the judiciary, and maintenance of price controls and exchange rates have led to a sharp drop in investor confidence. Since 2000, the national economy has contracted by as much as 35%; inflation vaulted over 600% (YOY) in early 2004 before subscribing to about 300% later in the year; and there have been persistent shortages of foreign exchange, local currency, fuel, and food. Direct foreign investment has all but evaporated.

The labour force was 4,23 million as reported in (2004), and by occupation agriculture utilizing 66%, industry 10% and services 24%.

Industrial production, which relies on imports, was badly hit by the acute foreign currency shortage. The level of capacity utilization is falling rapidly year on year due to shrinking domestic demand and less competitive exports.

Table 3: Distribution of employment by sector (2001-2006)

	Industry
	September 1998

	
	

	Agriculture
	366624

	Mining
	61560

	Manufacturing
	203832

	Services
	13680

	Construction 
	80712

	Trade
	109440

	Transportation
	53352

	Finance
	27360

	Social services
	344736

	Unspecified 
	106704

	Total
	1368000


Source: ILO 1998
5.1
Mining

The country has an important percentage of the world's known reserves of metallurgical-grade chromite. Other commercial mineral deposits include coal, platinum, asbestos, copper, nickel, gold, and iron ore.

Zimbabwe is richly endowed with mineral resources. Over 40 different types of minerals are mined in the country including some strategic materials such as chromite, lithium, nickel and ferro-chrome. Mining contributes 4.3% to GDP, employs 7% of the country’s labour force and earns 40% of the foreign exchange. Mines and smelters purchase about one-third of all of Zimbabwe’s electrical energy supplies.

At present a few large multinational mining groups and locally-owned enterprises produce the bulk of the mineral output. There are approximately 1,000 'operating mines' (mainly gold) worked by small companies, syndicates and individuals.

The mining sector registered a positive growth of 24.9% in 2004, after a decline of 9.8% in 2003. The sector is anticipated to register a decline of 5.7% in 2005, largely due to deteriorating international mineral prices, rampant smuggling of gold, diamonds and other precious minerals. With gold accounting for 44% of the country’s mineral production, government is to intensify its surveillance and remedial measures to plug off rampant leakages in the industry. Excluding gold, all the other mining sub-sectors registered remarkable positive growth during the year. Virtually the entire mining sector was severely affected by the overvalued exchange rate, foreign currency shortage, limited rail services and dearth of fuel.

5.2
Manufacturing sector

The largest industries are iron, steel, metal products, food processing, chemicals, textiles, clothing, furniture and plastic goods. Most manufacturers have scaled back operations. Zimbabwe is not a member of the African Growth and Opportunity Act and a number of textile businesses have migrated to other African countries. Zimbabwean producers still export lumber products, certain textiles, chrome alloys and automobile windscreens to the U.S.

Since the beginning of 1999, the country’s productive sectors, became embroiled in a series of economic challenges. They have continuously been adversely affected by severe foreign exchange constraints, and a drastic upsurge in the inflationary pressure (at the end of 2003 the inflation rate reached 600%). This has resulted in the continued downsizing of agricultural and manufacturing production, and hence the negative effect on regional and international competitiveness of the country’s exports. The downturn in production is demonstrated by the fact that the GDP per capita for agriculture and manufacturing in 1999 was US$107,84 million and US$118,66 million respectively, in 2001 these figures declined to US$72,55 million and US$69,58 million. 

Between 2000 and 2003 Zimbabwe experienced a massive closure of 750 firms, which led to retrenchments of several thousand workers. The real state of manufacturing sector, has declined over the years in response to trade liberalization in general and to negative trading environment caused by foreign currency shortages, power cuts, loss of credit lines, and escalating costs of raw materials over the past four years. A cumulative factor of de-industrialization became self-reinforcing, in that as agricultural production declined, that sector supplied fewer inputs to the manufacturing sector and required fewer inputs from the later.

Nonetheless, Zimbabwe’s manufacturing production structure remains diversified from consumer goods to a wide range of intermediate and capital goods. The three most promising cluster-based sub-sectors, in terms of their substantial contribution to the total manufactured output, high export rates and potential, and linkages to other sectors are Engineering and metal working industries, Agro-industries/food; and Textile and garments. 

Severe bottlenecks emerged as imports of raw materials (such as fuel) and production inputs fertilizers and spare parts) were drastically cut and infrastructure (railways, electricity and urban water supplies) deteriorated badly. Agriculture and manufacturing were the most affected in 2002 and 2003. 

6.
Tertiary sector

6.1
Tourism

With international attractions such as Victoria Falls, the Great Zimbabwe stone ruins, Lake Kariba, and extensive wildlife, tourism historically has been a significant segment of the economy and contributor of foreign exchange. The sector has contracted considerably since 1999, however, due to the country’s declining international image. The U.S. Government has a travel warning in effect.

Other services – notably distribution, hotels and restaurants – suffered from the crisis and continued to decline. Tourism remains highly sensitive to the bad publicity Zimbabwe has attracted and to limited airline accessibility. Visitor arrivals in the first half of 2002 were 739 000 compared with 1.45 million in the same period of 2001, reflecting the uncertainty and violence in the run-up to the presidential elections. Although total tourist arrivals in the first quarter of 2003, at just over one million, were 47 % higher than in the first quarter of 2002, this was more due to the below average 2002 figure than to a solid recovery.

6.2
 Energy

While Zimbabwe imports about 40% of its electricity requirements, and the country's power supply has grown increasingly irregular over the past year. As of May 2006, Zimbabwe had an electricity deficit of roughly 250 MW per day. The lack of electricity is due to underperformance of the Kariba and Hwange hydroelectric power stations. In response, the Zimbabwe Electricity Supply Authority (ZESA) has been forced to introduce load shedding and occasional power cuts, while increasing electricity imports from South Africa, Mozambique and DRC. ZESA has asked the Reserve Bank of Zimbabwe (RBZ) for $900 million in funding to refurbish and expand Kariba and Hwange. In October 2005, a $200 million refurbishment project for Kariba South failed due to lack of funding. 

The Mozambique-Zimbabwe Petrozim Petroleum Products Pipeline runs from the port of Beira in Mozambique through Feruka, Zimbabwe to Msasa, located near Harare. Zimbabwe imports 80% of its petroleum through the pipeline. Zimbabwe's Noczim is planning to construct an additional oil-product pipeline from Beira to Msasa to help meet Zimbabwe's oil demand. 

With considerable hydroelectric power and plentiful coal deposits for thermal power station, Zimbabwe is less dependent on oil as an energy source than most other comparably industrialized countries. Only about 15% of Zimbabwe's total energy consumption is accounted for by oil, all of which is imported. Zimbabwe imports about 1.2 billion litres of oil per year. Dependence on petroleum is managed through the price controls for vehicle fuels, the use of gasohol, and the substitution of diesel-electric locomotives on the railway system. Zimbabwe also has substantial coal reserves that are utilized for power generation, and recently discovered in Matabeleland province are coal bed methane deposits greater than any known natural gas field in Southern or Eastern Africa. However, in recent years, poor economic management and low foreign currency reserves have led to serious fuel shortages. 

Electricity

In non-drought years, it has adequate electrical power, mainly generated by the Kariba Dam on the Zambezi River but augmented since 1983 by large thermal plants adjacent to the Wankie coalfield.

Water

The planning and development of Zimbabwe’s water resources is of prime importance as water is a scarce commodity in this semi-arid land. The growth of the population, industry, and mining, coupled with the rapid rise in the requirements of water for agriculture have contributed to the substantial increase in demand for water throughout the country.

Zimbabwe has various water development projects either underway or soon to be launched. Major dams under construction include Dande, Tokwe Mukorsi and Mundi-Mataga. New dams under construction include Tuli-Manyange, Marovanyati, Shavi, Bubi-Lupane and Gwayi-Shangani. These water bodies will provide water for irrigation as well as household and commercial purposes.

Urban water and sewage systems are on the verge of collapse for want of foreign currency to buy vital spares and water purification chemicals, according to the UNDP humanitarian contingency planning mission in Zimbabwe. 

Urban water systems have also suffered from the growing pressures of rural-urban migration and from poor maintenance and can barely provide the required quantity and quality of potable water, as shown by regular cuts in supply and increasingly frequent outbreaks of disease. Rural water supply suffers from poor outreach services, inadequate maintenance and staff shortages.
6.3 
Transport

An integrated port-rail-road system and a network of freight forwarding and shipping agents and road transport brokers ensure competitive rates for handling and storage of freight.

Roads

Zimbabwe has adequate internal transportation and electrical power networks. Zimbabwe has an extensive rail and road transport network linking it to principal ports in Mozambique and South Africa and to all neighbouring countries. There are 19,000 kilometers of designated State roads of which 7,500 are surfaced and 11,500 graveled. Another 61,630 kilometers in rural areas is maintained by local and district authorities. 

Rail

The Rail lines in Zimbabwe tie it into an extensive central African railroad network with all its neighbours, although internal rail lines are in a state of growing and disrepair.

The rail network, supplemented by the National Railways of Zimbabwe’s (NRZ), the Road Motor Services and a thriving privately run trucking industry, handles the bulk of imports and exports. The railway company is administered as a parastatal under the Ministry of Transport and Energy.

Air

The national airline, Air Zimbabwe, provides a domestic service linking all major cities and popular tourist resorts. In addition, it provides direct services to regional and international destinations including London, Frankfurt, Larnaca, Gaborone, Johannesburg, Nairobi, Manzini, Maputo, Lusaka, Lilongwe and Windhoek. A new private airline operating both domestic and international flights was commissioned in August 1995.

Zimbabwe has eight airports, three of which are international. A number of major international airlines fly in and out of the country. The new international airport in Harare was opened in 2001. Built at a cost of Z$4 billion, the new facility can simultaneously handle four Boeing 747s and accommodate at least 1,000 passengers per hour.

Affretair, the national cargo airline, has DC8 jet aircraft equipped to handle specialized cargo for destinations worldwide. Facilities include a 200-tonne cold room at Harare Airport.

6.4 
Construction

The stock market surge in 2003 did not spill over into the construction industry, which further declined (15.5 %) in 2003 after shrinking 6 % in 2002. The acute shortage of cement and sharp increases in building material costs were the main cause. Despite the drop, real estate prices have risen sharply due to firms switching investment from production to property. The buoyancy of both sectors, however, is not expected to last because of systemic deterioration of assets quality. The expected increase in interest rates will most likely hurt prices of speculative assets. As the government tightens enforcement of exchange control regulations, most banks will also find it hard to get high rents from parallel market activities.

6.5
Telecommunications and ICT

Telecommunications

The communications system used to be one of the best in Africa. This is not the case anymore due to a lack of maintenance and upgrading. There many unused lines but these have not been assigned to anyone despite the fact that there are thousands of requests for lines. The system consists of microwave radio relay links, open-wire lines, radiotelephone communication stations, fixed wireless local loop installations, and a substantial mobile cellular network. 


There are satellite earth stations and 2 Intelsat, two international digital gateway exchanges (in Harare and Gweru).
ICT

Internet access is available in Harare and there are plans to extend this to all major towns in the country. 

6.6 
Financial Services

The Zimbabwean financial services industry is relatively well-developed. The financial services industry in Zimbabwe comprises a wide range of activities, including banking, insurance, investment services, managed funds (unit trusts) and other financial services. 

6.7
Governmental sector

Despite relatively strong revenue collection, the fiscal deficit, including quasi-fiscal activities by the Reserve Bank of Zimbabwe (RBZ) to support loss-making parastatals and other strategic sectors, reached over 80% of GDP in 2006. With limited scope for external financing, a large part of the public sector financing needs were met through money creation, fuelling rapid monetary expansion and a sharp rise in inflation. With the persistent high inflation, the Zimbabwe dollar has continued to lose value on the parallel market, to about Z$250,000 per US dollar (as of end-August 2007), compared with the official inter-bank rate of Z$30,000

Continuing cuts in real government spending to restore telecommunications, road and railway networks, electricity and water supplies and the health system produced negative gross fixed capital formation also in the public sector.

7.
Informal sector

Zimbabwe’s fast growing informal sector is now the country’s largest employer as the economy worsens but lack of coordination and assistance from the government and other stakeholders is hindering small entrepreneurs from attaining full potential.  Harare is described as the "dark side" of the economy, with no definitive statistics on the informal sector, which markets everything from toiletries, motor vehicle spares to basic commodities that are scarce or too expensive on the local market. 

However, a study by the Confederation of Zimbabwe Industries found that in November 2000, at least 1.7 million people were making their living in the informal sector. In addition, thousands of job seekers are being spewed out of Zimbabwe’s school system every year with little chance of finding work in an economy that saw 400 companies shut down in 2000 and a further 700 closing in the past 18 months. 

Against this background, analysts believe employment in the informal sector has far surpassed that in the formal economy, where only about 40% or 2.7 million of the 6.7 million working adults in Zimbabwe are still employed. 

More than 90% of entrepreneurs in the informal sector have no access to banking facilities at all. In cases where the operators have access to financial institutions, most have no collateral and therefore are unable to secure loans from banks.

8.
The financial sector and micro-finance

8.1 
Financial sector 

Zimbabwe’s financial services sector consists of the Reserve Bank of Zimbabwe, seven commercial banks, eight merchant banks, six finance houses, five building societies, seven discount houses and a Post Office Savings Bank. In line with ongoing economic reforms, a new Banking Act, designed to abolish legislative market segmentation and enhance competition in the banking sector, will be introduced in 1999. In addition, an amended Reserve Bank Act, which among other things will strengthen the supervisory role of the Central Bank and enable it to adapt its operations to the new banking environment, is also being finalized.

The country has a relatively sophisticated and advanced financial system and the second largest stock exchange in Sub-Saharan Africa, after the Johannesburg Stock Exchange.

The following banking institutions are reported to be operating in Zimbabwe: Barclays Bank of Zimbabwe Ltd, NMBZ Holdings Limited, Stanbic Bank Zimbabwe Limited, Zimbabwe Financial Holdings Ltd, ABSA Bank Zimbabwe, African Banking Corporation Limited, African Development Bank, African Export-Import Bank, ANZ Grindlay's Bank (Zimbabwe) Ltd, Central African Building Society, Central Bank of Zimbabwe, Commercial Bank of Zimbabwe Ltd, First Banking Corporation Limited, First Merchant Bank of Zimbabwe Limited, FMB Holdings Limited, FNB Holdings (Zimbabwe) Ltd, Fredex & Co Pvt Ltd, FX Moneycorp, Merchant Bank of Central Africa Ltd (MBCA), Reserve Bank of Zimbabwe.

The following financial and insurance institutions are also reported to be operating in Zimbabwe: Adway Investment Services (Pvt) Ltd, Africa Zimbabwe Consolidated Pvt Ltd, Barclays Bank of Zimbabwe Ltd, Commercial & Industrial Holdings Ltd, NMBZ Holdings Limited, Stanbic Bank Zimbabwe Limited, The Consultancy Centre - Zimbabwe, Zimbabwe Financial Holdings Ltd, ABSA Bank Zimbabwe - Minority, African Banking Corporation Limited, African Development Bank, African Export-Import Bank, Alexander Forbes Risk Services Zimbabwe (Pty) Limited, Alexander Forbes Risk Services Zimbabwe (Pty) Limited, Allied Capital Markets Corporation (Pvt) Ltd, ANZ Grindlay's Bank (Zimbabwe) Ltd, Bard Discount House, Bard Holdings, Bard Stockbrokers (Pvt) Ltd, Capri Group Ltd. 

The financial sector, which accounts for about 10% of GDP, is the only one that has shown some resilience, with a real growth of about 1% in 2002 and 2003. This reflects the distortions of the overvalued exchange rate and the arbitrage opportunities of dealing in foreign currency on the parallel market. The steady economic decline has also pushed banks to put cash in riskier assets, including stock as well as real estate, and the low interest rate led to a dramatic surge in the stock market, unrelated to the basic facts of the economy. In 2003, industrial and mining indices rose 315% and 2,650% respectively, against year-end annual inflation of 598.7%.

8.2 
Micro-finance

In the post-independence period Zimbabwe’s micro-finance has been characterized as having ‘fragile institutional structures, and poor financial and business management practices, resulting in weak outreach and financial sustainability (International Capital Formation, 2000). For much of the last twenty years, the state has attempted to implement credit schemes, usually donor driven, for small farmers. In the early 1980’s the government controlled Agricultural Finance Corporation (AFC) played a central role in expanding loans to small farmers. In the 1990’s the process of commercializing the AFC under a new bank, AGRIBANK, has resulted in further limitations for the poor communal area farmers whose financing has been placed under a new institution.

9.
Priority sectors: perspectives and potential development

The state of the economy currently implies that all sectors require attention and development.

10.
Economic integration and impact of EPA

The turbulent political climate in Zimbabwe has led many international investors to either withdraw their investments or refrain from investing entirely. The shortage of foreign currency in the country makes it almost impossible to repatriate dividends from investments and there is reportedly a large backlog of such dividends awaiting repatriation. Many investors have adopted a wait-and-see attitude to the country. The outcome of the presidential elections since 2002 have encouraged them taking the decision not to invest in the majority of instances. 

Zimbabwe’s relationship with the international community, especially Western countries, remains strained. Zimbabwe has not been a member of the Commonwealth since December 2003. Most donors have scaled down or suspended their operations in Zimbabwe, The European Union, the United States and some Commonwealth countries have introduced measures such as restrictions on travel and asset ownership for select senior government officials. External financial support is now mainly confined to humanitarian assistance, including HIV/AIDS, social protection, and human rights. The IMF Board suspended Zimbabwe’s voting rights on 6 June 2003 because of Zimbabwe’s lack of cooperation in policy implementation and payments. In parallel with this decline of relations with Western development partners, the Government has strengthened political and economic relations with some non-traditional partners, such as China and India.

11. 
Foreign Trade

Zimbabwe is one of few African countries that have been excluded from AGOA. This has had an adverse effect on the country’s trade and contributes to the worsening economic situation. Zimbabwe’s main export items include tobacco, gold and cotton as well as wheat and other cereals. These items are exported to countries such as South Africa, Malawi, Botswana and Japan.  The country imports products such as machinery and transport equipment as well as chemicals. Fuel is an essential import product and the country often suffers from fuel shortages. Import partners include South Africa, the UK, the US as well as China and Germany. 

Zimbabwe's external position has also been under considerable pressure. The current account deficit has deteriorated steadily over the past five years, primarily due to the collapse of agricultural exports. Although the decline in agricultural exports has partly been compensated for by increases in the value of mining exports on account of higher world prices, the volume of recorded mining exports has fallen in recent years due in part to smuggling. Owing to foreign exchange shortages, imports have been compressed, constraining the supply of essential inputs for production. During the past two years, the Government made efforts to build international reserves, but this was accomplished by the accumulation of external arrears. 

Zimbabwe’s external debt burden is unsustainable and arrears accumulation is expected to continue. At the end of 2006, Zimbabwe’s external debt was US$4.7 billion, equivalent to over 300% of exports, with external arrears estimated at US$2.7 billion. About 70% of Zimbabwe’s external debt is owed to official creditors, including multilateral creditors.

Despite major efforts over the past decade, Zimbabwe still has a restrictive trade regime, particularly on the capital account. A system of permits and monopolies operates for some exports: the Grain Marketing Board has a monopoly on maize and the RBZ on gold. The Minerals Marketing Council of Zimbabwe (MMCZ) controls most mineral exporting. The foreign exchange allocation system, eased in the early 1990s, has recently been revived in the form of stringent exchange controls as a way of regulating import growth.

Zimbabwe’s external position has badly deteriorated since 2000. The impact of the foreign aid freeze and declining exports caused a dramatic foreign currency shortage that in turn reduced imports. High inflation, against an overvalued fixed exchange rate, harmed competitiveness and exports in 2002 were 36% down on 2000. Exports in 2003 are estimated at half the 1996 figure.

Agricultural export sales fell by 22.4% in 2002 – mainly due to the decline of tobacco, sugar and livestock that more than offset the small increase in horticulture – and in 2003 are estimated to have fallen a further 31.6%. Mineral exports contracted by 23.8% in 2002, as sales of gold and asbestos plunged. Nevertheless, in 2003 the drop was held to 11.4% by a boom in platinum sales. Manufacturing exports, including cotton lint, declined by 11.9% in 2002 and are estimated to have fallen 7.7% in 2003.

The negative developments on the current account and the deterioration of the capital account since 2000 have exacerbated the foreign currency crisis. Foreign investment and long- and short-term capital inflows have fallen substantially due to the poor macroeconomic and socio-political environment and the private sector’s loss of confidence.

The balance-of-payments financing gap at the end of 2003 equaled nearly two years’ exports at current levels. Closing this gap is a daunting task for the government.  At the end of 2006, international reserves stood at US$58 million, about 0.4 months of imports.
12.
Sectors of interventions of the main funding institutions

UNIDO

In Zimbabwe along with UNDP they are trying to grow UNIDO program in all three areas of UNIDO competency. Currently the portfolio is most centered on protecting the environment through projects funded under the Montreal Protocol focusing on protecting river systems and people from Methyl Bromide. 

They are also thinking beyond the crisis and are developing several concept notes with the hope to work alongside donors interested in funding these concepts. 

European Union (EU)

The EC- Zimbabwe Cooperation has up and till 2005 encompassed Health and Education, Programming and Economic activities, Finance and Contacting ad Food Security.  The situation is explained in the excerpt from “Position of the European Union on Sanctions against Zimbabwe” document. 

“[…] the suspension or re-orientation of certain financial and development cooperation programmes with the Government of Zimbabwe is mainly due to the fact that it has not complied with the provisions of the pertinent bilateral agreements and to the political and economic environment which is not conducive to development cooperation with government structures; the EU and its Member States are deeply concerned with the economic and humanitarian crisis in Zimbabwe. Consequently, the humanitarian assistance given to the people of Zimbabwe by the EU and its Member States has continued and has, in the last two years, amounted to Euro 300 million (equivalent to approximately USD 330 million). In addition, the EU and member states fund programmes in direct support of the people of Zimbabwe in poverty alleviation, education, health, infrastructures, human rights and democratization […] “

UNDP
The United Nations Development Programme (UNDP) in Zimbabwe is an impartial and trusted development partner. The organization strives to contribute within the scope of its overall mandate and in full use of its comparative advantages to national priorities and to the achievement of the Millennium Development Goals (MDGs). UNDP in its programmatic work in Zimbabwe advocates for dialogue among the stakeholders, connects the country to knowledge, experience and resources for pro-poor policy formulation and supports capacity building of national institutions as well as Civil Society Organizations. 

The present country programme document is based on various consultations between the United Nations system and the Government and other stakeholders, including donors and civil society, culminating in the 2007-2011 United Nations Development Assistance Framework (UNDAF). The Government of Zimbabwe and the United Nations country team agreed that for this UNDAF there would be no common country assessment. Instead, United Nations country programmes for the new UNDAF cycle will be based on the 2004 Millennium Development Goals (MDGs) progress report, which was officially launched by the President on 8 September 2005, as well as on other Government policy documents. The country Programme has been developed in the context of a sustained effort on the part of Zimbabwe to move away from humanitarian assistance towards recovery and sustained growth. 

Within the context of the MDGs agenda in Zimbabwe, the country will address all eight goals, giving priority to goals to eradicate extreme poverty and hunger, goal to promote gender-awareness and empower women; and goal to combat HIV/AIDS, malaria and other diseases 

This priority is based on the realization that progress in these three goals underlies the achievement of the rest of the MDGs. 

WORLD BANK 

The World Bank has helped to fight poverty and improve living standards for the people of Zimbabwe.  As of September 2007, the Bank had approved 19 IBRD loans and 14 IDA credits for a total of approximately US$1.6 billion.
The lending programme in Zimbabwe is inactive due to arrears. The Bank’s role here is now limited to technical assistance and analytical work focusing on macroeconomic policy, food security issues, social sector expenditures, social service delivery mechanisms and HIV/AIDS.  For more information on how the World Bank has supported Zimbabwe
The World Bank suspended its lending program in Zimbabwe when the country went into arrears in 2000. The Bank’s role is currently limited to technical assistance and analytical work focusing on macroeconomic policy, food security/agrarian issues, social sector expenditures and delivery, infrastructure assessment, and HIV/AIDS program support.

Between 1980, when Zimbabwe joined the Bretton Woods Institutions, and 2000 when the country fell behind in its payments on World Bank loans, the Bank funded a total of 33 projects worth US$1.6 billion. Bank support concentrated on infrastructure, agriculture, health support, and community and local government programs, financed from both International Development Association (IDA) Credits (42%) available to low-income countries, and International Bank for Reconstruction and Development (IBRD) loans (58%) available to middle-income countries. Zimbabwe’s arrears to the World Bank were estimated at US$521 million as of September 13, 2007. The arrears to the IMF stood at US$134 million at end-July 2007 and to the AfdB at US$359 million as of end-April 2007.

After pursuing general policy advice between 2000 and 2004, the World Bank prepared the first Interim Strategy Note in 2005, with the objective of facilitating dialogue among stakeholders and closing knowledge gaps. Activities included economic analytical work, and analyses in agriculture, poverty, social services and infrastructure. Given limited Bank budget, the bulk of the activities were funded by a Trust Fund set up to support work in Low-Income Countries under Stress (LICUS).

13.
Competitiveness and costs of production

On the World Bank-IMF “Doing Business” Zimbabwe ranks no.168.  Between 2000 and 2007, the national economy contracted by as much as 40%; inflation vaulted to over 4530%, and there were persistent shortages of foreign exchange, local currency, fuel, and food. Direct foreign investment has all but evaporated. Billions were spent in the country's involvement in the war in the Democratic Republic of the Congo. Price controls have been imposed on a wide range of products including food (maize, bread, steak), fuel, medicines, soap, electrical appliances, yarn, window frames, building sand, agricultural machinery, fertilizers and school textbooks.

14.
Constraints for the private sector development 

Political insecurity and economic meltdown is exerting extreme pressure and constraints on private sector development. Challenges facing SME’s are of a recurrent nature, namely:

· Lack of implementation of past government policies for the development of this sector. 

· Lack of skilled manpower for quality exportable products has resulted in most SME’s not being able to penetrate the formal export market. 

· Lack of market information 

· High and unaffordable interest rates

· Lack of access to capital due to unavailable collateral security 

· Inadequate financing for quality raw materials has often caused SME’s to resort to cheap but sub-standard raw materials, which makes their end products sub-standard for exporting.

15.
Institutions supporting the private/industrial sector

Unlike in most COMESA countries where there is an apex Federation of Chambers of Commerce and Industry, Zimbabwe has two separate Private Sector representative and lobby organizations: Confederation of Zimbabwe Industries and Zimbabwe National Chamber of Commerce.

Confederation of Zimbabwe Industries (CZI) 

Established in 1923, the CZI is an independent, member organization. Although membership was initially based on the manufacturing sector companies, it has become open to all active businesses. The main activities of CZI include maintaining dialogue with government to achieve a more conducive business environment, and advocacy work targeted at parliamentarians and other policy makers.

They try as best possible with lobbying for the promotion of exports through export incentives.

In addition they initiate the co-coordinating of a business linkages programme under which CZI corporate members provide business opportunities to SME’s by subcontracting non-core activities. They provide members with economic analysis and research-based information;.

However, according to CZI and private sector in general, the state of the local economy is not supportive of export manufacturers. E.g. Zimbabwe’s regional and international trade has drastically declined by almost 60% in 2003 due to the country’s unstable political and economic environment. 


Zimbabwe National Chamber of Commerce [ZNCC]

The ZNCC is a membership-based organization that represents mainly commercial trade organizations through lobbying, collaboration, and the facilitation of their business activities. The majority of ZNCC members are SME’s constituting nearly 70% of total membership. The ZNCC services to its members can be summarized as namely developing and enhancing business entrepreneurship, and facilitating contact and access to local and international markets.

Encouraging competitiveness in the market place through the promotion of organized business and representing the views of business to the authorities; and supporting and providing market development for SME’s in order to develop their potential to export. 

Zimtrade

Zimtrade is the national trade development organization established in 1992. It is a joint venture/partnership between the private sector and government, with a mission to assist firms to develop and expand profitable international trade. Zimtrade has plans to establish Zimbabwe Trading Houses (ZTH) in the region. So far one Trading House was established in Zambia in January 2001, and there are plans to open some in Malawi and Mozambique. 

Its main objectives and services include providing international trade information and on sourcing of raw materials, promoting international trade, developing exports, and facilitating collaboration with foreign trade promotion organizations. They are involved in the influencing of foreign trade policy through advocacy, and assisting in bilateral and multilateral trade negotiation. They also assist with the Identifying and developing of export markets, through trade promotion and market and product research. The training and development of SME’s and new exporters is offered.

16.
Problems to be solved
Economic performance Zimbabwe is hampered by deteriorating infrastructure due to lack of state funding, inappropriate pricing and acute shortage of foreign currency to buy spare parts.

Poor maintenance and lack of qualified personnel have steadily increased delays and accidents.

The Confederation of Zimbabwe Industries reacted in November 2003 to the slowness of reforms with efforts to pool resources to solve the private sector’s most urgent problems. 

Although authorities have partly removed price controls on fuel, the overall approach has largely been incoherent, further deepening distortions in the allocation of scarce resources, such as credit and foreign currency, and widening the quasi-fiscal deficit.

In what was once the breadbasket of Southern Africa, food supply remains well below the country’s requirements, as a sharp decline in productivity in agriculture accentuates the combined effects of foreign currency and working capital shortages and accelerating inflation.

Concerns about governance, including lack of political rights and press freedom, continued to create mistrust between government and opposition. The decision to pull out of the Commonwealth in December 2003 will further isolate Zimbabwe and complicate resumption of political dialogue. The long-running crisis is increasing deep divisions in an already fragile social fabric, helped along by collapsing health-care and education systems and two million people suffering from HIV/AIDS.

The existing problems which have been identified and need to be solved in order for the industrial upgrading and modernization programme to foster the development of Angola were summarized as follows:

· Unemployment

· Skills shortage and Brain drain

· High Prevalence of HIV/AIDS

· Infrastructure

· Land ownership

· Government weaknesses as seen by technical support institutions

· Research

17.
Recommendations

The Zimbabwe economy is extremely fluid right now and very difficult to be accurate in presenting recommendations. However in order to deliver the desired impact, it is recommended that the industrial upgrading and modernization programme should have the following components and many more at base level intervention that would be taken for granted in other SADC economies:

Capacity building and skills development

The Capacity building and skills development in the focus sectors of this report plus the rest of the sectors need to be the focus for the programme. Capacity building is also required in the technical support institutions to improve the human resource capacity in all levels with high emphasis on the highly skilled sections of technical support institutions. Public administration issues on all levels also need to be addressed.
Quality programme

The technical support institutions require assistance and expertise to implement and upgrade quality programmes over various sectors.

Export market development

The volatility and level of the currency needs to be addressed carefully by the authorities in particular the Central Bank. The cost, efficiency and capacity of the national logistics system needs to be analysed and a plan implemented to address the shortcomings.

Create investment opportunities in the traditionally strong agro processing sector. Export-orientated manufacturing is seen as an ideal answer to many of our problems because it would absorb precisely the kind of labour Zimbabwe has a surplus of, namely low- and medium-skilled. 

Investment promotion

It is incumbent upon the government to maintain sound macro economic policies, remove the large %age retention of foreign currency on export earnings and any other distortions that cause anti-export bias. Actively pursue export promotion strategies and encourage firms to take advantage of SADC markets.

Technology transfer

Zimbabwe with its competition for market access in Europe and USA especially, needs to embrace every opportunity that modern technology provides in order to make Zimbabwe companies globally competitive.  The area of quality standards and the technical ability to maintain these systems needs to be addressed.

The Industrial Upgrading and Modernization Programme should complement IDC’s efforts in providing funding and finance to the SME sector. The capacity and systems for monitoring clients that have been funded is required.
Access to finance

The SME sector has many obstacles to overcome in accessing finance in Zimbabwe. SME financing needs considerable emphasis to be placed on developmental imperatives, such as increased regional focus in favor of more rural and peri-urban entrepreneurs. Unido can assist by coordinating wholesale funders like European Investment Bank who do this wholesale assistance to operators who dispense to SME’s.

Cluster formation

The Government institutions (Ministry of Industry & International Trade, ZimTrade, EPZA) need to in collaboration with the CZI and ZNCC to jointly cooperate in the development of firm strategies and industrial clusters by providing technical advisory support services and training of experts & technical staff for the different industrial clusters. 

Government facilitation

The Government is to build a consensus of political, state, non-state actor –institutions that will be geared to instill confidence of enterprise/firms in the primary, secondary and tertiary sectors. The transformation of resources to the on formal sector to address poverty by creating value chains & linkages with the mainstream formal sector of the economy.
The authorities to reign in on inflation to be in line at least with average inflation of SADC trading partners, otherwise the competitiveness of exports will continue to come under threat.
ANNEX VIII: ORGANIZATIONS AND PERSONS INTERVIEWED

(in alphabetical order of organizations)
BOTSWANA

	Organization
	Name
	Position
	Tel. No.

	Botswana Confederation of Commerce, Industry and Manpower
	L. Ketlaaleka
	Membership Services Manager
	+267 395 3459

	Botswana Development Corporation Limited (BDC)
	Wilhelminah Baipidi-Maje (Mrs.)
	Manager - Industry Division
	+267 365 1391

	Botswana Development Corporation Limited (BDC)
	Batlang G. Mmualefe
	Manager - Risk and Research
	+267 365 1336

	Botswana Development Corporation Limited (BDC)
	John P Sono
	Manager - Agriculture and Services
	+267 395 1300

	Botswana Export Development and Investment Authority (BEDIA)
	Sametsi Ditshupo
	Investment Promotion Manager
	+267 318 1931

	Botswana Export Development and Investment Authority (BEDIA)
	Montle N. Phuthego
	Research Manager
	+267 318 1932

	Botswana Export Development and Investment Authority (BEDIA)
	Trunklinah Gabontlone
	Investment Officer
	+267 318 1933

	Botswana Institute of Entrepreneurial Development and Management
	Lentswe Monare
	Vice Chairman
	+267 397 3570

	Centre for Development of Enterprise
	Vaflahi Meite
	Ag. Head of Regional Office - Southern Africa
	+267 319 1230

	Centre for Development of Enterprise
	Dorothy Boakgomo (Ms.)
	Assistant Regional Field Officer
	+267 319 1231

	EU Delegation in Botswana


	Thomas Feige
	Counsellor
	+267 391 4455

	EU-SADC Investment Promotion Programme (ESIPP)
	John Gowen
	Programme Manager
	+267-318-0120

	Fine Pharmaceuticals/CAPS Botswana (Pty) Ltd


	Bryan Fine
	Managing Director
	+267 392 2673

	Fine Pharmaceuticals/CAPS Botswana (Pty) Ltd


	Makhosi Sibanda
	Managing Pharmacist
	+267 392 2673

	Golden Fruit (Pty) Ltd


	Ephraim Setswhaelo
	Managing Director
	+267 539 1826

	Local Enterprise Authority


	Ratang Sehuhula
	Director - Capacity Building
	+267 364 4000

	Matrex of Southern Africa (Pty) Ltd


	Steve Olivier
	Managing Director
	+267 390 7371

	Ministry of Agriculture


	Carter N. Morupisi
	Deputy Permanent Secretary
	+267 395 0572

	Ministry of Agriculture


	Nehemiah Agripah
	Director
	+267 395 0572

	Ministry of Agriculture


	Moji (Mr.)
	Director
	+267 395 0573

	Ministry of Agriculture


	Kwape (Mr.)
	Director
	+267 395 0574

	Ministry of Agriculture


	Lesitanong Paya
	Director
	+267 395 0575

	Ministry of Minerals, Energy and Water Affairs


	Akolang R. Tombale (Dr.)
	Permanent Secretary
	+267 313 803

	Ministry of Trade & Industry
	Violet Mosele
	Acting Deputy Permanent Secretary
	+267 395 7406

	Ministry of Trade & Industry


	Leonard M Phuti
	Chief Industrial Officer
	+267 395 7407

	Ministry of Trade & Industry


	Gaboitsene Opelo
	Indusrtrial Officer
	+267 395 7408

	SADC Development Finance Resource Centre (SADC-DFRC)
	Herrick C. Mphuku (Dr.)
	Programme Manager - Capacity Building
	+267 319 1146

	SADC Development Finance Resource Centre (SADC-DFRC)
	Joseph Nyamunda
	Programme Manager - SME Development
	+267 319 1147

	SADC Secretariat


	Chowa John Chanda
	Senior Programme Officer
	+267 395 1863

	SADC Secretariat


	Alisoa Voloniaina (Mrs.)
	Senior Programme Officer
	+267 395 1864

	Small Business Promotion Agency


	Michael U Tapela
	Chief Industrial Officer
	+267 395 7406

	Southern Africa Global Competitiveness Hub


	Martin Norman
	Hub Manager
	+267 390 0884

	Southern Africa Global Competitiveness Hub


	Paulina M Elago (Ms.)
	Deputy Director
	+267 390 0884

	TOM (Pty) Ltd


	Tshire O Maribe
	Managing Director
	+267 574 8515

	Venture Partners Botswana


	Ndaba Mpofu
	Chief Investment Officer
	+267 318 1012

	Venture Partners Botswana


	Mosimanegape Mogegeh
	Investment Analyst
	+267 318 1013


DEMOCRATIC REPUBLIC OF CONGO 
	Organization
	Name
	Position
	Tel. No.

	Agence Nationale pour la Promotion des Investissements (ANAPI)
	Maximilien Clovis SINGA KUSA
	Directeur rattaché à la Direction Générale chargé du Contrôle de Gestion.
	+243 081 8140088



	BIAC- Association des Banques du Congo
	Charles SANLAVILLE
	Président Administrateur Délégué BIAC, Président Association des Banques
	

	Délégation de la Commission Européenne
	Céline AUCOUTURIER
	Section Economie et Droit de l’Homme
	+243 081 3300125



	Délégation de la Commission Européenne
	Filippo SARACCO
	Expert Forêts Environnement Agriculture
	+243 081 3300125 



	FEC
	François KAZADI
	Dir Département
	+243 081 5136598



	FEC
	Ghislain MASENGO
	Conseiller
	+243 99 9938073



	Fédération des Entreprises du CONGO-FEC-
	Henri YAV MULANG 
	Administrateur Délégué
	 +234 99 9907953



	Ministère de l’Environnement
	 Didas PEMBE


	Ministre 
	 

	Ministère de l’Environnement
	LOHAKA 


	Dircab
	

	Ministère de l’Industrie 
	Simon MBOSO KIAMPUTU
	Ministre
	 +243 99 8810961



	Ministère de l’Industrie
	Philomène NKOY INSILO
	Secrétaire général
	+243 99 8189268



	Ministère des Finances
	 Georges WEMBI


	DIRCAB 
	 

	Ministère des Finances, Cellule d’Appui à l’Ordonnateur FED
	Dominique LECOMPTE
	Coordonnateur adjoint COFED
	

	Ministère des PME
	Jean-François EKOFO PANZOKO
	Ministre 
	

	Ministère des PME
	Kevin N. LUMBILA
	Directeur de Cabinet
	+243 081 5836554



	Ministère des PME
	Alain KASHOBA NGELENGWA
	Directeur de Cabinet Adjoint
	+243 99 9952488



	Ministère du Commerce Extérieur
	MUKILALIRYA KAMBALE
	DIRCAB
	+243 99 8202929



	Ministère du Commerce Extérieur
	Albert KWETE MINGA BOPE
	Secrétaire Général


	+243 99 7319114



	Ministère du Plan
	Olivier KAMITATU ETSU


	Ministre 
	 

	Ministère du Plan
	Ferdinand ESSAMBO LUKYE
	Vice-Ministre
	+243 081 5047241 



	Ministre d'Etat chargé de l'Agriculture
	François Joseph MOBUTU NZANGA NGBANGAWE
	Ministre d'Etat 
	 

	Ministre du Commerce Extérieur
	Prof. DENYS MBUYU MANGA
	Ministre 
	 

	OCC
	MBAYO MUHIYA


	Direct Administratif
	

	OCC
	KANAMA VIKI MBUYA
	Chef Département Métrologie et Contrôle Techniques
	+243 081 5082006

	OCC
	LILONGO MIKOBI
	Direction Normalisation


	+243 081 3330763

	Office Congolais de Contrôle (OCC)
	NAGIFI Valentin DEAMO
	Administrateur, Directeur Technique
	+243 081 0364428

	PNUD
	Charles WASIKAMA
	Chef d’Equipe Lutte contre la pauvreté
	+ 243 081 3884945 



	PNUD
	Antoine RUSSELL
	Field Security Advisor
	+ 243 081 5304545 



	Secrétariat Général Ministère Commerce Extérieur
	KWETE MIKOBI
	Directeur
	+243 081 5187776


LESOTHO

	Organization
	Name
	Position
	Tel. No.

	Basotho Enterprise Development Corporation


	Mr. Rantle Mafata
	Corporate Planner)
	+266-2231-0455

	Basotho Fruit & Vegetable Cannery
	Mr. Thabang Tete
	 Assistant Production Manager
	+266-2235-0373

	DFID - Priority Support Program
	Mr. Luqman Ahmad
	Job Creation Component Advisor
	+266-5841-9260

	Lesotho Flour Mills


	Mr.Kamele Khutlong 
	Chief Accountant
	+266-2231-3498

	Lesotho National Development Corporation
	Mr. Mokhethi Shelile 
	Head: Domestic Investment Promotion
	+266-2232-2012

	Ministry of Trade & Industry


	Mrs Mabaitsi Motsamai 
	Director of Industry
	+266-2232-6130

	Ministry of Trade and Industry, Cooperatives and Marketing
	Mr. Khiba Masiu 
	Chief Industrial Dev Officer
	+266-2232-6130

	Ministry of Trade and Industry, Cooperatives and Marketing
	Mr. Khang Cekwane
	Director of Marketing
	+266-2232-4094

	Mohloli Chamber of Business


	Miss Refiloe Kepa
	CEO
	+266-2232-3978

	UNDP – Lesotho


	Mr. Osten Chulu
	Economist
	+266-2231-3790


MADAGASCAR

	Organization
	Name
	Position
	Tel. No.

	AFD


	Mr. Denis Sireyjol
	Project Manager
	+261202220046/7/8

	Association of Economic Consultants (ACMA)


	Georges Ramanoara 
	Vice President
	+261 20 22 613 48

	BFV-SG


	Marcel Lebguin
	Président Directeur Général
	+261 20 22 264 24

	Bureau de Normes de Madagascar 


	Françoise Ranorovelo (Ms.)
	Directeur Général
	+261 20 22 279 70

	CCIAA
	Hery Rakoto Andrimpenomanana
	Secrétaire Général
	+261202220211/12

	CCIFM


	André Beaumont 
	President
	+261 20 22 279 70

	CCIFM/CAP Export


	Lova-Tiana Raharinosy
	Chef de Projets Export
	+261 20 22 696 49

	Chocolaterie Robert


	Freddy Rajaonera 
	Coordonnateur  
	+261 20 22 205 65

	Chocolaterie Robert


	Hery Andriamampianina
	Responsible de Production
	+261 20 22 205 66

	Chocolaterie Robert


	Vololoniaina Ranaivondrambola
	Technical Manager
	+261 20 22 205 67

	CIRAD


	Dr. Sater Samira
	Microbiologist
	+261 32 07 235 24

	CODAL


	Claude Brunot 
	Directeur Général
	+261 20 22 234 24

	Direction de la Normalisation et de la Qualité


	Ravelojaon Jacqueline
	Directeur
	+261 20 22 236 60

	Ecole Supériore des Sciences Agronomiques 


	Prof. Panja Ramanoelina 
	Directeur
	+261 20 22 228 67

	Ecole Supériore des Sciences Agronomiques 


	Pr. Jean Rasoarahona 
	Chef du Département
	+261 20 22 228 67

	Ecole Supériore Polytechnique d'Antananarivo
	Pascal Ramanantsizehena 
	Directeur
	+261 20 22 689 15

	Economic Development Board of Madagascar


	Hargreaves John 
	Directeur
	+261 20 22 67040

	EU


	Joelle Rajaonarison
	Programme Manager
	+261 202224216

	FARMAD


	Michel Ramanantsoa 
	Président Directeur Général
	+261202244415/19

	FIARO Venture Capital


	Serge Ravelojaona
	Directeur Adjoint
	+261 202234260

	FIVMPAMA


	Richard Fienenana
	Vice Président
	+261 202268106

	Handelskammer Hamburg


	Birgit Schweeberg
	Coordinatrice des Projets 
	+261 324487551

	Homeopharma
	Jean Claude Ratsimivony
	Directeur Général
	+261 324054646

	IFC


	Ms. Johane Rajaobelina 
	Programme Manager
	+261 202326000

	Institute de Germologie de Madagascar


	Ranorosoa Nadine
	Responsible
	+261 202259138

	Institute Superior de Technologie


	Ramamonjisoa Josoa
	Directeur General
	+261 202241423

	Laboratoire Nationale des Mines


	Joachim Ratoaveloson
	Ingineur Principal
	+261 324256268

	Management Consulting and Training


	Falk Olaf Petersdorf
	Consultant
	+49 2512896288

	Mauritius Commercial Bank (Madagascar) S A 


	Marc de Bollivier
	Directeur Général
	+261 202227262

	MEPSPC
	Hon. Mr. Randriarimanana Harison
	Honourable Minister
	+261 202220647

	MEPSPC


	Ms. Raveloson Modeste
	Director General
	+261 202232949

	Millennium Challenge Account


	Mosa Justin
	Director
	+261 202237273

	Ministry of Agrriculture, Animal Husbandry and Fisheries
	Voahangy Arijaona 
	Directeur
	+261 202224154

	Ministry of Health
	Hon. Dr. Robinson Jean Louis
	Honourable Minister
	+261 202262681

	Ministry of Health
	Mr. Rasolomahefa Dieudonné
	Director General
	+261 320495655

	Ministry of Mines
	Mr. Razakamanananifidiny Patrick
	Secretary General
	+261 202241776

	PRGM


	Razafintsalama Lalalison
	Responsible
	+261 202259136

	Programme de Reinforcement des Capacités dans le Commerce International
	Alain Liva Raharijaona
	National Expert
	+261 202231610

	Sequa gGmbH


	Jonas Ulrich
	Project Director
	+49 2289823847

	Société JB


	Anil Barday 
	Président
	+261 202222373

	Syndicat des Industries de Madagascar


	Ranaivosoa Hery
	Président
	+261 202224007

	Syndicat des Industries de Madagascar


	Claude Ratefiarisoa
	Directeur Exécutif
	+261 202224007

	Syndicat des Industries de Madagascar


	Laurent Rajaonarivelo
	Trésorier
	+261 202224007

	UNDP


	Dr Leus Xavier 
	Resident Representative
	+261 202336650

	UNDP
	Mr. Cornellius Agossou
	Deputy Resident Representative
	+261 202336650


MALAWI

	Organization
	Name
	Position
	Tel. No.

	Capital Foods Ltd


	Ayoo M. Salim
	General Manager
	01 711 055

	Gems and Jewellery Lanka Ltd


	Mr. I. Gunasena
	Managing Director
	01743665/08892245

	Lilongwe Cold Storage


	Mr. Kelvin M'mangisa
	Managing Director
	01 766 266

	Lilongwe Dairy


	Mr. Asif Karim
	General Manager
	01 753 111

	Malawi Bureau of Standards


	Mr. Msiska
	Regional Manager
	01 670 488

	Malawi Chamber of Commerce and Industry MCCCI
	
	Manager Trade and Investment
	

	Malawi Entrepreneurs Development Institute (MEDI)
	Mr. Charles Kazembe
	Chief Executive
	01 286 244

	Malawi Invetsment Promotion Agency


	Mr.Alick Sukasuka
	Deputy General Manager
	01 770 800

	Ministry of Industry and Trade
	Mr. N. Kumwembe/ Nkhoma
	Principal Secretary/Principal Industrial Officer
	01770614

	Ministry of Industry and Trade


	Mr. Ng'oma/Nkhoma
	Deputy, Director Industry
	01770614

	Pharmavet Limited


	Mr. Farouk Kali
	
	01 673 576

	SADM Pharmaceuticals Ltd


	Mr. David Bisnowaty
	Managing Director
	01 711 893

	UNDP/UNIDO


	Dr. Agnes Chimbiri
	MGD Deputy Director
	01773500


MAURTIUS

	Organization
	Name
	Position
	Tel. No.

	Agence Francaise de Developpement


	Mr. Michel Gauthey
	Representative
	+230-213-6400

	Agence Francaise de Developpement


	Ms. Cynthia Mela
	Projects Officer
	+230-213-6401

	Board of Investment
	Dev Chamroo
	Director, Investment Promotion Division
	+230-203-3800

	Enterprise Mauritius


	Mr. Prakash Beeharry
	CEO
	+230-212-9760

	Enterprise Mauritius
	Mr. Bisson Surnam
	Senior Executive, Market Development
	+230-212-9761

	European Union (EU Delegation)
	Dr. Vikramdityasing Bissoonauthsing
	Project Officer.
	+230-207-1515

	Industrial Vocational Training Board


	Mr. Roland Dubois
	Director
	+230-697-5422

	Light Engineering – Forges Tardieu


	Mr. Hubert Raffray
	Managing Director
	+230-206-5200

	Light Engineering – Forges Tardieu


	Mr. E. Michel Fleurant
	Marketing Executive
	+230-206-5201

	Mauritius Accreditation Service


	Mr. Robin N. Gopee
	Acting Director
	+230-210-7100

	Mauritius Accreditation Service
	Mr. C. Bheekhun
	Assistant Accreditation Manager
	+230-210-7101

	Mauritius Chamber of Agriculture


	Mr. Jean Cyril Monty
	Representative
	+230-208-0747

	Mauritius Chamber of Commerce and Industry


	Mr. Mahmood Cheeroo
	Secretary-General
	+230-208-3301

	Mauritius Chamber of Commerce and Industry
	Mr. Hamid Jhumka
	Manager, Economic Analysis and Industry Division
	+230-208-3301

	Mauritius Standards Bureau


	Mr. Khemraj Ramful
	Director
	+230-433-3648

	Mauritius Sugar Industry Research Institute
	Dr. K. F. René Ng Kee Kwong
	Director
	+230-454-1061

	Ministry of Agriculture


	Mr. Vishnou Gondeea
	Permanent Secretary
	+230-213-2576

	Ministry of Agriculture
	Mr. Sooburn
	Senior Research Development Officer
	+230-213-2576

	Ministry of Agriculture
	Dr. Dhaneswar Dumur
	Director, Agricultural Research & Extension Unit
	+230-466-3885

	Ministry of Health and Quality of Life


	Mr. Jugdish Dev Phokeer
	Permanent Secretary
	+230-201-1902

	Ministry of Industry
	Mr. Ram Prakash Nowbuth
	Permanent Secretary
	+230-213-2444

	Ministry of Industry


	Mr. A. K. Utchanah
	Principal Assistant Secretary
	+230-210-7100

	Ministry of Industry


	Mr. Rechad Mooylye
	Principal Assistant Secretary
	+230-210-7100

	National Computer Board
	Mr. Vijay Mauree
	Manager: Planning, Research & Development
	+230-210-5520

	UNDP
	Dr. Magda Gunessee-Verdickt
	Senior Programme Manager
	+230-212-3726/7

	UNDP


	Mr. Jullien Woirin
	UN Coordination Analyst
	+230-212-3726/8

	UNDP
	Mr. Roland Alcindor
	Economist/Programme Manager
	+230-212-3726/9

	UNDP


	Mr. Devraj Daby
	Officer, SIDPR
	+230-212-3726/10


MOZAMBIQUE

	Organization
	Name
	Position
	Tel. No.

	Confederation of Economic Associations (CTA)


	Jim Lafleur
	Senior Economic Adviser
	+258 21 491 914

	Confederation of Economic Associations (CTA)


	Otilia Pacule
	Adviser
	+258 21 491 915

	Cotton Growers Association of Mozambique (CTA)
	Luis C.B. Da Graça Pereira
	President of the General Assembly
	+258 21 314 028

	Cotton Growers Association of Mozambique (CTA)
	Estevao M. Langa
	President
	+258 21 314 028

	EU
	Claudio C. Salinas
	First Secretary for Economic Affairs and Governance
	+258 21 481 000

	Final Farmaceutica Lda


	George Mangwadi
	Plant Manager
	+258 21 722 028

	Industrial Association of Mozambique (AIMO)/CADI 
	Elias J. Come
	Executive Director
	+258 21 314 028

	Institute of Export Promotion (IPEX)


	Jose Fernando Jossias
	Director General 
	+258 21 307 257

	Investment Promotion Centre (CPI)


	Mussa Usman
	Deputy Director 
	+258 21 313 310

	Investment Promotion Centre (CPI)


	Sara Emilia C. W. Taibo
	Economist
	+258 21 313 311

	Minerais Industriais de Moçambique


	Caetano J. Chale
	Manager
	+258 21 428 306

	Ministry of Agriculture (CEPAGRI)


	Brendan Kelly
	Advisor
	+258 21 300 626

	Ministry of Mineral Resources


	Antonio Manhiça
	Advisor to the Minister
	+258 21 305 344

	Ministry of Mineral Resources


	Obete Matine
	Deputy Director of Mines
	+258 21 305 345

	Ministry of Mineral Resources
	Albertina M. Levi
	Biologist - Small Scale Mining Department
	+258 21 305 346

	Ministry of Mineral Resources
	Joao S. Tengamaze
	Mining Engineer - Health & Safety
	+258 21 305 347

	Ministry of Mineral Resources
	Salazar J. Manguino
	Mining Engineer - Mining Department
	+258 21 305 348

	Ministry of Mineral Resources
	Castro J. Elias
	Head of Licensing Department
	+258 21 305 349

	Ministry of Mineral Resources
	Paulo da Conceicad Junior (Dr.)
	Head of Environmental Department
	+258 21 305 350

	Ministry of Trade & Industry (DNI)


	Sergio Macamo
	National Director
	+258 21 352 691

	Ministry of Trade & Industry (DNI)


	Nilsa Miquidade
	Deputy National Director
	+258 21 352 606

	Mozambique Chamber of Commerce


	Manuel Notico
	Secretary General
	+258 21 492 210

	National Quality Institute (INNOQ)


	Alfredo F. Sitoe
	Director
	+258 21 303 822

	Saude & Farmacia (CTA)


	Mamad S.T. Kara
	Deputy Director General
	+258 21 417 090

	Small Investment Promotion Company (GAPI)


	Gustavo Miranda
	Advisor to the Board
	+258 21 491 505

	Small Investment Promotion Company (GAPI)


	Benigno Parente Junio
	Director of Operations
	+258 21 491 506

	UGC (Cashew nut plant)


	Luciano Sambane
	Coordinator of Projects
	+258 21 416 394

	UNDP
	Naomi Kitahara
	Deputy Resident Representative
	+258 21 481 412

	UNDP
	Marcos Vaena
	Country Broker - Growing Sustainable Business Initiative
	+258 21 313 310

	UNIDO


	Steve Dils
	Programme Officer
	+258 21 481 489

	UNIDO


	Eugene Julius
	Chief Technical Advisor
	+258 21 481 490


NAMIBIA

	Organization
	Name
	Position
	Tel. No.

	Bank Windhoek
	Kauna Ndilula
	National Manager - Emerging Small and Medium Enterprises
	+264-61-299-0380

	CRIAA SA-DC


	Michel Mallet
	Director
	+264-61-220-117

	Development Bank of Namibia
	Joy Sasman
	Manager - Marketing and Development Services
	+264-61-290-8007

	Development Consultants for Southern Africa


	Prof. Rainer Trede
	Managing Director
	+264-61-259-698

	Ministry of Agriculture, Water and Forestry


	Anna N. Shiweda
	Deputy Permanent Secretary
	+264-612087690/1

	Ministry of Mines and Energy


	Helena Itamba
	Deputy Director
	+264-61-284-8162

	Minitry of Trade and Industry
	Ignatius Kamati Mutilitha
	Director, Small Scale and Informal Industry
	+264-61-283-7305

	Minitry of Trade and Industry
	Petrina Tobias Nakale
	Deputy Director, Industrial Planning
	+264-61-283-7313

	Namibia Chamber of Commerce and Industry
	Tulimeyo Kaapanda-Ausiku
	Trade Adviser
	+264-61-228809

	Namibia Dairies (Pty) Ltd
	Desmond E. van Jaarsveld
	Managing Director
	+264-61-299-4778

	Namibia Stone Processing (Pty) Ltd


	Oscar I. Shigwana
	Director/CEO
	+264-61-240-424

	Namibian Manufacturers’ Association


	Hennie Fourie
	CEO
	+264-61-299-5000

	NamPharm (Pty) Ltd
	Danie Potgieter
	CEO
	+264-61-284-9026/ 9000

	Neema Cosmetics


	Esther Sau Hoveka
	Managing Director
	+264-61-221-740

	Omaruru Abatoir


	Lucia Radovanovic
	marketing Director
	+264-811-29-38-28

	SMEs Compete


	Danny Meyer
	Director
	+264-61-247-129

	SMEs Compete


	Claudine Mouton
	Director
	+264-61-247-130


SEYCHELLES

	Organization
	Name
	Position
	Contact info

	Small Enterprise Promotion Agency, SEnPA 
	Ms Marise Meriois


	Chairman and CEO


	P.O. Box 537 Victoria, Mahe

Tel: +248 323 151

mdsenpa@senpa.sc

	Small Enterprise Promotion Agency, SEnPA 
	Mr. Kevin Samson 


	Programme manager 


	Tel: +248 323 151

k.samson@senpa.sc

	Seychelles Chamber of Commerce and Industry


	Ms Nichole Tirant-Gherardi
	Secretary General


	Ebrahim Building

P.O. Box 1399

Victoria
scci@seychelles.net

	Policy & Strategy Division 

Department of Finance
	Mr. Ronald Cafrine


	Director General


	Orion Mall

P.O. Box 313 Victoria

ronald@finance.gov.sc

	Ministry of Investment, Land use and Industries
	Mr Gerys Cole


	Director, Industrial Development and Small Business Division
	gcole@miit.gov.sc

	Seychelles Marketing Board 


	Mr. Jayant Mayadas
	General Manager, Trading
	PO Box 634 

Latanier Road 

Victoria, Mahe 

Tel : +248 285000

info@smb.sc


SOUTH AFRICA

	Organization
	Name
	Position
	Tel. No.

	Citrus Growers Association


	Justin Chadwick
	Chief Executive Officer
	+27 31 765 2514

	Council for Scientific & Industrial Research
	Berenice Lue Marais
	Group Manager: Contract R&D
	+27 12 841 2911

	Council for Scientific & Industrial Research
	Bongani Memela
	Manager:Agencies & Contract R&D
	+27 12 841 4684

	Council for Scientific & Industrial Research


	Ndivhuho Raphulu
	Director NCPC
	+27 12 841 3634

	Department of Trade & Industry


	Nkhangwe Ramashia
	Senior Manager
	+27 12 394 1383

	Department of Trade & Industry


	Imameleng Mothebe
	Director - Agro Processing 1
	+27 12 394 1160

	Department of Trade & Industry


	Tshifhiwa Madima
	Director - Agro Processing 2
	+27 12 394 1149

	Department of Trade & Industry


	Andre Kudlinski
	
	+27 12 394 1384

	Department of Trade & Industry
	Masizake Zimela
	Chief Director - Resource Based Industries
	+27 12 394 1395

	Development Bank of Southern Africa


	Josephilda Nhlapo 
	Senior planner
	+27 11 313 3911

	Development Bank of Southern Africa


	Vusi Raseroka
	Senior Investment Officer
	+27 82 884 8055

	EU
	Corinne Salinas
	Attaché Private Sector Development
	+27 12 452 5227

	European Investment Bank


	Mr.David White 
	Head of Mission
	+27 12 425 0460 

	GrainSA


	John Purchase
	Chief Executive Officer
	+27 56 515 0904

	Industrial Development Corporation


	Lumkile Mondi
	Chief Economist
	+27 11 269 3000

	Industrial Development Corporation


	Jorge Maia
	Head: Research & Info
	+27 11 269 3167

	Industrial Development Corporation


	Christo van Zyl
	Senior Strategist
	+27 11 269 3283

	MINTEK
	Paul Jordaan (Dr.)
	President and CEO
	+27 11 7094900/ 4682

	MINTEK


	Richard Goode
	Consultant
	+27 11 709 4111

	National Agricultural Marketing Council
	Happy Mohane
	Senior Manager: Enterprise Development
	+27 12 341 1115

	National Agricultural Marketing Council
	Andre Jooste
	Senior Manager: Market & Economic Research
	+27 12 400 9742

	Pharmaceutical Industry Association
	Maureen Kirkman
	Head: Scientific and Regulatory Affairs
	+27 11 805 5100

	Sekunjalo Health Care
	Dhiren Mehta
	Acting Chief Executive Officer
	+27 11 669 6400

	UNIDO


	Stefano Bologna
	Regional Representative
	+27 12 394 5463

	World Bank
	Bernard Drum
	Lead Private Sector Development Specialist
	+27 12 431 3100              


SWAZILAND

	Organization
	Name
	Position
	Tel. No.

	European Commission


	Arno Schafer (Dr.)
	Charge d'Affaires
	+268 4042018

	European Commission
	Nontobeko Mabuza
	Programme officer/Economist
	+269 4042908

	Federation of Swaziland Employers and Chamber Of Commerce
	Muzikayisa Dube
	Director Trade & Commerce
	

	Maize Company


	
	
	

	Ministry Of Enterprise & Employment


	Mr.Bertram Stewart
	Principal Secretary
	+268 4044928

	Ministry Of Enterprise & Employment (Industry Section)
	Pumelo Dlamni
	Director
	+268 4043201

	Ministry Of Enterprise & Employment (SME Unit)


	Michael Zwane
	Director
	+267 4043201

	Ministry Of Foreign Affairs and Trade (Trade Promotion Unit)
	
	
	

	Pharmavet Limited


	
	
	

	Small Enterprise Development Company


	Fakazile Greenhead
	
	

	Swazi Cannery


	
	
	

	Swaziland Developemnt Finance Corporation - FINCORP
	Vincent Mhlanga (Dr.)
	Managing Director
	+268 4049272

	Swaziland Industrial Development Company


	E.T.Gina (Dr.)
	Managing Director
	+268 4043391

	Swaziland Industrial Development Company


	Daniel Shabangu
	Investment Analyst
	

	Swaziland Industrial Development Company
	Mbuso Simelane
	Director Finance / Administration
	

	Swaziland Investment Promotion Authority (SME Unit)
	John Creamer
	Director SME Development
	+268 4040470

	Technoserve Organisation


	
	
	

	UNDP/UNIDO
	Jabulani Dlamini
	Governance and Economic Advisor
	+268 4041125


TANZANIA

	Organization
	Name
	Position
	Tel. No.

	Confederation of Tanzania Industries (CTI)
	Hussein S. Kamote
	Director of Policy & Research
	

	CRDB Bank


	Goodkuck Nkini
	Trade Finance Manager
	

	Mansoor Daya Chemicals Ltd 


	Mansoor Daya
	CEO
	

	Minerals processing co.- Classic Gems Ltd


	B. Pandit
	General manager
	

	Ministry of Agriculture


	Margaret Z. Ndaba
	Principal Economist
	

	Ministry of Industry, Trade and Marketing (MITM)
	Adiel A. Nytiti
	Director of Industry Development
	

	Ministry of Industry, Trade and marketing (MITM)


	Fredrick Romani
	Economist
	

	Ministry of Minerals


	Dr. D. P. Kafumu
	Commissioner for Minerals
	

	Ministry of Planning, Economy & Empowerment
	Abihudi S. Baruti
	Director External Sector Division
	

	Ministry of Planning, Economy & Empowerment
	Charles W. Samanyi
	Assistant Director Economic Cooperation Section External Sector Division
	

	Mzizima Flour Milling


	
	
	

	Powder Food


	Anna J.H.Temu
	Managing Director
	

	Small Industries Development Organisation (SIDO)
	Titus Kyaruzi
	Director Development
	

	Tanzania Chamber for Commerce, Industry and Agriculture (TCCIA)
	Adam Zuku
	Chamber Developemnt Officer (Industry)
	

	Tanzania Industrial Research and Development Organisation (TIRDO)
	Bahati Mbise
	Marketing Officer
	

	Tanzania Investment Bank (TIB)


	
	
	

	Tanzania Investment Centre (TIC)
	Patricia L. Mhondo
	Investment Promotion Manager - Foreign
	

	The Bank of Tanzania (BOT)


	Isaack H. Kilato
	Director Economic Policy
	

	The Bank of Tanzania (BOT)


	D. D. Thewa
	Deputy Director Real Sector
	

	UNIDO


	Patricia Scott
	Country Representative
	

	World Bank


	Josaphat Kweka
	Senior Economist
	


ZAMBIA

	Organization
	Name
	Adress 
	Tel. No.

	Ministry of Commerce, Trade and Industry


	Solomon J. Simutowe


	New Government Complex

10th floor, Kamwala, Lusaka

sjsimutowe@yahoo.com
	226954

	King Quality Meat Products Ltd.


	C.Rajan


	Mumbwa road Chinika area, Lusaka

kgmeats@zamnet.zm
	286090

	Crop pack Agro-Services Ltd.


	Mr Chris Masite
	P.O Box 35733, Lusaka

masite@croppack.co.zm
	240538

	Trade Kings Ltd.
	
	P.O Box 30824, Lusaka

tradekings@yahoo.com
	286117/27/32

	Freshpikt Ltd.
	Midge Drakes


	P.O Box CA 42

midge@freshpikt.co
	240107

	Crescent Holdings Detergents Ltd.
	Mr. Kartalk


	P.O Box 31354, Lusaka

crescent@zamnet.zm
	243686

	Zambeef Products PLC
	M. Kangwa


	P/bag 17 woodlands, Lusaka

marthas@zambeef.co.zm
	252452/76

	Discount steel (Z) Ltd.
	Masase Chisanga


	P.O Box 38395, Lusaka

masase@discountsteelzam bia.co.zm
	222112

	Saro Agri Equipment Ltd.
	M.V Amin


	P.O Box 35168, Lusaka

saro@saroagric.co.zm
	287412-15

	Kings Pharmaceuticals Ltd.
	Ahmbo I. Patel


	P.O Box 32193, Lusaka

ambro@zamnet.zm
	287436

	Pharmanova Zambia Ltd.
	Al Murugappan


	P.O Box 35722, Lusaka

phmanova@zamnet.zm
	286017


ANNEX IX: SCENARIOS FOR INDICATIVE BUDGET OF THE PROGRAMME
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�    The African Union adopted in 2004 the APCI as the sustainable industrial development programme for NEPAD 


�   The current SADC priority sectors are: Agro-food processing; Minerals processing; Pharmaceuticals and chemicals; Forestry; Fisheries; Textile and garments; Leather and leather products; Machinery and equipment and Services.  It has been decided by the SADC Secretariat will focus on Pharmaceuticals and not chemicals as a whole


�  	Programme for Support and Follow-up of Small and Medium-Sized Enterprises (called TANYO, Niger)


� Subcontracting Exchanges are technical information, promotion and match making centers for industrial subcontracting and partnership between main-contractors, suppliers and subcontractors, aiming at the optimal utilization (the most complete, rational and productive) of the manufacturing capacities of the affiliated industries. 


� Available only in French


�   Further information on CDE can be found on the web page � HYPERLINK "http://www.cde.int/" �www.cde.int�.


� As of 2007, National Statistics Bureau, 2008


� UNDP Draft country programme document for Seychelles (2007-2010)


� The World Fact Book; Central Intelligence Agency CIA


� Central Bank o Seychelles Annual Report 2006


� Management and Information Systems Division, Statistical Abstract 1995. Victoria, Seychelles: MISD, 1996. 


� Seychelles Statistics


� In 2002, 33.0% of employees were engaged in the public sector, 52.0% in the private sector, and 15.0% in parastatal organisations. 


� The list does not claim to be exhaustive, but contains the main related support programmes and projects (past/ongoing) of development partners


� 	Easterly W, Kraay A. Small states, small problems? World Bank Working Paper No. 2139. Washington DC: World Bank, 1999.


� Zambia Review, 8th Edition, 2007 
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