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i Executive summary

Sub-Saharan Africa (SSA) is an underdeveloped nrediot had seen significant economic
growth before the global financial crisis. Due ke tcrisis economic growth has stopped or even
decreased. In addition, several other aspectsxpected to become worse, such as incomes, child
mortality and access to water.

To create prosperity by economic growth privatet@edevelopment is needed. After the
failure of the state-owned enterprises in the forngelonial states, privatization became
increasingly important. Two approaches are seempgrtant backgrounds of the thinking around
private sector development: the neoclassical aach#o-structural approach. The latter approach
follows the idea, in contrast to the neoclassiggiraach, that governments have to interfere when
they see that the situation of the market is waorgenThere are various theories about how to
develop the private sector. The most recent the@momcerning this subject are developed by: the
United Nations by the Millennium Development Goddsimbisa Moyo who argues that aid must
be stopped, Jeffrey Sachs who wants to end polbgr025 due to individual treatment of states,
Prahalad by investing in the bottom of the thearyd Hernando de Soto by giving the poor their
property rights. Research into the situation of grevate sector in developing countries and
developed countries is conducted by various org#ioiss, such as the World Bank, the
International Monetary Fund and the World EconoRocum.

Small and medium enterprise (SME) development iA 8f&se during the 1980s due to the
poor economic situation worldwide which caused rardase in the number of SMEs in Africa.
There are differing opinions regarding small andliven size enterprise development. There is the
so-called pro-SME view and a sceptical SME vieweddly, the advocates of the pro-SME view
believe that SME development is needed, becausesS8Anomy needs a developed SME sector
to create, for example, employment. The scepticllIESview approaches private sector
development from the side of the large enterprigésch do not understand the necessity of the
use of smaller enterprises to create economic ¢rartrepreneurs of SMEs in the region have to
deal with several constraints to their businestbese are governmental and financial issues, lack
of electricity and infrastructure. Both men and vesmface these constraints. Yet, women
entrepreneurs defy even more constraints whenrgjaatbusiness in the SME sector: inequality
issues, lack of access to education and healthlezte pf cultural acceptance, financial issues and
constraints to expand a micro-enterprise into a SME

The problems for both men and women entrepreneutisei SME sector are clear. However,
there is not one unburdened solution to their gnoisl There are theories which claim they can

solve all manner of problems in the private sector SSA. Clearly, a solution must
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be found for the governmental, financial and irtiastural problem in SSA. Yet, nobody

knows what will eventually work for SMEs in thisgien.
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1. Introduction

Private sector development (PSD) is a rather nem fof economic development in Africa. In
the mid 1980’s the Western world started puttingjrtideas, of reducing poverty and economic
growth simultaneously, into practice. By means 8DPSub-Saharan Africa could be a focus for
innovative technologies and financial resourcesrfian, 1992, p.14).

In media and politics development cooperation mch-discussed subject. Because of the
international financial crisis the discussion abthgt effectiveness of development cooperation and
its budget, the subject has become extremely sgmif. Most enterprises in Africa are Small and
Medium Enterprises (SME’s). Economic growth is ghty important factor for a country which
wants to rebuild its economy. SMEs are promotetieasg the answer to issues with developing
Third World Countries, by governments and othetituisons, because they can bring social and
economic development. In the Netherlands, orgdnisaisuch as BiDNetwork, are very active in
localising potentially successful entrepreneurgléneloping countries and try to connect them to
investors. They see chances for emerging markets simulate economic growth in these
countries, because sustainable entrepreneurshipnaedting in local economies can provide,
amongst other advantages, employment (‘Preparirgyg@ng market entrepreneurs for investors’,
2009, para. 1). These organisations prove thatcnegypoverty and making profit can go hand in
hand. The United Nations Industrial Development @igation (UNIDO) believes that ‘small-
scale manufacturing enterprises can play a keyinotdéggering and sustaining economic growth
and equitable development in developing counti@sylie, Dini, 1999, para.1l). However, this
potential role is often not fulfilled because o¥eral diverse prolems SMEs have to deal with.

Especially in Sub-Saharan Africa, the poorest mregiothe world, the sector where SMEs are
active is still underdeveloped. This is reflectgd &mong others, limited pro-poor growth. A more
equal division of wealth could be generated byoarishing middle class. Therefore, the central
question which will be treated in this thesis i$¥hy do countries in Sub-Saharan Africa not
succeed in developing their SME sector? Beforedhabie to respond to this central question these
sub-questions need to be answered: What is Pr8attor Development? Secondly, ‘What is SME
development and what are the main issues of eetneprs in Sub-Saharan Africa?’ This thesis is
deskresearch of the available literature of privegetor development of SMEs in Sub-Saharan
Africa. This thesis attempts to explain the ecorosiiuation of Sub-Saharan Africa (SSA), will
give background information of the situation entezyeurs have to deal with and the term private
sector development (PSD) will be further clarifiedarious theories about the subject will be
presented in this chapter as well. Secondly, the 06 SMEs will be further explained and the

issues of both male and female entrepreneurs imetlien are enlightened. This thesis does not
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intent to offer a solution to the issues Sub-Sahakhican entrepreneurs face. It will give an
overview of the challenge the global community tasedeveloping the Third World. Even if one

does not consider the solution that generates eaicrgrowth.
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2. Private sector Development in Sub-Saharan Africa

2.1 The economic situation of Sub-Saharan Africa

Sub-Saharan Africa is a region with more than 780am inhabitants. The annual population
growth is 2.5%. These people live on a surfaceppir@ximately 24000 square kilometres. Their
life expectancy is not much more than 50 years di®®al Brief’, 2009). The illiteracy rate of
young women between the age of 15 and 24 is &#b & this region. Sub- Saharan Africa is the
poorest region in the world. Most of the regionsuntries are classified as ‘lower income
economies’. That is a Gross National Income (GNY) gapita of $825 or less. Angola, Cape Verde
and Swaziland may count themselves to the lowesniececonomies ($826-3,255). Even a few
countries belong to the group ‘Upper middle incomeenomies’ with a GNI per capita between
around$3,000-10,000. Unfortunately, not one of sub-Satakfica’'s countries belongs to the
‘high income economies’, which have a GNI of ov&0P00 (‘Sub-Saharan Africa’, 2006).

Africa has to deal with the negative consequendehe global economic crisis (‘Regional
brief’, 2009). Especially emerging markets in Afrizere affected by the financial crisis, because
of their linkages to other states, internationafdhana and Kenya for example, had to deal with
‘falling equity markets, capital flow reversals aptessure on exchange rates’, according to the
International Monetary Fund in its latest repodnfrthe African Department on the 'Impact of the
Global Financial Crisis on Sub-Saharan Africa’ (20®.3). Of course, all countries in Sub-
Saharan Africa (SSA) are affected by the crisisciwhias a negative impact on several aspects,
such as household merits and export profit. As afgpé&om IMF, ‘1 percentage slowdown in
global growth has led to an estimated %2 percengaget slowdown in Sub-Saharan African
countries’ (2009, p.3). Burundi and Guinea-Bissel @untries in a fragile social and economic
situation. Their financing is likely to be affectdde to the crisis. In developed countries thescris
has had a significant impact on the financial sedto developing countries this is not the case,
because of the few connections with banking systentside Africa. Nevertheless, this does not
mean that banks are not at risk if the crisis cwds (IMF, 2009, p. 3-4).

What is the impact of the crisis in figures? GDBvgih has declined by 60%. Four subjects are
especially subject to the crisis, according to Werld Bank, private capital flows declined by
40%, there was a decline of remittances and offibéaelopment assistance stopped or declined
which also counts for export revenues. Child maygtainder a year old could increase by 700.000.
Certain countries may not be able to reach the fiilennium development goal of reducing
poverty by half in 2015. Access to water, food anedit are at risk to decline as well. Thus, not

only is the first Millennium Development Goal (MD@pt very likely to be achieved, but others as
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well (World Bank, ‘Regional brief’, 2009). The GlabMonitoring Report from The World Bank
has calculated that the financial crisis will cdlse poorest people in SSA $18 billion. The
percentages of income drops are much higher in 88A in western countries. The poorest will
see their income decrease by approximately 20%owing to the World Bank, countries in this
region will need more capital to overcome this lkeadnomic situation. The states which provide
this capital also suffer from the crisis and thedpts for international cooperation will be reduced
because of the fact that these budgets are exgrasse share of GDP (Global Monitoring Report,
2009, p. 25-31). Yet, worldwide support, for glolEvelopment, trade and wellbeing will be
extremely important for the continent, accordinghts- (IMF, 2009, p. 10).

The figures above mentioned might not seem progniditowever, since the 1990s Africa’s
economy has been growing. In 2007, GDP growth wxhdhe highest point, 6.9%. From the
beginning of the 21 century private capital flows in Sub-Saharan Africave increased and
reached $53 hillion in 2007. As a result, economiese reinforced which again resulted in ‘fiscal
consolidation, reduced deficits, lower inflationte® and improved business environment’,
increased political stability and democracy, actwydto the working paper of the Overseas
Development Institute: ‘The global financial crisend Sub-Saharan Africa’ (2009, p. 2).
Moreover, economic growth attracted other growimgerging markets as well, such as China
(ODI, 2009, p. 2-3). In 2007, Eurostat shows that European Union had a real GDP growth of
2.9% which is, evidently, much lower than SSA’s GBwth (‘Real GDP growth rate’, 2009).
Although SSA had a high economic growth rate coma&o the EU, it cannot be denominated as
‘pro-poor growth’. Pro-poor growth is the kind afogvth that reduces poverty. Just a small amount
of people in SSA can enter the formal economy,oaltim their informal economy is quite large.
Therefore the potential of economic growth is exiaegly low.

Thus, Sub-Saharan Africa is an underdeveloped mediot had seen significant economic
growth before the global financial crisis. Due tee tcrisis economic growth per country has
stopped or even decreased. In addition, incomels, etortality and access to water are expected

to decrease as well.

2.2 Private Sector Development and its importance

It is a general belief throughout the world thabrmmic growth can be achieved by an
energetic and competitive private sector that eseptosperity and employment. The private sector
is in the ‘possession’ of entrepreneurs in a sycigithout interference of the government.

‘Measuring performance in private sector developmen book from the Asian Development
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Bank, defines PSD as follows: ‘....developing an déngbbusiness environment or investment
climate’ (Hood, 2007, p. 4).

As earlier mentioned in this thesis, in the eight® the previous century, private sector
development became more and more important for tetkeloping and developed countries. A
question which is important in the light of thisbgect is why private sector development became
such an important subject. Before the eighties,ptfieate sector was very small in Africa. Most
enterprises were state-owned, therefore the puelator was very large. Public ventures were
established at that time by colonial powers tooetiog to Dinavo, ‘cover their own generated
costs’ (1995, p.52). Since the 1950s, developedtcas recognized that the market systems did
not generate economic growth in the developing dvoifheir reaction was to follow the
‘interventionist approach’, which means that it vggmerally believed that the government should
intervene in this failing economic situation in erdo eventually solve the problem. Consequently,
the public sector became even larger. Unfortunatibly interventionist approach did not cause
economic growth in developing countries (Dinavo93.9p.51-53). According to Dinavo there are
various explanations for the failure of state-owrderprises, such as ‘poor performance, low
quality of goods and services, misallocation ofoteses and lack of managerial skills’ (1995,
p.54). Therefore, the concept of privatization lmeeanore appealing (Dinavo, 1995, p.54).

There are two significant diverse approaches ivapration, or private sector development:
the neoclassical approach and the neo-structuigtistoach. Dinavo describes the neoclassical
approach as an idea that ‘emphasizes and encoutregesduction of the size of the public sector,
removal of government controls and regulation arwhntion of competition’ (1995, p. 54). The
role of the public sector is very limited, accoglito this approach. Government can interfere in
the private sector if it is clear that the markefdiling. Supporters of the neoclassical approach
believe that government intervention should be ielited and property rights and competition
should be guaranteed. Hence, the economic situatitnameliorate. The proponents of the
neoclassical approach support the ideas of Hernded8oto, who wrote about his theory to end
poverty in his book called ‘The mystery of capitdflore detailed information about his ideas will
be given further on in this chapter. The World Baid other international organisations and
institutions also believe that governments shoubd imtervene in the private sector and its
performances.

On the other hand, there is the neo-structurafiproach. ‘Analysts from a neo-structuralist or
evolutionary background stress the role of addiiotieterminants in explaining private sector
dynamism, and especially the ability to upgrade dndld knowledge-based competitive
advantages’, according to the United Nations InmialdDevelopment Organization (2008, p. 8). In
contrast to the neoclassical approach the propsr@he neo-structuralist approach believe that
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governments have to interfere when they notice tti@situation of the market is worsening. Yet,
‘just providing the basic market institutions’ (UDD, 2008, p.10), is not the answer to generate
growth and end poverty. What is important for ngadturalist proponents is, ‘to find the right
balance between measures designed to unleash nfarkes and to correct market failures’
(UNIDO, 2008, p. 11).

Some might question the combination of making prafid reducing poverty. The answer to
that question is ‘job creation’, according to Waekri Smith, the author of ‘Unleashing
Entrepreneurship’ (Brainard, 2006, p.31). Ninetycpat of all jobs in developing countries are
created by the private sector. Smith says that people even appointed job creation as one of the
most important factors of enhancement of their eadn and social situation (Brainard, 2006,
p.31). Private sector development has, generadigoime more and more essential for international
cooperation and sustainable development. Compamédsparticularly small and medium-size
enterprises play a central role in alleviating poveind developing economic opportunities for
developing countries. In the eighties of the twathticentury, private sector development became
increasingly important in the developing sector lawide. The focus during this period was
mainly set on macroeconomic policy and SME crddithe 1990s, the target of organisations and
governments was to enhance businesses with, fan@gamicroenterprises. In recent years people
have added social aspects to private sector dawelofy such as health, education and family.
Moreover, development of the private sector alse &@a impact on employment, environmental
issues and human rights (Brainard, 2006, p. 108).

In 2000 the Millennium Development Goals (MDGs)tlné United Nations were drawn up by
the Millennium Declaration and are subscribed b§ t8untries. These goals are formulated to
help the world’s poorest out of poverty and to twea better world. The eight goals are to be
achieved by 2015. Also the MDGs highlight the intpoce of private sector development in
developing countries. As Koffi Annan has said: ‘d&nnot reach these goals without the support
of the private sector. Most of all, we cannot reditbm without a strong private sector in the
developing countries themselves, to create jobshaimg) prosperity’ (‘Annan launches new UN-
private sector alliance to fight poverty, AIDS,tdracy’, 2003, para. 3). There are still a lot of
people who have to live of 1 US Dollar per day. Tirgt millennium development goal states that
this problem needs to be solved by means of, anabingrs, decent employment for all people
including women (‘About the MDGs: Basics’). The imgements in the living standards of certain
Asian countries are proof that such a goal canfleetare. An example of a country which has
experienced an immense development is China. Ard@@dmillion inhabitants of the country are

now living above poverty standards as a resultcohemic growth (Brainard, 2006, p.2). Other
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countries that have gained a lot of economic ssesesre El Salvador, Vietham, Latvia and
Uganda (Brainard, 2006, p. 29).

During the last decade there has been a publicusBfmn about the effectiveness of
international cooperation and aid. There are séwgiaions about how developing countries can
get out of poverty. Dambisa Moyo, an economist fi@mbia who has studied at the universities
of Harvard and Oxford and former specialist of Gadoth Sachs in Sub-Saharan Africa, has caused
some commotion with her book ‘Dead Aid'. In her koshe writes that foreign aid is bad for
Africa. She believes that aid keeps Africa in a edgfent situation and obstructs economic
development of the continent. According to Moyoriéd needs to become self-sufficient. The
solution she offers is to terminate all foreign wiithin the next ten years. Western governments
and celebrities are the ones to blame, claims Mdyestern governments maintain this vicious
cycle of aid by investing money in corrupt regiméslebrities, such as the famous rock star Bono,
have a negative impact on the PR of Africa. Thekemegative subjects, like war and starvation,
visible to the world without considering the negatiimpact this could have on African
individuals. When foreign aid is stopped and, assallt corruptive governments have disappeared,
Africans will see more opportunities and will staleveloping their own economy, is Moyo’s
belief. Trade and foreign investment are the kegwavhich can lead to sustainable development
(Bandow, 2009).

Another example of an individual who thinks thatvelepment of the private sector is the
answer to eradicate poverty is the well-known eaoasb Jeffrey Sachs. Jeffrey Sachs has an
impressive curriculum vitae. He is, among othetise ‘Director of The Earth Institute, Quetelet
Professor of Sustainable Development, and Profeefdrealth Policy and Management at
Columbia University’ (‘Prof. Jeffrey Sachs, direcigara. 1.) In 2005 he wrote his book ‘The end
of Poverty’. He wants to convince the world thatan eliminate extreme poverty from the planet
by the year 2025. Sachs uses a similar definitibfexireme poverty’ of the World Bank: any
person who must live from less than one dollar y #e describes the term as ‘the poverty that
kills’. In Time magazine, from March 2005, he stathat ‘we need to adopt a new method’, (...)
‘clinical economics’, to underscore the similatibetween good development economics and
good clinical medicine’ (Sachs, 2005, para.10). Thedicine’ that has been given for the last
decades does not cure the situation of the extqgooe in developing countries. Solving this
extreme poverty problem requires global cooperat®achs explains that a few centuries ago,
people in the western world were poor as well. Asslt of the Industrial Revolution the western
world generated economic growth, population andnme growth. This enhancement of the living
standard of the western world created a certairersmupfeeling, which again resulted in ‘brutal
forms of exploitation of the poor during colonialle, and they persist even today among those
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who lack an understanding of what happened andllishappening in the Third World’ (Sachs,
2005, para. 16). Several political, historical ayggraphical factors have caused that developing
countries did not develop as fast as the westentdwbhese factors are not equally divided among
developing countries and every single situatiora afountry needs to be ‘diagnosed as a doctor
would a patient’ (Sachs, 2005, para. 38). Critiggua that too much aid is given to Third World
countries, such as Africa. However, Sachs beliédvaisthe amount of money given to Sub-Saharan
Africans is undoubtedly insignificant: $30. Accardito Sachs there are nine steps to end poverty:
1. ‘Commit to the task’; 2. ‘Adopt a plan of actipB. ‘Raise the voice of the poor’; 4. ‘Redeem
the U.S. role in the world’; 5. ‘Rescue the IMF awébrld Bank’; 6. ‘Strengthen the U.N.’; 7.
‘Harness global science’; 8. ‘Promote sustainakletbpment’; 9. ‘Make a personal commitment’
(Sachs, para. 40-52).

The Bottom of the Pyramid theory, supported by whedl-known professor C.K. Prahalad,
stimulates to invest in enterprises on the bottérthe economic pyramid. This theory is another
way to look at private sector development. Fouridrilpeople in the world earn less than $ 2000 a
year. This group is 65% of the world’s populatiblowever, large companies are anxious to invest
in this large group, because of several difficslseich as corruption, illiteracy and doubt of peopl
wanting to buy other products than products wham grovide for basic needs. Prahalad and Allen
Hammond think these views are outdated and neée tchanged, according to their publication
‘Serving the world’s poor, profitably’. The bottoofi the pyramid has great economic potential and
has already been found by several companies. Fod#igct investment, for instance, creates jobs.
Prahalad explains that there is a growing inteiregmall and medium-size enterprises because
they contribute to employment in poorer countridsre the importance of SMEs is highlighted.
Often people think that poor individuals do not w#&m buy luxury items. Nevertheless, many
people in developing countries are in the possessioa mobile phone or a television set.
According to Prahalad and Hammond the explanatfgmeople buying luxury items is that other
options, like buying a house, are not realistic ifdrabitants of developing countries. Moreover,
they rather spend there money on products andcgsrwhich are available at the moment and can
advance their lives. The persons who form the botbthe pyramid even tend to pay much higher
prices than the persons above this segment. Its@®hnew innovative technologies, like mobile
phones and the internet, can be easily implemdntddveloping countries and inhabitants do not
seem to have difficulties using these technologfmhalad, 2002). Prahalad is someone who
thinks ‘out of the box’ concerning internationalop@ration. Prahalad tends to see things through
private sector development.

Another advocate of private sector developmenhésReruvian Hernando de Soto. De Soto
believes that the major issue ‘that keeps theafetste world from benefitting from capitalism is it
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inability to produce capital’ (2000, p.5). Accordirto De Soto, the majority of the poor in
developing countries already own the property whiah create capitalism. Yet, these assets are
not formally recognized by governments as, for eplamcollateral for obtaining loans. As De Soto
describes it poetically: ‘They have houses buttittets; crops but not deeds; businesses but not
statutes of incorporation’ (2000, p.7). This is theplanation for the fact that individuals in
developing countries cannot create their own forfntapitalism. These people are not able to
create their own capital and therefore De Sotasdhis phenomenon ‘the mystery of capital’. To
him, this is the most important mystery. Besides mhystery of capital, De Soto also sees four
other mysteries: the mystery of the missing infdiora political awareness, missing lessons of
U.S. history and legal failure (De Soto, 2000, p-1P). The mystery of the missing information
means the missing information of the assets opthw. Organisations and governments have not
documented these assets. Furthermore, individuiaés want to open their own business have to
wait months to register their business, pay higjisteation fees and authorization to build a house
on state-owned land could even take years. Themyst these countries does not at all cooperate
with its residents and immigrants. If one cannakep with the system, one has to find another
way to survive (De Soto, 2000, p. 18-21). This bardone by creating one’s own business outside
the formal sector. De Soto calls this phenomenatraéegal’ (2000, p. 21). Entire industries have
originated from the extralegal sector. Here, pe@pteworking without a license and provide for
transportation. The assets of the poor are deaiatdpe Soto, 2000, p. 28-30). However, this
does not mean that it has no value. According t&bB ‘the total value of the real estate held but
not legally owned by the poor of the Third Worlddaiormer communist nations is at least $9.3
trillion’ (2000, p. 35). There are no issues witktire informal sector, but there are constraintmfro
the side of the government. Governments should indigeir systems of legal property in order to
let the informal sector become formal. The extraleggctor is doing business and building houses
outside the law, while not doing anything wrongisTts the mystery of political awareness (De
Soto, 2000, p. 69-103). With the mystery of thegimg lessons of the U.S., De Soto wanted to
find out how individuals in western societies ob&a the right to property rights. He studied the
history of this observable fact in Western coustaed came to the conclusion that the property of
people in developing countries is not assimilatethe formal legal system. As a result they cannot
use this to create capital (2000, p. 106, 149).9o&0 learned from the U.S. that developing
countries ‘must find the real social contracts ooperty, integrate them into the official law, and
craft a political strategy that makes reform pdssif2000, p. 151). The mystery of legal failure
explains that reforms do not change the systenmagauty rights, because the rules already exist in
the extralegal sector. A legal and political stawetshould be built to combine the social contracts
from the informal sector with a formal property t&ys in a way that it does not really differentiate
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from the extralegal customs. Eventually, a fornmadial contract will come to existence (De Soto,
2000, p. 170-172). With these five mysteries, DéoSwwpes to overcome the vicious cycle of
poverty.

Despite the crisis several individuals are claimihgt foreign investment or business in
development are the answers to generate sustairabfeomic and social growth in developing
countries. Private Sector Development is measuyeskberal research organisations, governments
and development organisations. Every country measits economic development. Yet, there are
quite a few points of view on how to measure tle@gadlopment. Performance researches compare a
number of countries on their economic performaride results of these researches can be very
useful for countries to decide on where they aaadihg economically and consequently they can
set targets to enhance their situation. Reseagdmdations who measure economic development
are: the World Economic Forum, the Commonwealthifgss Council, Fraser Institute, the
Heritage Foundation, IMD Lausanne, the World Bahk, European Bank for Reconstruction and
Development, PRS Group, and the Kauffman Founddtitwod, 2007). The Global Competitive
Report of the World Economic Forum, for examplealeates the economic competitiveness of
countries and ranks the situation of countries. Téq@ort covers 102 countries of which nine
developing countries outside Sub-Saharan Africa lamsl two indexes: the Global Competitive
Index and the Business index (Hood, 2007, p. 1), Tle Netherlands, for example, belongs to
the top 10 of the ranking list of 2008 (WEF, ‘Glbl@&ompetitive Report’, 2008, list section). The
World Economic Forum measures three pillars whibRyt consider as most important for
economic growth: ‘technology, macroeconomic enwinent and public institutions’ (Hood, 2007,
p. 12). Their information is collected from statistand surveys. The World Economic Forum has
also done competitive researches on Africa, siheel®90s. In the Africa Competitiveness Report
2009 the prospects for sustainable growth are igigtdd and the issues the region encounters to
sustainable competitiveness and economic developmen discussed (WEF, 2009, p.3). Aid
agencies also see the importance of Private SBeteglopment in developing countries and try to
assist these countries in the process. These a&gecaliculate the results from their programs and
tasks which aim to develop the business situatiblewveloping countries. Aid agencies who
measure private sector development are, accordiftpod, (2007) ‘the World Bank, International
Finance Corporation, European Bank for Reconstuctand Development, Department for
International Development of UK, Inter-American R&pment Bank, and Asian Development
Bank’ (p.35). Not all of these agencies seek t@ Adlird World Countries, such as the European
Bank for Reconstruction and Development which d@ongromote entrepreneurship in Central and

Eastern Europe and the former Soviet Union.
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The World Bank has a few survey instruments whichirt country offices use to form
decisions and objectives. These surveys are PIGS Bnd Doing Business. The survey of which
the principal aim is to set targets is called CAambia and Cameroon are two examples of
countries where the World Bank is introducing th&SCsurvey (Hood, 2007. p.35-37). The ‘Doing
Business’ survey especially ‘looks at domestic $iaradl medium-size companies and measures the
regulations applying to them through their life leyq'About Doing Business’, p. V). The reason
why they especially look at small and medium-sinéerorises is that these ‘are key drivers of
competition, growth and job creation, particulairtydeveloping countries’ (‘Doing Business’, p.
VI). Most economic activity can be found in thedmhal sector of developing countries. Market-
enabling policies can prevent SMEs to enter then&breconomy. SMEs are in particular
‘vulnerable for crowding out’ when it comes to dbiag credits, according to the World
Economic Forum (2009, p. XIIl). And this is notktlonly issue entrepreneurs of SMEs have to
face. It is clear, as in the earlier mentioned gdas) that local development of small and
medium-size enterprises forms a crucial part ofgte sector development in developing countries
and the realisation of pro-poor economic growth.

Hence, in order to create prosperity by economiwgn, private sector development is
needed. After the failing of the state-owned entegs in the former colonial states, privatization
became increasingly important. Two approacheseer as important backgrounds of the thinking
around private sector development: the neoclassicdl the neo-structural approach. The latter
approach follows the idea, in contrast to the ressital approach, that governments have to
interfere when they see that the situation of theket is worsening. There are various theories
about how to develop the private sector. The mesent theories concerning this subject are
invented by: the United Nations with their Milleam Development Goals, Dambisa Moyo who
argues that aid must be stopped, Jeffrey Sachsaahts to end poverty by 2025 due to individual
treatment of states, Prahalad by investing in thigon of the theory; and Hernando de Soto by
giving the poor their property rights. Researchih® situation of the private sector in developing
countries and developed countries is done by vararganisations, such as the World Bank, the

International Monetary Fund and the World EconoRocum.
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3 SME Development

3.1 SME Development and its importance

There is a growing interest in development of sraalll medium-size companies. In the first
chapter the importance of private sector developrhas already been highlighted. Yet, SMEs are
just a small part of the private sector and haveatways been as important as they are nowadays.
During the 1960s an 1970s governments believedsth&d-owned and large enterprises were the
answer to poverty. A few decades later, in the $990e number of small and medium-size
enterprises in developing countries began to gesag result of growing interest from investors in
the 1980s. This growing interest was a consequehtiee worsening global economic situation,
such as the oil shocks in the 1970s. The labouke@havhich mainly consisted of large enterprises
shrunk. The alternative was to start smaller bisses. These were ‘more accessible to the poor,
the less skilled and the less sophisticated’, aingrto Mukras (2003, p.62). Mukras describes
three reasons for the attraction of small and mmdsize enterprises in developing countries.
Firstly, SMEs mostly survive competitiveness ingBrof poor economic situations. Secondly, the
labour capacity of SMEs is very high and modal eggs per job are lower. The third reason is
that SMEs seem to have other advantages, sucle asill amount of money one needs to start an
enterprise and the fact that they can generatelg@went of entrepreneurs and technologies
(Mukras, 2003, p. 62).

There are, however, several divergent opinions atheudevelopment of small and medium-
size enterprises. First, how can we define a sarall medium-size enterprise? There are several
opinions about the limit of employees an SME hascokding to ‘Ayyagari et al (2005) (...) a
large number of sources define an SME to have Oezbfloyees’ (As cited in: ODI, 2008, p.3).
200 employees is the average for SMEs in AfricawNbis is clear, another question remains
important: why do these types of companies playhsaic important role in the growth of a
developing country’s economy? According to Rossihewhere are three main arguments to
support small and medium-size enterprise developimgrarticular, instead of micro-enterprise or
large enterprise development. The first argumenth& ‘competition and entrepreneurship’,
‘efficiency and innovation’ (2006, p.67) is genemty these enterprises, which of course boosts
up the economy. Some SME supporters argue tha tteeapanies are more labour intensive than
large firms plus the productivity of SMEs is mordvanced (Brainard, 2006, p. 67). The
underdeveloped situation of small and medium-sigergrises can be improved, according to the
‘pro-SME view’, by ‘direct government support’ (Bnard, 2006, p. 68). Besides, if entrepreneurs
face issues in the field of ‘financial and legaktitutions’, they merely need to be resolved
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(Brainard, 2006, p. 68). The World Bank, as well adiber international organisations, is an
advocate of SME development. This type of ventartheé main component in the strategy of the
World Bank, because it can foster economic devetognpoverty decrease and occupation. Yet, it
is not an odd thought of the western world to lwelighat small and medium-size firms are the
answer to economic growth. Most employment in thmitedl States, for instance, is generated by
small businesses (Brainard, 2006, p. 9). Wilfriegetkenhorst, ‘former director of UNIDO’,
explains that ‘in economic and industrial developtne critically important role is played by
micro, small and medium enterprises which, on ay@ranake up over 90% of enterprises and
account for 50 to 60% of employment- in particufathe developing world’ (As cited in: Nelson,
2007, p.46). According to Jane Nelson, in ‘Buildiligkages for competitive and responsible
entrepreneurship’, small businesses create segeasomic and social impacts. The term ‘small
businesses’ refers to all micro, small and meditze-snterprises. Other economic impacts these
firms generate are: ‘equality of income distribuatidinnovation’ and the ‘economic transition’ of
agricultural economies to ‘industrial economiesel(®bn, 2007, p. 48). Besides the impacts small
businesses have on the economy, these can al$bthelisituation of social welfare, such as the
increase of ‘household income’ which also improtles situation of women in a society, the
creation of jobs for the youth, ‘providing for gaodnd services for low-income communities’ and
small enterprises provide for education for the rpothe increase of small enterprises also
inadequately affects the environment. On the olizerd, the number of ‘eco-friendly enterprises’
is rising, such as companies in the tourism sg&tetson, 2007, p. 48).

Nevertheless, if there is a ‘pro-SME view’ thereginbe a sceptic one. According to Ross
Levine, sceptics see more benefits for large comegarbecause these kinds of enterprises can
effortlessly pay for high costs concerning reseamt development and they have the possibility
to develop larger economies. The second argumenhstgadvocating SME development is that
several studies clarify ‘that SMEs are neither mtakour intensive nor better at’ creating
employment ‘than large firms’ (Brainard, 2006, 8).6There even are critics who argue that if
there is a large share of small and medium-sizénbsses in a country, the financial system is
working incorrectly which enables these enterprisgsgrow to the extent of a large firm.
Moreover, sceptics do not believe that subsidiSMES is the answer to overcoming their issues.
Institutions that provide for policies in the busss area need to improve their skills so that SMEs
can create economic growth. Furthermore, the fofysivate sector development should not only
be on improving the position of SMEs, but on alids of enterprises, according to the critics of
SME development (Brainard, 2006, p. 68). Accordingthe Overseas Developing Institute a
research which compared 45 developed and devela@pingtries has shown that SMEs can cause
serious GDP growth. Yet, this does not mean tha®Mi is the only form of enterprise that can
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create economic growth, ‘alleviate poverty or dases income inequality’ (ODI, 2008, p.4). Still,
why should the size of the enterprise be such gmitant factor of economic development?
Patricof and Sunderland argue that ‘growth mattesse than size’, nevertheless, the ‘SME sector
(...) remains both the life-blood of the economy ahd most challenging for policymakers to
understand and financiers (...) to serve’ (Brain@&@06, p.75-76). Or, as Brainard argues: ‘size
definitely matters when it comes to evaluating mrise needs and constraints’ (2006, p.9). To be
exact, micro- small and medium enterprises haveaowserissues which hinder economic
development (Brainard, 2006, p.9).

To conclude, small and medium enterprise developrimeSub-Saharan Africa arose during
the 1980s due to the poor economic situation wdddwvhich caused an increase in the number of
SMEs in Africa. There are differing opinions regagl small and medium size enterprise
development. There is the so-called pro-SME view ansceptical SME view. Clearly, the
advocates of the pro-SME view believe that SME tgraent is needed, because Sub-Saharan
Africa’s economy needs a developed SME sector &mater for example, employment. The
sceptical SME view approaches private sector deveémt from the side of the large enterprises,
which do not understand the necessity of the usenaller enterprises to create economic growth.

3.2  The main issues of entrepreneurs in SSA

It is clear that private sector development is ingoat for economic growth. However, PSD
could only be effective if constraints for SMEsdaveloping countries are known. Warrick Smith
sees four major issues which he translates to ‘fmaerlying challenges’: ‘rent seeking and
corruption’, lack of policy reliability, missing s@l consensus and insufficient policies (Brainard,
2006, p.35-36). Besides these constraints therether issues which can be added to the four
above mentioned. In general, small and medium prisess in Sub-Saharan Africa meet several
limitations. They particularly face problems withctess to and costs of finance, access to
electricity, corrupt practices, tax administrationJow skills levels and poor
transportation/infrastructure’, according to th@ala International Cooperation Agency (2008) in
its report ‘Donor support for private sector deysieent in Sub-Saharan Africa’ (p. 5).

A lot of issues African entrepreneurs face are edusy government. In most African countries
this is a major constraint which causes severatrothrect issues for SMEs. According to the
World Bank ‘corruption, tax rates and administrafiand crime’ (2007, p.12) are important issues,
especially for entrepreneurs who obtain a middbeine. Kurokawa, Tembo and Te Velde explain
that ‘legal constraints are more binding on growénformance for smaller firms than for larger
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firms’ (ODI, 2008, p.7). Often governments do noffisiently support enterprises to grow by, for
example, implementing purposeful policies. Cleantyeasures that are taken by government
usually do not support the target group. The timéf&ican entrepreneur spends on governmental
regulations is 5%. Especially in oil-rich areas agers have to spend more time on regulations
(WEF, 2009, p.91). Because of corruption money flaewn to inadvertent persons. Politicians
discriminate between enterprises and try to beffiefih the regulations. They have the power to
penalize and remunerate certain enterprises (Brhig@06, p.35). An example of the constraining
capacity of governmental officers is the fact ttatiffs in Ethiopia were disadvantuous for local
producers. This example could make one wonderrtaf entrepreneurs could ever break through
this cycle.

A policy issue South-African entrepreneurs haveléal with is the Agricultural land Act of
1970 in South-Africa. This law prevents individuats divide their agricultural land without the
consent of the Minister. As a result, farmers canrs® new innovative technologies which can
cause a rise in the crop of small parts of lancdoApermission from the Minister is needed if a
farmer wants to rent out part of his land to lodgésr more than a decade. Obtaining land,
therefore, is very complex. In Sub-Saharan Afridenmistrative procedures can take a very long
time. The systems can also be very complex. In g@néor instance, entrepreneurs had problems
with administrative matters (Beyene, 2002, p.18@¥kt year, however, the government of Senegal
has implemented all kinds of reforms to improve élsenomic environment (World Bank, 2009,
p.2).

Taxation also forms an immense problem. Establishraed growth of SMEs is often not
supported by tax advantages for enterprises. Thesytatem is very intricate and entrepreneurs
have to pay the costs of their tax responsibilitiést, these costs are equal to a supplementary tax
African enterprises are ‘among the most highly taftens in the world’ (2009, p.87), according to
the World Economic Forum. Corporate tax rates imicaf are about 30%. While the lowest
corporate income tax, 5%, can be found in BotswHrehighest rate in Africa is 40% and can be
found in the Democratic Republic of Congo. The cogbe income tax is not the only high tax in
Africa. Property tax and VAT are exorbitant in tbentinent as well. Ventures in Latin America,
the Caribbean and East Asia do not pay more thenpiercent of their property, while in Africa
the rate is around eight percent. The VAT rate fricA is 16% compared to 11to 14% in other
regions (WEF, 2009, p. 87).

Furthermore, other issues with policies are stdigdAfrican entrepreneurs. In her report
‘Enhancing the Competitiveness and Productivit$bfEs in Africa’ Beyene, from the Council for
the Development of Social Science Research in Afrigrites that ‘the basic conditions of
employment creates problems’ for SMEs (2002, p.)137 basic condition is to increase the
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percentage of the minimum overtime-rate from 138/450%. SMEs have a problem with the
high costs of this condition. Entrepreneurs aldeefe that ‘leave provision’, ‘the organisation of
working hours’ (p.137) and the reduction of workingurs per week (from 46 to 45 hours) cost
them too much (Beyene, 2002). Of course, a lotefbrms have been implemented in African
countries over the years with the aim to eradithée various issues of small and medium-size
enterprises. The number of reforms is still grow{ligorld Bank, 2009, p.2). Yet, entrepreneurs
need to consider these reforms as realistic. Rusljip governments have implemented laws and
regulations which have failed. Therefore, credipibf reforms is an important factor. This also
counts for public support. People need to havé faittheir government so that reforms can be
successfully put into practice. Governments, coneetly, need to be transparent about their laws.
That way, inhabitants will be less concerned attbatrisk of corruption, for example (Brainard,
2006, p.36).

Another major issue is the access to finance. Aladly&MES encounter the problem of the so-
called ‘missing middle’. Micro-enterprises and largnterprises can flourish due to the microloans
and commercial loans. Small and medium-size erisamrhowever, find themselves in the middle
of these types of enterprises and do not havecseriti access to financial services. According to
Patricof and Sunderland ‘Donors need to face thbtyethat the young companies that can really
move the needle on innovation, inspiration, and leympent need high-risk, reasonably-sized
equity investments to grow, not the limited doldsshort term, high interest debt currently
provided’ (As cited in Nelson, 2007, p. 85). Thesea gap between micro- and large enterprises
which creates a blockage for small and medium-sigetérprises to grow. Van Biesebroeck
argues: ‘(...) transitions between size classes ovements in the productivity distribution are
very slow, especially at the top of the size ordoiaivity distribution. Large firms remain large,
and more productive firms remain at the top ofdtstribution. Smaller and less productive firms
have a very hard time advancing in the size of petidity distribution’ (As cited in: UNIDO,
2008, p. 17).

Most SMEs are active in the informal sector. Emigiin the formal sector creates problems for
these enterprises. In order to obtain a loan,m fieeds to hand over certain documents which
SMEs from the informal sector generally do not passsuch as financial reports and legal papers.
In SSA, there are not many special funds availealille start-up capital for companies. As a result,
the sector is not likely to grow. Tadesse, Exeeutice-president of the Development Bank of
Southern Africa adds three more constraints for SMAich form severe finance gaps. The first is
that SMEs cannot offer banks the required collat@radesse, issue may 2009, p.17). In Africa,
the requirement to obtain a loan is ‘to post celal for 137 percent of the loan’, as per the Adric
Competitiveness Report (The World Bank, 2009, p.88E lack of skills and knowledge of using
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the offered capital in a lucrative way is a sec@mdblem for African SMEs, Tadesse noticed
(Issue may 2009, p.17). The U.N. Commission stipgléhat skills and knowledge are essential for
entrepreneurship: ‘A firm’s competitive advantagenes from its entrepreneurial capabilities; its
management and technical know-how, including laboanagement relations, information
technology skills, basic finance, economics andjggtomanagement; as well as the skills,
education and adaptability of its employees’ (Aediin: Nelson, 2007, p. 85). Nelson argues that
it is not only a lack of skills, but that theredkso a lack of will of entrepreneurs on this area.
Thirdly, Tadesse describes the issue of discrironadf firm age, location and gender. It is hard
for newly founded SMEs to receive finance. Thigigontrast to the enterprises which have been
existing for years. In addition, access to finaigceery limited if a company is situated in a rural
area. Discrimination of gender forms a major probfer female entrepreneurs, explains Tadesse
(Issue may 2009, p.17). Gender discrimination igesy severe problem and will be further
explained in the next sub-chapter.

The access to energy is very limited. The urbanuladion profits from energy provision,
while the rural population still utilises biomass £ooking and heating. The ‘middle/upper income
groups and (...) the formal commercial and indussidisector’ are the fortunate groups who have
supply of power. The financing of the power secsaronventionally done by government in Sub-
Saharan Africa. Because of this subsidisation bhyeguments tariffs are low which often does not
lead to sustainable development. However, in mdrthe French-speaking countries of Western
SSA tariffs of energy use are sky-high. As a reshét impact for electricity consumers with a low-
income can be very disadvantageous (Amenya, 2G04, p. 25). In Africa, the average costs for
one kilowatt hour of electricity are 0.068 US ddilaThis is a high amount compared to other
regions in the world. The only place where elettiricosts are higher is in South Asia. In oil-rich
countries costs are, obviously, lower (20%). Ondtier hand, individuals in landlocked countries
need to pay fifteen percent more (World Bank, 2q0$5). Countries in Sub-Saharan Africa that
belong to the lowest income countries have severglgms with access to electricity, according to
almost 70% of these countries (World Bank, 2007,1). Besides, inhabitants of the Sub-Saharan
African region have to deal with outages of eleityi These outages can last up to 12 hours.
Consequently, enterprises need to purchase gereratdill the gaps of outages. Thrity-eight
percent of the ventures in Africa own a generdtmwever, these generators are expensive and
can cost up to a million US dollars. As a resuitsihesses which cannot afford a generator lose
sales and businesses which can afford one areeshddih the purchasing costs of a generator
(World Bank, 2009, p. 91).

Electricity links to infrastructure. Clearly, elécity costs are regarded as a main issue by
entrepreneurs. Nevertheless, there are more infcdgtal problems in Africa. It is very odd that
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not so many issues of entrepreneurs in the infreistral area are known. During the 1980s and the
1990s private sector development became very impbrtGovernments and international
organisations hoped that the condition of Afridafsastructure would ameliorate. As a result, they
left infrastructure totally out of account in pglinaking. Yet, electricity, transport, sanitation,
water and telecoms are extremely important subjédghe Commission for Africa puts it in its
report of 2005 : ‘Infrastructure is a key componehthe investment climate, reducing the costs of
doing business and enabling people to access marketrucial to advances in agriculture; is a key
enabler of trade and integration, important foseffing the impact of geographical dislocation and
sovereign fragmentation, and critical for enabliffica to break into world markets; and is
fundamental to human development, (...). Infrastmecinvestments also represent an enormous
untapped potential for the creation of productivepyment’ (‘Going for growth and poverty
reduction’, 2005, p. 233). The infrastructure inriéd is underdeveloped. It seems that foreign
investors are more likely to invest if the infrastiure is more developed. Therefore, a more
developed infrastructure could generate econommwiy. This also counts for electricity,
telecommunications and transport. Hence, theseca@mstraints for African entrepreneurs, albeit
indirectly (IMF, 2006, p. 10-11). Sub-Saharan Adrigs a immense region with a poor
infrastructure: a small number of roads and lorggadlices that have to be covered. Because of the
many landlocked countries in SSA the inland trangpion costs are incredibly elevated.
Moreover, import and export handling fees are highan in other developing regions of the
world. The transport system is not efficient. Capsantly, production costs can be a lot higher
than they should be. Many enterprises have to beyr inventories in advance, because ‘the
delivery time of inputs is uncertain’, accordingthe World Economic Forum (2009, p.91).
Entrepreneurs of SMEs in the region have to detil séveral constraints to their businesses.
These are governmental and financial issues, laeieatricity and infrastructure. Both men and

women face these constraints.

3.3 Main issues of Sub-Saharan African women entrepreneurs

Women meet the same obstacles in running a busiassgheir male counterparts.
Nevertheless, are there any differences in obstdolewomen and men entrepreneurship? In the
Africa Competitiveness Report of 2007, the WorldnBaxplains that there are differences in
perceptions of constraints between the two sexbs differs, however, per country. In some

countries corruption is seen as a major constiainvomen while men do not see corruption as
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such an important issue for their enterprise. Irstmomuntries both men and women indicate the
same problems as important issues.

Women who already own a business do not seem te hewre issues than men. However,
inequality is still a very severe issue in Sub-$ahaAfrica. As Nelson Mandela said in 2005:
“Massive poverty and obscene inequality, are sanfible scourges of our times — times in which
the world boasts breathtaking advances in scigecénology, industry and wealth accumulation
— that they have to rank alongside slavery andthpml as social evils” (Watkins, 2005, p. 4). A
lot of constraints women face, occur during thetsip of an enterprise (World Bank, 2007, p. 73-
76). In a lot of countries in Sub-Saharan Africamem are not equally treated under the law.
According to a paper prepared for the United NaiGonference on trade and development (1999,
p. 321) they face problems with obtaining contraetsset holding, prejudiced labour policies,
property rights and inheritance laws. Propertyhtsgand inheritance laws can give a woman the
freedom to take care of herself and her family. @as argues: ‘(...) in denying women the equal
right to inherit and hold property on a par with rmkeas serious consequences for women’s
physical and economic security and can also bénaerttal to national development’ (2007, p. 12).

Besides these constraints women have to deal adthdf access to education and healthcare,
and cultural acceptance. Many women in the regieriliterate and one of the main causes is the
fact that costs of attending school for young gars too high (UNCTAD, 1999, p. 320). llliteracy
of women, for example in Senegal, is 78% (De Gr20@1, p. 13). Girls are expected to do chores
in the household and because of bad infrastru¢heie help is needed. Besides, people do not
often see the advantages of education for girlsQUAD, 1999, p. 320). Women do not have
much spare time left besides the time it takesatdheir daily chores, which prevents them from
entering the private sector. Especially women whe in rural areas have to travel long distances
to reach adequate educational and informative asgaons (De Groot, 2001, p. 9). Unfortunately,
women are not always well-informed about the pdlisiis of education and the availability of
help to establish a venture (De Groot, 2001, p. 15)

Moreover, cultural aspects are very important mdhvision of labour between the two sexes.
Women are expected to have jobs that are dirdatted to housekeeping, for instance cultivation
and manufacturing textiles (UNCTAD, 1999, p. 320)Senegal, for example, women are forced
to have an extra job. On the other hand, in sonfteres women are not allowed to work on the
land due to a certain belief that women will ruie trops, such as in Ethiopia. For women who are
discriminated by cultural values it is extremelyfidult to throw the great cast and start to act
independently. Clearly, in many cultures women aot treated and seen as equal by men.

Polygamy, for instance, is a tradition that keemsnen in a totally different position than men.
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Although legal constraints for women may be limjtedcio-cultural aspects may be vital for
women’s decisions (De Groot, 2001, p. 7-8).

When women want to gain start-up capital for tkegiterprise, options for obtaining loans and
credits are very limited. What women traditionally, is obtaining loans from their direct social
environment: family, friends, tontines (credit lémgl groups) and the local financier. As a result,
women need to start their venture in the infornester (UNCTAD, 1999, p. 320-322). Besides,
women are often too shy to approach a legal firaraoid usually do not have a big network where
they can get information and help from, outsideitii@ermal sector (De Groot, 2001, p. 10).

Besides the constraints women face when they teastart an enterprise, constraints are
also faced by women who want to expand their mérerprise to a small and medium-size. The
UN recognizes several constraints such as limitefegts to encourage women to start an SME
and limited results of policies which have the go#&lpromoting women in the private sector.
Secondly, there is lack of competition due to thet that most enterprises sell the same products
and cover only a few sectors. These sectors, ssicheafood sector, UNIDO explains, are ‘an
extension of’ the ‘traditional roles’ of women (20(.9). A disadvantuous legal environment and
lack of projects which stimulate growth are othenstraints female entrepreneurs in Africa have
to deal with (UNCTAD, 1999, p. 322). Several ingdiitns in Zimbabwe, however, provide for
training to SME entrepreneurs. Yet, not every toftn involves women in their project (De
Groot, 2001, p. 13).

Thus, women entrepreneurs defy other constrair@s then when starting a business in the
SME sector: inequality issues, lack of access tacation and healthcare, lack of cultural
acceptance, financial issues and constraints tarekp micro-enterprise into a small and medium-

size enterprise.
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4, Conclusion

To be able to answer and to understand the questigrthe countries in Sub-Saharan Africa
do not succeed in developing their SME sector ansé fias to look at the explanation of private
sector development.

Private sector development is a very clear termciwhig also used globally. In developing
countries the private sector originated during1B80s. Before this period, economic growth was
also very important. Yet, its aim was not to depetbe private sector, but the public sector.
Because the system of state-owned enterprised fglévatization became the emphasis. Ideas
about PSD have changed over time. Nowadays, og#oms in the developing sector believe that
generating economic growth through private sectmetbpment must create not only prosperity
for developing countries, but wellbeing as wellloA has been written and a lot of projects have
been set up with regard to private sector developmall with the same goal: generating
economic growth which must lead to the end of pigve8everal individuals have done serious
research to realize this aim and developed their theory: the UN, together with 189 countries,
has drawn up the Millennium Development Goals, tgaent aid must be stopped, according to
Dambisa Moyo, Jeffrey Sachs argues that poverty hmrended by treating each developing
country individually, in the opinion of Prahaladopée should invest in the bottom of the pyramid,
and De Soto wants developing countries to givedb&lents their property rights. These are recent
theories which rather differ from each other. Mbagre is not one unburdened solution to ending
poverty. For years, the world has tried to solis #evere problem. Projects have come, projects
have failed. The global community could not rais&ica’s economy to western standards.
Nevertheless, we have seen economic growth of &hbt8n Africa before the global economic
crisis. This crisis is precisely the phenomenort teuses another issue for this region. Sub-
Saharan Africa is subject to this global crisig ifas the same economic system as the west.

One part of the private sector especially doessaetn to flourish: the SME sector. Therefore,
one must be able to answer the question: ‘WhaME 8evelopment and what are the main issues
of entrepreneurs of SMEs in Sub-Saharan Africa?’ aAsesult of the poor global economic
situation the SME sector in Africa began to growieTdevelopment of these Small and Medium-
size Enterprises became increasingly essentiadeernments and international organizations.
Many of these international organisations nowadbgleve that the SME sector generates
employment, economic growth, innovation, compatitend diverse other economic and social
impacts. Yet, others do not necessarily see thearddges of development of this sector.
Proponents of this sceptical SME view argue thagjelaenterprises contribute much more to
economic development. They see no difference betvgesall and medium-size enterprises and
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large enterprises concerning the creation of ermpémt. Furthermore, they rather want good
working large enterprises than SMEs that cannotvgilae to an inefficient financial system. In
western countries there is a large share of SMHisfanthis reason, and the above-mentioned
other reasons, many individuals of the developeddngelieve there must be a large SME sector
in developing regions too. There are as many argtsrfer SME development as against. No one
exactly knows whether a large SME sector will eually lead to a good and stable economic
situation or not. What we know is that it did wddk the developed world. Despite all the hard
work, entrepreneurs still face severe issues witegiment, finance, energy and infrastructure.
Moreover, women entrepreneurs seem to face segeraitraints when starting an SME, which
obviously does not contribute to the developmernthif sector. They defy inequality issues, lack
of education, healthcare and cultural acceptarinanée constraints and issues with expanding
their micro-enterprise.

To conclude, there is no clear answer to the questhy countries in Sub-Saharan Africa do
not succeed in developing their SME sector, besittesclear issues entrepreneurs of these
enterprises defy. Many have tried and are stilingyto develop a solution for Sub-Saharan
Africa’s economy in a way that the region can euatly compete internationally. Nobody knows
what the outcomes of these theories are, unlesstrgse them out. However, is the global
community willing to, for example, cut all aid offs Dambisa Moyo proposes? Besides, the
question rises if Africa wants to generate econognisvth by a western system which also makes
them subject to the economic crisis. What we donkisothat, if the global community wants to
develop Sub-Saharan Africa’s SME sector, one needdind a solution for the several

governmental and financial issues and the lackenttigcity and infrastructure.
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