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The Norwegian Agency for Development Co-operation (NORAD) has during the period May-September 2002 reviewed its support of private sector development in major partner countries. The countries are Bangladesh and Sri Lanka in Asia, and Malawi, Mosambique, Tanzania, Uganda, and Zambia in Africa.

The aim of the reviews was to explore the possibilities of improving and expanding the support of private sector development within the guidelines given by the Strategy for Norwegian Support of Private Sector Development in Developing Countries.

The studies have been undertaken by teams consisting of an external consultant on private sector development, a resource person from the Norwegian private sector, and advisers from NORAD, Oslo, and the Norwegian embassies. The findings, interpretations, and conclusions expressed in the studies are entirely those of the teams and should not be attributed to NORAD.

Following is a summary of the seven reports. The complete versions of the reports are to be found on NORAD's website: www.norad.no/publications
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1 Study on Private Sector Development in Bangladesh- Summary
This report does not focus on the political history of Bangladesh and its significance for private sector induced growth and employment. We have rather taken a neutral perspective and considered the options of the government of Bangladesh similar to any government in a parliamentary democracy. Our intention was to  identify ways to assist private enterprises and entrepreneurs in exploiting opportunities and overcoming obstacles in order to grow and create employment and income. However, based on evidence of recurrent failures by the government of Bangladesh to take action on its own policies for private sector development, the team has included explanations of why action is necessary and indicated what can be gained through an appropriate approach. 

We start in chapter 3 with a presentation of what we perceive to be the premises for development of the private sector in Bangladesh, ie the natural and human resources, and the overall development strategy of the country with its focus on private sector as the engine of growth. We lend strong support to the school that claims that the work force is the country’s main resource for development. 

In chapter 4 we argue that the segment of small and medium-sized enterprises represents the highest potential for employing a vastly underemployed workforce. We identify obstacles in the framework or business environment that must be improved. While government policies can be well designed, they are often changed, or subject to inconsistent implementation. The result is unpredictable and risky business environment. In addition, firms suffer extensively from excessive government red tape, long delays in provision of government services, and corrupt government officials. In particular, severe rigidities are identified in business registrations and inspections, enforcement of property rights and contracts, labour legislation and skills development of the workforce, and counterproductive protection against market competition. In addition, the physical infrastructure in Bangladesh represents serious obstacles to significant growth in the private sector, especially for small- and medium-sized enterprises.


In chapter 5 we concentrate on the challenges and the potential for enterprise development, in particular the development of small and medium-sized enterprises. While the importance of the domestic market and opportunities for growth is recognised, special attention is given to the potential through export marketing and links to foreign direct investment, and the special challenges in agriculture and fisheries based industrial development. In chapter 6, we give a brief overview of multilateral and bilateral support of PSD divided into small- and medium-scale enterprise development, governance/public reform, and infrastructure. In chapter 7 we present potential co-operation with Norway, taking into consideration commitments by other donors, and indicate possible areas of interest to Norwegian private sector enterprises in chapter 8.

Our approach is an attempt to answer the question of why investment is necessary, what are the opportunities and constraints for economic growth and increased employment, what is most urgently needed, what can the donor community do and what can be done through Norwegian development co-operation. In brief, our answers are as follows:

Why is private investment needed?
Bangladesh has a population of 131 million of which a majority in rural areas, a workforce of about 56 million, between 18 and 35 percent unemployed or underemployed, and 2 million new employment seekers annually. The potential for growth in the near future in large-scale manufacturing and agriculture is limited. The productivity of the workforce in general is low. Creating employment outside of agriculture and the traditional informal segments is crucial and urgent.

What are the opportunities and constraints?

Bangladesh is well enough equipped with natural resources and, in particular, human resources, to switch the development of the economy into a higher gear. This was proven during the late 1980s and early 1990s when the environment, both nationally and internationally, was more compatible with the country's resources and the strategies followed by the government. Now, changes in the environment have made reforms necessary. Most serious are deterioration in the enabling environment with its extremely high level of transaction costs and unfavourable developments in the international trade regime. On the other hand, the workforce is becoming increasing literate and better educated and the country has over the past decades gained experience with competing in international markets.

What is most urgent to correct?

In order to improve the framework for private sector development, the most important challenge facing the government is to reduce the high level of transaction costs for the private sector through improved governance, and better policy and law enforcement. Most urgent is the need to simplify the registration and regulations of establishments in the formal sector. Now, most existing entrepreneurs find it cheaper and easier to operate with a small workforce in the informal sector. Potential entrepreneurs find the barriers to establish themselves in the formal sector as nearly insurmountable. Equally important for the government is the provision of appropriate infrastructure services, whether actually provided by public or private actors. Reliable infrastructure services must be made universally available at competitive prices set according to supply and demand. The shortcomings are most acute as regards to electricity/ power supply, telecommunication and transport facilities (road, rail, waterways, airborne traffic, port services). 

There is also an urgent need is to adjust education and training to the need of the private sector and provide working conditions in line with what is necessary for growth and increased employment and income in both agriculture and fisheries and in manufacturing industries and service industries. 

The leaders of the private sector, on their part, must focus more on productive investment, growth and employment. Private sector must take responsibility for the development of the country. 

What can the donor community do?

Given the resource endowment, the present industrial structure and the present environment of private sector development, the best potential for short-term gains in terms of sustainable employment are the small and medium-sized enterprises (SME)
  Most of the large enterprises either manage without government support or they are in the process of being privatised and hopefully will end up as enterprises without a need for government support. In the SME segment there is a potential (1) new companies to exploit prevailing opportunities, and (2) for existing enterprises to improve their corporate management and productivity to take advantage of opportunities to grow. The SME managers typically experience barriers to access the banking system, the legal system, information on development of markets, products and technology, offers for training etc. 

Isolated support of micro-finance activities outside of the formal sector may delay reforms if the support is not part of a larger plan of reform. Moreover, since micro-entrepreneurs aim at income generation for themselves and their families, they do not respond easily to market signals of supply and demand. Thus, the potential for growth and increased employment is not generally exploited by micro entrepreneurs.

The donor community can assist on three fronts, the enabling environment nationally and internationally, credit and business development services for small and medium-sized enterprises through private sector associations etc. and the dialogue on policies and strategies for private sector development between private sector associations and the government.  But before deciding, the donor community should, together with government and private sector associations, identify what these can do themselves without donor support. Above all, the donor community must abstain from any support that may increase bureaucracy, and expand or create new government institutions. 

Given the short-term belief that the government is incapable of implementing policies to improve the framework, donors should focus on:


1. initiatives to achieve economic growth through non-governmental channels,

2. strengthening the government's institutional framework to better respond to private sector needs and private sector involvement in planning and policy-making (PRSP and PSD development), and

3. developing infrastructure services and provide a level playing field for private sector contribution to growth and employment.

What can NORAD do?

Highest priority should be on assisting the development of small and medium-sized enterprises. We recommend going beyond the limited scope of the programs presently supported and go into co-financing with major SME programs under implementation and in planning by other donors.

With respect to the institutional framework of regulatory and enabling services in public administration, NORAD, with the possible involvement of Norwegian institutions, could assist counterpart institutions in property and chattel registers, in standardisation, certification and quality assurance, and possibly other sectors. Through co-financing with other donors, NORAD could assist in establishing a sound relationship between trade unions and employers, and in making the post literacy continuing education programs more responsive to private sector needs.

To improve the availability, accessibility and affordability of infrastructure services, we recommend that NORAD continues supporting rural electrification and looks into further support of the gas sector. Since the World Bank and the ADB dominate as partners in infrastructural development, we do not recommend any new major involvement in infrastructure by NORAD. 

Norwegian investors may want to look into possibilities in electronics and light manufacturing, production of tools, toys and paper products, and in the fisheries sector, in hatcheries, feed meal plants, and in adding value in shrimp processing for exports. In infrastructural development, private investors may be interested in energy supplies and exports (electrification and natural gas exports), telecommunication, transportation including roads, waterways, railways, air traffic and port services, and the handling of fish products for exports. 

We have recognised that Bangladesh is dependent on both domestic and external markets to achieve economic growth and face severe challenges in certain export markets. We foresee a role for donors in capacity building for promotion and protection of the country's own interests internationally.  NORAD may assist in capacity building in private export associations, adjustments in the jute industry, and quality assurance in food exports.

Workers' rights, relations between employers and labour unions, working conditions, and child labour are all areas of concern in Bangladesh and could be assisted through ILO or Norwegian NGOs.

In general, we recognise that major new funds are not readily available and that the embassy has limited capacity to take on new programs. We therefore recommend co-financing with other donors and support through private sector organisations that are largely self-going.

2 Study on Private Sector Development in Malawi- Summary
Is Private Sector Development (PSD) needed ?

Malawi is the smallest of Norway’s main partner countries in Africa. It occupies an area a little larger than Iceland, mainly on the western banks of Lake Malawi, and it is landlocked between Mozambique and Zambia. Its 10 million inhabitants now suffer from worse socio-economic conditions than seen in most of sub-Saharan Africa.

Malawi’s economy is the second most aid-dependent in sub-Sahara Africa - after Mozambique
. It is also by far the economy in the world that depends most on tobacco for non-aid foreign exchange earnings - ahead of Zimbabwe. In 1998, Malawi received US$ 470 mn in Official Development Assistance (ODA) and earned US$ 332 mn in tobacco exports. The sum of all other export revenues was US$ 124 mn. Both aid and tobacco earnings peaked in that year and have since declined, contributing to increased poverty. Today, Malawi suffers from the worst food shortage in 50 years. 

There is no debate over the importance of diversifying Malawi’s sources of income. However, the increasingly adverse social conditions have led both Government of Malawi and its international co-operation partners to focus on alleviating short-term problems. Most recently, both Germany and EU have agreed with Malawian authorities to shift priorities from the PSD sector to social issues. This has left PSD in need of co-operation partnerships. It is, to some extent, an “under-funded” area within an “over-aided” economy, yet it is the only sector which can offer a long-term way out of Malawi’s fragile dependency on tobacco earnings and foreign aid.

Where are the constraints ?

The private sector in Malawi is miniscule. Less than US$ 40 million is invested in it in an average year, and the entire economy – measured as Gross Domestic Product – is only US$ 1.8 billion. 

Apart from being small, Malawi’s productive sector also lacks diversity. It has a few larger private companies with some tradition – particularly tea, sugar and tobacco estates. In addition, it consists of a number of large (in Malawian standards) companies with parastatal roots, in the utility sectors (water, electricity, telecommunications, railways, air transport, etc.) and within monopolistic agribusiness. These companies are currently in various stages of privatisation and commercialisation. 

Apart from this, most companies are small family businesses. Malawi has probably seen less investment from investors of Asian or Middle-Eastern origin than its neighbours to the north (Kenya and Tanzania), and less investment from South Africa than countries to its south such as Mozambique, Swaziland or Lesotho. It also lacks a diaspora who could repatriate earnings for domestic investment. 

A main concern of the Team has been to identify ways in which Malawi’s small and medium-sized companies can evolve into more sophisticated entities that can provide tax income, export earnings, and varied employment to the country’ economy. 

Malawi’s small economy puts an effective size cap on its domestic companies, who must cater to a miniscule domestic market that is also prone to unstable macro-economic factors. Exchange rates, inflation rates and interest rates have fluctuated badly. The country’s landlocked position has confined exports to tobacco and a few other cash crops. More precisely, inflation has exceeded 20% p.a. in all but one of the last ten years, and anti-inflation measures have only sufficed to bring it to a current level of 18% p.a. Nominal commercial lending rates are still at 45%-48% p.a., implying that reduced inflation has created extremely high real interest rates. The currency exchange rate has been through several devaluation shocks, most recently in 2000, when the Malawi Kwacha (MWK) fell 40% against the US Dollar. In a recent worldwide survey among businessmen, Malawi was one of only two African countries where inflation was rated as the number one obstacle to doing business.

In short, Malawi’s private sector suffers from a weak domestic market (because of its small size and volatile macroeconomic conditions), and from a difficult export market (because it is landlocked). The conditions in Malawi are in many ways similar to those of its closest neighbours; the eastern parts of Zambia and the north-western parts of Mozambique – both of which are among the least developed in Zambia and Mozambique, respectively.


Which are the opportunities ?

The 1990s was a “lost decade” for Malawi in terms of economic development. The country entered the decade with several advantages; (i) a peaceful transition to democracy and a stable political system; (ii) comparatively well functioning institutions; (iii) low labour costs; (iv) well advanced structural reforms; and (v) substantial support from donors. Despite these promising features, Malawi emerged into the new Millennium with a Gross Domestic Product (GDP) that was unchanged since 1990 in current prices – i.e. a real reduction when inflation and population growth are taken into account. 

The positive aspects of Malawi still exist. However, the country’s pace in structural reforms has been surpassed and Malawi can no longer offer a more stable investment climate than other countries in the region which compete for investor attention.  

In the Team’s analysis, it was assumed that Malawi will most likely continue to suffer from a problematic business framework during the next 1-3 years. The Team believes that this period will be characterised by considerable donor support to the social sectors, both to alleviate the food crisis and to mitigate other worsening social issues. The country’s Poverty Reduction Strategy Paper (PRSP), which was published in April 2002, will be the guiding instrument during this process. It may be difficult to improve macro-economic stability at the same time, as food shortage and influx of donor funds tend to stimulate inflation and distort the currency market. It is also likely that domestic transport capacity will be tied up and that the high transport costs will be sustained.

During this period, PSD projects are most likely to succeed if they are structured to be robust against macro-economic instability and costly logistics. Such sectors could include electricity generation and distribution, consulting services, and supplies to the donor-financed market. 

In the longer run (i.a., after 3-4 years), the framework may be improved and a wider set of possibilities may emerge. The Nacala Corridor (to the Indian Ocean, via Mozambique) may become available, and reduce transport costs. Macro-economic conditions may have improved, and reduce transaction risks particularly for companies that do business with international markets. Infrastructure improvements may have occurred, such as power interconnection with Mozambique and a more dynamic and consumer-friendly telecommunication sector. Malawi will probably have achieved a better understanding of the opportunities offered by the duty-and-quota reforms under the EU’s Everything But Arms (EBA) system and the U.S.’ Africa Growth and Opportunities Act (AGOA). Bilateral assistance will be useful for PSD within all activities that could further these processes. 

With these improved framework conditions in place, Malawi will be in a better position to exploit its resource endowment within sectors such as tourism, minerals, fisheries, and specialist cash crops such as sugar and paprika. The manufacturing sector may be able to regain some its lost territory, for example within the garments sector, where several companies have closed down in recent years. The previous and present parastatals within telecommunication, transport, electric power and agriprocessing should also be able to build better-functioning business models, based on market-oriented principles. 


What can NORAD do ?

Several of Malawi’s structural PSD problems are long-term, and are found in areas where it will be difficult for a NORAD supported program to make a profound impact. The team therefore recommends that NORAD focus on areas of support where programs can be successful within the present set of framework conditions, but which are still relevant in Malawi’s larger PSD context.

Assessments of NORAD’s and the Embassy’s capacity to administer PSD as an additional area of support NORAD were not part of the Team’s mandate. In general terms, PSD support in Malawi will require significant attention and there would be a strategic choice to be made between large (but few) projects and a wider portfolio of smaller, PSD-related activities.

Some options recommended for further consideration are summarised below:


	· Monitor co-financing possibilities within the Nacala Corridor Project

	· Develop pilot BOT/BOO model for infrastructure provision

	· Co-financing with World Bank Privatization and Utility Reform Program

	· Monitor co-financing possibilities within the Mozambique-Malawi Power Interconnection Project

	· Consider second phase of NASFAM project or other involvement in agriculture and fisheries

	· Micro-finance

	· Business Development Services

	· Demand-driven PSD “fund”

	· Mapping of mining resources

	· Support to education in travel-sector management

	· Consider TA to help Malawi in international trade negotiations (WTO, etc.)


What can Norwegian companies and organisations do ?

While Malawi offers all of the opportunities of an underdeveloped market, its small size and volatile macro-economy limits the number of opportunities where Norwegian partners can reach “critical mass” for pro-active project work. In the Team’s opinion, it is most realistic to expect that Norwegian competence can be used in specialist, niche areas, with an emphasis on the donor market.

Such opportunities exist i.a. in the energy business, in consulting, in wood processing, and in import into Norway of products that have become more available within the EBA and AGOA duty and quota reforms. A Norwegian group is already investigating trade in animal feeds. 

Norwegian firms and organisations can also contribute as development partners in donor funded projects. This could relate to almost all of the potential proposals listed by bullet points above. Indeed, introducing the Norwegian business community to Malawi by fostering such partnerships could be among the most efficient routes towards a broader commercial co-operation between Malawi and Norway in the long run.

3 Study on Private Sector Development in Mozambique- Summary
This report serves as a background study for a targeted effort by the Norwegian development cooperation authorities and the Norwegian business society aimed at contributing more to the development of a viable private business sector in Mozambique. It is widely recognized both inside and outside the country that Mozambique needs to develop an economic base that is more export oriented and provides employment opportunities. Furthermore, the country’s economic situation underlines the need for increased inflow of investment capital for long-term investments in the country.

Mozambique is one of the most important partner countries for Norwegian development cooperation. The country is facing enormous challenges of poverty, malnutrition and low health and education standards as well as unfilled needs for infrastructure development. Both public sector budgets and the overall trade balance show large deficits and this, in turn, contribute to very high interest rates. Both deficits are covered by aid grants or loans from development banks. Mozambique is today one of the most aid dependent countries in the world.

Important historical facts about the country reflect the situation today as regards the lack of infrastructure outside the major cities and the three east-west corridors from Maputo, Beira and Nacala. Mozambique was divided by civil war for many years after the colonial period ended and the peace accord is no more than 10 years old. The political culture and political institutions are underdeveloped even by African standards. Corruption is thought to be widespread and politically motivated assassinations have occurred.

Mozambique has left the principles of socialist rule and state control completely and is intent on developing a modern market economy. Attaining macroeconomic stability is a major concern since the state budget to a very large extent is financed by development assistance. Both the financial market (banking, insurance etc) and the market for business services in general are underdeveloped. On the other hand, trade policies are open and continually improving. 

Poverty is widespread and deep in Mozambique and the overall level of education is low. The labour market is extremely two-tiered. The majority of the population is un- or underemployed when at the same time there is an acute shortage of manpower in certain trades. Labour laws are cumbersome and old fashioned and clearly show that the Mozambican civil service is stuck in old fashioned thinking rooted in both colonial days and later years of Marxist rule. As in other countries in the region, AIDS is widespread.

The main problematic area in terms of business climate in Mozambique is to be found in a number of concrete administrative barriers or “red tape” issues. This study focuses on the following important areas that have been debated intensively in Mozambique for some years now:

· Access to land is extremely cumbersome. All land is state owned and the process of obtaining the right to use land for a specific purpose can take many years to complete. Land cannot be used as collateral in bank loans, cannot be sold and has little value. This is an important hindrance for economic developments in general and for foreign investments in particular. The system also favours the big and politically important mega projects that can beat the system.

· Import of goods is complicated, costly and prone to corrupt practices. Mozambique insists on having a system of pre-shipment inspection of all goods. Taxes have to be prepaid and there is one only slow-moving warehouse in Maputo that can be used for imports.

· Employing expatriates in Mozambique is also cumbersome, slow and prone to corrupt practices. A work permit can take years to obtain and individual cases can be treated differently for no apparent reason.

· The domestic labour market is heavily regulated. Firing costs are excessively high and employers are generally very careful to employ new staff for that reason.

· The last red tape issue is the system of business licensing and inspection by different authorities. An industrial license can be complicated and very time consuming and it is difficult to see the practical purpose of the system. 

The main analytical conclusion emerging from the review is that large investment projects are favoured in Mozambique. The mega-projects as they are called in Mozambique, get easier access to land, less red tape problems, they can be financed in foreign banks and they get political goodwill. In addition they are also able to carry the infrastructure costs within the project. This “big project bias” is extremely strong but does not appear to be properly recognized by the government in Mozambique.

Mozambique is a large and sparsely populated country with vast natural resources. The long coastline provides some of the finest beaches in the world; there are rich fisheries and large unused tracts of fertile agricultural land and forests. The country has mineral deposits, coal, natural gas and a hydroelectric potential. Infrastructure development is, however, missing in large parts of the country. This makes large investment projects that can accommodate infrastructure development inherently more likely to succeed than the smaller ones. Chapter 6 reviews areas and industries where it is believed to be a potential for Norwegian investments and increased trade. The team is of the opinion that the potential for Norwegian investments in Mozambique realistically mainly would be participation by the bigger Norwegian companies in the large-scale projects within the energy and minerals sector. However, smaller business ventures based on individuals desire to settle and live in Mozambique are also possible.

The Norwegian financed programme of development cooperation with Mozambique is based on an analysis of the challenges and national priorities, and the need to coordinate the programme with that of other donors and avoid overlapping. The programme covers participation in a health sector, the energy sector, local community development and budget support in cooperation with other donors. In 1999 Norway selected Mozambique for a special PSD focus from micro level interventions through meso level initiatives within institutional development. The PSD focuses should ideally be integrated in the entire programme. In order for the programme to focus even more on this issue and hopefully make an impact in Mozambique on PSD development, the team has listed a number of proposals below:

· Norway should actively make use of the budget support dialogue to focus on PSD issues. Firstly there is need to develop the PARPA
 in the direction of private sector development as an underpinning for poverty reduction. The PARPA as it is today is very much focused on public sector expenditures. Secondly, the donors must more actively bring up the administrative barriers (red tape) issues that are so prominent in Mozambique as a serious concern. It is only through broad based private sector growth that Mozambique will develop a tax base that in the long term can support the public sector programmes now being established in the country by budget support. 

· Mozambique needs active support to participate more in world trade through development of its trade policies, export promoting activities and quality assurance work for exporters.

· Norway should propose and finance a study to map the impediments to the development of a financial market that can serve the private sector better. The piecemeal approach to SME credit by establishing special lines of credit outside the normal banking system will never really be able to correct the underlying problems of the financial markets in Mozambique. This initiative should be well co-operated with other donors

· There is need to promote and finance regional infrastructure initiatives such as rebuilding of the main transport system in the north of Mozambique. This could be potentially beneficial both for Mozambique and Malawi and even Zambia.

· There is scope for more comprehensive use of Norwegian private sector competence in policy reform and institutional strengthening in the form of public-private partnership.

· Norway should initiate new concepts for private sector involvement in the major PARPA initiatives such as large-scale immunization programmes, Anti-AIDS campaigns, teachers training programmes, infrastructure development etc. need additional capacity in an interim phase of development.

· Norway should actively support Norwegian involvement in relevant large industrial projects within areas of competence of major Norwegian companies. 

In chapter 6, a brief review is done of the most important sectors were the team is of the opinion that there is potential for increased Norwegian private sector involvement. These are fisheries and maritime sector, natural gas sector, electricity production and distribution, mining & minerals and others. Under each heading a distinction is made between the potential for:

· Increased trade in the finished products,

· More trade in inputs and investment goods 

· Norwegian investment 

· Involvement by Norwegian companies in the reform issues in the sector
4 Study on Private Sector Development in Sri Lanka- Summary
This report does not focus on the political history of Sri Lanka and its significance for private sector induced growth and employment. We have rather taken a neutral perspective and considered the options of the government of Sri Lanka similar to any government in a parliamentary democracy. Our intention is to  identify ways to assist private enterprises and entrepreneurs in exploiting opportunities and overcoming obstacles in order to grow and create employment and income and thus contribute to reduced poverty. 

The role of the donor community

Before deciding, the donor community should, together with government and private sector associations, identify what these can do themselves without donor support. Above all, the donor community must abstain from any support that may increase bureaucracy, and expand or create new government institutions. Cultural inheritance from colonial times along with the strong post-independence central state control bias, combine towards a resilient position against liberalization of the enabling framework for industry- and service sector development. Such biases in attitudes do not change over night. However, in their planning, donors must take into consideration that the private sector in Sri Lanka in the next few years probably will be exposed to considerable changes in government policies and international trade regimes, above all, if the negotiations between the Government and the Liberation Tigers of Tamil Eelam will reach a peaceful solution. The Government appears to attach high priority to the swift achievement  of stable and reliable peace and order conditions (i.e. normalization) in the conflict areas, and has identified infrastructure rehabilitation as a key area of investments and reconstruction towards this end. However, it would be premature at this point to conclude that the administrative structures and ideological foundations in the conflict areas are in place for this to happen smoothly.  A robust recommendation would be for donors to focus on:

1.
Initiatives to achieve economic growth through non-governmental channels,

2. Streamlining the government's institutional framework to better respond to private sector needs and private sector involvement in the formal sectors of the economy, in planning and policy-making (PRSP and PSD development), 

3. Developing infrastructure services and provide a level playing field for private sector contribution to growth and employment. To facilitate the above, assist in capacity development of the courts so as to reduce the processing time. Assistance in more market-based asset valuation as a basis for compensation would help a long way, and at the same time reduce the number of compensation court cases and the volume of out-of-court settlements between large corporations and small land-owners.

4. Redesigning of the business support and business development service providers so that they can effectively serve the needs of individual SMEs.  SMEs should be given high priority in a productivity enhancing, poverty reduction focused development framework.

What can NORAD do?

Highest priority should be on facilitating the development of small and medium-sized enterprises (SMEs). The study has identified the legislative and regulatory framework along with its supportive institutional and administrative setting as major obstacles to entering the formal sector, and to be excessively high for SMEs in Sri Lanka, thus representing a major impediment to the transition from a low productivity- informal sector-based economy to a newly industrializing country. In general, we recognise that major new funds are not readily available and that the embassy has limited capacity to take on new programs. We therefore recommend co-financing with other donors and support through private sector organisations that are largely self-going. Against a setting where peace, relief, rehabilitation and reconciliation are the highest priorities for Sri Lanka today, the Team has arrived at the following long list of recommendations for NORAD’s consideration to be based on employment impact in a cost-effective manner:

· Assist counterpart institutions in land, property and chattel registers, possibly in co-operation with Norwegian institutions, and continue co-operation in standardisation, certification and quality assurance.
· Assist in establishing a sound relationship between trade unions and employers associations, as labour law and labour relations are high on the list of obstacles for private sector led growth in Sri Lanka, especially for SMEs, and represent an area where experience from Norway could be of considerable value.


· Assist GOSL as well as the private sector itself to improve working conditions including safety, health and the earnings of workers, together with child labour. Technical assistance could be directly to the institution concerned or through ILO.

· If requested, support other donors in reforms of public requirements regarding local adherence to prevailing standards and international best practice in accounting and auditing; As practised today the present system deprives GOSL of significant income in the form of taxes and do not offer a level playing field. 

· Assist in privatization of public utilities, especially in the power sector. Whereas a highly competent utility regulator is required to secure efficient and effective provision of the various infrastructure services where natural monopolies or limited competition tend to dominate, it does not automatically follow that a multi-sector utility regulator is the best solution to handle such complex issues in a developing country. Separate utility regulators for each sector could prove more effective and efficient in this case. Norway has pioneer competence in electricity.


· In a post conflict situation, assist with grants or mixed credits to power transmission and distribution to areas severely impacted by the armed conflict as this may not be commercially viable for a long period.


· Consider institutional co-operation in oil exploration, if this should become interesting commercially.


· Assist in construction and maintenance of rural roads since provision of reliable all-weather village-to-market roads arguably constitute the most cost-efficient means of reducing poverty in south Asia, see Fan et al (1999). Norwegian expertise is considerable, and co-financing with a multilateral developing finance institution such as ADB should be considered.


· Consider assisting in IT/ICT where a relatively well educated workforce has a good potential to compete internationally through GOSL or Sri Lanka Institute of Information Technology.

· Through co-financing with other donors, assist in making vocational and technical training, marketing and business management education, and business development services  (BDS) programs more responsive to private sector needs, especially support to the training of middle-level managers at commercial and technical schools. 

· In view of severe challenges faced by Sri Lanka in certain export markets, provide technical assistance in capacity building in private export associations and appropriate, public export facilitation agencies, if sufficient donor assistance is not already provided. Especially important in exports of textiles and apparel, representing a potential for growth, for large enterprises as well as SMEs, provided that the government and the export associations are doing their part with respect to the national and international framework.

· Such facilitating and enabling support is also needed in the potential growth markets for high value agricultural produce such as flowers, horticulture products, spices and herbs. A large share of the potential job creating SMEs will be agro-based, and institutional support with local BDS to individual entrepreneurs is vital for their willingness to establish and expand.


· Offer continued support to private sector associations and chambers of commerce provincially with respect to their contribution to an improved enabling environment and a level playing field, directly through services (including BDS) offered to their members and indirectly through focusing on productive growth in their advice to government. Professional associations have a potential to play a more important role in expanding the concept of corporate governance thereby contributing to improved investment climate in the country. Support in the area of accounting and auditing could be looked into, as indicated above.

· Assist SME development through GOSL and the private sector with respect to acceleration of the ongoing restructuring efforts aimed at more targeted  provision of BDS to SMEs, i.a. with respect to preparation of "bankable” project proposals for financing.
· While there is clearly no shortage of donor programs in the enterprise development area, most programs with an enterprise focus have emphasised credit. While the aggregate supply of credit is not the bottleneck, there are severe credit market gaps to be filled: The present credit market provides only very short term capital; capital for longer term loans is virtually non-existent. The capital market for expansion of existing corporations in the SME-sector is also missing.  To assist in closing these gaps, co-financing with ADB is suggested.

· Consider institutional support to Sri Lanka's efforts to define its rights to marine resources beyond the 200 miles EEZ, supporting institutional co-operation with Norwegian institutions in the assessment of fish stocks and training in that respect, as available data are old, and if requested, in finding a cure for the shrimp disease, and in the substitution of dried fish imports with locally produced dried fish. In the latter, financing of competence from outside Norway may be looked into, for example from Iceland, FAO or Infofish.

Areas of interest to Norwegian private sector investors
In addition to areas indicated above, Norwegian investors may want to look into possibilities:

· In manufacturing and exports of electronics and light industries, and the production of tools, toys and paper products.


· In export industries, fisheries processing and trade, the development of new green plants, fruit and vegetables for niche markets, and IT-sector products. Tourism holds a tremendous potential, but it can only be realized once foreigners believe that peace is permanent. 


· In fisheries, where areas of potential interests include upgrading of harbours, boat building, cold stores, production of fishnets and other equipment, farming of tilapia and joint-ventures in the offshore fisheries, as well as hatcheries, feed meal plants, shrimp cultivation, and in adding value in shrimp processing for exports.


· In infrastructure development, where private investors may be interested in energy supplies and exports (electrification and natural gas exports), telecommunication, transportation including roads, waterways, railways, air traffic and port services, and the handling of fish products for exports. 


· In particular, in the development of coastal transportation, where local private developers consider introducing fast craft ferry services as an alternative to public commuter transport on land, and for transport between the airport and coastal holiday resorts. This would be in line with official plans as inefficient slow moving traffic in and to/from central Colombo imposes severe external costs to producers and consumers. Private investors are welcome. This is an area where Norwegian designed crafts have proven competitive, and could be of interest for joint ventures if such operations prove feasible.


· And in particular, transmission lines for data which represent a bottleneck in terms of both inadequate quality and too high prices. It would appear that Norwegian competence and technology could find a market connected to the setting up of a broadband network in Sri Lanka.


· The match-making program for the development of SMEs in Sri Lanka through partnership with Norwegian SMEs, and Norfund, possibly with the involvement of Tamils in Norway who may want to repatriate and start a business.

5 Study on Private Sector Development in Tanzania- Summary
Why is Private Sector Development (PSD) needed ?

Tanzania has launched ambitious targets for poverty reduction. Its “Vision 2025” policy document spells out a goal of halving poverty by 2010, an eliminating it by 2025. The Poverty Reduction Strategy Paper (PRSP), which has been agreed with the World Bank and the International Monetary Fund, supports these goals and defines targets for increased expenditure within key priority areas such as education, health, and rural roads. 

Significant economic growth will be needed to attain the poverty reduction targets, and to finance the increased spending within social sectors. A real increase in Gross Domestic Product of 6% p.a. has been assumed for a sustained period between 2004 and 2020. Such growth rates, over such a long period, are higher than those achieved by developing Asian countries from 1984-2002. 

Following far-reaching reforms, the Tanzanian state has abdicated from much of its previous productive activities, and will continue to divest productive assets. The private sector is basically left to generate the economic growth needed to achieve the poverty-reduction scenarios. It is a nascent sector, where both managers and staff are still finding their way out of the parastatal legacy.

Which are the constraints ?

The Mkapa government, which came into power in 1995, has launched a wide-ranging set of PSD-friendly reforms. The country now has a more liberal regime for the private sector than at any time since the early 1960s, and Tanzania scores high on regional comparisons for optimism and improvement of the business framework. Recent growth figures in Tanzania have indeed been promising – at around 5% p.a., while inflation has at the same time been reduced to 4.7% p.a. (March, 2002). 

Some observers question the accuracy of the GDP figures, but even if they are taken at face value, some caution is required. Tanzanian companies still spend much of their resources on trivial problems that have to do with poor infrastructure, inefficient public service, widespread corruption, lack of skilled personnel, slow customs clearance, and intricate and constantly changing tax and levy regulations on both central and local government level. 

Most Tanzanian companies reach a ceiling for their growth as there is no capital market or corporate tradition to transform them beyond the family business model. The cost of inputs such as electricity, telecommunication, credit, transport, insurance, etc. are high, even by regional standards. Companies that introduce more sophisticated processes for manufacturing or further processing must consume progressively more of these high-cost inputs and find it hard to compete with imported goods.

Structural inefficiencies that hinder Small and Medium Sized Enterprises (SMEs) from evolving into larger companies are among this report’s main concerns. The largest companies can better deal with the problems described in this report, i.e.relating to governance on political level, and can better afford to acquire scarce human capital and other production factors.  

Is PSD assistance justified ?

Because of the obvious constraints, coupled with Government of Tanzania’s policy commitment to reform, the Team is confident that PSD support is well justified in Tanzania. Recent experience has shown that very tangible results can be achieved in a remarkably short time, when interventions are well founded. This has been the case in the financial sector, where Tanzania has developed one of the region’s most attractive foreign-exchange regimes, and attracted five well-known international banks and around 20 different second-tier banks, within less than a decade.  This has contributed to a tenfold increase in Foreign Direct Investment in Tanzania since 1990. A similar rapid development is seen within mobile telephony, where three private companies and one partly privatised company quickly expand their services at a rate of 5000 new customers per month.

Where can NORAD assist ?

Tanzania and Norway have agreed on new guidelines for future co-operation between the two countries which implies moving further towards increased budget support and sector programme support and concentrating the co-operation in fewer sectors than before. During the process that led to this conclusion, PSD was considered in a dedicated study carried out by Nordic Consulting Group in 2000. PSD was subsequently not given the status of a main sector within the Tanzanian-Norwegian co-operation framework, for which a Memorandum of Understanding was signed as late as 4 June, 2002. The Team has taken this process into consideration, but has not been restricted by it.

One of the main findings of this study is that several programs within NORAD’s existing Tanzanian portfolio already address issues which feature high on the PSD agenda, and that these programs can become even more efficient vehicles for PSD support with only modest enhancements or modifications. This will enable NORAD to forward PSD without significant allocation of new manpower, and without introduction of new concepts in its development dialogue with Tanzania. In addition, there are several interesting co-financing options, i.a. with Sweden, that deserve consideration.

The Team recommends that the following options are considered further;


Education sector:

· Expand education activities to forge closer links between business and university education, and modify curricula to suite the needs of business (can involve contributions from Norwegian education institutions);

Road sector;

· Expand activities within rural roads to enable local contractors to be shortlisted and qualified for more complex road construction tasks, and develop a domestic contracting and engineering capacity in the wake of the large road investments that will be made over the next five years (can involve transfer of know-how from Norwegian contractors, consultants, and road authorities, all of whom are already familiar with the Tanzanian road sector);

Rural development:;

· Expand activities within natural resource management to foster more appropriate legislation for plantation forest (can involve Norwegian legislative experts, and will benefit companies who work in the forest sector);

· Support to the ENTCOOP program (involves the Royal Norwegian Society for Development);

Good governance;

· Continue support to good governance, and consider extension of the agreement in Legal Sector Reform/Quick Start Program;

· Encourage an improvement in the tax system by harmonisation of taxes on local level with those at the central level (can involve Norwegian institutions such as Statistics Norway and Ministry of Finance);

· Continue support to anti-corruption strategy. NORAD should also continuously consider its role in ensuring fair tender procedures in procurement in donor-funded projects.

· Consider co-financing with Sweden, on programs such as BEST, legal reform, and advocacy.

· All of the above possibilities seem in line with Tanzania’s development policies (either in the PRSP or in the Tanzania Assistance Strategy). All possibilities also seem in line with NORAD’s policy documents for PSD support, while none seem fully financed from other sources. Most of the proposals are particularly relevant for Small and Medium-Sized Enterprises (SMEs). It is assumed, though, that Phase II of this study will reveal more of the details related to Norwegian business organisations or enterprises. 

Conclusions and recommendations

1. Tanzania has introduced several PSD related reforms, but the business community is still frustrated by lack of pace in implementation and by several remaining constraints. At the same time, Tanzania’s poverty alleviation goals cannot be achieved without significant growth generated by the private sector, and Government of Tanzania has a positive attitude towards PSD. It is therefore believed that PSD support is needed, that it is relevant for poverty alleviation, and that it can be successful within the present policy environment.

2. Much of Norway’s ongoing assistance to Tanzania is relevant for PSD. The business community indicates that issues such as education, infrastructure and governance are key constraints to development of the sector.

3. NORAD can therefore stimulate PSD as a cross-cutting issue in its co-operation with Tanzania, through enhancements and additions to its sector support within (higher) education, roads, natural resource management, and good governance (particularly taxation and anti-corruption). This will be possible within the scope of the present Memorandum of Understanding and by extensions of existing agreements. In addition, co-financing possibilities exist.

4. Norwegian institutions might have the capacity to contribute as service providers and development partners within all of these areas. This should be considered not only for public and semi-public Norwegian institutions but for private companies as well.

5. NORAD should make further investigations at a more detailed level to determine the viability of the suggested activities. The part that is relevant for Norwegian business organisations or enterprises should coincide with Phase II of this study.

6 Study on Private Sector Development in Uganda- Summary

Economy and Resources

· Uganda has a well-developed policy framework for poverty eradication through the Poverty Eradication Action Plan (PEAP), and for an important driver in that process, namely the private sector. The Medium Term Competitive Strategy (MTCS) identifies key constraints for PSD, and outlines a general plan for how to address these. MTCS particular strong points are the commitment to PSD and a solid PSD analysis. 

· Uganda has implemented an ambitious programme of macroeconomic stabilisation and structural reform. This has led to stable and high GDP growth averaging 6% last four fiscal years. Inflation is less than 5% annually. However, reduced coffee prices and increased oil prices have led to deterioration in the terms of trade, and subsequent loss of income. The biggest exporter in 2001/2002 was fish, while coffee export receipts decreased from USD 306 mn in 1998/99, to USD 84 mn in 2001/02.


· A major macroeconomic problem is the low level of government revenue (12.7% of GDP), which implies a high level of donor dependence. Donors cover about half of total GoU expenditure. 


· The poverty headcount has been reduced to 35% of population in 2000, from 56% in 1992. However, there are significant regional variations. Areas affected by conflict, like the north, are particularly deprived. Poverty has a clear gender dimension, with women being worse off than men. 


· The economic structure is typical for a development economy.  Agriculture is the largest sector, but with low productivity. Substantial natural resources are present, above all within agriculture. The large work force has limited skills, with acute shortages in technical and managerial areas. Local markets are small, with limited purchasing power. Finally, it has a difficult business environment, limiting investments and integration in the global economy. 

· Comparative advantages are concentrated in agriculture, but Uganda also has good potential within tourism, energy and minerals. GoU has named the following sectors as strategic for exports: Coffee, tea, livestock, fish, cotton, horticulture, irish potatoes, and information and communications technology. 
· The overall analysis indicates four key challenges at the macro-level for Uganda with relevance to development of the private sector:


1. Low government revenue collection, that threatens Uganda’s ability to fund its own development and that makes it vulnerable to shocks. The resulting demand for resources by GoU risks crowding out the private sector. 

2. Increasing under- and unemployment that will be exacerbated by current population trends. 

3. Investments, that needs to be accelerated to generate necessary growth. MTCS targets annual private investments in the order of at least of 20% of GDP, as compared to the current 12%. 

4. Slow moving export sector, dependent on traditional cash crops. Increasing exports is a necessity, as the thin local market cannot drive sustainable growth. 

Private Sector Business Context
· While Uganda faces a number of challenges in creating a business friendly environment, the country has made good progress in several key areas. Since 1999, two areas that have noticeably improved are power and commercial justice
· The MTCS has not been implemented quite as expected, and it is not likely that a particular basket will be established. Given the complexity of all the issues involved in the plan, initial expectations were excessive. A revitalised MTCS could be redefined as a strategic framework, with administration focussing on monitoring and marketing. Creation of a large superstructure must be avoided. 

· Infrastructure remains a major headache, particularly transport. The absence of a reliable and cheap transport alternative for exports of bulk goods is a fundamental constraint for private sector. Power and telecom have improved considerably, but needs to be spread to rural areas. 

· Of other constraints, the financial sector continues to frustrate development, with tight credit, costly capital and little access to investment loans. Commercial justice has improved somewhat, but corruption and inefficiencies still make it difficult to enforce contracts and collect debts. The commercial registers are under-performing. Tax and customs administration remain problematic, and red tape is still visible. Micro and small businesses face particular challenges, especially women owned.
· Main business environment themes for UGNIS are considered to be:

1. Improving infrastructure facilities is key to attract investments, improve competitiveness, and to spread growth outside of Kampala.

2. Fighting corruption and improving governance, is another cross-cutting theme that would benefit small and large enterprises alike
3. Improving MSE framework, where the potential for dynamic growth is largely untapped, and an area where woman are heavily engaged. 
4. Developing competitive exports, as increased production by farms and enterprises will be useless without markets to sell the goods and services.

The Donor Context

· Numerous donors are involved in PSD, with USAID, EU and DFID being major partners. Main priority areas like trade, competitiveness, commercial law, SMEs, and microfinance are all well supported.

· NORAD through UGNIS is involved in energy, microfinance, UNIDO’s Integrated Programme, commercial justice and the enabling environment. Most activities have been implemented in accordance with the initial Action Plan, but a concern is fragmentation of the portfolio. 

· The main criteria used for suggesting key areas for future Norwegian support are:

· All key areas must be included in the MTCS, and given priority by GoU.

· Key areas must have the potential to spread economic growth, and to reach poorer sections of the population

· Key areas should be in accordance with what has been assessed as crucial for private sector development in this analysis.

· Future areas of concentration should preferably link with ongoing UGNIS efforts, and possibly with other active NORAD areas.

· Key areas should take account of other donor efforts, and NORAD must be able to find useful roles within the chosen area.   

· The selected areas should to the extent possible benefit from existing Norwegian public and private competence. 

Possible Future Areas for UGNIS

· Governance, which is considered a key element in creating a conducive environment for investment and production. Suggested main initiatives are:

· Commercial justice, comprising general governance related initiatives, as the current commercial justice basket. Institutions of interest include the commercial registers, in particular the Land Registry, that are in dire need of reform, and of particular relevance for women’s property rights
· Corporate Governance, i.e. the business behavior of individual firms. The current cooperation between FUE and NHO, and LO and NOTU, can possibly be used as a platform for expanded initiatives.
· Energy, as improving the energy situation is a priority, particularly with regard to rural districts. Norway has sound expertise, and long standing cooperation in Uganda in this sector. Suggested main initiatives are:
· Institutional support to restructuring, involving continued support to regulatory institutions and issues. 

· Infrastructure development, that includes rehabilitation of substations, and in the future, possibly support to electricity transmission. 

· Energy for Rural Transformation (ERT). There are several possibilities, but contribution to the future Rural Electrification Fund is one option. 

· Development of local contractors and suppliers. The massive investments in electricity should be used to encourage development of indigenous businesses.

· MSE and Entrepreneurship development, as distribution of benefits of economic growth to a large degree is a matter of developing the MSE sector. Their needs are diverse, which is reflected in the suggested main initiatives:  
· Microfinance. Future efforts within microfinance should preferably be directed at the regulatory side. 

· UNIDO SME development, with several SME initiatives of interest, a) the Integrated Program where NORAD supports two the Food and Textile Industry components, b) Cleaner Production Center, and c)  UNIDO Women Entrepreneurship Program.

· The PSD/Micro and Small Enterprise Unit in MOFPED. A centrally placed unit in the Ministry for PSD, with responsibility for following up the MTCS. 

· Business Development Services. Several initiatives are underway (UNDP, EU and DFID), and others are on the planning stage. MOFPED assesses establishing a coordinating forum similar to what is done in microfinance.
· Trade and Export, as Uganda must export to expand its economy and employ its resources:

· Export competitiveness, diversification and product development.  The main GoU thrust is now the Strategic Exports Initiative, to boost exports of selected commodities. More direct, lower level initiatives of interest include the Agribusiness Development Center (ADC). 

· Regional and international market development. A broad area where Norwegian assistance comes through several channels. Experience with JITAP at the country level should be reviewed, and the need for Norwegian technical assistance assessed. Further, initiatives for extending the cooperation within EAC in PSD matters could be subjects for assistance. A priority would be any effort to improve the regional infrastructure situation.
· Increasing PSD capacity at the embassy is considered important in the event of a more pronounced UGNIS portfolio, with a larger involvement of Norwegian businesses. There must be ability to follow developments on the PSD scene, and participate in the regular discussions. A pro-active approach is needed if the resources employed through NIS and the UGNIS are to be used efficiently.
· Any activity in Uganda carries risk. In case of a PSD programme, the types and sources of risk are quite similar to what they are for private investors. Any event making life more difficult for private enterprises is likely to have adverse effects for a donor PSD effort. The major areas of risk are considered to be destabilisation of the macro-economy, and political risk. 

Contributions to PSD from Norwegian Enterprises 

· In general, possibilities for extensive Norwegian engagements in Uganda are not easy to identify. With a few exceptions, Norway has commercial actors in most of the sectors that Uganda defines as priority. However, not all companies are internationalised to the degree that they could easily take up the challenge of doing business in Uganda. There may be possibilities in specialised market segments, as there here are numerous markets that are un-serviced or only partially covered, as compared to developed countries.
Some relevant sectors for Norwegian involvement is considered to be energy and electricity, governance, agro-processing and food industries, infrastructure, water & sewerage, forestry and plantations, wood processing and furniture making, fisheries and fish-farming, mineral development, education and vocational training, tourism, and consultancy services.

7 Study on Private Sector Development in Zambia- Summary

Zambia has a PSD friendly policy, and Norwegian support to agriculture, road construction, electrification, and the financial sector is highly relevant. 
Zambia has been an African pioneer in market oriented reforms, and has already implemented almost every possible liberalisation option, except large tax and excise cuts or completely tax-free special zones – both of which are now being considered. However, because the country has lived in a macro-economic “state of emergency” for over a decade, its private sector has failed to respond to the many good efforts of its legislators. 

Zambia’s business environment has several strong sides, including peaceful labour relations, modern legislation, comparatively low-priced electricity, and abundant land. The agriculture and tourism sectors could unleash considerable potential under a scenario with a normalised monetary framework, and with more efficient courts that practise more reliably the modern laws that have been passed. This would afford Zambia with much-needed diversification away from mining and subsistence agriculture. However, to achieve this it is also necessary to diversify the infrastructure network, which is at present mainly set up to service the mining sector. 

Norwegian support to infrastructure development such as roads and electrification would therefore be highly relevant for PSD, particularly in locations with a potential for tourism, agriculture and other non-mining industries. In addition, Norway could consider to provide assistance to avail the lack of affordable financing for private-sector projects, and to individual diversification proposals. Norway already supports roads and agriculture, and assistance could be provided through extensions or amendments to existing agreements. 

The potential for commercial co-operation with Norwegian companies – unrelated to the bilateral donor program(s) – is limited.


Zambia has one of the most liberal economic policies in any of NORAD’s main partner countries. Zambia’s manufacturing output has been reduced significantly, particularly during the early 1990s, when the country was among the first in the region to abolish quantitative restrictions on imports and to introduce a free currency regime. Some of Zambia’s largest trade partners, such as South Africa and Zimbabwe, still regulate currency markets. Only in recent years has Zambia’s industry been afforded reciprocal access to other markets, with the development of COMESA FTA, AGOA, EBA, and other trade reforms. However, the downsizing of the manufacturing sector was not only a result of “first mover disadvantage”. Pre-reform Zambia had developed a particularly inward-looking and inefficient industry of which many of the key companies have proved difficult to privatize. 

The new Mwanawasa government appears committed to maintain the market-friendly policies of the previous regime. This approach permeates important policy documents such as the PRSP, and creates a good policy fundament for Norwegian support to PSD.

The budget deficit is still draining the capital market, and interest rates are among the highest in Africa. The estimated deficit for 2002 is 7.2% of GDP. Zambia has agreed with the IMF and the World Bank that the deficit should be financed without domestic borrowing by 2003, but this may not be achievable. Government now borrows more from domestic sources (through government bonds and treasury bills) than the entire private sector combined. Weighted lending rates are presently 55% p.a., while average inflation during the last 12 months has been 18%. The real interest rate (37% p.a. in kwacha, and around 30% in US$ terms) has almost put an end to long term investments, and capital flows are mostly confined to working capital. In addition to the high cost of financing, there is therefore a lack of depth in the product range of the financial sector.

Two external shocks this year: copper crisis and food crisis. Zambia has two major economic sectors; mining and agriculture. They make up around a quarter of the country’s GDP, and other sectors such as manufacturing, transport and trading derive much of their activities from these primary areas. 2002 has been a bad year for both. 

Copper prices are now at around US$ 1500 per tonne, compared with up to US$ 2000 per tonne in 2000. In January 2002, Anglo American Corp. of South Africa declared that it would write off US$ 350 million in sunk investments and pull out of the Konkola Deep Mining Project. The incident has caused widespread pessimism in the mining sector, although it will have no immediate impact on copper production (Konkola Deep was not scheduled for operation until 2005). The move will have an immediate impact on GDP because of the loss of possible activity in the construction sector.

In agriculture, the maize crop in the southern region was almost a complete failure and total production estimate is now 600,000 mt, compared with 900-950,000 mt in a normal year. This is the second year in a row with bad maize harvests in Zambia. Maize prices are already higher than US$ 200 per mt, which is very unusual for this period, just after harvesting. More than 2 million people may need emergency food relief.

Realignment and expansion of Zambia’s infrastructure is a huge task. Zambia’s infrastructure was developed for a mining economy. The country has a “spine” that stretches from Copperbelt via Lusaka to Kariba and Livingstone. This axis gives Zambia one of the highest urbanisation rates in Africa, and the Copperbelt itself is Sub-Sahara’s largest industrial area outside of South Africa. For example, the Copperbelt alone consumes twice as much electricity as Tanzania or Mozambique. 

Zambia’s infrastructure problem is that many of its most valuable resources for “new” economic activity – notably tourism and non-conventional agriculture – are located beyond the reach of the existing infrastructure. In agriculture, this has resulted in the concentration of promising export-based activities (cut flowers and vegetables) within a radius of 100 kilometers from Lusaka Airport, where complete cold storage logistic lines are feasible. Commercial agricultural produce that do not need cold storage (e.g. coffee, cotton, and paprika) has developed on a more dispersed scale, but not to the extent that resources and markets would allow. In tourism, Zambia’s best parks (Kafue, Luangwa, and Lower Zambezi) are virtually inaccessible during the summer rains, and two (North Luangwa and Lower Zambezi) can only be accessed with guided operators even during the dry season. Development has therefore been centred around Livingstone (near Victoria Falls), where both road and air access is available. Combination trips from Livingstone / Victoria Falls into the wildlife parks would be available with better roads, and would be welcomed in the market now that many travellers will be reluctant to combine with attractions in Zimbabwe. 

Zambia has a strong competitive advantage for trade with D.R. Congo. The Shaba (previously Katanga) province in D.R. Congo has 7.5 million inhabitants who are logistically much closer to Zambia than to the rest of D.R. Congo. Trade with D.R.Congo is very risky, and purchasing power in the Shaba Province is even lower than in Zambia, but there is a huge market for basic commodities such as vegetables, sugar, washing powder, car parts, etc which can be re-exported from Zambia or grown there.  There is also a potential for supplies to the Shaba Province’s mining company, Gecamines, especially if it increases its capacity utilisation over the present 10%. 

The impact of the Zimbabwe crisis is unknown. Zimbabwe is among Zambia’s largest trading partners, and the only COMESA country with which it has a significant deficit. The future of the trade depends very much on the currency situation in Zimbabwe, which is at present heavily distorted. Cheap Zimbabwean imports may therefore continue to crowd the Zambian market in the short run. However, since Zambia had already taken measures to ban a number of important Zimbabwean imports before the crisis escalated, the impact is unclear.

Unlike Mozambique, Zambia has not yet made official attempts to attract any of the 3500 farmers who have been evicted or face eviction from Zimbabwe, despite the fact that most of them possess precisely the experience in commercial, export-oriented agriculture that Zambia looks for. The Zimbabwean farmer population by far outnumbers the present Zambian commercial farms.

Good policies have been nullified by high interest rates, poor infrastructure and unreliable judiciary. 

Zambia’s strong and weak points as an investment destination are summarised below;

	
	Strong sides
	Weak sides

	Financial transactions
	No currency restrictions, which is not the case neither in South Africa nor Zimbabwe. 
	Interest rates higher than in any country in the region except Malawi. Poor tradition for debt service.

	Land
	Abundant land available, including high-quality land for farming.
	Numerous land disputes. No title on Communal Land, which is 94% of Zambia’s area.

	Investment incentives
	Important projects receive tailor-made incentives at line Minister’s discretion
	No incentive system after tax and duty concessions were abolished.

	Trade
	Excellent position for trade with the Shaba (Katanga) province in D.R. Congo provides opportunity along northern border. 
	Overvalued Zimbabwean currency distort trade to the disadvantage of  Zambian manufacturers along southern border. Trade with Angola restricted by logistics along western border.

	Governance
	Very market-friendly policy during last decade, confirmed by new Government, which has also taken a hard public line against corruption.
	Slow-moving courts, prone to influence. Sporadic misuse of administrative powers in areas such as immigration.  High-level corruption has caused “trickle-up” effect and diminished “trickle-down” effects. 

	Transport
	No less than seven alternative access corridors to the sea. Return cargo over Durban now cheap because of higher northbound (import) volume.
	Extremely high domestic costs for overland transport for producers outside the infrastructure spine.  Land-locked country with high access costs for bulk products, even though many corridors are available. 

	Energy
	Electricity cheaper than in most neighbouring countries. 
	Fuel market distorted by previous parastatal distributor, and costs high because of high excise taxes and possibly because inefficient domestic refining at Indeni has been protected.  

	Human resources
	Low labour costs, even by regional standards
	Lack of both managerial and vocational skills.

	Women’s role in PSD
	Strong female involvement in trading, which is less affected by high interest rates. Female preference for 30% of land allocated to PSD. No legislative impediments against female entrepreneurship found. 
	Few women have formal-sector managerial positions. Few women own businesses of any size.


The SME sector and informal sector can be recruiting grounds for business development. However, the potential should not be exaggerated. 

Since liberalisation of the economy, Zambia has seen a large rise in the number of informal businesses, particularly in petty trade and services. These activities can potentially evolve into small or medium sized companies, and subsequently into larger companies. The potential for this to occur should not be over-estimated, though. The majority of informal-sector “entrepreneurs” have become self-employed because there is no formal employment to be found.

The road sector should be a cornerstone of Norwegian support to PSD. Zambia has recently adopted a National Transport Policy which is seen by most donors as a considerable policy improvement. It has caused both World Bank and EU to resume co-operation within the road sector – an area which donors have been apprehensive about since 1997. 

The PRSP has prioritised 70% of its budget for tourism development to roads. Norway should consider to support road projects within the four focus zones for tourism: Kafue, Mosi-u-Tuniya (Livingstone/Victoria Falls), Lower Zambezi, and North and South Luangwa. Road projects adjacent to agricultural developments should also be considered. However, the agricultural sector’s demand for transport services is quite complex and it is not seen as feasible to define priority areas in advance – rather, NORAD could consider agriculture-motivated road proposals on a case-by-case basis. 

RoadSIP-II has an estimated budget of US$ 800 million in road sector investments. This is a considerable market opportunity for local contractors, and an increase over the ROADSIP-I expenditure of US$ 500 million, part of which may not be utilised. Norway should consider to support local contractors in developing the skills and corporate capacity required to participate in some of the larger road projects – mainly as subcontractors. Norway could also help local contractors by arguing against packaging of RoadSIP-II contracts into lots that are too large to be manageable for local contractors. Established, international road contractors with a tradition for quality are presently facing hard competition from low-cost contractors from other emerging economies.

Support to the financial sector and business development services can be considered, but a cost-and-product study should be carried out first. Many well-intentioned efforts to improve the PSD environment can be rendered futile if the financial sector fails to deliver financing products that enable Zambian businesses to develop. There is currently a “product gap” in long term financing, which is probably additional to the cost problems that are inherent in the high interest rates. Evidence to this effect could be seen from the experience from e.g. Tanzania, where interest rates have come considerably down but where the commercial banking sector has still not responded by offering long term financing to any significant extent. 

There is also a “product gap” in subsidised money for activities that often receive government grants in industrialised countries (such as Norway); product development, market development, skills development, technology adoption, etc – i.e., Business Development Services (BDS). Government of Zambia has no resources for such activities, while very few donors provide anything other than strictly commercial-terms financing directly to companies. 

It is recommended that NORAD carry out a cost-and-product study as a scoping exercise for possible support to a matching-grant scheme. This study should identify the main cost drivers in the financial sector, and assess how feasible it is for a donor-funded program to reduce the cost of financing. As a second step, the study should forecast the availability of financing products, under a scenario where interest rates have been normalised. NORAD could support initiatives both to reduce the cost of selected cost drivers in the financial sector, and initiatives to stimulate product development. 

The PRSP supports large-scale agriculture and sees outgrower systems as the way forward to “roll out” commercialised farming among smallholders. NORAD should support this process.

The PRSP attempts to create synergies between commercial farms and small-scale agriculture, by developing “outgrower systems” (contracts where a large farm provides inputs such as fertiliser, seeds, and pesticides to small units, in return for buying their products back at defined terms). These systems have been comparatively successful in Zambia, but on a quite miniscule scale. 

Crops such as paprika, cotton, coffee and vegetables, which are promising export products from Zambia, are suitable for such schemes, provided that two issues are resolved; (i) a contractual framework which prevents side-selling, while at the same time protects smallholders’ interests, must be developed; and (ii) financing must be made available to the large-scale farms who manage the outgrower models. 

Norway can provide support on the first of these issues by continuing present support. Norway could also consider to assist on the second issue, with funds for capital financing, provided that a workable fund management system can be worked out. The latter should preferably be in co-operation with other donors, and be instigated when an adequate framework between growers and operators has been achieved. 

However, NORAD should also support the development of alternatives to the outgrower model, which – though prioritised in the PRSP, may not be the only way forward for all crops. A too single-minded focus on the outgrower model may not encourage the diversity that Zambian agriculture needs. Independent producer groups could be a feasible alternative, particularly for import substitution for products where existing processing capacity can be rented in Zambia (e.g. poultry, dairy, soycake, juices, marmalade, etc.). 

Rural electrification should be considered. Zambia is currently negotiating a contract with Nampower, a commercial developer, for electrification of Mkushi Farm Block. Several similar concessions could be envisaged, and would stimulate increased agricultural production through irrigation, which is 5-6 times cheaper with electricity than with diesel pumps. Areas with a potential for irrigation-dependent crops such as wheat, long-staple cotton, and vegetables should be given priority. NORAD could support both feasibility studies and Build-Own-Operate packaging, and capital subsidies (since many projects would not be financially attractive at full cost). A telecommunication add-on could also be considered, on a case-by-case basis. For producers of perishable products such as vegetables, communication and market intelligence is paramount.

Diversification is Zambia’s main PSD concern. NORAD should provide case-by-case support.  NORAD could support initiatives to promote diversification, both inside and outside the Copperbelt. Examples include business plans for wood processing, and for revitalisation of aquaculture stations. A wide set of diversification proposals has recently been presented at a World Bank funded workshop in the Copperbelt.






� In accordance with the definition used by the Government of Bangladesh, this report has adopted the following categorisation of enterprises:


Microenterprise – one to 9 employees


Small enterprises – 10 to 49 employees


Medium enterprises – 50-99 employees


Large enterprises – 100 or more employees


� / Measured as Official Development Assistance (ODA) per unit of GDP. ODA per capita is not higher in Malawi than in several other African countries.


� The Parpa is a plan to reduce poverty and is the main policy document of the government 
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