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importance of SMME development and hence
taken cognisance of issues of financial
assistance, which have been hindering the
growth of such businesses in the country.

MICRO, SMALL AND MEDIUM BUSINESSES
DEFINED

he Small, Medium and Micro Enterprises

Task Force (April, 1998), has developed
definitions for the three business categories. For
all intent and purposes, this paper shall assume
definitions that have been adopted by the
Botswana Government as drawn from the
recommendations of the Task Force.

Micro-Enterprises

“A mi ise i rise which has
‘A micro-enterprise is an enterp

less than six workers including the owner and

an annual turnover of less than P60 000”
(approximately US$ 10000:Chapter 3: 9).

Small Enterprises

“Small enterprises employ less than 25 paid
employees, and have an annual turnover of
between PGO 001 and PI 500 000
(approximately US$250 000 as the limit:
Chapter 3: 10). .
Micro and small business enterprises can
be defined in various ways but the common
denominator in all of these definitions is that
they employ few persons and are chamcterizefi
by small amount of capital and turnover. This
is a point amplified by the United States
Committee for Economic Development
(USCED) in their description of small busincss
enterprises. USCED states thata small busu?ess
will have at least two of the follawing

characteristics:

Managers are also owners;
Owners supplied capital;

Area of operation mainly local; and
Small in size within the industry.

® ¢ ¢ o

Medium-Sized Enterprises

“Medium-sized enterprises employ less than
100 paid employees and have an annual wrnover
of between PI 500001 and P8 000 000"
(approximately US$1.3m as the limit: Chapter
3:10).

The Government of Botswana has accepted
the criteria proposed by the SMME Task Force
for defining the three categories of enterprises
which are based on annual wurnover and number
of persons employed with the exception of the
upper limit for the turnover of medium-sized
enterprises for which it has opted for a lower
figure of P5 million instead of P8 million (Policy
on SMMEs in Botswana, Government Paper
1,1999).

MICRO CREDIT SCHEME ADMINISTRATORS,
THE NATIONAL DEVELOPMENT BANK(NDB)

micro credit scheme, known as Micro

Business Finance Scheme (MBF), is a pool
of funds set aside by the Botswana government
to promote, both financially and otherwise,
micro and small business enterprises in the
country. The scheme provides loans ranging
from P500-P20 000 to citizens to engage in
new business ventures or improve already
existing business. Loans are given at an interest
rate of 15% per annum, and repayments to be
made in a maximum period of 36 months. Loan
approval and granting is subject to proven
business ability to generating enough cash to
timely honour the agreed loan instalments. One
among many prerequisites to qualify for the

loan, the applicant’s cusrent total annual income

should be less than P40 000, a condition
deliberately set to ensure MBF exclusively
targets Micro Enterprises. The scheme
commenced on 1st June 1999,

To ensure full compliance to the set
prerequisites, competence and professional
administration of the fund, the National
Development Bank was appointed as fund
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administrators. The National Development
Bank was established under an Act of Parliament
in 1963. The bank is the government’s arm on
matters of finance (both at advisory and
operational level) and operates under the control
of the Board of Directors appointed by the
Minister of Finance and Development Planning,
The bank provides a wide range of financial
services to the business community at large.

LEN DTNG PROCEDURES
Loan Scrcening Methods

The main deciding factor when considering an
application for a loan is whether the proposed
project is capable of generating sufficient cash

OWs to service the loan. The NDB also
considers the marketability aspect of the goods
or services the business proposes to offer and
its future potential, Further, the entrepreneur-
to-be must display reasonable comprehension
of bookkeeping and managerial skills.

In all cases of rejected applications, the
affected applicants are fully furnished with
reasons for rejection so that they are given a
fair chance to revisit thei weak points. But
basically, it is information on monthly sales and
€xpenses projections which plays a pivotal role
in determining the loan amount approved.

Loan disbursement

Once an application is approved, a letter of

offer is sent to the applicant inviting him/her
for a com

pulsory 5-day course on records

keeping and business management. A
certificate of atten,

dance issued thereafter should
also be submitted to NDB offices prior to

signing the loan contract, Money is disbursed
in the form of cheques drawn by the bank over
the counter in favour of either the applicant or
an identified supplier.

Support Services

After disbursement of loans,

a credir officer at
the National Development

Bank will visit the

No. |
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used
projects to check whether funds have bsenlated
i i stipu
for intended purposes, i.e. purposes stip
in the loan contract.

Loan Repayment Procedures

The entrepreneurs can pay instalments thrc:iL;%:‘
commercial banks by means of stop or h)
direct debits or even over the counter C'af’fed
cheque payments. It is the ducy of ldc““ums
NDB officers to ensure that correct amo i
are timely received from all loar'l benC?C'thrs
and to take necessary action against Flc ?}L:ouse
or potential defaulters, including r.naklng e
calls’ and physically collecting ove
payments.

OBJECTIVES THE STUDY

. . . he
The following are the main objectives of t
study:

¢ To critically examine the micro C."Cd;;
scheme run through che Nation
Development Bank; ded
To determine the extent of loans awar

10 micro entrepreneurs; £ the
To establish the distribution pattern of -
loans both geographically and by busin

’ fIc'c::t::srs’css the level of accessibility to such
funds by micro business entreprencurs; d
To identify, both administrative ‘f"c
operational, problems that have over tlme
affected the productivity levels of the schem
and suggest remedial action. -

STATEMENT OF THE PROBLEM

estricted access to finance is considered

o be a major obstacle in the devclopme’nt
and growth of micro, small and medium m]i
business enterprises in the country. The Tas
Force Report (Government Paper 1, 1999) has
identified finance as a major constraint in the
development of micro enterprises in Botswana.
In response, the Botswana governmentf
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construction and agriculture. Inspite of having
the lowest number of finance beneficiaries, it
was however interesting to note that the
manufacturing sector was the most diversified
relative to retailing and service, i.c. the variety
of goods produced was wide.

Retail constituted 63% of the respondents.
Retail financing proved to be heavily skewed
towards vendors engaged in sale of clothes. 24%
of the respondents were in the service sector,
of which activities included motor vehicles
repairs and maintenance, professional services
(secretarial, photocopying etc) and provision of
public transport. The level of service sector
diversity proved to be fairly comparable to that
of the manufacturing sector.

It emanated from the study that the retail
business benefited most from the financial
assistance but, ironically, managed to attract
only a few types of businesses. The funds
disbursed to retail business went to a very
limited classes/cartagories of business ventures,
A significant number of approved loans related
to retailing than to manufacturing and service
sectors. The study also revealed that, unlike both
the service and manufacturing sectors, the retail

businesses covered both the formal and informal
platforms almost evenly.

Loan Purpose

The goal of financial assistance policy can
broadly be divided into two; either to start-up
a new, yet promising, business venture or to
finance the expansion of an alre

business. 47% of the sampled businesses fell
into the earlier category while 5

3% fell into the
latter. Further the study revealed that of all the
new businesses started with MBF assistance
retaFlIl. l:ector had the lion’s share. '

€ pattern of business promotion th
MB’F sch‘eme mentioned above js very :::2:
in line with the findings of previous stud;
which shiowed that the ret: on

: ail sector is the most
rapid} i i i
Pidly growing sector in micro enterprises,

ady existing
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However, the absence of some business activities
such as confectionary, road maintenance,
supermarkets, security and service (filling)
station, was apparent in the survey - another
scope for further study.

Micro loan is a source of initial capital and
working capital to most micro-enterprises. 34%
of the funds received were used to acquire fixed
assets and 66% of the funds were converted to
working capital. The fixed assets bought mainly
included motor vehicles, plant and machinery
and officc equipment. Stock was the most
prominent component of working capital:
mostly consisting of goods for resale.

Although generally applicable to both the
retail and service sector, the fixed asset t0
working capital ratio stated above was found
not to be compatible with the manufacturing
sector. Instead, manufacturing firms used 85%
and above of the funds to acquire fixed assets-
Overall, it was observed that fund utilisation
was a variable of the type of business.

Place of Operation

The table below is information relating to place
of operation vis-z-vis the type of business. Street
vending appeared to be the most prevalent form
of running the business where formal
commercial plots are rarely used. This could
be attributable to both the general shortage of

commercial shop spaces in the cities and high
rates for the available few,

Place of operation Percentagt]
Mobile shop 7%
Shops in commercial T
plots %
Home business 38%
Street vendors 50%
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Background Information

One of the main objectives of the micro credit
scheme is to improve or ease accessibility to
credit with a view of promoting economic
empowerment, independence and diversity. The
NDB was shouldered with the responsibility of
- actualising this vision both in the short and long
term. Part of the reason for choosing NDB,
apart from professional competence in handling
such tasks, was that it has a network of branches
throughout the length and breath of the country
-and that by virtue of being a government bank

it carries more social responsibilities than
commercial.

Loans Disbursemengs

Micro loans are ‘disbursed through the nine
branches of the National Development Bank.
These branches have been set-up in various
Parts of the country including remote areas so
that micro entreprencurs, wherever they are,
can have easy access to micro loans,

The micro credit scheme was introduced
on 1* June 1999 with a seed capital of P 150
million and was expected to run unci] 31*
March 2001. Scatistics show that the entire
amount was fully distributed by the end: of
November 2000, ' '

The table below shows thae small business
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entrepreneurs received micro loans to the tune
of P186 million distributed throughot'lt the
country in a period of 17 months. This WI;
made possible by the outstretched branches 0
the bank and the immense effort putin public
education. The bank covered both rural and
urban areas. The study reveals that 47% of the
funds disbu :sed were in the villages (rural aff”)
and 53% of disbursed loans went to micro
entrepreneurs in towns or urban areas. It is
interesting to note that the branch at Serowe
has the second largest loan disburscmcl.lt'
despite the fact thatitis a village branch. Again,
the loan amount disbursed by this bl’a"C!‘ 18
higher than the micro loans disbursed by Selibe-
Phikwe and Francistown branches that are more
developed and populated than Serowe. Factors
that contributed to the disbursement of such @
large funds is another area for further rcscafch'
Research shows that of the toral applications
received in Gaborone, only 50% was appr OVC‘?'
If the same rate is applied across the boaffiv it
would imply that a total of 43720 applimtlonls
Were countrywide and only half were suc:c:cssf"‘ll1 :
These resules prove thac the popularity of the
micro business credit scheme is deeply
entrenched in the fajlure by existing structures

. jcro
to meet the financial .needs of mi
entrepreneurs,

Agency Branches

Franclstown
[ Gaborone —————

ye T

Approved Toans’

November 2000

—— 0] 500000

SOURCE: NpDp Gaborone,

Disbursed Toans Percentages of
in value (Pula) | disbursed loan
00000 10.26
00000 20.88
I 7000000 9.14
WO 9.68
0 730
3000000 330
| 2T000000 IT.29
23000000 23.12
\2'000'000- 1.08
100
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Lending Criteria and Administration

The Ministry of Commerce and Industry
formulates the lending criteria for micro loans.
The way the micro credit scheme is
administered by National Development Bank
has a direct bearing on the accessibility to credit
by micro entrepreneurs. The study measured
the level of satisfaction among the borrowers
on the micro credit scheme through an analysis
of the following factors; loan size, repayment
period interest rates and collateral prerequisites.

Loan Size

The scheme provides loans in the range of P500
to P20°000. Loans from other financial
institutions have much limited range and
restrictions. This has made the micro credit
scheme popular among small and micro

entrepreneurs.

The Repayment Period

The repayment period is up to 36 months, which
is allocated on the basis of the amount disbursed
and type of business the entreprencur is engaged.
The study reveals that 59% of the entrepreneur
respondents were generally happy with the
repayment period and the 41 % felt that the
period should be extended. Based on the abo.vc,
it can be reasonably concluded that the pcrlOfi
given to entrepreneurs to repay the loan is
appropriate for the micro businesses.

Interest Rates

Micro loans are advanced at a fixed interest

rate of 15% per annum. Previous studies show
that small and micro entreprencurs Were
generally unhappy with the high interest ;‘at:
charged by financial institutions, a factor whic!

acted as a barrier to access credit funds. It is
assumed that if the entreprencurs are
comfortable and can afford the charged interest
rate on micro loans, then the barrier would not

exist, thus casing the access to credit funds.
However, 91% of the respondents felt that the
interest rate is too high for them as micro
entrepreneurs. They were of the opinion' that
there was no material difference between the
interest rate charged by National Development
Bank and by commercial banks. The interest
rate charged on the micro loans has, therefore,
affected the actual amounts borrowed by an
individual entrepreneur although the popularity
of the credit scheme was least affected by
interest factor (as clearly indicated by the rate
and magnitude of loan disbursement).

Collateral

Loans offered by financial institutions are to
be supported by security or personal guarantee.
A personal guarantee requires a list of assets
owned by the borrower, which can be used as a
security in case of default. Such a requirement
can be a problem to some borrowers who may
not possess such assets.

Most of the entrepreneur respondents
thought that the need for collateral security
hinders access to credit funds. Entrepreneurs
were asked as to whether a security should be a
standard prerequisite in loan application. 75%
of them felt that the small entreprencurs might
not be able to offer a security. The remaining
25% felt that such a security would act as a
motivation to the borrower to repay the loan in
time. Because of the absence of collateral
condition in the MBF scheme, it can be
reasonably concluded that micro finance is far
more easily obtainable compared to other
sources of funds provided by financial
institutions at commercial levels.

FURTHER RESEARCH FINDINGS RELATING TO
SUCCESSES AND FAILURES OF THE MICRO
CREDIT FINANCE SCHEME

Employment Generation

The study revealed that the selected enterprises
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that reccived assistance under the scheme
employed over 70 Batswana, thereby generating
employed for citizens. This shows that on an
average, each business employed at least one
person. To put these employment statistics into
perspective, it should be noted that the study
was conducted at a very early stage after the
implementation of the scheme, implying that
most of the studied businesses were newly-
established and at their infant stages of growth.
With time, as these businesses grow, the
employment statistics would also be expected
to gradually improve. Earlier studies have also
indicated that employment generation is one
of the important contributions of Small,
Medium and Micro enterprises in Botswana
(Alexander. 1983). Similarly a study on SMMEs
in Botswana has projected that SMMEs would
be accountable for 50% of formal employment.
All these clearly indicate that Micro credit
scheme has contributed significantly to citizen
employment and economic empowerment.

Arrears in Micro Business Finance

It is reported that the lending bank js
experiencing problems of arrears in micro
business finance. The micro credjt scheme was
originally designed to be self-
money collected as loan repaym
meant to be rolled-
applicants. But the
are fast

sustaining, j.e.
ents and interest
over as fresh loans to other
mounting arrears and defaulcs
Proving to be a threar to both the
scheme’s success in the short-term and survival
in the long-term. I August 1999, arrears
reported were to the tune of P15 milljon
(Business News-Botswana Guardian) and by

November 1999 ithad increased to P2| million.
This is an incre

ase of 6 million in 5 period of 3
months. Thus arrears increased at a rage of 16%
per month.

Among the selected
more that 75% had re
the instalments due a

micro entrepreneurs,
paid less than one-half of
nd 7% had not paid back

I'he African Journal of Finance and Management Vol. 11 No. 1 -

a single instalment. The study looked into
possible reasons for this undesirable situation
and the following were the findings.

Knowledge About Business

Most of the micro entrepreneurs lack realistic
business planning and implementation skills a.nd
it is always unclear to them in which direction
their business is heading. They are unable to
forecast their businesses cash flows, lack
marketing skills, hence they are not ablc.tO
market their products in a competitive
environmentand generate enough funds to meet

their financial obligations as and when they fall
due.

Dacking of Loans

Loans are advanced for business purposes only,
but there are weak control mechanisms to ensure
loans were used strictly for intended purposes.
If the loans were used for purposes which are
not income generating, the borrower will find
it very difficult to repay the loans in time.

Business Competition

This is the age of competition and this has
proved quite a challenging barrier to entry to
contend with. Some of the borrowers engaged
in business ventures blindfolded, i.e. without
hindsight of the added advantage of their wcl! -
established competitors. This would rcsult.ln
their businesses under-performing to a point

of failing to generate enough funds required to
service the loan instalments.

Support Services

After disbursement of funds, the credit officers
are expected to visit the ventures financed under
the scheme and confirm that everything is in
order. The study revealed that credit officers
monitor projects through telephonic interviews
and site visits in casg of defaults. It was reported
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that the officers’ supervisions are often hindered
by lack of transport and other logistical
problems; hence not all projects are monitored

thoroughly.

Collestion of Instalments

The borrowers can pay instalments through
banks by arranging stop orders, direct debits
or pay over the counter. Credit officers go
around collecting over due payments and the
bank also makes use of the services of debt
collectors. The main difficulty faced by the bank
is chat the entrepreneurs move from place to
place, given that the majority are street vendor
making it extremely difficult to locate them due

to absence of a permanent business address.

Awareness of the Scheme

It was observed that micro businesspersons
have limited understanding of the scheme;
hence there is a high possibility of them
mistaking micro loans for Financial Assistance
Policy, another parallel programme which takes
the form of grants. 75% of the entreprencurs
are aware of F AP but 50% do not know the
main difference between the two schemes,
where micro credit scheme provides loans to
be repaid within a period of 36 months a.nd the
F AP offers grants to entrepreneurs. This may
have contributed to the resulting high volume
of default.

Management

The success of the business depends on efficient
Mmanagement, but it appears that mo.st r.mcrc;
enterprises are poorly managed. Ma;o.ntjr of
entrepreneurs do not posses any kind 0
managerial skills as they have no f?rmal bu.smes:
training or lictle experience 10 runnulng_
successful business. This may 'tl.lcn result in
uninformed business decision-
Processes.

making

Poor Working Capital Management

The study also revealed working capital
management skills of micro business
entrepreneurs leave a lot to be desired. A
tendency by business owners to carry home the
days’ sales proceeds was highly prevalent. In fact
80% of business owners took home sales
proceeds on daily basis and understand, lecalone
apply, the basic business entity concept which
recognises a business as a separate entity from
the owner. More often than not, cash taken
home would meadow its way into personal
consumption, a tendency which then starves the
business of the much-needed liquidity. Most
businesses reported experiencing a very high
rate of bad debts, a problem that arises from
inability to deal firmly with family and
community debtors. All these problems
contribute to poor working capital management
and hence inability to honour loan instalments.

Information from NDB management
revealed the following problems experienced in
the appraisal procedures.

¢ Most of the entrepreneurs are unable to
calculate and account for their monthly sales,
cost of sales etc, making it difficult to
estimate the appropriate loan size;

¢ Most of the entrepreneurs exaggerate their
projected sales figure to give an impression
of a promising business to improve on
chances to qualify for the scheme; and”

o In most cases the entrepreneurs withhold
information that can be of great help to
credit officers in the appraisal of
applications. Because of inadequate
information, officers find it very difficult to
identify areas of business and sectors to

which funds should be channelled.

CONCLUSIONSAND RECOMMENDATIONS

he inception of the micro business
finance credit scheme is a development






Sathyam i - 14 r b4 4 7
1ness...

Semrity

There.should be no collateral security needed
for micro loans as is the case now, but the
adm.lmstration should make it clear to the
;lppllcants that they are personally liable for the
oans they have taken and have to personally
guarantee the payments.

Formal Business Plan

A well-drawn business plan is the key to business
success. All those who apply for micro loans
should be asked to produce a detailed business
plan and should be verified and approved by
the credic officers. This will help the
entrepreneur to monitor his business
t:"Ptifrlditurc and make sure that the loan
received is utilised for which it was earmarked.

Viable Businesses

II:n: important ‘that the micro credit scheme
It isS only to businesses that are identified viable.
, therefore, necessary to build a database
that provides up-to-date information about the
number of businesses operating in each area
ar?d the also trade that s under-subscribed. This
Will help potential applicants to choose the kind
of business, which has not been adequately
addressed by other businesspersons-

Screening aprplicatiom

Screc"i“g of applications should be more
comprehensive and tight to eliminate all
applications, which do not deserve assistance.
The processing officer should be convinced that
the applicant is capable of running the business
successfully. These methods, however, should
not be rightened simply
applications only but also

r M . .
Cdlrecnng the applicants rowards
hey can manage.

for helping and
potential

viable projects, which t

for rejection of

Follow-up

It is important to follow- i

activities undertaken by the bzfroil::rsbtzst‘::lzs
sure that funds are used for the right purposcc
This can be done by regular visits by credi;
officers to the business premises and through
observation and briefing. Their full time lagcc
of work should be in the field, making foﬁow
ups of the projects’ performances. .

Administrative Machinery

It is suggested that a steering commitcee b
formed with selected businesspersons whz
received micro loans and credit officers to deal
with problems faced by entrepreneurs. The
committee should also assist credit officers to
keep track of some entrepreneurs who move
shift their business from place to place.

Training

What appears to be the main reason for business
failure in Botswana is the lack of entrepreneurial
skills. Previous studies have revealed that most
of our business entrepreneurs lack management,
marketing and accounting skills. Efforts should,
therefore, be put forward to train the micro
entrepreneurs in the

following areas:

o Record keeping and Reports: Bookkeeping,
writing a business plan, capital expenditure,
budgeting and preparation of financial
statements.

o Marketingand customer relations: Strategies
for marketing of products, customer service
and handling debtors.

o Manufacturingt Modem techniques of
manufacture, lowering of production of
costs, effective purchasing etc.

Training programmes are to be railored based

ecific needs of each category of micro

on the sp
peration. It is,

businesses and the level of o

however, encouraging to note the Government
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has, through the ministry of commerce and
industry has mounted a number of training
programmes to equip the micro entrepreneur
with necessary skills to run his

business

successfully,
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