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Research ICT Africa! (RIA!) fills a strategic gap in the development of a sustainable information society
and network knowledge economy by building the ICT policy and regulatory research capacity needed to
inform effective ICT governance in Africa. The network was launched with seed funding from the IDRC
and seeks to extend its activities through national, regional and continental partnerships. The establish-
ment of the RIA! network emanates from the growing demand for the data and analysis necessary for an
appropriate but visionary policy required to catapult the continent into the information age. Through net-
work development, RIA! seeks to build an African knowledge base in support of ICT policy and regulatory
design processes, and to monitor and review policy and regulatory developments on the continent. The
research arising from a public interest agenda is made available in the public domain and individuals and
entities from the public and private sector and civil society are encouraged to use it for teaching, further
research, or to enable them to participate more effectively in national, regional and global ICT policy for-
mulation and governance. The network currently consists of nodal members from 14 African institutions.
The network is hosted by the Witwatersrand University LINK Centre in Johannesburg and directed by
Prof Alison Gillwald. See for further information.

* Benin: Prof Fulbert Amoussouga Gero, Centre d'Etudes, de Formation et de Recherches en
Développement (CEFRED), Faculté des Sciences Economiques et de Gestion, Université d’Abomey
Calavi

* Botswana: Dr Sebusang Sebusang, University of Botswana

e Burkina Faso: Prof Taladidia Thiombiano, Centre d'Etudes, de Formation et de Recherches en
Développement (CEFRED), Unité de Formation et de Recherches en Sciences Economiques et de
Gestion (UFR-SEG), Université de Ouagadougou

* Cameroon: Prof Olivier Nana Nzépa, University of Yaoundé

* Cote d'Ivoire: Prof Mama Outtara, Centre Ivoirien de Recherches Economiques et Sociales,
Université de Cocody

e Ethiopia: Dr Lishan Adam, University of Addis Ababa

* Ghana: Dr Godired Frempong, Science and Technology Policy Research Institute

* Kenya: Dr Tim Waema, University of Nairobi

* Mozambique: Francisco Mabila, Universidade Eduardo Mondlane

e Namibia: Dr Christoph Stork, LINK Centre, University of the Witwatersrand

* Nigeria: Prof. Dr. Ike Mowete, Faculty of Engineering, University of Lagos

* Rwanda: Albert Nsengiyumva, University of Rwanda

* Senegal: Prof Olivier Sagna, University Cheikh Anta Diop of Dakar

e South Africa: Steve Esselaar, LINK Centre, University of the Witwatersrand

* Tanzania: Prof. Beda Mutagahywa, University of Dar es Salaam

* Uganda: Dr Tusu Tusubira, Di rectorate for ICT Support, University of Makerere

* Zambia: Sikaaba Mulavu, VLIR-UNZA IUC Programme, University of Zambia




is the former Director of the National University of Rwanda Computing Center
(NUR CC) and is currently the interim coordinator of the Rwanda Education and Research Network. He
is a Graduate from the Higher Institute of Applied Electronic and Automation of Liege in Belgium and
obtained an advanced Diploma in ICT from the University of Liege in Belgium. He worked for a number
of European institutions, including the Computer Center for the Luxembourg Government, before he went
back to Rwanda in late 1997. In Rwanda he was involved in the early stage of the development of Internet
and ICT as a whole at the National University of Rwanda and the country at large. He has been involved
in a number of ICT Projects at institutional, national and regional levels. Major projects include the Cisco
Networking Academic Program, The Development Gateway, The Network for Capacity Building and
Knowledge Exchange (NetTel) and the establishment of an ICT MSc Degree Program at the NUR. He is
involved in several research activities, including Pro-poor ICT Research, community driven networks that
involve a needs assessment in the rural community, as well as the SCAN ICT designed to assess the level
of access and usage of ICT in the major socio-economic sectors of the country.

is a Researcher who works for the Directorate for ICT Support at Makerere University,
Uganda. He holds an MSc in Computer Science from Virginia Tech in USA and a BArch from Makerere
University. His main research interests are information and communication technologies (ICTs) as
enablers for development. Specific areas of focus include development and growth of small business
enterprises (SMEs), business support organisations as well as educational institutions, all within the con-
text of developing nations.

is an Associate Professor at the College of Engineering and Technology University
of Dar es Salaam, Tanzania. He lectures in Production Engineering, specialising in CAD/CAM and Manu-
facturing Automation. He was appointed Director of the University of Dar es Salaam Computing Center
in 1993, and pioneered the deployment of ICT in general and the Internet in particular, both at the Uni-
versity and in Tanzania . He has conducted various studies relating to
ICT for Development, ICT and Telecom policy and regulation, e-government, e-education and ICT for
SMME development.

is Senior Researcher at the Link Centre at the University of the Witwatersrand in
Johannesburg, South Africa. He holds a PhD in financial economics from London Guildhall University, UK,
a Diplom Kaufmann (MA) from the University of Paderborn, Germany, and a BA Economics from the Uni-
versity of Nottingham, Trent, UK. His main research interest is in measuring the impact of ICTs on eco-
nomic growth, employment creation and poverty alleviation. He also writes for Insight Magazine, a Namib-
ian current affairs magazine, on policy issues in information and communication technology.

holds a PhD from the University of Southampton, England, an MScE from the University
of New Brunswick, Canada, and a BSc (Eng) (1st Class Honours) from Makerere University, Uganda. Prof
Tusubira is the Director of the Directorate for ICT Support, Makerere University. He has held assignments
as Commissioner, Uganda Communications Commission and as a member, Electricity Regulatory Author-
ity. He is Director of NetTel@Africa, a capacity-building network for policy makers and regulators in the
ICT sector, and Chairperson of the Uganda Development Gateway. He is a fellow of the Uganda Institu-
tion of Professional Engineers and a member of the Institution of Electrical Engineers, and a Chartered
Engineer (UK).
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holds a Masters Degree in Telecommunications Engineering, from the Deutsche
Post Ingenieurschule, Leipzig, Germany. He joined the Eduardo Mondlane University Computing Centre
in 1992 and was appointed Deputy Director of the Centre in 1998. Over and above his other duties, he has
been involved in a number of research projects including the Scan-ICT, SADC e-Readiness Study, Commu-
nity Multimedia Centres (CMCs), Telecommunications Sector Performance Review, National e-Usage
Index Study, SME e-Access Usage Study, the last three carried out within the framework of the RIA! Net-
work activities.

holds a PhD in Development Studies from the University of Cape Coast in Ghana.
He is a senior research scientist and head of the Communication and Information Division of the Science
and Technology Policy Research Institute. He has extensive experience in many disciplines, including ICT.

is a Senior Research scientist at the Science and Technology Policy Research
Institute (STEPRI) of the Council for Scientific and Industrial Research (CSIR). He is the Head of the
Industry and Service Division of STEPRI. He holds a Master of Social Sciences Degree from the Univer-
sity of Lund, Sweden, and recently successfully defended his PhD thesis at the University of Ghana on the
topic of assessing the telecom reform in Ghana. He coordinates RIA!'s research activities in Ghana and is
also a member of the World Dialogue on Regulation Research group as well as the African Technology Pol-
icy Studies Network (ATPS).

is an Associate Professor of Electrical and Electronics Engineering and is the serving Act-
ing Head of the Department at the University of Lagos, Akoka. He obtained a BSc(Hons) degree in Elec-
trical Engineering in 1980 and a master’s degree in 1983 from the University of Lagos. In 1990, he was
awarded a PhD by the University of Lagos, after writing and successfully defending a thesis on ‘A quasi-
static moment-method design of microstrip communications antennas’. In addition to these academic
degrees, Mowete is also a certified PABX Engineer (DBS, Dallas, USA, 1993) and a GSM Switching and
Network Engineer (Ericsson, Johannesburg, 2001). He has some 22 years’ university teaching experience
from May 1984 when he was appointed an Assistant Lecturer by the University of Lagos. He has taught
extensively at undergraduate and postgraduate levels, and the courses that he has handled at these lev-
els include Electromagnetic Theory, Antennas and Radiowave Propagation, Telephony, Communications
Systems Theory, Circuit Theory, Numerical Methods, and Information and Coding Theory. He is also an
instructor with NetTel@Africa, for which he has developed and teaches a course in Spectrum Manage-
ment. Apart from articles in academic journals in Africa and Europe (on antennas, electromagnetic
shielding, spectrum management, and rf exposure evaluations) Dr. Mowete has authored several work-
shops, invited lecture papers in telecommunications, and was between 2003 and 2004, a columnist with
the SUN newspapers, writing a weekly column on ICT issues.

is a Senior Lecturer at the Institute of Finance Management where he lectures in
Statistics. Dr Ngalinda is also a part-time ICT Manager of the Chama Cha Mapinduzi (CCM). As a
researcher he has been involved in several studies including Core Welfare Indicators Questionnaire Sur-
veys (CWIQ) in the Kagera and Shinyanga regions in Tanzania, Baseline Survey of Micro and Small Enter-
prises and Micro and Small Farms in the Uhuru Corridor, The African Youth Alliance Baseline study
Report: A Baseline Study on Adolescent Sexual and Reproductive Health for Ten AYA Districts, and sev-
eral others. He pioneered the development of ICT in Tanzania and has designed and coordinated the con-
tent development of the Tanzania National Website , the Ruling Party website

and the Prime Minister’s Office cellular licences.
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is an international development consultant based in Addis Ababa and specialising in ICT
for development with a focus on Africa. He is adjunct Professor at the Unity University College, Associ-
ate Professor of Information Science at the University of Stellenbosch, South Africa, and Course Director
on Telecommunications Sector Planning at the University of West Indies. He was one of the pioneer
"bridge-builders" who brought low cost connectivity to Africa in the early 1990s. From 1993 - 1996 he was
project officer of capacity building for Electronic Communications in Africa (CABECA), where he helped
to establish the first electronic communications nodes in 24 African countries. From 1996 - 2002 he was
regional advisor on information technology policy and connectivity, where he implemented the African
Information Society Initiative and provided advice on ICT applications and development of national and
sectoral ICT policies and strategies (including e-learning and e-health) to over 25 countries in Africa. Lis-
han has contributed to the CATIA programme funded by the Department of International Development,
UK. He was a component leader on “Facilitating Low Cost Access to Satellite and Wireless Technologies
for Internet Access Opportunities Across Africa”. He was also involved in training and capacity-building
programmes of the NetTel@Africa project. He was a Hewlett Fellow on ICT at the Centre for International
Development and Conflict Management, University of Maryland, where he researches Internet diffusion
and international cooperation. He is a member of the Research ICT Africa! (RIA!) network where he is
involved in research on telecommunication sector performance and tele-access, regional model of gover-
nance. Mr. Adam holds a PhD in Information Science from the University of Sheffield, UK and has written
on ICT and development in Africa.

is a Researcher at the Namibian Economic Policy Research Unit. She holds
a BSc (1st Class) in Computer Science and Economics from the University of Namibia. Her area of focus
has been the economics of ICT, financial economics, econometric and statistical analysis.

is the Head of the ICT Department at ASMAC, University of Yaoundé II, and Invit-
ing Honorary Professor at Middlessex University in London. He is the RIA! Regional Coordinator for West
Africa. Professor Nzepa has a PhD in Communication from the University of Montreal, Canada, an MA in
International Relations from ENAP, Montreal, an MA in Business Management from HEC, Montreal, an
MSc in Communication from the University of Montreal, and a Bachelor of Journalism from the Univer-
sity of Yaoundé, Cameroon. He is a member of the Commonwealth Action Programme for the Digital Divide
Steering Committee. He is also a former member of the UN working group on Internet Governance
(WGIG), and an ex-member of the Bamako Bureau for the World Summit for Information Society (WSIS).

holds a Bachelor of Science in Agricultural Economics from the University of Zim-
babwe, Harare, and an MBA from the Southeastern Louisiana University, Hammond, Louisiana, USA. In
February 2004 he enrolled as a PhD student at the University of the Witwatersrand, Johannesburg, South
Africa. His thesis is entitled: Cell Phone Banking: An alternative Key Channel for the Unbanked.

has a MBA from the University of Ottawa and a Masters Degree in Economics from
the University of Montreal. She has worked in the international development sector for more than 10 years
and is now a consultant in policy and gender relations. She is Director of Anais AC, an ICT sector-based
NGO in Cameroon. She has been a researcher on the IDRC funded project Gender Digital Divide in French
Africa: Data and Index and on the RIA! household survey for which she conducted the focus groups and
the SME survey currently under way for the African e-Index.




is a mechanical engineer by training and profession and holds a First Class
BEng (Hons) degree from the University of Southampton, UK, a PhD in Automatic Control Systems from
the University of Bristol, UK, and an MBA from the University of Botswana. He lectures in Systems and
Control Engineering and Management Information Systems at the University of Botswana. He was also
the co-technical editor of the UNDP Botswana Human Development Report (2005). Dr Sebusang is
involved in the ICT policy development processes in Botswana and has contributed to the WSIS Botswana
reports in both 2003 and 2005. He has served as a member of the National Commission for Science and
Technology, and is the current President of the Botswana Institution of Engineers and the founding Chair-
man of the Botswana Trust for the Harnessing of Science Technology for Economic Development.

is the Programme Manager for the bilateral VLIR-UNZA Institutional University Co-
operation Programme at the University of Zambia. He has served as a computer expert on the Advance
Cargo Information System (ACIS) Project at the Common Market for Eastern & Southern Africa
(COMESA). Before that he worked as a systems analyst with Zambian Railways Limited, and prior to that
was the Information Technology Manager for Total Zambia Limited.

is a Researcher at the LINK Centre, University of the Witwatersrand. In 2003, Esse-
laar worked on a set of case studies on VSAT in Algeria, Tanzania and Nigeria. In 2004 he oversaw data
capture and graphic presentation in several e-Index country studies, including that of South Africa. Aris-
ing from the African e-Index he produced a paper with Research ICT Africa! colleague Christoph Stork
on ICT Diffusion in Sub-Saharan Africa. He has a joint honours degree in Politics and Philosophy from
Rhodes University and an MBA from the Gordon Institute of Business Science, University of Pretoria,
where his dissertation was on The Strategic Impact of Voice over Internet Protocol on South African
Telecommunications Operators.

is an Associate Professor in the School of Computing and Informatics at the Uni-
versity of Nairobi. He lectures and does research in a variety of areas in Information Systems. He was
instrumental in initiating many academic programmes when he was the former Director of the Institute
of Computer Science, including MSc and PhD programmes in Computer Science and Information Systems.
As the immediate former Director of ICT at the University, Prof Waema initiated and managed many large
ICT projects, including creating local and wide area network infrastructure, developing corporate man-
agement Information systems applications, and enabling a sustainable Internet connectivity. At univer-
sity level, Prof. Waema was very active in shaping the strategic direction of the University. Prof. Waema
is charge of the Research ICT Africa! (RIA!) network in Kenya. He is also the Research Director of the
Local Governance and ICTs Research Network for Africa (LOG-IN Africa), a new pan-African network of
researchers and research institutions from nine countries focusing on local e-governance. He is involved
in a number of ICT and development research projects, including e-readiness for higher educational insti-
tutions, ICT and local governance, ICT and poverty and ICT and agriculture.




This resource-intensive research would not have been possible without the support of the Canadian Inter-
national Research and Development Centre (IDRC) and in particular the ICT4D and Acacia programmes.
Special thanks to Heloise Emdon of the IDRC for her continued enthusiasm for the project and support
through its evolution.

The overall project leadership rested with Dr. Christoph Stork from the Namibian Economic Policy
Research Unit (NEPRU) at that time. NEPRU, as the coordinating research institution, dealt with
administrative aspects of conducting the survey.

Mariama Deen-Swarray functioned as the project assistant from NEPRU’s side and coordinated data
entry, coding and translations. She was assisted by Tingaruwa Mhone for some of the data coding. The
data was entered by Dagma Stuart, Christian Ngandu and Sahara Sintayo. Anna Pack translated the sur-
vey questionnaire into Portuguese, Lameck Onyango into Swahili and Tashiya Amukongo and Marie
Angele Ngaffi into French.

Country Manager: Sebusang E M Sebusang
Field Manager: Shedden Masupe
Enumerators: B Ditsele, O Seragi, K Tlhobogang, P Molale and E Motswetla

Country Manager: Olivier Nana Nzépa

Field Manager: Robertine Tankeu

Enumerators: Simo Loic, Ngaffi Marie Angele, Amenabaya Philomene, Nya Patrice Aimé, Ndanga Céline,
Lougbake and Anatole De Myguel

Country Manager: Lishan Adam

Field Manager: Woldekidan Kifle

Enumerators: Nebiyat Teshome, Senait Mezgebu, Fikrte Tekle Haimanot, Hiwot Yemane, Haileyesus
Mengiste, Kedija Hussein, Trsit Amare, Thomas Mengistu, Zemzem Oumar, Yordanos Tadesse, Tigist She-
warega, Michael Amare and Habtamu Worku

Country Manager: Godfred Frempong

Field Manager: George Essegbey

Enumerators: Joseph Arthur, Bernard Tetteh, Joseph Boateng, Ms. Vanessa Aryee

Prosper Adoboe, Godfred Acheampong, Thompson Adjakah, Shadrach Nimo ,Richard Aidoo, Herbert Tin-
korang, Joseph Oppong Akowuah, Peter Ako Larbi, Jeff Sackey and John Dakudji

Country Manager: Tim Waema
Field Manager: Judith Muli
Enumerators: Cyrila Anton, Gladwell Mbiu, Hamisi Ngutu, Andrew Young and Fatuma Ali




Country Manager: Francisco Mabila

Field Manager: José Mario Nhabinda

Enumerators: Helio Bento Maungue, Rosalina Florencia Antonio Tchamo, Domingas Abranches Cossa,
Sebastiao Alfredo, Graciete Zita Lopes Machavane, Afonso Ngomane, Osvaldo Zandamela, Osvaldo Jeti-
mane, Moises Manuel Mucambe, Celsa Felicidade Antonio Tchamo, Jose Mario Nhabinda, Pedro Arnaldo
Chivambo and Marco Henriques Bola

Country Manager: Christoph Stork
Field Manager: Mariama Deen-Swarray
Enumerators: Tabita Naukushu, Ms Veronica Naukushu and Mr Sibela Samuel

Country Manager: ke Mowete
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research with a specific interest in SMEs. Thompson conducted all of the SME interviews in the Western
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Country
Botswana
Cameroon
Ethiopia
Ghana
Kenya
Mozambique
Namibia
Nigeria
Rwanda
South Africa
Tanzania
Uganda
Zambia
Zimbabwe (official)

Source:

2005 Implied PPP
conversion rate

2.78
216.68
1.28
1,785.72
39.11
6,139.89
2.69
72.23
92.41
2.83
506.28
311.58
2,953.52

2,267.78

2005 per US Dollar:
End of Period

5.51
556.04
8.68
9,130.82
72.37
24,180.00
6.33
129.00
553.72
6.33
1,165.51
1,816.90
3,508.98

77.97

2005 per US Dollar:
Period Average

5.11
481.58
8.67
9,072.54
75.55
23,060.00
6.36
131.27
557.82
6.36
1,128.93
1,780.70
4,463.50

22.36




CHAPTER 1

The SME sector has an important role to play in the present and future
economic development, poverty reduction and employment creation in
developing economies (Hallberg, 2000). Stern (2002) stresses that the
SME sector is the sector in which most of the world's poor people work.
SME sector growth largely exceeds the average economic growth of
national economies in many countries and contributes significantly to
employment creation. Accordingly, governments and donors alike have
recognised the important role of the SME sector for overall development.
As a result, many government policies are geared towards supporting
their growth through a variety of programmes that range from tax
incentives to technical assistance; from regulatory provisions to policy
interventions; training and other types of business development services
(O'Shea & Stevens, 1998). Arising from this, one of the key issues is to
identify the current information practices and needs, as well as the
obstacles that SMEs face in their daily business activities, and to provide
guidance in creating relevant policy initiatives that will lead to more
economic growth and employment.

The SME e-Access and Usage survey was carried out by the Research
ICT Africa! (RIA!) network in 14 African countries between the last
quarter of 2005 and the first quarter of 2006. Its primary objective is to
understand the impact of ICTs on private sector development, and how
ICTs can contribute to a vibrant SME sector and economic growth in the
context of developing economies. The countries covered included
Botswana, Cameroon, Ethiopia, Ghana, Kenya, Mozambique, Namibia,
Nigeria, Rwanda, South Africa, Tanzania, Uganda, Zambia and
Zimbabwe.

To this end, the SME e-Access & Usage survey was motivated by the lack
of clarity about the impact of ICTs on small businesses. The literature to
date has failed to create a tight link between the use of ICTs and issues
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such as profitability and labour productivity. There are so many
competing claims against government resources and time that a vague
link between ICTs and economic growth and employment creation is not
convincing enough evidence for governments to commit their resources.
This survey aims to change that perception by providing solid empirical
evidence of the link between ICTs and business performance based on
firm-level evidence.

A major contribution of this survey to the existing understanding of
SMEs in Africa is its use of a formality index to categorise SMEs. Past
studies have treated formal, semi-formal and informal businesses
uniformly, reducing the applicability of their analysis. A formal business
is fundamentally different from an informal business in Africa. A formal
business pays its taxes, is more likely to export and often is included in
official census of SMEs. In contrast, the primary survival strategy of an
informal business is to remain below the radar screen, not to pay taxes
and not to form part of any official data. Apart from the obvious survey
difficulties this presents, there is a more mundane business difference:
informal businesses are also more likely to sell or produce anything that
might make money, in contrast to more formal businesses that have a
tendency to concentrate on a single product or set of products. The
implication of this is that a Cobb-Douglas production function, for
example, cannot be used to analyse SMEs, unless there is a declared
interest only in formal SMEs. Of course, suveying only formal businesses
would be telling half the story since about two-third of non-resource-
driven GDP generation is derived from SMEs, and a large share of that
from informal ones.

The establishment of the link between ICTs and profitability and labour
productivity creates another set of policy imperatives for governments
across the continent. ICTs are only useful if they can easily be acquired
and used. The key obstacle identified by SMEs towards greater
possession and use of ICTs is their cost. The high cost of ICTs in Africa
has been attributed to policy choices that have limited competition, and
the absence of regulatory capacity to regulate abuse of market
dominance in wholesale and retail pricing (Gillwald, 2005 and Gillwald &
Esselaar, 2004). This requires greater regulatory capacity, something
that is missing from nearly all countries included in the survey. To
illustrate this, most governments are exclusively focused on the direct
contribution of ICTs towards the economy in terms of profits and staff
complements of major telecommunications operators. However, as this
report makes clear, it is the indirect contribution of ICTs towards
economic growth that is truly transformative:

“ICTs have the largest beneficial impact in conjunction with other
changes, including a new set of ICT skills/training, structural changes
within business models and the economy, and institutional and




regulatory adjustments” (ITU, 2006: 39). This means that ICTs have to
be looked at from a perspective that considers all causes of economic
growth and attempts to provide a catalytic environment that uses ICTs
to generate economic growth rather than the ICT sector's specific
contribution towards GDP.

The outline of this report is as follows: the next chapter introduces the
methodology that was used to achieve the objectives of this study,
followed by two chapters providing a brief background of the SME sector
and the ICT infrastructure in the 14 countries that participated in the
survey. The fifth chapter focuses on ICT access and usage. Chapter Six
looks at the impact that the usage of ICT has on the profitability and
efficiency of SMEs. Chapter Seven summarises the main conclusions and
policy recommendations arising from this analysis.
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CHAPTER 2

The target sample for each country was 280 SMEs. The SMEs were
sampled based on target lists in the capital of each country and at least
two other economically significant, urban locations. No random
sampling procedure was used but the businesses were selected based on
their profiles.

A tremendous effort went into the training of enumerators to understand
the value proposition of a business - to understand how the business
makes its money. Gathering financial information from SMEs is not an
easy task. It required enumerators to build up trust with the
entrepreneurs and an understanding of how businesses operate. Several
check-backs were built into the questionnaire to check for consistency of
responses while the interviews were conducted. This allowed
enumerators to uncover when wrong or inaccurate information was
provided. One reason that led entrepreneurs to provide inaccurate
information, other than fear of higher taxation or competition, was the
absence of record-keeping. Enumerators were trained to assist SMEs
without record-keeping to estimate the values of fixed assets and other
financial figures.

Implied purchasing power parity (PPP) conversion rates' were used to
convert monetary values to US$ for all countries. This allows us to use
the data from the various countries in one dataset.

SME definitions vary from country to country and are ideally defined
sector specific. The size cut-off point for this survey is based on a
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recommendation from the African Development Bank, which defines
SMEs as having less than 50 employees. Sector specific definitions will
be derived from the analysis collected in the survey and presented in

another paper.

TABLE 1. CHARACTERISTICS OF SMEs
Types Characteristic (not hard rules!)
Informal * no employees
Operator/ * no distinction between business and personal finances
Survivalist ¢ does not keep records

* does not pay taxes

* is not registered with any authority

* engages in business activities to pay for daily expenses
Informal ¢ less than 10 employees
Micro or * no distinction between business and personal finances
Small * may not keep records
Business * may not pay taxes

* may not be registered with any authority
* has physical address and contact details
* between 10 and 49 employees

Formal Micro
or Small * keeps records
Business * has separate bank account

* pays taxes

* is registered with all required authorities

* has physical address and contact details

The ILO (2004) distinguishes three types of enterprise models:
* Pre-entrepreneurial activities;

* Micro-enterprises; and

e Small enterprises.

This paper distinguishes between survivalists or informal operators and
businesses. Survivalists or informal operators engage in business
activities with the aim of generating enough income for day-to-day
consumption, rather than growing a business that generates a
sustainable stream of income. Survivalists or informal operators usually
do not distinguish between business and personal finances, do not keep
records, do not pay taxes and are not registered with any authority.
Money from sales or services rendered is predominantly consumed
immediately for private purposes (same day, week or month). A micro
and small business in contrast has some degree of formality. This might
include a business bank account, formal work contracts for employees,
a physical address with contact details, registration with receivers of
revenue and other authorities, and so forth. The line between informal
operators and survivalist on the one hand and informal businesses on




the other is fluent and varies from country to country. The distinction
between formal and informal businesses varies equally from country to
country. Only businesses that complied with the following
characteristics were sampled:

* Physical presence (shop, workshop, house from where the business
operates) with contact details (2 minimum of two out of these three:
street number, post box, telephone/cell-phone number);

* Business must operate with the aim of generating sustainable income
streams;

* Business should be independent and not be a branch of a larger
business;

* Business must have less than 50 employees.

A qualitative question regarding the business activity was asked and the
response to it used to classify SMEs in terms of International Standard

TABLE 2. SAMPLE DISTRIBUTION - ISIC CLASSIFICATION

Tabulation Total
D: Manufacturing 728
F: Construction 232
G: Wholesale and retail trade, repair of motor vehicles, motorcycles and

personal and household goods 1,325
H: Hotels and restaurants 317
I: Transport, storage and communications 429

J & K: Financial intermediation & real estate, renting and business activities 436
M & N & O: Education, health, social work, other community,

social and personal service activities 500
Total 3,967

Industrial Classification (ISIC). The number of sampled businesses for
different ISIC clusters is shown in Table 2.

METHODOLOGY



The data collected from SMEs was used to classify responding SMEs into
informal, semi-formal and formal businesses. Table 3 shows the
variables that contributed to the formality index.

TABLE 3. COMPUTING THE FORMALITY INDEX

Question Value
Form of ownership? Sole proprietor, Partnership 0
CC, Pty 0.5
Is your business registered with No 0
the Receiver of Revenue? (pay taxes?) | Yes 0.5
Is your business registered for VAT? No 0
Yes 1
How many of your employees have a None 0
written employment contract? One or more 1
Does your business strictly separate No 0
business from personal finances? Yes 0.5
Does your business keep No 0
financial records? Simple bookkeeping 0.5
Double entry bookkeeping 1
Audit annual financial statements 1
Maximum Total 4.5

Proprietary Limited companies (PTYs) and Close Corporations (CCs)
usually require registration with various ministries such as finance
and/or trade and industry, whereas sole proprietors and partnerships do
not necessarily need to be registered with either in most countries
surveyed.

A SME registered for VAT is also more likely to be formal than one that
is only registered for income tax, since VAT handling requires
sophisticated record-keeping. Having written employment contracts for
employees also contributed toward the formality index. Having a written
contract allows employees to enforce the rights and minimum wages as
stipulated in labour laws while those without contracts can often be
hired and fired at will. Whether a business strictly separates personal
from business finances and the sophistication of record-keeping and
accounting were also included in the formality index. The maximum
value a business could achieve in terms of the formality index is 4.5.
Businesses were then categorised into informal, semi-formal and formal.
The breakdown of this classification is shown in Table 4. Table 5 displays
the breakdown of the sample in terms of formality categories and
countries.




TABLE 4. CLASSIFICATION OF FORMALITY INDEX

Formality Index Index points

Informal 1.5 points or below

Semi-formal 2 points or more and less than 3.5 points
Formal 3.5 or more points

TABLE 5. SAMPLE BREAKDOWN BY FORMALITY AND

COUNTRY
Country Informal Semi-formal | Formal Total
Botswana 50 65 141 256
Cameroon 184 69 27 280
Ethiopia 152 83 47 282
Ghana 92 106 82 280
Kenya 137 90 50 277
Mozambique 70 109 101 280
Namibia 107 108 92 307
Nigeria 146 75 44 265
Rwanda 182 59 38 279
South Africa 102 76 112 290
Tanzania 65 104 94 263
Uganda 151 139 61 351
Zambia 102 95 79 276
Zimbabwe 66 57 158 281
Total 1,606 1,235 1,126 3,967

Three indices are computed to compare ICT usage across formality
categories with each other, the ICT possession Index, the ICT Usage
Index and the ICT Usage Intensity Index. The ICT usage intensity among
businesses is calculated using the ICT Usage Index and dividing it by the
ICT Possession Index. The ICT Usage Intensity Index shows the extent
to which businesses employ ICT for business purposes in terms of what
they have in ICT devices.

The ICT Possession Index looks at what businesses have in terms of ICT
equipment and facilities. 1 point is given for each of the ICT devices
owned by a business, and a maximum of 6 points is obtained should a
business have all 6 items. Table 6 shows how this index is calculated.

METHODOLOGY



The ICT Usage Index was developed by awarding one point for any
employment of ICT facilities and equipment to carry out business
transactions.

TABLE 6. ICT POSSESSION INDEX

Yes, the business has one or more working telephones

Yes, the business has one or more working mobiles

Yes, the business has one or more working fax machines

Yes, the business has one or more post boxes

Yes, the business has one or more working computers

Yes, the business has an Internet connection
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Maximum Value

This gave a maximum total of 15 points should a business be making use
of all the ICT facilities and equipment mentioned in this study for
business purposes. This is shown in Table 7.

TABLE 7. ICT USAGE INDEX - INDEX VALUES

The business uses the telephone to communicate with clients and customers

The business uses the telephone to order supplies

The business uses the mobile to communicate with clients and customers

The business uses the mobile to order supplies

The business uses the fax to communicate with clients and customers

The business uses the fax to order supplies

The business uses the post box to communicate with clients and customers

The business uses the post box to order supplies

The business uses computers to communicate with clients and customers

The business uses computers to order supplies

The business uses the Internet to communicate with clients and customers

The business uses the Internet to order supplies

The business sends SMS or text messages for business purposes

The business receives SMS or text messages for business purposes
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The business uses the internet for business purposes
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CHAPTER 3

This chapter provides background information about the small and
medium size enterprise (SME) sectors in the countries that participated
in the survey. The chapter discusses economic significance of the SME
sector and policy initiatives.

The SME sector is not very well researched and documented in
Botswana. This is somewhat surprising particularly when one considers
the fact that government and other policy advocacy groups have
identified it as an important cog in the economic well-being of the
country, partly due to its employment creation potential as well as the
impact on reducing poverty (GOVB, 2003b & Jeffries, 1999). There has
however been some effort to document and streamline efforts to support
the sector since the adoption of the Policy on Small, Medium and Micro
Enterprises in 1999 (GOVB, 1999). This document sets the policy out in
some detail (Jeffries, 1999):

* A new legal and institutional framework for SMME support consisting
of the Small Business Act, the Small Business Council and the Small
Business Promotion Agency;

* New sources of finance for SMMEs through a micro-credit scheme and
a credit guarantee scheme operated through commercial banks;

* Regulatory changes, encompassing reform of the Companies Act, sales
tax regulations, licensing laws and reserved activities policy; and

* Improvement of business education and training.
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Using the manufacturing study information (BIDPA, 2006) as indicative
of the overall pattern, there exists a clear bias against women and youth
in firm ownership. The youth (less than 35 years) own only 19% of the
firms surveyed whilst women own 36%. It would seem (in the
manufacturing firms) that most firms are owner-run (88%). In an
unexpected result