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Executive simmary

This report presents the results of a study conducted on behalf of the Dutch Good Growth Fund
(DGGFs part of the ClosingTheGap series of entrepreneurial ecosystesassments, which

wereAT i | EOOET T AA OT CAO A AAOOAO O1 AAOOOAT AET ¢ |
Africa. This report details findings otihe main factors that hamper growth of SMiEsBenin, one

of the six focus countries in the seriemd suggests possible solatis, especially regarding

access to finance.

This analysis looks at six dimensions or domains which, taken together, define the character of
the ecosystem for entrepreneurs, and how supportive or inhibitive that system is for
entrepreneurial growthThese 6 domains ar€ulture, Policy, Markets, Finance, Support, and
Human Capital We conducted a desk study to map these dimensions of the entrepreneurial
ecosystem in Benin and identify potential opportunities for improvements, followed by a field
visit of one week at the end of 2016 to conduct 45 interviews with stakeholders from the various
ecosystem domains. The fieldwork was followed by a workstmwposted by the Dutch Embassy

on February 9 2017, gathering 40 key stakeholdersnfrepreneurs, represntatives from
financial institutions and public and private business elepment service providejgo validate
findings and discuss possible solutions to overcome the identified ecosystem gaps

A small and vulnerable market

Despite uniquepolitical stability fornearly30 years andteadyannualeconomicgrowth levelsof
around5%, Benin istill a lowincome country with a GDP per capita af8®in 20161t is a small
market that relies heavily on informal +&xport with Nigeriataxation ofwhich represents 25%
of government revenue" AT Eeht@meneurial ecosystem is considered to be nascent,
compared to other Suisaharan African countrief\spects that stand out include the velygh
degree of informality of SMEghe lack of entrepreneual culture, insufficient availability of
skilled and professional staff, loguality and availabilityof Business Development Services
(BDS) and very limited access to finance for SMEs.

The countnp O -) expohssufferedas a result ofhe 50%currercy devaluationin neighbouring
Nigeriain mid-2016 In addition,the political transition to a new governmeirt Beninin that year
took time to develop Initiativesto modernise the constitution were rejected by parliament in
April 2017 Overall, the entepreneurial ecosystem has experienced slight improvementthe
areas ofstarting a business and resolving insolvency, but access to energy, access to fenrashce,
the complicated taxegimeremainseriousissues.

Weak incentives for SME funding

There is a clear mismatch between the needs and availability of funding for SMEs, which is
providedmostly by banks and som®IFIs,as there is a lack of other funding structures. Whereas
banks focus on basishort-term, highly collateralised credit, SMBsgant longerterm funding

that would enable them to take full advantage of business opportunit@se difficulty is that
banksdo not understand SME businesses and their processes very Avaidther is thatthe
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central bankencouragesbanks to provide lowrisk, collateratbased leding. Even s banks
already have higlhevels ofportfolio at risk Moreover,they lack access to lontgrm funding and
capital, which restricts their own lending capacities

Leasing is currently unavailable in Benin as it is costiganageand demands underdeveloped
Investorsalso finda small and difficult market ilBenin; settingup and maintaining investments
is more costly and tim&onsumingthan elsewhere and therera not many known placement
opportunities.
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Many SMEs face the financing gap

The majority of the SMEs in Benin are small necessity entreprenams women are especially
likely to fall into this line of work simply as a way of securing a livelihooithéonselves and their
families Enterprises fund their first-3 years mainly with their own money, sometimes
supplemented with limited amounts from familgnd friends. After that, retained earnings are
the main source for investments, sometimes enhanced dmall amounts from MFIBank
finandng only becomes viablence an enterprise has been well established and able to provide
substantialcollateral It takesmost SMEg/ears to reach this leveBanks also want to establish a
relationship for 1-2 years \ith SMEs before they takéheir credit requess seriously. Hence,
applications of young/starip entrepreneurs are generally unsuccessful.
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Some of the most important factors contributing to the lack of financing for small and medium
businesses can ®immarizedas follows:

£ 3- %0 AOA 1 1. dnaidchalldngeoAIMES accessing funding is their high degree
of informality, which also implies lack of professionalism, organized business management
systems and processegspenness and stable long-term business approach. This makes it
challenging for funders to assess their repayment capacity. It is easier for banks to focus on
secured lending especiallybecause the courts lack knowledge on handling economic
disputes,even more saf thereis no solid collaterallf SMEs coulgroduce clear business
plans and financial datéor funders it wouldgo a long way towardmcreasng their chances
of obtaining funding Most banks already have a higiroportion ofnon-performing loars in
their portfoliosz on average, 22% of loans are 90 days or more in arr@ais.ispartly due
to a lack of capacityo follow-up on late reimbursementat the banks, but also because the
state is late in its payment® suppliersand because the courttake a very log time to
processeconomic disputesTaken altogether, his is a higkrisk situation andn a worstcase
scenariocould wipe out the banking sector, ifor example half of the arrearshad to be
written-off. Therefore, banks are not inclined to consideskier or unsecured lending to
SMEs

/E Bank reticence:banks generally lack access to reasonably priced Htmmm funding. This
makes it difficult for them to provide longerm loans to businessesnstead, they focus on
fee-generatingservices such agedit cards which have an immediate positive impact thre
bottom-line, and secured lendintp large companies. According to the June 2016 figures of
the Benin banking association, 34% of bacredit portfolios consist of loans to the state
(down from anevenhigher45% in 2014)31%are loans to largecorporates and 35%are to
individuals.

/E Limited investor appetite: Benin is hardly targeted by international investptmecause of its
small marketsizeand the perceptiorthat doing business in Benindsfficult, expensive and
slow. Moreover, investors need local banks to provide working capital to investieesyder
for them to grow and prospeto the extent that they would be good equity investment
candidates.

The resulting financing gap for BenineSMEs is shown in the image below:
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Possible solutions

The two most promising pathways for closing the financing gap for SMEs seem to be helping
missing middle enterprises transition out of informality and grow into bankable, investable
businesses, while stimulating morailored and widespread delivery dinancial service to
missing middle enterpriseshA number of concrete actions to close the financing gagvere
suggested by the research team and local stakeholders:

A Upgrade the quantity and quality of the BDS offer
A Accompany entrepreneurs

A Increase understatting of financiers

/A Convene SME ecosystem actors

; 2. Provide
stage-appropriate —
ol <uopor - T

e

m 1. Upgrade the
— BDS offer

3. Increase financiers
aa understanding

[ ] of how to work
with SMEs

L 4. Convene SME ecosystem actors *
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1.Introduction

1.1. Objective of thetudy
This study has been conducted on behalf of the Dutch Good Growth Fund (DGGF), an initiative

I £ OEA $O0OAE -ETEOOOU 1T &£ &1 OABTCAO! EEAEDOS - %B A
I £ £O01 A0 ET OAOOI AT O ET EOEAOEOA 1T &£ OEA $00AE
access to finance for the missing middtethat is entrepreneurs who have outgrown miero
financing but do not yet have access to centional financial services.

The Seed Capital and Business Development (SCBD) Facility was established to further the
impact of the DGGF by providing technical assistance, seed capital and business support services
to intermediary funds and local SMEs% &ddition, the program incorporates knowledge
sharingcomponent that supports research, tests assumptions and shares insights on financing
SMEs in developing countries and emerging markets, and fosters industly knowledge
exchange.

Under the SCBBnowledge development and sharing component, the DGGF #ClosingTheGap

series aims to improve the common understanding of key challenges faced by entrepreneurs and
AOPAAEATI T U OEA Oi EOGOET C |1 EAAT A6 ET A1 O1 OOEAO A
Oi11 OF MEAAEI EOAOA AT A OOPPTI OO 11T AAT AT A ET OAC
SME developmentWorking together, local stakeholders and their international partners should

be better able to identify solutions to the main gaps in emireneurial ecosystems that hamper

the growth of local enterprises.

4EA OOOAU xAO AiiiEOCOEITAA O1 CcAO A AAOOAO
francophone West Africa, of which Benin is one of the focus countries. The report describes the

main fadors that hamper SME growth and access to finance, and suggests possible actions to

ET ACAAOA 3- 06 AAAAOO O1 &EO1 AET C8
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1.2. Methodology Policy

The first DGGF #ClosingTheGap study piloted in
2015 in Kenya applied the Entrepreneurial
Ecosystem Diagnostic Toolkit,ublished by the
Aspen Network of Development Entrepreneurs
(ANDE). Based on the lessons learned from the
pilot in Kenya, the methodologwas customised
for this study. As showthe figure, the research
follows the Babson entrepreneurial ecosystem
model, one of the leading models in the current
thinking about entrepreneurial ecosystem A
more detailed descriptiorof the methodology
can be found imnnex5.

Finance

Culture

Human
Capital

The six ecosystem domains studigvere:

Culture: is the culture supportive of and enabling entrepreneurship?

Finance can the entrepreneur gain access to debt, equity and other financial products?
Human capital: are the required human resources accessible for local enterprises?
Policy: do policies enal# and facilitaie entrepreneurship?

Markets: do entrepreneurs have sufficient business opportunities?

Support: do entrepreneurs have access to enterprise development support services?

= =4 -4 —a A -9

To map these domains and identify opportunities for improvement in Benin, fiddsk study

was performedat the end of 2016 durng whichwe analysedhow Beniré §€zores compare to
other countries in Africa in each domain, by combining multiple indicators from a number of
different indices.

Box 1: World Bank EnterpriseSurveys in Benin

DGGF is a partner of the World Bank Enterprise Survey Unit to perform enterprise surveys
countries covered by the current assignment. In Benin, a survey was performed in 2009 and 201
findings fromthis survey are used in this report, acknowledging its concentration on more fori
larger and more professional firnts.

After the desk studywe conductedafield visit of one week ilfNovember 2016Representatives

from various ecosystem domains were interview@aduding 10entrepreneurs20 SME support

structures (including sempublic and private structuresind 13financial players (banks and

MFI9™. The discussions with these experts enrichéé information from the desk study, and

pointed to some of the causes of tiufficultiesfacingthe O1T EOOET ¢ | EAAT A8 ET " A
the discussions helped to identify some of the key stakeholders irBéwineseecosystem that

couldact as frontrunners in develojng a more SME friendly ecosystem.

LFull list of interviewed people can be found in annex 1

#Closing The Gapenin 7



Finally, we gathered 40 local stakeholders includingentrepreneurs, representatives from
financial institutions and public and private business development service providaliscuss

perspectives on the Beninese entrepreneurial ecosystem durimgikshop co-hosted by the

Embassy of the Netherlandsn 9 February2017 This session served tealidate findings and

discuss possible solutionSeeannex2 for a list of workshop participda.

#Closing The Gapenin 8



2.The businessdndscape inBenin

2.1. Beninin a nutshell

Box 3: Beninkey facts

Area: 114,763 krh BURKINA r
Population: 10.7m FASO ‘___/,I’Malam.rnll ¥ ]
Capital: Porto-Novo e Kandia \1
Other economic hubs: Cotonou, Parakou f\x Natiingou {ﬁ
! JDiougaou __/r
Official language: French ~ .
Other languages: Fon, Yorouba, Bariba ©"ANA Famkcuf"”'
Religion: Muslim (28%), Roman {
Catholic (26%), Vaudou | NIGERIA

Currency: FCFA | PORTO E._GLLZ“_mm -
GDP per capita: $789(2016) S"C’V?‘_r

.COIOHOLI

#1 01110 EO Al AAOI U OEA A1 O1 O6WB6 A1 EHIpdudiiHA E OAh

in its greatermetropolitan area.Other areas of concentratedconomic activityinclude Porto
Novo andseveralagriculture zones.

Politically, Benin is considered reasonably stable since 1888 the presidential éectionsin
2016resulted in a peaceful and uncontested transfer of powowever, the new government
had a difficult startbecause of depletedtate coffers and resistance to change dymeinterest
groups such as ministries that contest budget limitations and business grtlgiswant to keep
their (trade) benefits. Initiatives to modernise the constitution were rejected by parliament in
April 2017 which dd not improve the political landscap&Secondly, the new government is
considered untestedand several discussion partners mentioned that enterprises and funders
have adoptedch @ait-and-seedapproach.

Uncertainty about the future direction and efficacy of the government contributes to¢herent
lack ofeconomicconfidence, andslows the energenceand developmentof opportunities for
enterprises. This is the casmt only for the many micreenterprises that operate solely within
their local context but also fora large part of the traderiented SMEghat partly depend on
economic and polital stability This is clearly the case for the trams@ide sector, which
encompasses abouti@ Y m 1 £ " Al Brid@adbednAraviely dffétted by the recent 50%
devaluation of the Nigerian currency and by the imposition of trade controliggria Thishas
impactedthe Beninese economys 75% of imports are&xported ancover 25%of government
income comes from trade levies.

2 http://www.worldbank.org/en/country/benin/overview
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Benin uses theCFA FrancHCFA, the currency of the West African Economic and Monetary

Union, or the @nion Economiqueet Monétaire Ouest Africain@(UEMOA) The FCFA is
guaranteedby the French treasury and iexchangerate is fixed to the Eurdt has beerkept

stable against the Euv&rench Franc since 1994, when a devaluation of 100% took place. The
inflation rate dfference between Benin and the EU has since then mounted to l@réBenin

has therefore become less attractias a source dfnports. A second indication that the FCFA

i ECEO AA 1T OAOOAI OAA EO " Hickik éulently BrQUES-1POHAA A A AT /
historically has risen as high 88% of GDPEven worse, the currency of Nigergasdevalued in

June 2016 by 50%, making it expensive to expott th T E T ést@ndindstdy@amicneighbour.

In all, exportoriented SME$n Beninare likely to find it difficult to compete on the international
market because of itsovervalued currency and imports are relatively cheap, which is
disadvantageous for local producers. Although currency stability is considered useful by the
funders weinterviewed, they also fret thatlebt denominatedin FCFA will be worth less if a
devaluation occus. This might well be a reason financial institutions in Benin have difficult
attracting long-term funding, whichin turn limits their abilityto provide longterm funding to
clients.
22. "ATET 60 AT OOAPOAT AOmekti AAT OUOOAIT ET A
The Benines@cosystem scores lower than most other West African countaesording toour

scoring methodology, which is based on a range of indicators including th®Witlyy Business

ranking, WEF Global Competitiveness Index and the UN Human Development Index.

HUMAN

Average 6
FINANCE MARKETS domains
FRANCOPHONE WEST AFRICA

Senegal 5,00
Cote d'lvoire 4,64 5,51 5,24 4,66 5.80 4,95
Cameroon 4,62 4,90 4,77 4,22
Togo 3,94 4,59 5,04 4,20
fpenin EEE T I
Burkina Faso 4,78 406
ANGLOPHONE WEST AFRICA

Nigeria 4,43 4,21
Ghana 4,22 5,98 5,08
EAST AFRICA

SUPPORT CAPITAL POLICY CULTURE

5,35 5,49 5,67 6,16 5,21

Rwanda 5,05
Kenya 5,96
Ethiopia

Uganda 3,89
Madagascar

Tanzania

SOUTHERN AFRICA

South Africa

Botswana

Namibia

Zambia
Mozambique
WEIEWT

3See Annex6 for details on the scoring methodology

6,09
4,33
4,21

7,25
5,14
5,59
4,84
4,81
4,06

6,05
6,46
4,26
4,09
3,87

6,52
5,42
4,81
6,23
3,78
3,97

7,99

4,93 5,38 591
5,20 6,46 4,43
4,63 D

4,17

4,34

7,85 6,25 7,08
7,23 6,50 5,86
6,91 6,50 5,68
6,05 6,31 5,33

5,17 4,17
4,71

#Closing The Gapenin

10



)T AA@ O1 OOAAO OOAA &£ O OEA OAIT OEIT C 1T &£ OEA a Al
i 3gqh OEA 7101 A %ATTTIEA &I 0060 11 AAI #11
entrepreneurship and Development Index (GEDI) produced by George Masiversity, and

data from the Doing Business (DB) project of the World Bank and the Global Innovation Index,
co-published by the United Nations (U)

"AT ET 60 1 OA OA isthe IdwAstafietBDRiraiFas@vAencdmpared to other African
countries.Besideghe score for the domaiinance) where all countries score low, Benin shows

low scores in théupporfand ®olicydomainsas well" AT ET § O OWBuméniCapitatEind OE A
Culture domains fall inthe middle range, when compared to other Africa natiankooking

specifically at theHuman Development IndexBenin scores at the lownd (166 out of 188
countries).Furthermore,Benin has a midevel corruption scorgon which it igranked 83 out of

168 countries)although some local contacts thought thdte country fared worse than that

Figurel: World Bank Doing Business Indicators Ranking for West African Countries

Ranking by Business Indicators

The West African Countries - World Bank

] Global 1 Sub-Saharan Africa
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o Other West African Countries

YT 771 01 A -6f-Adingldusness ivd@ Benin ranks ¥58mong 189 countries, which is

OEi E1 AO O :Ei AAAxAh 30AAT AT A . ECAO8 (1 xAOAON
0060i T ¢ OAT OA i1 OEA O3A0OOEI ¢ OPp A AOOGETROOE EI
in the 2017 rankings, together witlvory Coast, which stands at 50. Starting a business in
neighbouring countries Nigeria and Togo (ranked 138 and 123 respectively) is considered much

more challenging. Respondents indicated, however, that improvements in businessugiart

4More details on the scoring methodology are included in the Methodological note in Annex 6
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processes are fostill mostly on paper and have not yet lead to visible improvements on the
grounddue to a lack of implementation capacity

Figure2: WEF Global Competitiveness Index émirgand Sub Saharan Africa

Inn:\_ratt.lolz‘and Basic
sophistication requirements
factors
Institutions
Innovation Infrastructure
7
6
Business 5 Macroeconomic
sophistication 4 environment

Health and
primary
education

Market size

Technological Higher education
readiness and training

Financial market Goods market
development Labor market efficiency
efficiency

B Benin
Efficiency — Sub-Saharan Africa
enhancers

Although Benin igjuite a stable economy in the region, with GDP per capita increasing at a slow
pace it is stilla lowrincome country in terms of GDP per capiseefigure 1 below). The level is
comparableto countries like Guinea, and stilelow other countries in the regiosuchas Ghana

and Ivory Coast. Figure3: GDP per capita in Benin and selected counfries

Thecountryd © A AT 17 1 U N
depends on trade and pou=’ \ cotedivoire
agriculture> namely s 277 >0 | Ghana
cotton andstaple crops 2 - e —-
such as maize, %" NP
sorghum, rice and  ___-- =7

manioc /

2007 2014
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2.3. TheBeninese privatesstor

The Beninese private sector is characterised by its high degree of informality; probably 85% of
enterprises are (sem informal, and consequently the large majority of workersBieninare
employedin the informal private econonabout 95%.

The SMHBandscape

For this studyand in line with definitions applies by local stakeholders e.g. APERAES are
defined as thosdirms thatemploybetween 5100 staff and havannualrevenuesof up to FCFA
XT & j SQXY o bGehegs)lorinBtanCeSMESs appear to be smaller in Behin

Onceenterprises reach a turnoverbove FCFA 100mP @ ® | j-®50K, théy arein principle
fundable bytraditional banls, as long as they have sotidllateralto offer. For enterprises with a
OO0O0T T OAO AAT OA  &thating skdrt@rn fundny dasdorsideredless of an
issue Howevertheselarger firmsare few and far between.

Obviously,SMEs in Benin are n@ homogenous groupThey differ greatly in terms of size,
degree of formality, experience, market orientation and related funding needsnyvdifferent
approachescould be employedo segmentthe market, such as industry or various measures of
enterprisesize In Beninhowever,respondentssaid thesdactorsareless relevansincefunders
AT Tfdc@@ on them andnany SMEs are not sector focuse@ihe main variable drivingSMED &
access to funding appeats betheir level of professionalismndbusiness eperience.

For this study, we havelassifiedthe SME sectobased on two criteria: size and growth. The
segmentationresults in &different types of entrepreneurs, with distinctive funding needs, that
would benefit from customised suppart

/£ Small necessity entrepreneursmake up the largest segment, often barely larger than a
micro enterprise. They argypicallyset up toprovideAT ET AT T A A O é&BA 1T x1 A
are concerned withsurvival rather than growth. In some casexcess to finace would
usefully increasgéheir working capital, but their financiahanagementand business planning
practices are often insufficient to approach funders.

/E Moderate growth entrepreneurs are traditional firms offering a product or service with
stable demand but they usually AT T 6 O E inrfov@iivé\ Grddlcts or production
techniques. They have annual growth rates of a few percant somegrow into mid-sized
enterprises. They are often family businesses with a somewhat higher rate of formality
(around 20%) than the small necessity entrepreneuaad theyare typically on the verge of
having access to bank financing.

/E High growth start-ups are typically young entrepreneurspmetimesstarting a business in
the services or technology sectos. These new entrepreneurs typically struggle for several
years, learning to handle the basic challenges of doing businessBianin such as
bootstrapping handling authorities and coping with unreliable infrastructure. As elsewhere,
there is not much fundig available for early stage stanps.Benin hasa limited number of
these startups, in comparison to neighbouring countries such as Senegal or Ivory Coast.

5INSAE, 2010
61n Senegathe annual turnover of SMEanges for instance fror® £ Y hGdh 80ED00.
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A Opportunity driven SMEs are enterprisesthat engage in opportunistic business behaviour,
copyingsuccessful business modedeenelsewhere and regularly switching or adding new
business activitiegn different sectors This group includes entrepreneurs that run several
businesses at oncepérallel entrepreneurg, and its memberstend to lack a longerm
business visioandhave limited market knowledge angnderstanding otlient-needs

/E Gazellesare successful startips that have made th&ansition from small to midsize firm
relativelyquicKy, thanksto annual growth ratesabove10%.0Often formally registered, they
usually haveor plan to have20-100 employeesachievea mature financial performancand
are headed by a strong business leader. Gazekesllylook formultiple, larger, andlonger-
term funding sources.

Figured: SUBOACI AT OAOETT T A& 3-%560 ET " ATET

Adapted from Intellecdp 1 A AOOET 008 OAOAOAAE

7ClosingTheGap Kenya, Intellicap 208%ze of suksegmentsis estimated by authors based emterprise surveys and
other data.
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