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Executive Summary

This report presents the results of a study conducted on behalf of the Dutch Good Growth Fund
i$'*&Qq8 4EA OOOAU xAO AT i1 EOOEITAA O CcAO A
francophone West Africa, of which Guinea is one of the focus counffies report describes the

main factors that hamper growth of SMEs in Guinea and limit their access to growth finance, and

suggests possible actions to increase their access to funding.

The analysis of the ecosystem is based on six domains whichCaiierre, Policy, Markets,
Finance, Support, and Human Capitalln order to map these domains and identify solutions and
opportunities for improvement in Guinea, an initial desk study was undertaken. Then a field visit
of one week took place in January 2QifTere 28 stakeholders from various ecosystem domains
were interviewed. On January 13, 2017, a workshepasted by the APIPAgence de Promotion
des Investissements Priyésithered 25 key stakeholders to validate findings and design possible
solutions toovercome the gaps in the local entrepreneurial ecosystem.

A Challenging Environment

The Guinean entrepreneurial ecosystem appears to be relatively weak compared to other Sub
Saharan African countries. Aspects which stand out are the extrehiglyleve of informality of
SMEs, lack of entrepreneurial culture, lack of skilled professionals, a nascent Business
Development Support (BDS) market,veeakly developed goods and services market, and very
limited access to finance for local business@siinea isa low income country, with a GDP per
capita of$530 in 2015. The country suffered heavily from the Ebola crisis in 2Zhich had a
huge impact on the economy and society in generalthough slowly, the country isnow
recovering from that crisisSevealinitiatives to support SME development apbserved(e.g. by
APIP, incubators, investorsindicatingthat someimportant first stepsare takentowards more
SME oriented development.

Most SMEs ardD OO OE OAT EOOS | EAOI AT OAOPOEOAO

Data is scant orinformal enterprises, but interviews with local stakeholders suggest that few
SMEs are growttoriented formal businesses, while the vast majority are informal, moderate
COl xOE AT OAODPOE O A-énteiprzes théx Gré Boinit bf bea&sitythiar EnArD |

entrepreneurial vocatiop OO1 AT 1 T AAAOOEOU AT OOAPOAT ABOOG6 O
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The Missing Middle is a Reality

Micro finance and family & friends are the financing sources for small and newer businesses, but
not beyond a certain range. High growth enterpriseslayazelles have access to equity and debt,
but most other types of SMESs remain underserved or unserved by the current financial landscape.

The leading factors contributing to the lack of financing for small and medium businesses are:

/A Entrepreneurship The government ofGuinea has a strong belief in marketiented
development, however private sector development and an entrepreneurial culture is
developing slowly in the country.

A Informality The high degree of informality of most enterprises translate®ilack of proper
financial accounting, insufficient capital to put up as collateral, and lack of professional
management skills.

#Closing The Gap Guinea 3



A SME financeThe lack of incentives for banks to take any risk in lending to SMEs as they can
get high returns on governmeniending. Banks are unaware that SME finance can be a
profitable and sustainable business line, if managed well, guided by adeedlloped
strategy, and accompanied by capacity building of bank statiere is a lack of legal
assurances for banks that thiewill be able to recover their money if the entrepreneur
defaults, even when they have taken collaterdk a result there are only limited financing
options- essentially only short term bank loans (< 1 year)

£ )T OAOGOT OONut mamyBnfkeSterOde active in Guinea because of slow economic
growth, high transaction costs and limited presence of investable enterprises. However it can
be considered an untapped market for impact investors, especially in sectors like mining
agribusness and tourism.

The resulting financing gap for Guinean SMEs is shown in the image below.
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Looking forward, the two most promising pathways for closing the financing gap for Sdé&s

to be helping missing middle enterprises transition outioformality and grow into bankable,
investable businesses, whilgimulating better more advanced financial service delivery to
missing middle enterprisesA number of concrete actions to close the financing gagvere
suggested by local stakeholders:

/£ Devebp an entrepreneurial minget from an early age

/A Equip SMEs with reliable accounting

/£ Promote and certify BDS providers

A Promote the sharing of information among financial institutions
A Revisit Government policy

3. Promote, strengthen
and certify BDS providers

1. Develop an 2. Equip SMEs
entrepreneurial with reliable
mind-set from accounting
an early age capacity

4. Promote the sharing
of information among
financial institutions

&
gin

5. Revisit government policy
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1.Introduction

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

of the Dutch Ministry of Foreign Affaird. EA $' ' & DAOO O)1 OABOI AT OEQDA |
I £ £01 A06 EIT OAOOI AT & ET EOE A Offik Aat hins tdimphoves OO A E
access to finance for the missing middtethat is entrepreneurs who have outgrown miero

financing but do not yet have access to conventional financial services.

The Seed Capital and Business Development (SCBD) Facility wetdigsed to further the
impact of the DGGF by providing technical assistance, seed capital and business support services
to intermediary funds and local SMEs. In addition, the program incorporates a knowledge sharing
component that supports research, tesassumptions and shares insights on financing SMEs in
developing countries and emerging markets, and fosters industige knowledge exchange.

Under the SCBD knowledge development and sharing component, the DGGF #ClosingTheGap

series aims to improve thcommon understanding of key challenges faced by entrepreneurs and
AOPAAEATI T U OEA OIi EOOEIT C 1 EAAT A6 ET A1 O1 OOEAO A
Oi11 OF MEAAEI EOAOA AT A OODPDPT OO 11 AAT AforA ET OAC
SME development. Working together, local stakeholders and their international partners should

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

the growth of local enterprises.

The study was commissioke O CAO A AAOOAO O1 AAOOOAT AET C
francophone West Africa, of which Guinea is one of the focus countries. The report describes the

main factors that hamper SME growth and access to finance, and suggests possible actions to
increase3 - %08 AAAAOO O1 4&O1 AET C8

1.2. Methodology

Policy

The first DGGF #ClosingTheGap study piloted
in 2015 in Kenya applied the Entrepreneurial
Ecosystem Diagnostic Toolkit, published by the
Aspen Network of Development Entrepreneurs
(ANDE). Based on the lessons leadrfeom the
pilot in Kenya, we have customised the
methodology for the purpose of this study. As
shown in the figure, the research follows the
Babson entrepreneurial ecosystem model, one
of the leading models in the current
entrepreneurial ecosystem thinkg) which
determines six different ecosystem domainA.
more detailed description of the methodology

Finance

Human

can be found in Annex 6. Capital
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The six ecosystem domains studied were:

- Culture: is the culture supportive and enabling of entrepreneurship?

- Finance canentrepreneurs gain access to debt, equity and other financial products?

- Human capital are the human resources that local enterprises require available in the
market?

- Policy: do policies enable and facilitate entrepreneurship?

- Markets: do entrepreneurs hayvsufficient business opportunities?

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

We started our evaluation of the entrepreneurial ecosystem in Guinea willesk studyto get

an initial overview of théocalentrepreneurial ecosystemFirst we analysed how Guinea scores

compared to other countries in Africa in each ecosystem domain, by combiniadiple
indicatorsfrom a number of different indexesndlex sources used for scoritilge 6 domains of
entrepreneurial ecosystems wetbe WorldBAT EG O %l OAOPOEOA 3 000AUO | %:
&1 O0OI 6abcCompefitideness Index (GCthe Global Entrepreneurship and Development

Index (GEDI) produced by George Mason University; data from the Doing Business (DB) project

of the World Bank; iad the Global Innovation Index, qublished by the United Nations.

Box 1: Enterprise Surveys in Guinea

An important consequence of the high degree of informality in the private sector is the lack
reliable data on the number and key characteristics of the different kinds of enterprises that operate
in Guinea. Thikindersto carry out a representativeurvey of the local SME sector. For the purpose
of this report information from a wide variety of sources was used. Quite uniquely for the region,
several enterprise surveys were recently undertaken, which provided most useful data for the
research:

1. Survey2015 by RIP, based on a sample of 1BMEs from22 different cities;
2. ES PartnersAPIP 2016 Survey, based on BMEs from 6 cities (70% informal);
3. WB Enterprise Survey 2016, based on 150 SMEs, all from Conakry.

For various reasons not least the sampleize and the higher degree of representativenese
second survey has proven to be the most useful.

DGGEF is partnering with the Enterprise Survey Unit of the World Bank to undertake enterprise
surveys in the countries covered by the current assignment. In Guinea, a survey was undertaken
in 2016. The findings from this survey are being used in this r&prknowledging the bias of
these data towards formal, and therefore larger and more professional, firms.

After the desk study, we interviewed representatives from various ecosystem domains during a
field visit of one week in January 2017. This group included 8 entrepreneurs (not including the
BDS providers); 12 SME support structures (including gamiic ard private structures) and 7
financial players (banks, MFIs, and venture capitalists).

Lhttp://www.enterprisesurveys.org/~/media/GIAWB/EnterpriseSurveys/Documents/Profiles/English/gabia pdf

#Closing The Gap Guinea 7



(For the full list of participants, see Annex 1.). These discussions enriched the information from

the desk study, and uncovered the root causes explaining the existende A O EOOET ¢ 1| E
Guinea. In additiorthey helped to identify some of the key stakeholders, both organisations and
individuals that act as frontrunners in the development of a ma@nducive Guinean
entrepreneurialecosystem.

These and other reiant stakeholders were gatheretliringa workshopco-hosted by APIP with

25 key stakeholders of thiecalecosystem on January 13, 2017, to validate findings and design
possible solutions. See Annex 4 and 5 for a list of workshop participants and sunofhary
outcomes.

#Closing The Gap Guinea 8



2.The Business Landscape in Guinea

2.1. Guinea in a nutshell

Box 2: Guinea key facts
Area: 245,857 km2
Population: approx. 12 million _

Capital: Conakry v
Other economic Kindia, Labé, Kankan and
hubs: .61 01 ET Oi " JLaoie
Official language: French ) famou Kankan
Other languages: Susu, Fula, Maninka, Kissi, e, % o )

Toma and Guerzé Conakry
Religion: Muslim (85%), Christian

(10%) Natrhore
Currency: Guinean franc (GNF)
GDP per capita Approx.$53¢ -

Situated on the Atlantic coast, Guinea shares borders with GuBisaau, Senegal, Mali, Ivory
Coast, Liberia and Sierra Leone. Guinea declared independence from France in 1958. Its first
president, Sékou Touré, was a strong supporter of Rdiicanism anded the country towards a
socialist economy based on centralised economic planning and gpanty dictatorship. Unlike
other former French colonies in West Afri€aiiinea did not adopt the CFA Franand as a result
could not join the UEMOANest AfricarEconomic and Monetary Union) when it was established

in 1994. Instead it joined the WAMZ (West African Monetary Zone), established in 2000, as the
only nonEnglishspeaking country in the union which includes Gambia, Ghana, Liberia, Nigeria
and Sierra Leoa. There are plans to introduce a single currency in the WAMZ as well, but it is not
clear when or if this will happefhe lack of a common currency with Frepgjpeaking neighbours

(and Guinea Bissau) is a constraint to foreign trade.

22. ' OET A A& O urkalECSydtdninite Regional Context

' OET AAGO AAT OUOOAT OAT OAO 11 xAO?aCehrdirig toitieOO T OE
scoring methodology, which is based on a range of indicators including the WB Doing Business
ranking, WEF Global Competitivereetndex and the UN Human Development Ind8xinea is a

low-income country in terms of GDP per capitawhich is heavily dependent on its natural

resourced mainly mining and to a lesser extent agriculture. The country suffered heavily from

the Ebola crisi in 201415, which had a huge impact on the economy and society in geéneral

2 See Annex6 for details on the scoring methodology

S4EA AT O1 OOU EAO Al 1100 EAI £ OEA x1 01 A6O0 AAODEOA OAOAOOAOG AT A OE
4The World Bank estimated the impact of the Ebola crisis at $600 million for Guinea. Real GDP growth in 2015 was negljgible (o

0.1% instead bthe projected 4%) but this may also have been due to lower mineral prices.

#Closing The Gap Guinea 9



Figurel: GDP per capita in Guinea and selected countries
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Guinea scores poorly on various international indices, even compared with its neighbours. For
instance, on thedJN Human Development Indexit is ranked 182 out of 188 in 2015. In West

Africa only Burkina Faso (183) and Niger (188) score lower, but allof GUA8 © AEOAAO 1 Al
i 3AT ACAT h X¢é¢dh #EOA A6) OT EOAh Xé¢wh , EAAOEAh Xé§.
higher.

-1 OA OAT AGAT O £ O 1 60 OOOAU AOA OEA 7101 A %AT I
the 717 Ol A 'Ddirig Biésiiess Index where Guinea also ranks lower than most of its
neighbours. In fact, in the WEEGCI 20186, Guinea is at the very bottom of the table and in the

WB-DB index 20147 the country is ranked 163 out of 190, placing above only Guinea Bissau and
Liberia in the region.

TheWEF Global Competitiveness Indefocuses on 12 pillars of competitiveness. Tiled area

in the spider web ifrigure2 shows the scores for Guinea, while tten line shows the average
scores for SuiSaharan Africaln 2014, Guinea had a low score for most pillars, in parti¢otar
institutions (140 out 0140) Infrastructure (140) and Higher Education and Training (130). Guinea
scores similar to SSA countries on Labor Market Efficiency.

#Closing The Gap Guinea 10



Figure2: WEF Global Competitiveness Index for Guine§an&aharan Africa
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ranking, which is a weighted average of several factors, some of which are worth highlighting. On
OE&%AOA 1T £ ' A OO Eihdicato# i BuhFakadan Africal heQWesgtfrican countries

are ranked 22 to 36 and Guinea is ranked 29 out of 48.

AEAOA EO A 110 11T O0OA OA<EilyOFEBlsingsd h OERAQRT ABDOA OA
and Benin score relatively wetlthey are ranked 50 and 57 respectivelywhereas Guinea is

ranked relatively low at 133, only above Guinea Bissau and Gambia. This suggests that setting up

a business in Guinea remains challenging. The Doing Business rankitigef@vest African

countriesand Kenyais shownin Figure3 below, highlightingthe difference between th&enya
and Guinea rankings. For the full table with rankings of West African countries, see Annex 7.

2.3. The Guinean Pmite Sector

The main characteristic of the Guinean private sector is the high degree of informality, which
according to some estimates is above 90%. According to a recent study commissioned by APIP,
92% of the private sector in Guinea consists of informainicro- or small enterprises in
agriculture, trade or services, with low salaries (less than $50 p/m) and low literacy rates
(25%).1t is estimated that 80% of the workforce is employed in this sectortaationly 2.2% of

the enterprises have a bank acaufl

5«Transformer le potentiel de la Guinée pour le peuple guingelBS Partneré\PIP, 2016http://apip.gov.gn/?g=print/99y
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Figure3: World Bank Doing Business Indicators Ranking for West African Countries
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For this studythe definition used forSME is firms wit/»-100 employees and an annual turnover
ranging from 65 to 2,000 million GuineaEO AT A | ' . & 2D0,000. Tieeddfinitiond are

taken from a recent study by APIP (Agence de Promotion des Investissements Privés) and ES
partners, commissioned by AfDB and UNDBNd are in line with common definitions by other
stakeholders irGuinea. Thus, compared to Senegal for example, SMEs tend to be a lot smaller in
Guinea, in particular in terms of turnover

The SME Landscape

SMEs are not a homogenus group. They differ greatly in terms of size, degree of formality,
experience, market orientation and related funding needs. The SME sector can be classified
based on two criteria: size and growth. Téegmentation of the Guinean SME sector results in

five types of entrepreneurs with distinctive funding needs, that would benefit from customised
support. These segments are described below.

A Small necessity entrepreneursThe biggest group of entrepreneurs in Guinea are small
necessity entrepreneurs, balselarger than a micro enterprise, which set up to achieve
AT ETATT A £ O OEA 1T x1TAOOGE ZAITEI Uh AT A AEI /
cases, access to finance would be welcome to increase their working capital, but their
financial administration ad business planning practices are insufficient to approach
funders.

6 At the time of the study the Euro exchange ratesMaNF 10,000.
"« Transformer le potentiel de la Guinée pour le peuple guingdhS Partnerd\PIP, 2016.
81n Senegalfor instanceOEA AT 1T OA1 OOOT T OAO 1 A3®m0omm EO ET OEA OATCA 1T &£ Q £ VYhodd

#Closing The Gap Guinea 12



/£ Moderate growth entrepreneurs. These are traditional firms offering a product or
service with a stable demand but usually not deploying innovative products or
production techniques. In #1 Guinean context, an annual growth rate e8% increases
OEAOA EEOI 06 OEUA 1 OA Gsizéeentekprise.iThep &ichofteth E OA A O
family businesses with a higher rate of formality (around 20%) than the small necessity
entrepreneurs. They artypically on the verge of having access to bank financing.

/A High growth start-ups. These are typically young entrepreneurs, often starting a
business in the technology sector. Guinea has relatively few of these, in comparison
with Senegal, for instance hEse new entrepreneurs typically struggle for several years,
as they learn to manage the basic challenges of doing business in Guinea, such as
bootstrapping, handling authorities, and coping with unreliable infrastructure. As
elsewhere, there is not muclufiding available for early stage stanps.

A/ DDT 0001 EOU Ahede Gk lentrépreédrOtBat engage in opportunistic
business behaviour, copying successful business models observed elsewhere and
regularly switching or adding new business activitiisis group includes entrepreneurs
that run several businesses at once (knownpasallel entrepreneurs and who will
often own small businesses in a variety of sectors and industries. They tend to lack a
long term business vision and have limited markebwhedge and client understanding.

/E Gazelles.In the Guinean context, successful stats that have made the move from
small to midsize firm in a very short time, thanks to high annual growth rates of around
10%, are called gazelles. Usually formally registered, they typically hav&0@0
employeeshave achieved a mature financial performance, and are headed by a strong
business leader. Gazelles look for larger amounts oftamm financing for investment
in assets, and usually have access to debt or other forms of financing. There are not
many gaezlles in Guinea.

#Closing The Gap Guinea 13



Figured: Segmentation of SMEs in Guinea
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SMEs and Access to Finance

Surveys are typically biased in favour of larger, formal and Corbétsgd SMES, and include less
information about smaller, more rural and informal enterprises. Even so, access to finance is
considered to be the top obstacle to doing business by Guineamomand small enterprises,

followed by Ebola and the cost of financing, according to a recent survey commissioned by APIP.
FormedumOEUAA A1 OAOPOEOAOh xEOE OOOT T OAO AAOxAAI
obstacles were Ebola and the cosfisfinancing,followed by corruption, inflation and in the fifth

place, access to finance.

9 ClosingTheGap Kenya, Intellicap 2015
10Sjze of suksegnents is estimated by authors based emterprise surveys (World Bank and APARY field data

#Closing The Gap Guinea 14



Being an entrepreneur in Guinea often involves looking for new stewrh business
opportunities to survive the next few months, rather than a consistent focus on building long
term clients and a qualitpriented enterprise. The result is copycat SMEs,hwiery limited
market knowledge and no clear, lortgrm business strategy. Successful role models are rare,
though they do exist. A few examples are:

A Juliette Camara who set up her own printing business in 1$9Nouvelle Imprimerie de
Kaloum- and now las two separate business locations, with over 100 employees and state of
the art printing equipment, for which she got a loari®n¥illion from Afreximbank;

A Sékou Cissewho worked as a logistics officer for various heaktated NGOs for 24 years,
before setting up his own logistics companysuinea Mining Servicegin 1990. He now has
a whole fleet of Toyota pickip trucks that he leases to the mining sector and other corporate
companies;

/E Nabil Saad who set up his own private clinic in 20QClinique Ambroise Parg with a

AAPAAEOU 1T &£ ao AAAOh AT A xET 11 x5ndlidard Yoo
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Snapshot: Starup and high growth enterprises in Guinea

Nouvelle Imprimerie Kaloum (NIK) &
CIP Patrice LumumbgCIPLL)

Director/owner: MrsJuliette Camara

Location: Conakry
Business activity: Printing services
Established 1990/2002

Staff: 100+

Formal: Yes

Financing the business

A Mrs Camara tarted NIKfrom scratchby self
financing and grew the business through
retained earnings and some advance payments
from clients.

A For CIPLLshe obtained bank loans from 3
different commercial banks in 2002 (with a 50%
guarantee)

A Another bank provided financing in 2015 to
invest in modernization of the machinery

Challenges

A Mrs Camarahad to start the business without
anyexternal financimg.

A The first years were very hard, until 1993/94
when she received a large order.

A Until 2002 she only had access to short term
loans,but after that she was able to accekmg
term finandng.

Global Mining Services

Director/owner: Sékou Cissé
Location: Conakry
Businessactivity: Logistics
Established 2007

Staff: 70+

Formal: Yes

Financing the business

A Mr Cisséhas a fleet of Toyota pickip trucks
that he leases to the mining sector and other
corporations.

A It was dfficult to get thebusiness stagd, given
that he had to rely mostly on his own funds

A Other financial tools he used were leasing of
vehicles and requesting advancpayments
from clients

Challenges

A Banks do not provide a loan size that is
sufficient to start anew enterprise

A Banks do not have the capacity to evaluate the
profitability of a type of business they have not
seen before.

A Itis hard to find partners that are interestéul
investng in the company.

Fabricants de Pompes a Eau de Labé
(FAPEL)

Director/owner: Barry Aguibou
Location: Labé
Business activity: Water pumps
Established 2014

Staff: 11

Formal: Yes

Financing the business

A Start of business was funded through own
funds and retained earnings

A Also took a small short loan, and pfi@ancing
of orders

A Prizz money of business competition awards,
incubation services from SabouTech.

Challenges

Since several years not successful in obtaining
finance to invest in the installation of a modern
pump pioduction unit.

Banks demandextremely high collateral

Banks are morénterested in a short loan for
working capital, but not offering growth
finance

p S
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