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African Entrepreneurship: Constraints
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Gerd Junne

If you think of African entrepreneurs, the Nigerian billionaire Aliko
Dangote may come to your mind, “Mo” Ibrahim, or Isabel dos Santos.
There are many distinguished African entrepreneurs like them.! But they
are still the exception. The typical African entrepreneur is a woman, most
probably a smallholder, who works in the informal sector on a piece of
land, which sometimes is as small as a tennis court.” The majority of the
world’s entrepreneurs are poor people in poor countries, and this is even
more the case on the African continent, where most of the working-age
adults can be regarded as starting up or running their own business.’

There is a great entrepreneurial potential. When the Tony Elumelu
Foundation launched the Tony Elumelu Entrepreneurship Programme
(TEEP) in 2015, it received more than 20,000 applications from all 54
African countries.* Africa is full of entrepreneurial people. What are their
ambitions and role models? What is their time horizon? And what holds
them back?
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This chapter will first present some general aspects of entrepreneurship
in Africa. It will then concentrate on the specific constraints that limit the
opportunities for entrepreneurs to grow their business. It finally indicates
a number of possible measures that would broaden these opportunities
and facilitate a successful accumulation process.

Framework Conditions for Entrepreneurship
Different Role Models

Africa experiences the fastest demographic growth of all continents. By
the end of the century, its population may reach four billion. According
to recent figures from the African Development Bank, there are 480 mil-
lion youth on the continent today (the number is expected to grow to
850 million by 2050), with 10-13 million entering the job market every
year and only 3 million getting wage employment.

Governments cannot provide these jobs. Formal economic sectors are
strongly biased toward the exploitation of mineral resources with little
employment, other sectors are exposed to strong international competi-
tion from (often Chinese) imports. There are few fast-growing industrial
sectors (like telecom, breweries).

Agriculture is not attractive in its present form and is largely subsis-
tence agriculture.

If there are only a few jobs offered, people have to create their jobs
themselves. Hence, there are a large number of people who become
“necessity entrepreneurs” in the informal sector. The very fact that many
people have no other choice (and certainly do not get wealthy in this
way) creates a negative image of (most) entrepreneurship. You become an
entrepreneur if everything else fails. “In many parts of the continent there
are so few successful companies that would-be entrepreneurs seldom see
inspiring examples or have trusted friends in business to turn to for advice
or as suppliers or customers.”

Well-educated people aspire to become government officials with a
guaranteed pension or get employed by a large company. If you can land
a job in the petrol industry and get a monthly salary of $ 3000, why go
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through all the hardship and face the risks of a starting enterprise with a
meager income, lots of work, and an uncertain future?

If you want to become rich, you would rather become a politician than
an entrepreneur. This is not an either-or question, however, since (big)
business and politics are largely intertwined. If your family is politically
well connected, you can more easily get government orders and subsidies,
and if you do well in business, you can more easily become an elected
official. Politicians are often political entrepreneurs. Kenyan politicians,
for example, spend more on election campaigns (per voter) than politi-
cians in the United States, a country which is 40 times richer.”

If you do not have the right connections, you may have other role
models: You may want to become a musician, a football player, an ath-
lete, an actor, a scientist, but probably not an entrepreneur. That is, you
may want to BE a successful entrepreneur, but you do not want to try to
BECOME one. The main reason may be that too many determinants
beyond our control decide whether you will be successful or not.

Uncertainty

Entrepreneurship implies risk taking. But the risks are usually much
higher in an African context than in OECD countries. To understand
entrepreneurial behavior in Africa, it is good to take this higher degree of
uncertainty into account. Many of the risks can be summarized as the
“Five Cs”: corruption, crime, conflict, competition, and climate.

Corruption takes many forms: Nepotism creates situations which limit
business opportunities to people with connections. Licenses may depend
on “speed money” and patronage lineages. High crime rates raise costs to
guard property and reduce mutual trust that would facilitate business
transactions.

The higher chances of violent conflict increase the risk of investment
especially in fixed assets. Strong competition, recently especially by
Chinese products, makes it difficult to find a suitable market niche.

The decreasing predictability of the weather due to climate change
reduces the attractiveness of investments in agriculture.
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The high levels of uncertainty contribute to a hesitance to invest in
ventures with a long time span before they deliver results. It is no wonder
that the African countries covered by the Global Entrepreneurship
Monitor occupy the lowest ranks on the “Undeterred by fear of failure”
indicator.

Since uncertainty is so high in an African context, entrepreneurial
individuals, who can mobilize the means to be mobile, often leave and
migrate to another country where the chances are higher that with hard
work, you will really achieve something.

Time Horizon

The high degree of uncertainty has a double impact on entrepreneurship.
It reduces the incentive to plan—and to save (to invest). Both would be
necessary to become a successful entrepreneur. In our own entrepreneur-
ship program,® we have seen that participants find it especially difficult to
produce a cash flow forecast—because “they cannot know beforehand.”
Several African languages are even said to lack a future tense.’

A rational analysis is substituted by hope. One result is that many ven-
tures remain unsuccessful—which then has a negative impact on the
image of entrepreneurship.

Religion also plays an ambiguous role in entrepreneurship, and many
Africans are deeply religious. If I wait for higher powers to rescue me, put
more emphasis on the after-life than on life on earth, or believe that
everything is pre-determined, it provides some spiritual comfort, but
does not expand my business. However, it can also work out in the oppo-
site way. Many entrepreneurs who are successful are religious people.
They dare to take risks, because they are confident that “God is at their
side” and will help them, if they persevere.

Planning always assumes that the entrepreneur can exercise some con-
trol over the outcome. Given the high uncertainty, this may not be the
case. While this hampers the capacity to plan, it can also have a positive
impact on other ingredients of entrepreneurship. If I cannot control the
outcome, | have to be flexible and be able to improvise. I would guess

that African entrepreneurs have developed a higher degree of flexibility
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and improvisation talent than most of their counterparts elsewhere. They
just had to; otherwise, they would no longer be in business.

Another important aspect of a limited time horizon is the limited
inclination to save. What makes saving so difficult is that most assets may
quickly lose their value—by fire, flood, theft, inflation, corruption, or
armed conflict. Besides, the pressing social needs around the entrepre-
neur are so abundant that it is difficult to save instead of satisfying at least
some of these needs, especially of the own larger family. Since in the
absence of a well-functioning social security system, family bonds pro-
vide the only social safety net, the pressure to share any income earned
from business activity is very high. Financial literacy in the larger family
is generally low. So a decision to save more and share less would not be
well understood in the entrepreneur’s social environment. Many entre-
preneurs therefore move to another town or abroad, so that success
becomes less visible for the larger family, which otherwise would exercise
a lot of social pressure. Such moves have the disadvantage that entrepre-
neurs may start in an unfamiliar environment, where they do not have a
dense personal network—which then is another obstacle.

Constraints for Entrepreneurship
Knowledge

The generally low average level of education in most African countries
forms a bottleneck for entrepreneurs. It implies not only difficulties to
find suitable employees. The entrepreneurs themselves often have enjoyed
little formal education, which makes it difficult for them to get informa-
tion on business opportunities, to go through the procedures of formal
registration, and to keep proper records. In Sierra Leone, for example,
more than half of all entrepreneurs are illiterate.

The formal education system is not geared toward entrepreneurship. It
offers a more abstract curriculum, and teachers lack experience in entre-
preneurship themselves.
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Since most people still depend on agricultural activities, it is especially
problematic that agricultural extension services do not function properly
and in many countries have been cut down for financial reasons. More
and more helpful information is available on the Internet, but a minimal
level of literacy, reading English, familiarity with computers, Internet
access and electrical power is necessary to make use of the wealth of infor-
mation out there. People who do have access then mostly look for an
occupation outside agriculture.'

Finance

If you ask entrepreneurs what the most important bottleneck is that they
experience, they would probably not start with knowledge, but with
finance. “There is a myth out there that every good idea can find fund-
ing,” according to Goolam Ballim, the chief economist of South Africa’s
Standard Bank. “But in Africa that simply isn't true.”"!

The grim reality is that there is money,'* but it is hardly available for
investment in small enterprises.

One aspect of this is income inequality. “In addition to being [one] of
the poorest regions in the world, Africa is also the world’s second most
inequitable region after Latin America. Inequalities have not diminished
over time. In 2010, six out of the 10 most unequal countries worldwide
were in Sub-Saharan Africa, and more specifically in Southern Africa.”"

But the poorer groups of the population still have some money. Every
year, several hundred thousand Africans try to reach Europe. It is very
costly to pay for the journey through Africa and then pay a human traf-
ficker to put you on a boat to Europe. Let’s assume that the average costs
of such migration are $ 5000. If 100,000 refugees and migrants embark
on such a voyage, this would imply that $ 500 million have been col-
lected to make this flow possible. With the same amount, thousands of
small companies could have been started instead.

Migration is costly, but it also leads to dividends in the form of remit-
tances. African countries south of the Sahara received about $ 33 billion
of remittances in 2016, of which 19 billion went to Nigeria alone.' But
only a tiny percentage is invested in businesses."



Author's Proof

African Entrepreneurship: Constraints and Improvements

Most African banks shun away from credits to small companies and
prefer to lend money to governments.'® The banks’ aversion to lending to
small enterprises is particularly preventing micro and small businesses
from exploiting their full potential."” Interest rates are high, and bank
employees are not well trained in assessing the risks of lending to these
enterprises.

Financing business through microfinance credits is not very attractive
either, since interest rates are high, and (micro)entrepreneurs fear that
they might lose even their last assets if they do not pay back the credit in
time."®

Infrastructure

Access to finance depends on the opportunities to sell what you produce.
But “even if entrepreneurs get access to finance, it is still difficult for
them to make and sell things.”" The lack of road infrastructure makes it
expensive to get supplies. Regular power cuts (or no electricity at all)
make it difficult to produce. High transport prices make it difficult to
reach markets. Traffic jams in the major cities cause a lot of time to travel
from one end to the other. Spare parts for broken machinery or cars can
be hard to obtain.

While some major roads have improved, the infrastructure in rural
areas remains deficient. This implies huge post-harvest losses for farmers,
because they cannot reach markets in time.?” On the other hand, it also
limits the size of the market for other goods: “Investors who want to
reach the majority of consumers still need to focus on getting goods out
to dispersed rural communities. In many cases overcoming infrastructure
gaps matters more than product novelty.”*!

The International Fund for Agricultural Development (IFAD) sum-
marizes the crucial role of infrastructure very well: “Reliable infrastruc-
ture is essential for all elements of rural development. It has an enormous
impact on the cost of supplying both farm and non-farm goods and ser-
vices. It is a key determinant of the business services available to small-
holder family farmers (for example, processing, marketing, storage) and

to their profitability.”*
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At present, large parts of African countries are not accessible for long peri-
ods during the year, due to the weather, mud, bad roads, or lack of bridges.

Of course, in addition to the constraints in the field of education,
finance, and infrastructure, there are the well-known problems of bureau-
cracy, lack of political stability, and lack of good governance in general,
which can create obstacles as big as the ones depicted above.

Improvements

Given all these constraints, what can be done about them? How can the
chances especially for starting entrepreneurs be improved? Political stabil-
ity, of course, would be a precondition for a positive investment climate
(for other entrepreneurs than arms dealers, smugglers, and similar trades).
Besides that, major changes in education, finances, and infrastructure
could give a great boost to African entrepreneurship.

Education

The majority of African entrepreneurs are smallholders who practice agri-
culture with a relatively low productivity on an increasingly exhausted
soil.? To get a maximum result from small farms without damaging the
environment further, while adapting to climate change (and reversing its
negative impact where possible), a lot of additional knowledge would be
necessary. A big step into the right direction would be the expansion of
agricultural extension services, which have been severely curtailed in the
past in most countries. To reverse this trend, Nigeria has taken an initia-
tive that should be followed by other countries. The Nigerian vice-
president has announced the recruitment and training of 100,000 young
persons as agricultural extension workers as a way of providing support
services in agricultural technologies to farmers.**

Agriculture in the present setting is not attractive for young people.
Many therefore would like to migrate to the cities (or abroad). To
increase its attractiveness, education would be desirable in a broad range
of agriculture-related professions that would help to improve the image
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of agriculture, like Agricultural Economist, Arboriculturist, Agricultural
Lender, Animal Geneticist, Crop Scientist, Conservation Officer,
Educational ~Specialist, Export Sales Manager, Ecologist, Food
Microbiologist, Farm and Land Appraiser, Farm Manager, Grain Broker,
Livestock Procurement, Market News Reporter, Plant Geneticist,
Quality Assurance Officer, Soil Scientist, Toxicologist, Viticulturist,
Waste Management, and Wildlife Biologist, as suggested by the “Kairos
Ladies” in Ghana.?

At the same time, a tremendous expansion of informal education could
take place. There is so much information available in international net-
works on the Internet, which could boost not only agriculture but any
kind of economic activity. A precondition for that would be more wide-
spread literacy, access to the internet, computer literacy, and knowledge
of English or another widespread language.

Besides such basic knowledge, more entrepreneurial skills training
could improve the chances of entrepreneurial success. Such programs
have quickly spread in many African countries but could still reach more
people and coach them for a longer period.?® There is disagreement about
whether entrepreneurship can be learnt,?” but relevant skills can certainly
be acquired by additional training.

A Financial Marshall Plan

There are thousands of capable people all over Africa with viable business
ideas that cannot be realized because there is no initial financing. An
institutional network is lacking that would be able to provide small cred-
its at bearable interest rates that would help to get these companies
started. There are many initiatives at a small scale, but their impact has
been limited. This is understandable, because the same uncertainties that
plague the starting entrepreneurs are also encountered by institutions
that could provide such start-up financing. In addition, these institutions
have to cope with the uncertainties regarding the skills and the integrity
of the entrepreneurs. Only a comprehensive approach that combines
financing with intensive mentoring would have a chance to yield the
expected results.
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One handicap for most initiatives is that they usually target individual
enterprises rather than a group of mutually supporting enterprises that
would be clients for each other. This, however, would require a degree of
planning, cooperation, and mutual trust that does not yet exist in many
communities.

Improved Infrastructure

At least one aspect of infrastructure has improved at lightning speed in
Africa: Mobile phones have spread into the most peripheral areas. There
are actually 557 million unique subscribers in Africa with a mobile
phone, and their number is expected to reach 725 million by 2020, which
would imply a penetration rate of 54 percent. The number of mobile
internet subscribers tripled in the last five years to 300 million by the end
of 2015, with an additional 250 million expected by 2020.%®

This has not only created a large number of telecom-related companies
(like mobile network operators, infrastructure service providers, retailers
and distributors of mobile products and services, handset manufacturers
and mobile content, application and service providers). It has also
increased the opportunities for doing business in general, because it has
facilitated not only communication and coordination but also marketing
and financial transactions.

While this is probably the most important change that is actually tak-
ing place, there are also large infrastructure developments on the conti-
nent that create many new opportunities for trade between African
countries—and other continents.”” While this will improve the chances
for traders, it may also hamper the chances of local small-scale industries,
which may suffer from increased global competition.

The rise of China has been crucial for the expansion of African infra-
structure. The World Bank already “in the 1960s shifted its aid focus
away from infrastructure, transportation, and infrastructure, leaving
basic irrigation, transportation, and electrification systems underdevel-
oped. China has stepped in as a new and symbiotic partner. ... Today
China is the greatest force evolving Africa beyond its artificial European
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colonial borders because it is paving over them with sturdy infrastruc-

tures reaching deep into landlocked countries.”

This infrastructure also provides new opportunities for African entre-
preneurs, though it basically serves to provide access to African raw mate-
rials and to distribute Chinese goods—in the same way as the colonial
infrastructure served Europeans in the nineteenth and twentieth

centuries.

A major difference, however, between now and then is the existence of
a growing group of African entrepreneurs who—in spite of all obstacles

described above—can also use this very same infrastructure.
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