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EXECUTIVE SUMMARY 
 
1. BACKGROUND (INTRODUCTION) 
 
A. ACCESS TO FINANCE AND COST OF BORROWING 
 
Generally speaking, financial inclusion, or broad access to financial services is 
defined as an absence of price or non-price barriers in the use of financial 
services. Improving access then means improving the degree to which financial 
services are available to all at a fair price. It is easier to measure the use of 
financial services since data of use can be observed, but use is not always the 
same as access. Access essentially refers to the supply of services, whereas use 
is determined by demand as well as supply. 
 
B. DEFINITION OF SMEs IN KENYA 
 
The term SME covers a wide range of definitions and measures, varying from 
country to country and between the sources reporting SME statistics. Although 
there is no universally agreed definition of SME some of the commonly used 
criteria are the number of employees, value of assets, value of sales and size 
of capital as well as turn over. Among them the most common definitional basis 
used is employees because of the comparatively ease of collecting information 
and here again there is variation in defining the upper and lower size limit of 
an SME. In developing countries the number of employees and size of asses or 
turnover for SME tend to be much smaller compared to their counterparts in 
developed countries due to their relative size of business entities and 
economies 
 
 Types and Features ff Small Scale Businesses in Kenya  
 
· Survivalist enterprises are activities by people unable to find a paid job or get 
into an economic sector of their choice. Income generated from these activities 
usually falls far short of even a minimum income standard, with little capital 
invested, virtually no skills training in the particular field and only limited 
opportunities for growth into a viable business. Poverty and the attempt to 
survive are the main characteristics of this category of enterprises. Given the 
large number of people involved in survivalist activities, this constitutes a vast 
challenge, which has to be tackled within the broader context - Quick 
economic activities – No skills 
 
· Micro-enterprises are very small businesses, often involving only the owner, 



some family member(s) and at the most one or two paid employees. They 
usually lack 'formality' in terms of business licenses, value-added tax (VAT) 
registration, formal business premises, operating permits and accounting 
procedures. Most of them have a limited capital base and only rudimentary 
technical or business skills among their operators. However, many micro-
enterprises advance into viable small businesses. Earning levels of micro-
enterprises differ widely, depending on the particular sector, the growth phase 
of the business and access to relevant support. Small enterprises constitute the 
bulk of the established businesses, with employment ranging between five and 
about 50. The enterprises will usually be owner-managed or directly controlled 
by the owner-community and are mostly family owned. They are likely to 
operate from business or industrial premises, be tax-registered and meet other 
formal registration requirements. Classification in terms of assets and turnover 
is difficult, given the wide differences in various business sectors like retailing, 
manufacturing, professional services and construction – Lack formalities 
 
· Medium enterprises constitute a category difficult to demarcate vis-à-vis the 
"small" and "big" business categories. It is still viewed as basically 
owner/manager-controlled, though the shareholding or community control base 
could be more complex. It is characterized by the employment of more than 
200 employees and capital assets of a substantial amount of about Ksh. 2 
million (excluding property) 
 
Features And Prospects Of SMEs In Kenya  
 
Characteristics of SMEs  
SMEs are generally distinguished by the nature of their production and 
management arrangements, trading relations, financial practices, internal 
competence, etc. Typically the following features in varying degrees 
characterize them:  
* Small units, often rural-based and family-owned  
*Small independent enterprises, standing alone and producing for a well-
defined market  
*Specialized firm, producing specialized products, selling to the international 
 And /or local markets  
*Rely on low cost raw materials, low energy costs, low labor costs, low division 
of labor 
 *Flexible and often small production runs 
*Low capital formation  
*Largely labor intensive units with low-level technologies; but note the 
emergence of high skill and technology-intensive SMEs, especially in high 
technology industries.  
 
 
 
 



Advantages of SMEs 
 
The peculiar character of the SMEs endow them some special advantages, 
amongst which are: 
 *Generation of employment  
*Poverty alleviation 
 *Breeding ground for entrepreneurs 
 *Driving force behind interrelated flow of trade, investment and technology  
*Contribution to substantial local capital formation 
 *High levels of productivity and capability  
*Mechanism for technological and managerial growth  
*Increase in competitiveness and export capability  
*Channel for ensuring industrial diversification and dispersal 
 *Active instruments for rural and social development 
 *Development of specialized product niches 
 *Quick response to market changes and opportunities 
 *Rapid absorption of technological innovation 
 *Immediate end-users of indigenous research findings 
 
C. OVERVIEW 
 
SMEs in Africa: The “Missing Middle” 
 
The development of the private sector varies greatly throughout Africa. SMEs 
are flourishing in South Africa, Mauritius and North Africa, thanks to fairly 
modern financial systems and clear government policies in favor of private 
enterprise. Elsewhere the rise of a small-business class has been hindered by 
political instability or strong dependence on a few raw materials. In the 
Democratic Republic of Congo, for example, most SMEs went bankrupt in the 
1990s – as a result of looting in 1993 and 1996 or during the civil war. In Congo, 
Equatorial Guinea, Gabon and Chad, the dominance of oil has slowed the 
emergence of non-oil businesses. 
Between these two extremes, Senegal and Kenya have created conditions for 
private-sector growth but are still held back by an inadequate financial system. 
In Nigeria, SMEs (about 95 per cent of formal manufacturing activity) are key to 
the economy but insecurity, corruption and poor infrastructure prevent them 
being motors of growth. 
Africa’s private sector consists of mostly informal micro-enterprises, operating 
alongside large firms. Most companies are small because the private sector is 
new and because of legal and financial obstacles to capital accumulation. 
Between these large and small firms, SMEs are very scarce and constitute a 
“missing middle.” Even in South Africa, with its robust private sector, micro 
and very small enterprises provided more than 55 per cent of all jobs and 22 
per cent of GDP in 2003, while big firms accounted for 64 per cent of GDP. 
SMEs are weak in Africa because of small local markets, undeveloped regional 
integration and very difficult business conditions, which include cumbersome 



official procedures, poor infrastructure, dubious legal systems, inadequate 
financial systems and unattractive tax regimes. Many firms stay small and 
informal and use simple technology that does not require great use of national 
infrastructure. Their 
Smallness also protects them from legal proceedings (since they have few 
assets to seize on bankruptcy) so they can be more flexible in uncertain 
business conditions. Large firms have the means to overcome legal and 
financial obstacles, since they have more negotiating power and often good 
contacts to help them get preferential treatment. They depend less on the 
local economy because they have access to foreign finance, technology and 
markets, especially if they are subsidiaries of bigger companies. They can also 
more easily make up for inadequate public services. 
 
 
Small enterprises and most of the poor population in sub-Saharan Africa have 
very limited access to deposit and credit facilities and other financial services 
provided by formal financial institutions. For example, in Ghana and Tanzania, 
only about 5–6 percent of the population has access to the banking sector. This 
lack of access to financial services from the formal financial system is quite 
striking, when one considers that in many African countries the poor represent 
the largest share of the population and that the informal sector is an important 
part of the economy 
 
 
To meet unsatisfied demand for financial services, a variety of microfinance 
institutions (MFIs) has emerged over time in Africa. Some of these institutions 
concentrate only on providing credit, others are engaged in providing both 
deposit and credit facilities, and some are involved only in deposit collection. 
Throughout the paper, the term “microfinance institutions” is used as 
commonly defined, that is, to designate financial institutions dedicated to 
assisting small enterprises, the poor, and households who have no access to the 
more institutionalized financial system, in mobilizing savings, and obtaining 
access to financial services. Institutions offering microfinance services are very 
diverse, including commercial banks, state-owned development banks, and 
postal offices. 
 
 
2. WHY IS ACCESS TO FINANCE AND COST OF BORROWING A PROBLEM? WHY 
DO SMEs FIND IT HARD TO ACCESS FINANCE? 
 
Restricted Access to Finance 
 
Africa’s SMEs have little access to finance, which thus hampers their 
emergence and eventual growth. Their main sources of capital are their 
retained earnings and informal savings and loan associations, which are 
unpredictable, not very secure and have little scope for risk sharing because of 



their regional or sectoral focus. Access to formal finance is poor because of the 
high risk of default among SMEs and due to inadequate financial facilities. 
Small business in Africa can rarely meet the conditions set by financial 
institutions, which see SMEs as a risk because of poor guarantees and lack of 
information about their ability to repay loans. The financial system in most of 
Africa is under-developed however and so provides few financial instruments. 
Capital markets are in their infancy, shareholding is rare and no long-term 
financing is available for SMEs. Non-bank financial intermediaries, such as 
micro-credit institutions, could be a big help in lending money to the smallest 
SMEs but they do not have the resources to follow up their customers when 
they expand. 
 
Reasons why SMEs find it hard to access finance are:  
 

• High  interest rates – disparities between savings account returns and 
borrowing rates 

• Collateral requirement – Land ownership etc  
• Multiple transaction costs 
• Delays in processing 
• Inflexible conditions 
• Government requiring unmovable collateral  
• SME’s to have good track records 
• SACCO’s demanding group borrowing rather than individual companies 
• Interest rates for commercial banks 18 – 25%, sacco’s 50% 
• Lack of transparency – Conditions and requirements are not shown in 

advance 
• Slow in processing loans, corruption (TZ) 
• Lack of skills to present bankable projects (U sellable business plans) 
• People borrow and do not pay back 
• Ministry of youth, National youth committee developing professional 

activities for the youth (Budget allocations). Question is sustainability 
due to lack of follow up and monitoring but this has collateral 
requirements which some small businesses cant meet 

• Sector diversification from agricultural to others 
• Accessible systems to the youth 

Loan security 
Loan security is one of the important aspects of credit to SMEs. Most lending to 
small-scale enterprises is security based, without any regard for potential cash 
flow. However, organizations lending to micro-enterprises have devised 
alternative forms of collateral. These include: group credit guarantees, where 
organizations lend to individuals using groups as guarantors, and personal 
guarantors, where individuals are given loans based on a guarantor’s pledge. 
Loan guarantee schemes are increasingly being implemented as a means of 
encouraging financial institutions to increase their lending to the risky sectors 



and those without the traditional formal security. The main banks operating 
this scheme are: 
• Kenya Commercial Bank, where the government guarantees the loan to 
reduce the risk and overcome the lack of borrower security. Applicants are 
expected to meet all the bank requirements except for tangible security. 
• Barclays Bank, where entrepreneurs involved in off-farm business activities 
but lacking the traditional bank security are guaranteed through a loan 
guarantee fund. An important feature of these institutions’ activities is that 
there is little interaction or coordination between the different activities. They 
mostly serve different types of economic units with access to their facilities 
directly dependent on participation in the supported activities. This 
fragmentation is further reflected in the geographical dispersion of specific 
programs, credit terms and conditions specific to certain programs, and the 
short-term nature of a number of programs. Credit markets in Africa are mainly 
fragmented, since different segments serve clients with distinct 
characteristics. Hence this diversity of credit institutions can be seen as an 
explanation of the fragmentation. 
 
Others include: 

• High and multiple transactional costs 
• Risky sectors – Agriculture and SMEs (attitude of banks) 
• Saving mobilization ratio to income – justification 
• Product awareness 
• Variety of financial products for SMEs 
• SME sector/operation awareness by commercial banks 
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3. IMPACT OF THIS ON THE ECONOMY  
 

• Employment  
• Poverty Alleviation 
• Productivity 
• Reducing inequality 

 
4. PROPOSING POLICY RECOMMENDATION 
 

• INCREASING SME ACCESS TO FINANCE 
  
Improving business conditions, boosting the capacity of SMEs, expanding the 
financial sector and strengthening links between firms will permanently 
increase SMEs’ access to finance. 
 

• PUBLICATION OF BANK RATES – SAVINGS AND LOANS 
 
The Central Bank of Kenya already publishes these in order to help borrowers 
make informed decisions while considering borrowing 
 

• LAND POLICY REFORMS 
 

• GENDER 
a) Feminist Transformation in Kenya 

 
Women in Kenya face numerous constraints in accessing affordable finance for 
small business primarily in: 
 
1) Issues of access to loans without collateral  
2) Access to the formal sector 
 
Issues of access to loans without collateral: Land as only acceptable form of 
collateral 
 
Due to women’s limited land ownership status in Kenya (Property Rights in 
Kenya), they are unable to provide collateral needed for loan requests. 
According to The World Bank report entitled: Gender and Economic Growth in 
Kenya: Unleashing the Power of Women, “women entrepreneurs make up 
nearly half of all Micro, Small and Medium Enterprises (MSME) owners and 40 
percent of smallholder farm managers, yet they have less than 10 percent of 
the available credit  and less than 1 percent of agricultural credit.” This issue 
has been identified by the Kenyan government as “a major constraint inhibiting 
the growth of the MSME sector, and more so for women entrepreneurs” in the 
2005 MSE Sessional Paper. 
 



Informal enterprises are assisted by over 5,000 microfinance institutions (MFIs) 
and Savings and Credit Cooperative Societies (SACCO). The largest Kenyan MFI 
currently servicing Kenyan women is the Kenya Women Finance Trust (KWFT) 
which was started in 1981 as the first African affiliate of Women’s World 
Banking. KWFT had 78,786 active members at the end of 2005 and more than 
300 staff servicing low-income women. The organization provides both group-
based and individual loans with an average loan size of Ksh. 36,125 with a self-
sufficiency rate of 119 percent. 
 
Problem with Microfinance Institutions 
 
Microfinance institutions in Kenya lack cohesion; they operate under different 
mission statements as well as target different market niches. Most of the MFIs 
are not able to offer differentiated lending products or institute business 
support programs, whereas larger more established institutions may have 
access to larger and formalized enterprises. The issue is the lack of an 
intermediary between the two extremes. Microfinance is a great tool for 
poverty reduction however, it is limiting in that women who wish to expand 
their business further are not provided with the opportunity. 
 
Until recently, the commercial banks showed no interest in servicing SMEs 
because “of the perception of higher credit risk and the high transaction 
costs”.  However, banks are now realizing the value of catering to this growing 
sector due to an improved macroeconomic framework and lower interest rates. 
One of the banks taking part in this new trend is the Equity Bank, which 
provides financial literacy training and same-day emergency loans for MSMEs. 
Equity Bank also directly targets women entrepreneurs with its product range 
and marketing strategies. 
 
 Women’s credit history not recognized 
 
Women entrepreneurs often have to rely solely on their credit history for a 
chance to receive a loan since women’s repayment rates are generally higher 
than men. Due to a lack of a credit-referencing system, important MFI 
information on SME businesses is not available to other financial institutions 
neither is it available within the general financial system. This leaves women at 
a loss due to the high collateral requirements in Kenya. The 2004 Investment 
Climate Survey found that 86% of loans required collateral and that the average 
value of the collateral, which in most cases is land with a registered title was 
nearly twice that of the loan. This requirement means that women are unable 
to move from MFIs and SACCOs to more formal collateral-based lending 
institutions. Often, Women do posses collateral in the form of movable 
property such as stock, machinery, and book debts. However, these types of 
assets are not usually considered credible types of collateral. 
 



Kenya’s lending institutions’ limited access to credit information due to a lack 
of enforcement of filing annual returns make it hard for banks to lend to 
women whose main asset is their credit history. Women also face 
discriminatory treatment by bank officials who prefer dealing with husbands 
and do not take women seriously. 
 
Recent Efforts 
 
Efforts led by the International Finance Corporation (IFC) along with the 
Central Bank and the ministry of Finance to establish a credit reference bureau 
which should benefit more women. This law reform could enable Non-land 
Assets to be acceptable as collateral.  
Standard Chartered Bank is currently undertaking a study on the SME sector to 
better understand the segmentation of its customer base, including by gender, 
and is developing its SME lending strategy. 
 
Recommendations for increasing women’s access to finance include the 
following:  
 

� Prioritize reform of part IV of the Companies Act, the Chattels Transfer 
Act, and common law in relation to movable property securities law by 
enacting a best-practice regime based on article 9 of the U.S. Uniform 
Commercial Code, as adapted for use in common law countries (for 
example, New Zealand). 

� Collect and strengthen legislation to enable efficient exchange of credit 
information between financial institutions (FIs), especially between 
microfinance institutions (MFIs) and banks, leading to comprehensive 
coverage through a credit reference bureau. 

� Encourage provision of financing mechanisms for female-owned 
businesses through local financial institutions and international 
development institutions. 

 
Kenyan Women’s Lack of Access to Formal Business Sector 
 
 
“Total employment in the informal sector is estimated to have reached more 
than 5 million by 2002 (an increase from 3.7 million in 1999). The formal sector 
saw hardly any increase from its 1.74 million employees over the same period 
(Government of Kenya 2003b).”  
 
The World Bank’s report argues that “there are specific legal, regulatory, and 
administrative barriers that women entrepreneurs face—that are either not 
encountered at all by their male counterparts or have a disproportionate effect 
on women. Because women tend to be “time-poor” (combining family duties 
with running their businesses) and have limited access to financial resources, 
they may be less likely to register their businesses.” Registration of a business 



is crucial for access to credit and public services such as electricity, telephone 
and water. A 2004 Regulatory Cost Survey in Uganda found that trade license 
procedures negatively affect women. 
 
Specific recommendations for reducing bureaucratic barriers facing women:  
 
Expedite the review of the overall steps for business registration…and develop 
a one-stop shop for business registration, business name, registration, and 
other regulations.  
Expedite the process of replacing the Companies Act with a new regime in 
particular to streamline business entry procedures.  
The government must follow through on the steps and commitments already 
taken to implement the Business License Reform.  
Establish the Regulatory Review Unit and the Electronic Regulatory Registry, 
and ensure that appropriate mechanisms are in place to screen new business 
licenses and, at a later stage, other business regulation.  
  
Apart from the KWFT, international women's groups active in helping Kenyan 
women with micro credit as well as greater access to financing include:  
 
Africa Microfinance Network  
Association of Microfinance Institutions - AMFI 
Consultative Group to Assist the Poor - CGAP 
Micro Save  
Women's World Banking and African Rural and Agricultural Credit Association - 
AFRACA. 
 
b) Micro-finance institutions (MFIs): Support for Growth-oriented Women 
Entrepreneurs in Tanzania, 2005 
 
Micro-finance operators in Tanzania function within the framework of the 
Government’s National Micro Finance Policy of 2000. The objectives of this 
policy are to provide the basis for the evolution of an efficient and effective 
micro-finance system to serve the low segment of society and contribute to 
economic growth and poverty reduction (as described in MIT, 2002). The policy 
establishes a framework within which micro-finance operators will develop, 
lays out the principles to guide operations of the system, defines roles and 
responsibilities of actors, and provides guidelines for coordinating mechanisms. 
The Central Bank was given the mandate to coordinate implementation of the 
policy. It is interesting to note that the Micro Finance Policy includes “gender 
equity” as a best practice. 
 
Access to financial services should be available to both men and women. In 
order to achieve gender equity in the delivery of services, it may be necessary 
to make special efforts to incorporate features that make the services 
accessible to all. (National Micro Finance Policy, 2000, pp. 11-13) 



 
There are a number of micro-finance operators in the country (the major ones 
are highlighted in Table 6) and, although a number of key informants stated 
the view that micro-financing is plentiful, most MFIs operate in urban areas 
with relatively well developed infrastructure, thereby denying access to rural 
MSEs and those in backward regions (UDEC, 2002). Key informants reported 
that micro-credit operators had recently formed the Tanzania Association of 
Micro-Finance Institutions (TAMFI), with support from the Swedish International 
Development Agency (SIDA). At this point, however, there is no collective data 
on micro-finance clients, no evidence of systemic performance evaluations of 
the micro-finance industry, and a great need for sharing of good practices in 
managing micro loan funds. 
 

• REVITALIZING DEVELOPMENT BANKS AND INVESTMENT BANKS 
 

• ESTABLISHMENT AND USE OF CREDIT REFERENCE BUREAUS AS WELL 
AS IMPROVING BUSINESS CONDITIONS 

Proper information, a key to deciding whether to make a loan, would be helped 
by adopting clear accounting standards, setting up independent, competent 
and reputable accounting firms and creating more credit bureaus supplying 
data on the solvency of firms. 
An impartial legal system that can help settle contract disputes, commercial 
law reform and drafting and clarifying land titles, as well as effective 
bankruptcy procedures, are vital for growth of the business sector. 
A country’s tax laws can either coax small businesses into the formal sector of 
the economy or keep them out of it. 
Governments should also make sure that they pay SMEs promptly, since public 
contracts are vital to the financial security of these firms. 
 

• HELPING SMES MEET THE REQUIREMENTS OF FORMAL FINANCING 
 
Apart from the need to boost SME capacities, some financial instruments can 
help provide missing information or reduce the risk stemming from some SMEs’ 
lack of transparency. 
Franchising, which is very popular in Southern and East Africa with the 
encouragement of South Africa, allows use of a brand name or know-how that 
reduces the risk of failure. Warehouse-receipt financing (in South Africa, Kenya 
and Zambia) guarantees loans with agricultural stocks. 
Other financial instruments, such as leasing and factoring, can reduce risk 
effectively for credit institutions but are still little used in Africa. 
Credit associations that reduce risk by sharing it are more common. They help 
financial institutions choose to whom to lend, by guaranteeing the technical 
viability of projects, and sometimes providing guarantees. But growth of these 
bodies is limited by the lack of organisation among SMEs in Africa and by their 
focus on certain sectors and geographical areas. 



Governments and donor sources have thus preferred creation of guarantee 
funds to ensure repayment in case of default. 
In several countries, especially in Central Africa, this has not worked since 
provision of a guarantee has meant less rigorous choice of investment projects 
and a lower rate of debt recovery. Elsewhere, notably in Mozambique, 
borrowers and financial institutions have worked together to maintain a good 
rate of recovery and to reduce interest rates. 
 

• FINANCIAL SECTOR REFORMS: MAKING THE FINANCIAL SYSTEM MORE 
ACCESSIBLE TO SMES 

 
Most African financial systems are fragmented. The “missing middle” in the 
pattern of size of firm is matched by one in the range of financing available. 
Lack of funding for SMEs has partly been made up for by micro-credit 
institutions, whose growth is due to the flexible loans they offer small 
businesses. In Angola, Novobanco provides loans free of bank charges, without 
a minimum deposit and with informal guarantees (property assets and a 
guarantor), as well as permanent contact with loan managers. Though adapted 
to local needs, however, micro-credit institutions remain fragile and modest-
sized. As well as lacking trained staff, micro-credit institutions face limited 
expansion because of their limited funds. Their mainly short-term finance 
means they cannot easily turn the savings they collect into medium or long-
term loans. 
They are also up against the cost of refinancing through the formal banking 
sector and have no access to refinancing either by the central bank or by 
venture capital. Micro-credit institutions could be put on a firmer financial 
footing by developing and adapting long-term savings products that exist 
elsewhere, such as life insurance and home-saving plans, and encouraging the 
setting up of specialized refinance banks such as Mali’s “solidarity bank” 
(Banque malienne de solidarité), or working more closely with the formal 
banking sector (Benin’s SME support organization PAPME and the local Bank of 
Africa). 
Some countries (such as Kenya) have dealt with the lack of funding by 
supporting growth of smaller commercial banks or (in Ghana) of rural banks, so 
as to bring traditional banks and SMEs closer geographically and business-wise. 
South Africa passed two laws in early 2005 to expand the banking system to 
include savings and loan institutions (second-tier banks) and co-operative banks 
(third-tier banks) while easing banking regulations so the newcomers could still 
be flexible in providing loans. In many countries, commercial banks are also 
setting up their own micro-credit services. 
Removing the obstacles to access for SMEs’ to finance requires that commercial 
banks, micro-credit institutions, community groups and business development 
services (BDS) work closely together. Pushing for agreements between financial 
bodies and BDS suppliers will help make up for lack of capacity and reduce 
costs by more efficient division of labor. The BDS supplier makes the initial 



choice of projects on a purely technical basis and the credit institution looks at 
financial viability. 
Making loans to intermediaries (NGOs and federations of SMEs) with the job of 
allotting funds to members can also help cut administration costs. Solidarity 
between banks, especially setting up inter-bank financing to (as in Nigeria) 
pool money to be invested in SMEs, reduces the extra risk of lending to SMEs, as 
well. Working with banks boosts the financial viability of micro-credit 
institutions and can also help informal financial bodies to move towards the 
formal sector. 

• PENSION FUNDS BE AVAILABLE FOR BORROWING 
 

• REMITANCES (FROM PEOPLE IN THE DIASPORA) FOR INVESTMENT… 
 

• EXPANDING THE SUPPLY OF FINANCE THROUGH THE NON-FINANCIAL 
PRIVATE SECTOR 

Financial institutions are not the only source of money for SMEs. Apart from 
remittances by nationals working abroad, which are a key boost to private-
sector growth, the interdependence 
between SMEs, large firms and sectoral “clusters” is a major potential source 
of finance, as shown in Asia and Latin America. 
Big firms can do a lot to help SMEs get finance more easily by transferring 
resources (money and factors of production) and guaranteeing SME solvency 
with financial institutions. Links with major companies can also help SMEs get 
export credits, which are especially important in countries with weak 
institutions, since commercial partners are better informed than other 
creditors (especially financial institutions) about the ability of their customers 
to repay debts. Export credits have been proved useful in Zambia’s agro-food 
industry. Subcontracting is still uncommon in Africa, but has grown rapidly in 
South Africa since 1998, though there is increasing skepticism about it because 
it may confine SMEs to low-skill informal activities. 
Clusters of SMEs, which are very active in Asia, enable member firms to seek 
finance together, provide collective guarantees or even set up their own 
financial body. The threat of expulsion from the cluster ensures that promises 
are kept, which allows the network to overcome shortcomings in the legal 
system. 
Frequent interaction with financial authorities, as well as the role that 
reputation plays in the cluster, can greatly increase confidence between firms 
and financial institutions and thus make it easier to get loans and lower rates 
of interest. 
Working together also means firms can get supplier credits and can borrow 
from each other when necessary, which reduces general costs. Such clusters, 
however, are very little developed in Africa and are concentrated in South 
Africa, Kenya, Nigeria, Tanzania and Zimbabwe. 
 

• SUBCONTRACTING AS A SOURCE OF FINANCING – Through the big firms 
to transfer resources like money and other factors of production 



• SACCOS/MFIs 

• Restructuring of bank reforms in terms of collateral, urban area 

• Revitalizing of banks 

• Promote and strengthen credit reference bureaus 

• Associations having a component of credit facilities to SME’s 

• Deepening financial sector reforms e.g. more licenses 

• 70% of Tanzanian banks is being controlled by one commercial bank 
which ignores SME’s 

• Available guarantees to SME’s from Government 

• Helping SME’s to prepare bankable projects 

• Fair interest rates and conditionality 

• Sensitize SME’s that when they borrow they are obligated to pay back 
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Effective communication should be strategic, what, how, who 
Language to communication 
 
Advocacy matrix: Identify the issue, analyze and understand, developing 
position papers, monitoring and evaluation 
 
 

 


