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Introduction 

This note presents the views of stakeholders 

concerning the participation of SMEs in 

international trade. The note was prepared 

based on data collected from stakeholders 

through key informant interviews, phone calls, 

electronic communications, and field visits. 

The stakeholders were sampled from the 

following institutions:  

Micro and Small Enterprises Authority (MSEA) 

– A state corporation under the State 

Department of Industry. The Authority is 

responsible for formulating and implementing 

policies for developing micro and small 

enterprises (MSE) sector.   

Ministry of Industry, Trade and Cooperatives 

(State Department for Trade, Department of 

International Trade) - The Ministry in charge of 

developing and implementing trade policy in 

Kenya.  

Maasai Mara University, School of Busienss 

and Economics – A chartered public university 

that offers courses in several disciplines 

including economics and conducts reserach 

on diverse areas such as trade.  

SEATINI Kenya- A non-governmental 

organization that focuses on trade issues in 

Africa. They are currently running a research 

project in SME participation in international 

trade.  

Context  

Small and Medium Size Enterprises (SMEs) 

are one of the major sources of economic 

growth and employment in Kenya (Katua, 

2014). Majority of the firms in Kenya fall under 

micro, small and medium size enterprises 

(MSMEs). Small enterprises are defined as 

firms, trade, service, industry or business 

activities that record an annual turnover 

ranging from Kshs. 500,000 to Kshs. 5 million 

and employ between 10 to 50 people (MSE 

Act, 2012). In the manufacturing sector, small 

enterprises are those firms whose investment 

in plant and machinery range between Kshs. 

10 million and Kshs. 50 million. In the services 

and farming sectors, small enterprises are 

firms with a registered capital of between 
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Kshs. 5 million and Kshs. 25 million. Medium 

enterprises, on the other hand, consist of firms 

with registered capital not exceeding 30 million 

and employs between 51 and 100 people 

(UNDP, 2012).   

Small businesses are the main players in the 

SME sector as evidenced by their continued 

growth over the years. The main stakeholders 

in the SME sector include formal and informal 

businesses that sell various goods and 

services; sectoral regulators; Ministry of Trade, 

Industry and Cooperatives (MTIC); 

consumers; and suppliers from other sectors 

of the economy among others. The MTIC is 

mainly responsible for formulation and 

implementation of SME related policies, 

whereas regulation is done by various sector-

specific regulators.   

In 2012, the government of Kenya enacted the 

Micro and Small Enterprises Act to provide a 

legal and institutional framework for 

developing the micro and small enterprises 

sector. The Act provides for the establishment 

of the Micro and Small Enterprise Authority 

(MSEA); Micro and Small enterprises Fund 

(MSE); Micro and Small Enterprises Tribunal 

(MSET) and appointment of the registrar of 

micro and small enterprises (IEA, 2016). 

MSEA is mandated to formulate and 

coordinate policies that facilitate harmonization 

of public and private initiatives for promotion, 

development and regulation of micro and small 

enterprises. The MSE fund is meant to 

promote access to funding by MSEs, whereas 

the MSE tribunal is expected to resolve 

disputes involving micro and small enterprises. 

It is important to note that the MSE Act, 2012 

does not cover medium enterprises in Kenya. 

Other policy initiatives that have been 

implemented to boost the growth of SMEs 

include the establishment of the Youth 

Enterprise Development Fund, Women 

Enterprise Fund, and Uwezo (capacity in 

English) Fund, all of which are meant to 

provide cheap credit facilities to women, youth 

and people living with disabilities.  

There are several opportunities for Kenya’s 

SMEs to participate in regional and 

international trade. Opportunities exist in 

export of agro-processed products, raw 

materials, and manufactured products. 

Additionally, there are opportunities for 

exporting services such as transport, 

information and communication (ICT) services, 

business services, and consultancy services.  

Stakeholder Perspectives  

Sectors in Which SMEs Are Involved  

SMEs in Kenya are involved in nearly all 

sectors of the economy. However, the main 

sectors include agriculture, manufacturing and 

services. In the agricultural sector, the 

dominant SMEs include agri-businesses that 

deal in a variety of raw and processed 

agricultural products. The medium size 

enterprises are more active in the 

manufacturing sector than their small 

counterparts. This is mainly attributed to 

limited access to capital, technology, skilled 

labour, and market by small enterprises. SMEs 

manufacture a variety of products that include 

foods and beverages, plastic products, textile/ 

leather/ apparel, detergents, and paper 

products among others. In the services sector, 

SMEs play a critical role in provision of 

security, transport, medical, legal, educational 

and business/ professional services. Medium 

enterprises are also involved in provision of 

financial services. These include micro 

finance, insurance brokerage, stock 

brokerage, and financial advisory services. 

SMEs also dominate the wholesale and retail 

industry where they distribute/ sell a wide 

range of products.  

 

Policies, Regulations, Legislations 

Required to Promote SMEs 

The stakeholders noted that sector specific 
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policies are required to promote the growth of 

SMEs. In this regard, key informants opined 

that agricultural policies should be tailored to 

the needs of SMEs. Policy interventions 

should enhance production through provision 

of irrigation, as well as, field extension and 

veterinary services. Trade policy was also 

considered to be important in promoting the 

growth of SMEs. Trade related policies should 

lead to implementation of tariff models that 

safeguard local agricultural production since 

most SMEs are involved in the agricultural 

sector. Harmonization and simplification of 

trade procedures and quality standards is 

required to improve the competitiveness of 

local SMEs in both domestic and regional 

markets. Expanding information and 

communication technology (ICT) infrastructure 

and online trade information repositories will 

help in eliminating the existing information 

asymmetries that limit SMEs’ participation in 

their industries. Further, market distorting 

policies such as regulation of prices in some 

industries such as energy and banking should 

be eliminated.  

At the national level, stakeholders 

acknowledged the need to improve the 

business environment to promote 

establishment of new SMEs and growth of 

existing ones. Suggested policy interventions 

in this regard included stabilizing the 

macroeconomic environment, simplifying 

licensing/ registration procedures, eliminating 

unnecessary bureaucracy and delays in 

accessing government services such as 

inspection and certification of products/ 

premises, and reforming key institutions such 

as the judiciary to reduce costly rent-seeking 

behaviors such as corruption. Most 

importantly, access to financing in the formal 

banking system should be enhanced through 

appropriate policy measures to develop the 

SME sector. Industrialization policies should 

facilitate expansion of physical infrastructure, 

access to technology, and capacity building of 

SMEs to improve the competitiveness of their 

products. The Micro and Small Enterprises 

Act, 2012 should be amended to cover 

medium sized enterprises. This will create a 

legal and institutional framework to support the 

growth of medium enterprises. 

Challenges Faced by SMEs 

SMEs face a plethora of challenges in their 

efforts to participate in regional and 

international trade. Key among the challenges 

is limited competitiveness which is reflected in 

SMEs’ inability to produce enough quantities 

of goods and services at the right quality and 

affordable prices for the export market. Low 

competitiveness is explained in part by limited 

access to and application of technology, 

financial constraints, difficulties in acquiring 

skilled labour, and lack of market intelligence. 

Although the government has established 

several funds to enhance access to credit 

facilities, most SMEs are still struggling to 

obtain credit. The state funds are not only 

difficult to access due to heavy bureaucracy, 

but also fail to meet the financial needs of 

SMEs because of the limited range of credit 

facilities that they provide.  

High cost of production is another major 

challenge that prevents SMEs from 

participating in regional and international 

trade. Most Kenyan SMEs lack economies of 

scale that would enable them to reduce 

production costs. Further, high cost of 

electricity coupled with inadequate transport 

and communication infrastructure in some 

parts of the country significantly increase 

production cost. As a result, local SMEs 

cannot compete with large farms in the export 

markets since they have to pass their high 

production costs to consumers in order to 

remain profitable. Other challenges include 

tariff and non-tariff barriers to trade in regional 

and international markets.  

Policy Interventions 

The challenges highlighted in the foregoing 

section can be addressed through the 
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following interventions. First, training and 

capacity building programs for SMEs should 

be implemented to equip them with the skills 

and knowledge required to improve 

competitiveness in response to high 

competition in export markets. Second, access 

to financing from state funds should be 

simplified to enhance access to credit. This 

should include increased budgetary allocation 

to the state funds to facilitate creation of 

tailored products such as export financing for 

SMEs. Third, access to technology should be 

enhanced through research and development. 

Fourth, the government should strengthen its 

commitment to multilateral and bilateral trade 

agreements to ensure market access through 

reduced tariff and non-tariff barriers. Finally, 

the government should focus on reducing the 

cost of production through investment in 

affordable energy, efficient transport and 

communication infrastructure, and skilled 

labour.  

SME Issues that could be 

Address at the World 

Trade Organization (WTO) 

The SME issues that could be addressed 

through multilateral rules at the WTO include 

the following. First, market access issues such 

as tariff and non-tariff barriers should be 

addressed. Second, the non-agricultural 

market access (NAMA) negotiations should be 

concluded to enable SMEs to access external 

markets for manufactures and other non-

agricultural markets. Third, special safeguard 

mechanism (SSM) negotiations should 

promote local agricultural production which 

SMEs depend on for raw materials supply. 

Finally, access to credit and technology by 

SMEs should be addressed through 

negotiations at the WTO.   

Issues of Particular 

Interest to Kenya 

The stakeholders stated that in agriculture, the 

SME issues that are of interest to Kenya 

include market access challenges (tariff and 

non-tariff barriers), categorization of sensitive 

products and market information. These 

issues are of interest because Kenya’s SMEs 

mainly export agricultural products. 

Additionally, NAMA issues should be 

addressed to enable SMEs to diversify their 

exports, which in turn will promote 

industrialization. Technological transfer and 

financing issues should also be prioritized in 

negotiations to enable local SMEs to acquire 

the technology and funds that they need to 

improve their competitiveness.  
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