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The importance of SMEs 

in promoting economic 

growth  

Small and medium-sized enterprises (SMEs) 

account for 95% of enterprises around the 

world and provide 60-70% of private-sector 

employment (ITC and WTO, 2014). In sub-

Saharan Africa, according to Fjose etal (2010), 

90% of SMEs are micro firms employing 

between 1-9 people, providing 30% of the total 

employment and contributing up to 33% of the 

national income (GDP). Therefore SMEs are 

key to addressing the urgent need in Africa of 

creating jobs for the ever growing workforce. 

In Uganda the Micro, Small, Medium, 

Enterprises (MSMEs) are the engine of growth 

for economic development, innovation, wealth 

creation. They are spread across all sectors of 

the economy with 49% in the service sector, 

33% in commerce and trade, 10% in 

manufacturing and 8% in other fields. They 

operate in the informal sector and are known 

to make use of raw materials found in the 

country (labour and other inputs) more 

intensively than other forms of enterprises. 

Indigenous entrepreneurs in Uganda prefer to 

invest in the micro and small enterprises which 

are labour intensive, and require relatively 

lower investment and less sophisticated 

technologies (MTTI 2007). Over 2.5 million 

people, including marginalized groups such as 

women and youth are employed in this sector. 

MSMEs account for approximately 90% of the 

entire private sector, generating over 80% of 

manufactured output that contributes 20% of 

the gross domestic product (GDP).1 Therefore 

MSMEs in Uganda play a crucial role in 

income generation, especially for the poor; 

and has helped to lower the unemployment 

rate, by addressing the demographic 

challenges posed by growing population.  At a 

growth rate of 3.2% per year, Uganda has one 

of the fastest growing population and the 
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youngest population in the world. According to 

the Uganda Bureau of Statistics (UBOS), 

500,000 graduates from universities and 

tertiary institutions join the workforce every 

year.  Therefore MSMEs are critical in 

expanding the much needed employment 

opportunities for the youth. 

The Uganda Bureau of Statistics has adopted 

categorization of enterprises basing on the 

fulfilment of the minimum requirements of any 

two of the following criteria; number of 

employees, capital investment and annual 

sales turnover. In quantitative terms, micro 

enterprises are those businesses employing 

not more than 5 and have a total assets not 

exceeding UGX 10million (about US$30,000). 

On the other hand, small enterprises employ 

between 5 and 49 and have total assets 

between UGX 10 million (US$30,000) and 

UGX 100 million (US$300,000). The medium 

enterprises, employ between 50 and 100 

people with total assets of more than 100 

million but not exceeding 360 million2.   

In a bid to create an enabling environment for 

the development of the MSMEs, Uganda has 

put in place numerous policies, strategies and 

actions.  These include, inter alia, the National 

MSMEs policy (2015) with the overall vision of 

Sustainable MSMEs for Wealth Creation and 

Socio-Economic Transformation; the Private 

Sector Development Strategy 2015/16-

2019/20, the National Trade policy, the 

industrial policy, the competition policy and 

Buy Ugandan Build Uganda Policy. Key 

government development policies such as the 

Uganda National Vision 2040 also emphasises 

supporting the development of MSMEs. The 

National Development Plan (NDP) II also 

provides for the establishment of national and 

regional technology incubation centers for 

nurturing SMEs and start-up enterprises.   

At the global level, there is renewed efforts to 

address the challenges facing SMEs. The 

                                                

2 UBOS 2013/14 statistics 

2016 World Trade Report focused on SMEs. 

During its launch, the WTO Director General 

Roberto Azevedo underscored the role of 

SMEs in providing employment for the youth 

and women. He called upon the WTO member 

states to look at the challenges that SMEs 

face and tackle them in order to ensure that 

the global trading system is truly inclusive for 

SMEs.3  

Despite the importance of SMEs, globally they 

only represent one-third of the world’s GDP. In 

Uganda their relatively low productivity is 

associated with a high degree of informality 

which impede their meaningful and 

competitive participation in national, regional 

and international trade. 

MSMEs in Uganda face a number of 

challenges which impede their effective 

participation in national and global trade. 

These include, inter alia, limited access to 

finance, limited information about market 

opportunities, cumbersome bureaucratic 

procedures in setting up, operating and 

growing a business, poor state of 

infrastructure and lack of effective institutional 

structures.  

Galvanizing SMEs to raise productivity and 

participate more actively in national regional 

and international trade would help accelerate 

economic growth, reduce unemployment and 

also improve income distribution, since many 

owners of SMEs and those employed by them 

are relatively poor. 

 

Stakeholder views 

According to a trade expert with a consulting 

firm in Uganda, in order to strengthen the 

SMEs in Uganda, key investment and trade 

related policies have to address the current 
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challenges facing the SMEs; and they should 

be coherent. Since SMEs lack skills and 

technology, the investment policies and 

agreements should emphasise joint ventures, 

local content, technology and skills transfer. At 

the moment the existing investment policies 

and Bilateral Investment Treaties (BITs) which 

Uganda has signed with a number of countries 

do not include most of these issues. That 

where they are included, they have not been 

operationalized.  There are also incoherent 

policies in place, for example, government is 

promoting local production through the Buy 

Uganda, Build Uganda (BUBU) policy, 

however the Procurement policy under The 

Public Procurement and Disposal of Public 

Assets Act( PPDA) does not explicitly promote 

sourcing locally. He compared the 

procurement policies of US and China which 

explicitly states “buy America” and “Buy China” 

respectively. This lacuna in Uganda’s trade 

and investment related policies and 

agreements is as a result of the limited 

capacity by the SMEs to actively and 

effectively participate in the policy processes.  

Policies are enacted and implemented without 

the views of the SMEs. He gave an example of 

the Trade Facilitation Agreement (TFA). That 

before its conclusion in Bali in 2015, there 

were protracted negotiations lasting for almost 

20 years since their launch in Singapore in 

1996. This would have been an opportunity for 

SMEs in Uganda to have their voices heard in 

these negotiations. However there has been 

minimal participation of SMEs in these 

negotiations. Even after the conclusion of the 

negotiations, SMEs have played a very 

minimal role in the notification under the 

various categories as require by the 

Agreement. There are opportunities and 

challenges in the TFA which the SMEs should 

be aware of in order to mitigate against the 

challenges and position themselves to benefit 

from the opportunities. However with their 

minimal participation, the SMEs are ill 

prepared to take advantage of these 

processes.  Another important process which 

the expert pointed out where the SMEs in 

Uganda are losing out is negotiations on E-

Commerce. Again the process to negotiate an 

E-Commerce agreement is underway but 

there is minimal participation of SMEs in 

Uganda yet there are inherent opportunities 

which can be harnessed by the SMEs.   Given 

this scenario, most often the negotiators’ 

positions do not reflect the challenges on the 

ground.  The expert blames the SMEs inability 

to champion their position in policy processes 

to their weak organisational capacity and to 

the limited capacity of the relevant government 

ministries to reach out to the SMEs.  The 

SMEs’s umbrella bodies are weak, lacking the 

capacity to comprehend the implications and 

the various agreements on the operations of 

their members. They also lack the financial 

and human resources to effectively participate 

in the policy processes and also consult and 

give feed back to their members. 

An official working with the Uganda Small 

Scale Industries Association (USSIA) is aware 

of the importance of influencing the policy 

environment within which the SMEs operate if 

the SMEs are to effectively participate in 

national and global trade. He is also cognisant 

of the fact trade and investment policies and 

agreements play a key role creating this 

enabling environment. However the biggest 

challenge facing the SMEs in general and their 

associations in particular is their limited human 

and financial capacity to participate in these 

processes. He criticised the relevant 

governments ministries for not providing them 

with relevant information and involving them in 

the policy processes.  As a result of these 

challenges, there has been minimal 

participation of SMEs in such as key 

processes such as the negotiations around the 

Trade Facilitation Agreement, the E-commerce 

and Aid for Trade.  SMEs have therefore not 

been able to take advantage of opportunities 

and alleviate the challenges therein.  One of 

the disadvantage of this gap is that capacity 

building projects under initiatives such Aid for 

Trade (A4T) do not address their challenges 

since they are most often very theoretical and 



4 

 

 

they do not take into account the diversity 

within the sector.  The building capacity 

initiatives should differentiate between the 

women, youth, and small medium enterprises 

since they face different challenges.   

An official from the Ministry of Trade concurs 

with the fact that an enabling environment is a 

must if SMEs are to effectively participate in 

national and global trade. However his take on 

the issue of SMEs’s participation is that the 

SMEs have limited interest in policy 

processes. Even when the Ministry send 

information to the private sector Associations, 

the responses are most often minimal. The 

SMEs are most often pre occupied with their 

day to day challenges such as access to 

affordable loans, rent and tax issues. He 

however agrees that due to limited capacity, 

the ministry finds it difficult to reach out to the 

SMEs in time and with relevant information. 

Therefore most often the information sent out 

is not adequately synthesised to be of relevant 

to the various SMEs members. 

Way Forward 

At the national level, the Ministry of Trade 

should ensure that there are official and formal 

platforms for SMEs participation in trade policy 

processes and negotiations. The SMEs should 

play a more active role in The Inter Institutional 

Trade Committee (IITC), a multi sector body 

which advises government on trade policy and 

negotiating position. SMEs participation in the 

IITC would also assist the Geneva negotiators 

to get concrete information to back up their 

negotiations.  

In the ongoing negotiations on E-Commerce, 

the Geneva ambassadors, through the 

ministry of Trade should hold meetings directly 

with the SMEs. In these meetings, the Geneva 

Ambassadors should clearly explain the 

provisions of the agreement, how they relate 

to the SMEs, the opportunities and challenges 

therein. Such dialogues will help the Geneva 

Ambassadors to hear directly for the SME 

practitioners.  

The Geneva Ambassadors should take 

advantage of the renewed focus on SMEs in 

the WTO to negotiate for targeted capacity 

building initiatives for the SMEs. This again will 

require close interaction between the Geneva 

Ambassadors and the SMEs. 

Uganda trade a lot with countries such as 

India, China, Bangladesh which have a more 

developed private sector. The Geneva 

Ambassadors should hold bilateral discussions 

with these countries in order to linking up 

SMEs in Uganda with their respective 

counterparts in these countries. These 

linkages would go a long way in enhancing the 

capacity of SMEs in Uganda through 

experience sharing, capacity building and 

market linkages. 

In all the various negotiations, the Geneva 

Ambassadors should ensure that the issues of 

SME capacity building, technology and skills 

transfer are included. There should also be 

mechanisms in place at national level to 

monitor and evaluate the efficacy of capacity 

building. The Geneva ambassadors should 

use this feedback to inform their negotiations.    
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CUTS International, Geneva is a non-profit NGO 

that catalyses the pro-trade, pro-equity voices of 

the Global South in international trade and 

development debates in Geneva.  We and our 
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Vietnam, and Ghana have made our footprints in 

the realm of economic governance across the 

developing world. 
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PROMOTING AGRICULTURE, CLIMATE AND TRADE LINKAGES IN THE 

EAST AFRICAN COMMUNITY – PHASE 2 

The PACT EAC2 project builds capacities of East African stakeholders for 

climate-aware, trade-driven and food security-enhancing agro-processing in 

their region. Web: www.cuts-geneva.org/pacteac2 
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