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1. Micro-, Small and Medium Enterprises (MSMEs) and their potential contributions to SDGs

While there still lacks a universally accepted definition, Micro-, Small and Medium
Enterprises (MSMEs) are widely recognized for the important contributions they make
to sustainable development, in terms of contributions to economic growth, creation of
decent jobs, provision of public goods and services, as well as poverty alleviation and
reduced inequality.

MSMEs comprise a major share of total private sector entities in both developed and
developing countries. According to a recent research by OECD,! MSMEs contributed to
53% and 86% of employment in OECD countries such as the UK and Greece in 2017. In
developing countries such as Peru, 98% of private enterprises are MSMEs, contributing
to 42% of GDP and accounting for 60% of employment. Likewise, MSMEs provide about
50% and 80% of employment in Cambodia and Kenya.

The critical contribution of MSMEs to broader social economic objectives, including job
creation makes them a key priority area for achieving the Sustainable Development
Goals (SDGs). Job creation through MSMEs will often directly benefit the poor and
vulnerable, particularly women and youth, thereby directly reducing poverty, increasing
income and positively impacting on household investments in education and health over
time. MSME development has the potential for wide reaching impacts on the SDGs
globally, including SDG 1 (end poverty), SDG 2 (zero hunger), SDG 3 (good health and
well-being), SDG 5 (gender equality), SDG 8 (promote inclusive and sustainable
economic growth, employment and decent work), and SDG 9 (improve sustainable
industrialization and fostering innovation).

2. MSMEs’ Growth: Opportunities and Challenges

The world has seen increased growth in MSMEs following the 2008 financial crisis. While
not yet having returned to pre-crisis levels, recent data from an OECD and World Bank
survey suggests growth in MSMEs in countries such as the UK, France and Sweden,
which reflects positively on job creation. For instance, about half of MSMEs surveyed

1 Unlock the potential of SMEs for the SDGs. (2017). https://oecd-development-
matters.org/2017/04/03/unlocking-the-potential-of-smes-for-the-sdgs/
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expect to increase employment in the short-term, especially for those created in less
than three years.?

Comparatively, there is, however, less empirical evidence on MSMEs growth in
developing and emerging economies countries. Nonetheless a joint study of the OECD
and the World Bank on inclusive global value chains indicates that growth of MSMEs in
developing and Least Developed Countries (LDC) dominate in sectors which are labor-
intensive and possess low barriers to entry, including agriculture and agribusiness,
manufacturing and service sector. In addition, many MSMEs in developing countries are
still informally organized enterprises. It is also worth noting that the increased
harnessing of knowledge-based capital, which is seen in MSMEs among middle-income
and emerging economies countries. Combined with the fragmentation of global value
chains, knowledge-based capital could allow MSMEs from emerging economy countries
to build their niche in international markets, which would lead to generation of
additional added value.

Nonetheless, MSMEs, especially those in developing countries and LDCs, face
substantive challenges, which limit their longevity and wider contributions they make
toward the SDGs. Such challenges are relevant in the case of MSMEs in middle-income
and emerging economies as well. Specifically, these challenges could include:

- Coherent policy and regulatory frameworks
Coherent regulatory frameworks can provide an enabling environment to foster
MSME development. Barriers to entry, including technical regulations, compliance
with Environment, Health and Safety (EHS) standards, labor laws and regulations,
and likewise taxation and financial reporting need to be addressed. Coherent
regulatory frameworks can substantially reduce transaction costs for MSMEs. Lack of
transparency and overly burdensome regulatory requirements can hinder the
growth of informal MSMEs into formal business entities, further impacting on the
potentials of MSMEs to positively contribute to local economic development.

- Access to finance
Short term cash flow constraints and limited access to finance is almost a universal
challenge for MSMEs. In the short term, the lack of liquidity can leave enterprises
unable to pay workers and suppliers or cover overheads and to forward plan and
achieve scale in the medium to long run. The current credit gap is estimated at
USS 1.2 trillion for formal MSMEs, and USS 6 trillion for informal MSMEs around the
world. About 70% of MSMEs in emerging economies countries lack access to credit.
With limited assets to use as collateral, formal and informal MSMEs are often

2 OECD. (2016). Entrepreneurship at a Glance 2016. Paris: Author
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perceived by commercial financing institutions as high-risk borrowers, which means
higher costs in terms of fees and interest rates incurred. In recent years, many
national governments and international organizations have tried to promote grant
facilities, preferential rates and loan guarantee programmes to bridge the gap. Well-
managed schemes need to provide support and capacity building to ensure small
business owners only take onboard acceptable amounts of risk and avoid bad debts.
There continues to be great interest and new developments in venture capital, and
other innovative and alternative financing for MSMEs.

- Imperfect information and capacity gaps
Entrepreneurs and MSMEs suffer disproportionately from asymmetric information,
including lack of market information. Many entrepreneurs and MSMEs also struggle
to find the support needed to strengthen their business management, marketing,
record and bookkeeping, strategic and financial planning, to be able to grow,
formalize their business operations, capture market share and also cope with
shocks. Lack of professional business management skills may further limit
appreciation of MSME entrepreneurs on the value of research and development
(R&D) and innovation in promoting productivity. This would eventually affect growth
of MSMEs to a higher value knit along the global value chain.

- Access to basic infrastructure
With their limited financial means, good basic infrastructure is important to MSME
business operations. Access to a stable electricity supply, road networks, ports and
airports, water supply, as well as ICT, and in particular, broadband internet, is
important to fostering private sector development and reducing the challenges that
MSMEs already face in growing their businesses. Access to ICT and digitalization can
be very important to allow MSMEs to close and even “leapfrog” informational,
capacity and finance gaps.

- Entrepreneurship and Investing in Women Entrepreneurs
Fostering the capacity of women entrepreneurs and business owners has a
significant potential to reduce poverty and inequality globally. According to UN
Women, the global economy could see as much as USS 28 trillion growth by 2025, if
women participate equally as men in entrepreneurship.3 Unfortunately, women
MSME entrepreneurs, particularly those from rural poor communities, are often
further disadvantaged in growing their business, lacking land deeds and/or collateral
needed to access formal sources of credit. Despite this, a 99.6% repayment rate was
found in the Women’s Entrepreneur Development Project (WEDP) funded by the

3 Women Entrepreneurs can drive economic growth. (2017).
http://www.unwomen.org/en/news/stories/2017/7/speech-ded-puri-she-era
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World Bank in Ethiopia in 2014. An International Financing Cooperation (IFC) study
also indicated that women entrepreneurs demonstrated higher credit repayment
than their men counterpart in South Africa.* A similarly high repayment rate was
found by other international organizations among women entrepreneurs around the
world. There have been many initiatives by international organizations around the
world targeting women entrepreneurs and women managed/owned MSMEs, with
heightened attention provided to women entrepreneurs who could leverage
development impacts stemmed from MSME growth.

3. MSME growth and decent job opportunities

Private sector development is recognized as a means to create high quality
employment opportunities in developing countries. MSMEs in these countries
demonstrate the following features:

(i) The presence of MSMEs is typically concentrated in low skilled and labor
intensive sectors such as light manufacturing and the service sector.
Compared to large enterprises, MSMEs typically bring their products directly
to the market, selling to individual customers, or are alternatively contracted
as suppliers in the lower-value added upstream segments of value chains
dominated by Multi-National Enterprises (MNEs).

(ii) There is less cooperation and collaboration among MSMEs, often due to the
lack of trust and market information. Many MSMEs, particularly, micro
enterprises, are family owned businesses with a strong tendency to hire
family members without careful consideration of the suitability of their skill
sets. This impacts on operational efficiency, the quality and consistency in
both products and processes and the competitiveness of MSMEs, which
could turn jobs created by MSME into being lower paid and more insecure,
compared to those provided by large enterprises.

(iii) Informality is another important feature of MSMEs, particularly, in
developing and LDC countries. A vast majority of MSMEs, especially the
micro and small enterprises are informal business entities without
registration in these countries. Informal MSMEs are important job providers.
There is evidence suggesting informal MSMEs provide more than 90% of

4 Access to finance for women entrepreneurs in South Africa:
https://www.ifc.org/wps/wcm/connect/c4c8a700489e8670aa35ee81dd77ebd3/SouthAfrica Women ExecSumma
ry.pdf?MOD=AJPERES
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employment in thirteen Sub-Sahara African countries.> Unfortunately, the
informal nature of these MSMEs makes it difficult to examine and
understand their demands and challenges for business development.
Because of informality, it is also difficult to ensure jobs provided by informal
MSMEs are fully covered by social protection network.

As is defined by the International Labor Organization (ILO), decent work refers to
“working conditions that are free from coercion, provides equity and security at
work, contains dignity of work and permits decent working hours”. Apart from the
working condition dimension, decent job opportunities should also provide sufficient
earnings that allow job holders a level of consumption above the poverty line, so as
to reduce underemployment and avoid the dilemma of employment poverty. In
view of the MSME characteristics shown above, jobs provided by MSMEs may not
always fit the decent job requirement from the dimensions of earnings and working
conditions.

Therefore, while emphasizing the crucial role of MSMEs in creating employment, it
could be useful to highlight their potential as decent jobs providers. This means not
only formulating policies at enterprise level for improving human capital, efficiency
and productivity of MSMEs, but also launching structural transformation that
provide a regulatory framework conducive to their growth.

5 Fox and Sohnesen. (2012). Household enterprises in Sub-Saharan Africa, Policy Research Working Papers Series
6184. Washington DC: World Bank



