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Abstract: 
Small and medium-sized enterprises (SMEs) in the least developed countries (LDCs) are facing structural 
obstacles for their growth, hampering the realization of their vast potential contribution to social and 
economic development of their countries, including the graduation from the LDC-category. This research 
focuses on three growth-barriers – Access to finance, Regulatory Frameworks, and Technical Capacity – 
and seeks to provide an SME-ecosystem approach to deepen the understanding of the 
interconnectedness among the growth-barriers and possible ways to address them systemically. Two 
LDC-countries with varying developmental phase, Uganda and Somalia, are chosen as the case 
countries. The research data is obtained through multiple interviews and an online questionnaire with a 
wide range of stakeholders active in the SME-development field in the two countries in question as well 
with members of international development actors. The study identifies a set of interdependent 
dimensions through which well-coordinated and in concerted sets of actions could be taken to help 
nurture SME-ecosystems in LDCs. 
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Introduction 
The Small and Medium-sized Enterprises (SMEs) are an engine for economic growth, jobs and 
value-add globally and in the developing countries (Hobohm 2008, Wang 2016, Wellen and van 
Melle 2017, UNCTAD 2018, IFC 2020). Vibrant, growth oriented and more productive SMEs 
have also been called as key vehicles for the Least Developed Countries’ (LDCs) to increase 
the countries’ engagement with global value chains and their transformation away from 
unproductive exporters of raw materials (UNCTAD 2001; UNCTAD 2005). Regardless of their 
potential, the SMEs in the LDCs do not live up to the expectations: among the enterprises, the 
SMEs continue to be the “missing middle”1; the SMEs are often informal (ILO 2019) resulting in 
few growth- and export oriented SMEs (ITC 2018) and they seldom survive more than five years 
(Quatraro and Vivarelli 2015, UNCTAD 2018).  Consequently, the contribution of formal SMEs 
to the national income in developing countries lags behind that of the high-income countries 
(Dalberg 2011, WTO 2016). As the Gross National Income (GNI) affects all three LDC-
graduation criteria2 either directly or indirectly, addressing the growth barriers of the SMEs is of 
key importance to the development to the LDCs and their graduation from the category. 
 
The UN LDC –process has underlined the relevance of the SMEs. The Istanbul Declaration 
(2011) recognized that a “dynamic, well-functioning and socially responsible private sector, 
small and medium-sized enterprises in particular, and an appropriate legal framework are 
crucial in promoting entrepreneurship, investment, competition, innovation and economic 
diversification as well as achieving full and productive employment and decent work for all”. 
Furthermore, the Istanbul Programme of Action (IPoA 2011), setting the agenda for the LDC-
process for 2011-2020, recommended the LDCs to promote an enabling environment for the 
SMEs through a “transparent and rule-based regulatory framework” (Ibid.:16) and to “strengthen 
the capacity of domestic financial institutions to address the shortages in access to finance”, 
including that of the SME’s. The development partners were encouraged to “support initiatives 
to strengthen the institutional and managerial capacities and the productivity of small and 
medium-sized enterprises” (Ibid.). The mid-term review of the IPoA confirmed the priority of 
ensuring SMEs’ inclusive growth in LDCs and the need to include the SMEs in regional and 
global value chains (IPoA mid-term review 2016: 37, 45). 
 

                                                           
1 The expression “missing middle” refers to the relative lack of mid-sized enterprises in LDCs, whose 

entrepreneurial scene is dominated by a plethora of micro or small firms, and, at the other end of the spectrum, a 
few large enterprises with a disproportionately large footprint in terms of output, employment and exports 
(UNCTAD 2018). 
2
 (a) A per capita income criterion, based on a three-year average estimate of the gross national income (GNI) per 

capita, with a lower threshold of $1,018 for identifying possible cases of addition to the list and a higher threshold 
of $1,222 for possible cases of graduation 
 (b) A human assets index (HAI), consisting of two sub-indices: a health sub-index and an education subindex. The 
health sub-index contains three indicators: (i) under-five mortality rate; (ii) maternal mortality ratio; (iii) and 
prevalence of stunting. The education sub-index contains three indicators: (i) gross secondary school enrolment 
ratio; (ii) adult literacy rate; and (iii) gender parity index for gross secondary school enrolment.  
(c) The economic and environmental vulnerability index, consisting of two sub-indices: an economic vulnerability 
sub-index and an environmental vulnerability sub-index. The economic vulnerability sub-index contains four 
indicators: (i) share of agriculture, hunting forestry and fishing in GDP; (ii) remoteness and landlockedness; (iii) 
merchandise export concentration; and (iv) instability of exports of goods and services. The environmental 
vulnerability sub-index contains four indicators: (i) share of population in low elevated coastal zones; (ii) share of 
the population living in drylands; (iii) instability of agricultural production; and (iv) victims of disasters. 



   
 

   
 

Regardless of the commitments by the international development partners andLDC-countries 
alike, the SMEs in LDCs have enjoyed only limited measures that address the sector, or the 
approaches have suffered from fragmentation (Hu, 2010, Tewari et. al 2013). Of the 136 
International Support Measures (ISMs) to support the LDCs, none address explicitly the SMEs3. 
While generic ISM’s such as ODA or the Comprehensive Programmes for Action for the LDCs 
(such as the IPoA), do provide opportunities to address the SMEs, they remain often generic as 
opposed to offering targeted measures for the SMEs in LDC. Furthermore, the progress under 
the IPoA has been labelled as “lackluster and marked by sluggish improvements” noting that the 
correct financial instruments are not available and seldom respond to the needs of the SMEs 
(UNCTAD 2020: 131).  
 
This paper seeks to contribute to the upcoming Doha Programme of Action and provide 
recommendations relevant especially to the “income” category of the LDC-graduation criteria.  
The paper is structured as follows: after the literature review and discussion on the selected 
structural barriers to SME-growth in LDCs, two LDC-countries, namely Uganda and Somalia are 
selected as case studies. Primary data from these countries is derived through a set of 
interviews and an online questionnaire. The paper presents and analyses the data, proceeds to 
conclusions and finally makes SME-sector -related recommendations for the LDCs. 

Literature review 
This chapter provides an overview of the academic and policy discussions on structural 
obstacles to SME-growth in LDCs. Key structural barriers are presented, namely access to 
finance, regulatory frameworks and the technical capacity of the SMEs. We pay attention to the 
interconnectedness of the barriers and the relevance of enabling business environment for 
growth oriented SME in LDCs. In doing so, we also discuss the concept of entrepreneurial 
ecosystems. 
 

SME-ecosystem 
Entrepreneurial ecosystems as a concept has received increasing attention from academicians 
and policymakers since 2010. Rooted in the understanding of natural ecosystems, 
entrepreneurial ecosystems often discuss developed countries and startup's or nascent 
enterprises (Cao and Shi 2021: table 7), yet the research paradigm has extended both to larger 
companies as well as to less developed contexts.  
 
The Babson College Entrepreneurship Ecosystems Project (Isenberg 2010), puts forward six 
broad elements that constitute entrepreneurial ecosystems: human capital, markets, support, 
culture, finance and policy. These pillars of entrepreneurial ecosystems can be used as a 
framework to examine and compare ecosystems, and the conduciveness of the environment for 
entrepreneurs and the growth of their business. Entrepreneurial ecosystems can also be viewed 
as resource allocation systems, where the resources are financial, human, knowledge-based, 
and physical infrastructure. Here, the rational and profit-maximizing entrepreneurs are at the 
center of ecosystem (Cao and Shi 2021: 7). 
 
A functioning ecosystem needs to create value, which is higher than contributing actors would 
be creating without the ecosystem (Cunnigham et al 2019). Governance and the role of 
Government actions are crucial for the effective outcomes of the entrepreneurial ecosystems 

                                                           
3
 Authors’ finding based on Handbook on the Least Developed Country Category 2016 (CDP 2016) and 2018 (CDP 

2018) editions 



   
 

   
 

(Cao and Shi 2021: 9-10) as well as management of both economic and technological impacts 
of an ecosystem (Audretsch et al. 2018: 318). It has been argued that a “birth phase” ecosystem 
may call for more centralized governance system, whereas more “mature” ecosystem can be 
labelled by “institutional thickness” and resulting in better shared objectives and regional vision 
(Cao and Shi 2021: 9-10).  
 
Cao and Shi discuss the limits of applying entrepreneurial ecosystems to emerging economies. 
First are institutional voids, both formal or informal (such as cultural norms and traditions). 
Studies referred from the Brazilian context note regulatory framework, market conditions, 
access to finance, the creation and diffusion of knowledge, entrepreneurial capabilities as well 
as the lack of interaction and cooperation between educational institutions and entrepreneurs as 
key institutional voids (Cao and Shi 2021: 12). Second element is the resource scarcities in 
human capital, knowledge, physical infrastructure and most importantly in access to finance. 
Finally, structural gaps, which “are associated with lack of high quality supporting organizations, 
under-proportioned private institutions, an overemphasized role played by actors with foreign 
exposure, and powerful established firms” (Ibid. p.14).  
 
Research on entrepreneurial ecosystem in developing countries or the LDC’s is scarce. Sheriff 
and Muffatto (2015) examine the state of the entrepreneurial ecosystems in Botswana, Egypt, 
Ghana and Uganda. The study finds that entrepreneurial ecosystems can be useful systemic 
structures to promote effective industrial and entrepreneurial policies in less developed 
countries. They find duplication of institutional structures to support the enterprises, and 
established structures and policies, yet inadequate implementation. 
 
The discourse on entrepreneurial ecosystems has linkages to more policy-oriented studies as 
well as to discussion focusing on SMEs, especially through the focus on growth-oriented 
enterprises. This is evident from Mazzarol (2014: 5) defining entrepreneurial ecosystem as “the 
interaction that takes place between a range of institutional and individual stakeholders so as to 
foster entrepreneurship, innovation and SME growth”. Relating, Biru, Gilbert and Arenius (2021) 
ask why Ethiopia is not achieving productive entrepreneurial ecosystems regardless of the 
systematic efforts to support entrepreneurship. They conclude that as the competitive and 
innovative firms are not prioritized, and there is absence of competition-based resource 
distribution, this guides the companies to prioritize survival over risk-taking and growth. This is 
creating disincentives for growth-oriented companies, and impeding the growth of the market.  
 

Barriers to SME-growth 
Researchers have stressed the cascading effects of poorly enabling environment for SMEs to 
the individual growth barriers. Fjose et al (2010) identify weakly developed business 
environment a key cause hampering the growth and establishment of the SME’s in Sub-
Saharan Africa. With lacking incentives to formalize the businesses including complex 
regulations, companies stay informal, contributing to vicious circle where lack of access to 
finance, market opportunities and to public sector services negatively influence the companies’ 
potential to provide services and engage with larger companies, and eventually supporting 
structural transformation in their contexts. 
 
Some studies (Cooney et. al 2012, UNCTAD 2018) have categorized SME-growth barriers in 
LDCs as internal such as gaps in management- or networking capabilities, or external such as 
unconducive market structure-, legislation- or Government policy framework.  
 



   
 

   
 

Access to finance, regulatory frameworks and the technical capacity are among the most often 
stated barriers to SMEs growth in the developing countries and LDCs (World Bank 2015), and 
these barriers are discussed more in depth below. 
 

Access to finance 
Access to finance is often identified as the most crucial barrier to SMEs’ growth in developing 
countries (Wang 2016, UNCTAD 2018: 43). Access to finance is found to be improved with a 
higher GDP per capita of the country (Honohan and Beck 2007). Similarly, the lower the income 
group of the country is, the more likely the MSMEs will be (either fully or partially) financially 
constrained (IFC 2017), which is affecting the poorest LDCs the hardest. Furthermore, poor 
access to finance affects hardest those companies that would benefit from the financing most – 
high-growth SMEs (Wang 2016).   
 
UNCTAD (2018) finds that while most LDCs apply a blanket approach to different types and 
sizes of enterprises in their national development- or industrial policies, the “primary focus of 
policy interventions is to improve access to finance and provide a business-enabling 
environment by improving legal, regulatory, institutional and policy frameworks.” (UNCTAD 
2018: X). Therefore, it has been widely acknowledged that unlocking accessible and affordable 
finance to SMEs is highly linked to addressing key obstacles such as the opaqueness nature of 
SMEs, macroeconomic environment, financial supervisory and regulatory capacity, business 
environment, and economic and political stability (Abraham and Schmukler 2017, Fouejieu 
2020). 
 
Given the contextual challenges and root causes associated with SMEs’ lack of access to 
finance, blended finance (as an emerging financing concept driven by development objectives) 
is believed to have the potential to help unlock additional financial resources for SMEs.  
 
Approaching the SMEs in LDCs through blended modalities such as offering loans and 
guarantees to local financial institutions, which on-lend to local SMEs has been emphasized 
(UNCDF 2018: 15-17; OECD/UNCDF 2019: 17-18; OECD/UNCFD 2020: 56). Given the 
additional burden caused by COVID-19 to the LDCs and to the missing-middle, blended finance 
vehicles have been seen as an important opportunity to target the financing gap especially in 
the agricultural sector, which has the strongest link to reducing poverty in the LDCs 
(OECD/UNCDF 2020: 23, 26, 54, 56). 
 
Berlin and Lediju (OECD/UNCDF 2020: 112) identify three drivers of the persistence of the 
missing middle phenomenon in LDCs from the viewpoint of blended finance. First, the 
comparably higher transaction costs of the SME-related appraise and monitoring lead to higher 
costs of managing SME deals compered to the large enterprises. Second, the risk perception. 
SMEs lack the attributes like requisite collateral as security, entrepreneurs’ personal 
commitment (“skin in the game“) or lack data to base investment decisions. Third, investment 
readiness. SMEs lack the needed capacity and skills to engage successfully with local banks 
and investors due to inadequate financial and strategic track records, market analysis and 
growth plans. 
 
However, apart from the potential role of blended finance, studies show that international actors 
could help promote SMEs access to credit by targeting international regulations and standards, 
facilitating policy dialogue, technical assistance to improve market infrastructure, measures to 
overcoming reluctance of banks to lend to SMEs (UNCTAD 2001).  
 



   
 

   
 

The access to finance barrier involves different characteristics that also call for policy 
interventions. Designing effective policy interventions requires having accurate and extensive 
information on the state of SME finance and the nature of the SME finance challenges in each 
country (World Bank 2017).  
 

Regulatory frameworks and the informality trap 
With a great majority of the LDC-country enterprises being informal, their productivity remains 
low and their opportunities to grow limited. Entrepreneurs in the Fragile and Conflict Affected 
States (FCS) in Sub-Saharan Africa and in Eastern Europe and Central Asia are small, informal, 
and concentrated in the trade or services sectors (Speakman and Rysova 2015), producing less 
output than non-FCS firms. Companies are less likely to innovate and the firms not only start 
smaller but also grow significantly slower, compared to non-FCS firms. 
 
Formalization obstacles are cited as the primary reason for MSMEs not registering their 
business (IFC 2020). Challenging that view, in a study on informality in Bangladesh, where 70% 
of the SME’s are informal, De Giorgi and Rahman (2013), conclude that making companies 
more aware of the registration did little to help the formalization of the businesses. They find that 
low benefits and high indirect costs are the main barriers to formality.  
 
Autio and Fu (2014) conclude that the quality of political and economic institutions affects the 
choice of entrepreneurs to formalize their business – both are needed for a hospitable 
environment for registrations. They further find that an unconducive environment for business 
formalization can act as disincentive against capital accumulation and investment and locking 
the entrepreneurs in low-productivity mode. Furthermore, the resulting shadow economy not 
only affects productivity but also distorts whole markets through unfair competition against 
formal companies. 
 
Nyarku and Oduru (2017) find that for SMEs to grow in Ghana, sound legal and regulatory 
systems are needed. The conclude that the government should “create relaxed credit policies 
that support the development of entrepreneurship by simplifying loan conditions, ease the 
registration processes for SMEs, lower and reform the tax systems, engineer effective price 
stabilization policy and create flexible customs and port regulations, while maintaining 
transparency and accountability among public officials in charge of SMEs regulation.” (Ibid. p. 
1). 
 

SMEs’ technical capacities, productivity level and value-adding activities 
Entrepreneurial capabilities are a key feature of productive capacities, defined as “the core 
competencies and technical capabilities that allow enterprises to mobilize resources effectively 
for production, innovate and upgrade products and their quality, including both technological 
capabilities and managerial capacities” (UNCTAD 2018).  
 
To increase productivity, companies try to maximize the value of outputs and minimize the costs 
of inputs (ILO 2008), and this requires proper technical skills, which are necessary to produce 
the business’s product or service (Cooney 2012). Therefore, the productivity level and the 
available technical capacity of a company are interlinked.   
 
The labor productivity of informal firms is about one-fourth of that of formal firms (Amin et al. 
2019). In sub-Saharan Africa, where two-thirds of the LDCs are located, 75 percent of workers 
earn a living in the informal economy (ILO 2008), and the level of informality contributes to firms’ 
low productivity and hinders technical skills development. Recent evidence suggests that the 



   
 

   
 

needed transformation from agriculture and producing raw materials to manufacturing and 
value-adding activities is not occurring in LDCs. Instead, there is a shift of the labor force more 
towards informal services (Gay, 2020).  
 
Even if SMEs can engage with multinational enterprises (MNEs) or participate in global value 
chains (GVCs), developing country SMEs struggle to take advantage of new opportunities 
offered by the evolving GVC landscape. The SMEs are often unable to seize international 
market opportunities that require large production quantities, high-quality standards and regular 
supply (ILO 2011) and that limits SMEs participation in GVCs to the low-value end (OECD 
2017). 
 
Therefore, the low labor productivity level (figure 1) and the lack of productive capacities are key 
factors limiting LDCs’ ability to effectively participate in the multilateral trading system and 
improve their social and economic conditions (UNCTAD 2020).  
 

 
Figure 1. Productivity levels by country groups. Replicated from World Bank 2021b 

 
Exporting firms are often more productive than non-exporting firms because of indirect spillover 
effects from foreign firms in the home country (Greenaway et al. 2004). According to the World 
Bank (2021b), important channel through which advanced technologies and production 
methodologies can be imported is through participation in global value chains. This can also 
affect firms’ productivity and the underlying technical capacities due to the transferable skills, 
technology, and expertise. However, policies to encourage and promote industries and 
workforce capabilities, including those to encourage new “hubs” of sophisticated industries in 
particular regions, have been met with mixed success (Ibid.). 
 



   
 

   
 

Productive SMEs in LDCs could act as a catalyst for economic growth and industrial 
transformation. Yet, this would require focusing on “collective” things, such as organizations, 
networks, clusters and institutions. To realize this, more contextual interventions on the ground 
would be needed as opposed to investing in individuals or individual entities (UNCTAD 2020).  
 
Though data availability is particularly poor for examining the relationships between productivity, 
skills, and employment in LDCs (ILO 2008), technical assistance and business development 
interventions for SMEs in developing countries can have significant positive impacts on: 1) firms’ 
performance, 2) job-creation, 3) export and innovation, and 4) labor productivity (Cravo et al. 
2016). 

Methodology 
A mixed-method (qualitative and quantitative) was selected for the research. The method 
consists of two main primary data collection techniques: 

A. Semi-structured in-depth interviews  
B. Internet-mediated questionnaire (a survey link distributed via email)  

 
The rationale behind using these two techniques was to complement and enrich the information 
collected from the conducted interviews with that received from the survey. Given the 
complexity associated with the structural barriers to SME-ecosystem development, the adopted 
methodology enabled examination of bottlenecks, root causes and potential antidotes to 
address these barriers. 
 

A. Semi-structured, in-depth interviews: 
The researchers conducted 18 interviews with local and international entities/participants active 
in the private sector development sphere and with a special focus on the SME-Ecosystems in 
Uganda and Somalia (table 3.1). The list of the interviewees consisted of three SMEs, three 
institutional financiers (specializing in SME-financing), four Government or semi-Government 
bodies, two private sector development consultants, and six bilateral and multilateral 
development institutions. 
 
# Institutional Affiliation of the interviewees  Context/Country 

1 Development financier Uganda 

2 Government Body / Uganda Uganda 

3 SME Uganda Uganda 

4 Government Body / Somalia  Somalia 

5 SME Somalia Somalia 

6 SME Somalia Somalia 

7 Consultant - Private sector development advisor LDCs’ International Setting 

8 International Development Actor LDCs’ International Setting 

9 International Development Actor (SME development) LDCs’ International Setting 

10 International Development Actor LDCs’ International Setting 

11 Consultant - International private sector development LDCs’ International Setting 

12 International Development Actor LDCs’ International Setting 

13 development financier (foundation) / Somalia Somalia 

14 Government Body / Somalia  Somalia 

15 Government Body / Somalia  Somalia 

16 International Development Actor LDCs’ International Setting 

17 Development financier / Fund manager Uganda 

18 International Development Actor LDCs’ International Setting 



   
 

   
 

Table 1.1 the list of the interviewees 

B. Internet-mediated questionnaire: 
The questionnaire of this research consisted of 23 closed-ended questions (multiple-choice-
questions with the possibility to provide justifications for a few questions) divided into four parts 
1) Background and SME-context 2) Access to finance for SMEs 3) Regulatory frameworks and 
4) Technical capacities.  
 
The questionnaire was designed and managed via QuestBack where a link to the online 
questionnaire was sent to the email addresses of 297 potential respondents. The respondents 
were selected based on their involvement in, interaction, and/or knowledge associated with the 
SME-ecosystems in the target LDCs and as explained in the sampling process. 
 
The overall response rate was 17,8%. As a result, 53 respondents (table 3.2) answered the 
questionnaire completely. The questionnaire was designed to get views and responses relating 
to the SME-Ecosystem in Uganda and Somalia respectively. Three online links to the survey 
were slightly tailored to match the three target audiences. The international actors could choose 
to respond more broadly to East-Africa: 

 International (private sector) development actors (11 respondents, the response rate 
was 9%) 

 Somali (SME-Ecosystem-related) subjects (14 respondents, the response rate was 
17,2%) 

 Ugandan (SME-Ecosystem-related) subjects (28 respondents, the response rate was 
29,7%) 

 
# Category (Institutional affiliation)  Number of 

Respondents 

1 Public/Governmental institutions 12 

2 International NGOs 1 

3 International Development Actors (e.g. private sector development actor, 
Development Finance Institution etc.) 

10 

4 Private Sector (SMEs) 20 

5 Financiers (e.g. Banks, Funds, Non-bank financial intermediaries, etc.) 8 

6 Other (e.g. consultants) 2 

 N 53 
Table 3.2 Questionnaire responses 

Geographic scope: 
Two LDC-countries were selected as a case study, namely Somalia and Uganda4. The former is 
more fragile and politically less stable while the latter is less fragile and politically more stable 
(Figure 3.1). This was believed to provide a wider perspective and highlight potential differences 
and/or similarities. It is also acknowledged that not all of the findings can be generalized across 
other LDCs even with similar characteristics5. 
 

                                                           
4 More details on the economic contexts of the selected countries can be found in Appendix 1. 
5
 See the limitations at the end of the paper 



   
 

   
 

OECD’s fragility framework (OECD 2020) has five dimensions (Economic, Environmental, 
Political, Societal, and Security) and two categories (extremely fragile and other fragile 
contexts). Somalia is listed as one of the “extremely fragile” contexts. It scores the lowest across 
all five dimensions whereas Uganda is on the “other fragile” list as a less fragile country. 
 

 1 = Severe fragility; 5 = Minor fragility 

Context Type Economic Environmental Political Security Societal 

Somalia Extremely fragile 1 1 1 1 1 

Uganda Other fragile 2 1 4 3 2 
Table 3.3 OECD Fragility Framework 2020 

Sampling process 
For the two methods adopted in this research, a snowball sampling technique has been used as 
follows: the initial subjects were identified by the researchers via convenience sampling, and 
they have been asked to refer to other subjects who are experienced in the research topic and 
substance to either be interviewed or participate in the survey. The snowball sampling is an 
efficient and cost-effective approach to access a specific group of people who would otherwise 
be very difficult to find (Naderifar et al., 2017). This led to conducting 18 interviews and 
receiving 53 responses from the online questionnaire as explained above. 
 

Results 
The research resulted in two different sets of data according to the nature of the associated data 
collection technique (interviews or questionnaire). 
 

Data Set 1: Interviews 
 
The semi-structured interviews covered three key thematic topics: 

1. The role of the SME-sector and SME-ecosystem in creating sustainable economic 
growth in LDCs. 

2. Structural barriers to SME’s development 
3. Potential antidotes and a way forward to address these barriers 

 
For each thematic topic, the inputs received from the interviews were divided into three groups 
according to the context: Somalia, Uganda and International Development Actors.  
 
The inputs are also demonstrated in three orders as follows. The first order represents the key 
insights of the provided inputs given the context and the associated topic. The second order 
represents the common substance across a group of interrelated inputs. Finally, the third order 
provides the overarching theme of a set of substances, which is used to discuss the key 
associated findings. 
  
Uganda-based Responses – 1

st
 Order Substance – 2

nd
 Order Theme – 3

rd
 Order 

Growth is low, but SMEs are the future despite the challenges. 
SMEs should work in groups (sectoral clustering) to improve 
their efficiency. (SME) 
 
“SME’s are an engine for growth for Uganda in terms of 
employment and GDP. (But) Government has not focused much 
on SMEs”.(Government) 

 
 
 
 
 
 

 
 
 
 
 
 



   
 

   
 

 
A clear policy for SME-sector is needed that drives development. 
(Government) 

 
“ (There are) a lot of individual approaches” (Financial actor) 
 
“Development partners come up with solutions from other 
contexts… (But) Nigeria might not work in Uganda”. (Financial 
actor) 
. 

 
SME -growth barriers are 
diverse 
 
 
 
 
 
Context specificity is key 
 
 
 
 
High expectations towards 
the SMEs  
 
 
 
 
 
 
Entrepreneurship, especially 
with active women’s 
participation, is valued high 
 
 
 

 
 
. 
 
 
 
SMEs in LDCs can be drivers for 
sustainable growth, yet the 
barriers are many 
 
 
 
 

Somali-based Responses – 1
st

 Order 
SMEs are the engine of the economy (Government, SME, 
Financial actor) and crucial for market stability (SME) 
 
Women are the leaders of the small businesses yet they lack 
nurturing and support (Government) 
 
“One of the main impediments is the nature of the SME-sector, 

which is trade-oriented and less productive.” (Financial actor) 

 “Somali’s are entrepreneurs by nature.” (Government) 
 
Scalability of SMEs is prevented by: trade-driven companies, 
cash flow challenges, high credit cost, tough competition, the 
lack of diversity and value-add activities, and lack of proper 
infrastructure to better engagement with MNEs. (SME) 
 
 “Enterprises are set up not for lasting purposes but short term 

livelihood.” (Government) 

“Understanding SME context (is) crucial, training of SME owners 

of best practices needed, addressing both ends: financial and 

informality concurrently”. (Government) 

International development agencies and institutions-
based Responses – 1

st
 Order 

 
“Self-employment and SMEs are key; they are the main job 
providers.” 
 
SMEs can help develop value-chains and create scalable 
businesses, which leads to more formality and tax revenue and 
eventually enhanced public services.  
 
“The SME-ecosystem needs ‘push and pull’ mechanism to 
improve the business environment and business practices.”  

 
Growth entails sophisticated ways in doing business, which 
require technical, entrepreneurial, managerial skills. 
 
Key structural barriers for SME growth are: over- or under -

regulation that limit access to finance, mismanagement, over 

management and complicated requirements, badly regulated 

rules. 

“Lacking of vocational training and technical capacities (is key 
structural barrier to SME-growth).” 



   
 

   
 

Ugandan-based Responses – 1
st

 Order Substance – 2
nd

 Order Theme – 3
rd

 Order 

 
“Expensive and high collaterals limit access to finance.” 
(Financial actor) 
 
The access to finance is not just unaffordable but it is not 
inclusive especially for SMEs and women led and -managed 
businesses. (Government) 
 
“Formalization and compliance are key challenges for the 
development of the SMEs Ecosystem.” (Government) 
 
“Organize and formalize the business and you will be exposed 
immediately to all burdens with no immediate benefits or 
support.” (SME) 
 
Some SME take advantage of the loopholes and this affects the 
whole ecosystem. (Financial actor) 
 
“(The) tax authorities target the tax paying even more.” 
(Financial actor) 
 
“(There is) no light or special treatment for SMEs to encourage 
formalization” (Financial actor) 
 
The regulatory challenges are affecting not only the financial 
element but also the viability of the SMEs, and availability of TA.   
(Government) 
 
SMEs do not receive the needed technical assistance and other 
key public services. (SME) 
 
Most SMEs are lacking technical capacity to grow, so they keep 

lacking behind. (Government) 

“SMEs and their importance are overlooked by many 
development actors and financiers.” (SME) 
 
“The National Development Plans (of Uganda) are excellent on 
papers but the weakest in action.” (SME) 
 
“The financial dynamics are not incentivizing SMEs to be more 
organized (and the) the formal financiers and authorities (are 
not doing enough) to engage with SMEs positively.” 
(Government) 

 
There is a correlation between growth-speed and the level of 
technical capacity. (Financial actor) 

  
  
High formalization and 
compliance costs for SMEs 
 
 
 
Low incentives to formalize 
businesses or the underlying 
activities.  
 
 
 
SMEs technical and productive 
capacities are limited and 
hamper SMEs' access to market 
and capital. 
 
 
 
Regulations are often not SME-
friendly. 
 
 
 
SMEs’ needs and financers’ 
expectations do not meet or not 
in alignment.   
 
 
 
Efforts to create enabling 
environment and those aimed 
at supporting scalable SMEs are 
neither designed nor 
implemented in harmony.  
 
 
 
Real or perceived shortcomings 
weaken the trust of the SME-
ecosystem actors in each-
others, and lead away from 
collaborative solutions 
 
 
 
There are misalignments 
among the financial sector, 
SMEs, and related government 
bodies. 
 
 
 
 
Regulations related to SMEs  
and SME-funding and their 

 

 
 
 
 

 
 
 
 
 
 
SME growth barriers have 
discriminatory features 
 
SME-unfriendly regulations and 
local financial systems are 
negatively affecting both access 
to finance and formality  
 
An enabling SME-environment 
calls for technical capacities 
beyond SMEs 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Somali-based Responses – 1
st

 Order 
High risk associated with productive sectors requires a long-term 
relationship financing. (Financial actor) 
 
Business formalization is costly and complicated with limited 
direct benefits. (SME) 
 
Regulation and law-enforcement are a key barrier. Somalia is not 
doing well at all the “ease of doing business” criteria. 
(Government) 



   
 

   
 

 
Regulation and law-enforcement are a key barrier. (SME) 
 
Informal economy is a result of the weak implementation of 
private sector related regulations. (Financial actor) 
 
No proper regulation for the financial market, no proper capital 
markets and no non-bank financial intermediaries that can 
provide financial services tailored on the SME’s needs. (Financial 
actor)  
 
Due to weak regulatory frameworks and the failure of the state 
to improve its policies, even donors are reluctant to invest. 
(Government) 
 
“The technical capacity of the SMEs are too weak, SMEs cannot 
properly operate without technical knowledge”. (SME) 
 
 “(…) building the capacity of government is needed for the 
(SME-) sector to develop. (Government) 

 
Banks lack the liquidity and the “know how” needed to invest in 
SMEs. (Government) 
 
“Technically we are not trained well, technicians do not have 
skills”. (SME) 
 
Technical assistence. is needed at the Government level to 
improve legislation associated with nonbank financial 
institutions. (Financial actor) 

 
“The SME-Ecosystem discussion is disconnected from the 
national planning process and those national plans are even 
made for formalities with almost zero impact on the ground.” 
(Financial actor) 

 

implementation hamper the 
development of the SME-
ecosystems 
 
 
 
 
SMEs, but also financial 
institutions, legislators, and 
public offices that interact with 
the SMEs need tailored and 
contextually designed technical 
assistance.  
 
 
 
 
   

International development agencies and institutions-
based Responses – 1

st
 Order 

 
“The unaffordable finance and expensive debt could make 
businesses go under and sink; it requires a strategic partner as 
opposed to passive financiers. Therefore, the financial 
intermediation is key to tackle the mismatch and address issues 
like technical capacity and data asymmetry.”  
 
“Informality is a challenge because of the lack of incentives; 
those formal businesses may even become a target for 
harassments from some authorities.” 
 
Bottom-up approach needed to improve the capacity and 
bankability of the SMEs and top-down to engage with 
authorities. One stop shop model to provide reliable public 
services. 
 
The absence of key services hamper the development of the 
SME-ecosystem sector-wide. 
 



   
 

   
 

“Corruption, lack of trust and weak business environment 
encourage informality.” 

 
Uganda-based Responses – 1

st
 Order Substance – 2

nd
 Order Theme – 3

rd
 order 

“(…) starting the process then leaving the SME hanging on is not 
helping (…)“ (SME) 
 
Interlinked challenges: Limited access to capital hampers SME’s 
growth, innovation and scalability, and the lack of good 
governance. Technical and management capacity reduce the 
bankability of the SME-sector. (Government) 
 
Technical assistance should help with building long-term 
relationships involving better access to capital. (SME) 
 
Financiers should be involved in building the capacity of the 
SMEs to make them more investment ready. (Government) 

 
Blended Finance may help if each actor can bring something 
different and complementary involvement to the table. 
(Government) 

 
Financial intermediaries with deep understanding of the context 
of the SME-sector are needed to tackle the data asymmetry, 
management, and technical capacity issues. (Government) 
 
“More incentives for business formalization and compliance (is 
needed)” (Government) 
 
Regulatory frameworks have to be less complicated, more SME -
friendly. (Government) 
 
Getting SMEs properly structured, advisory services are needed. 
(Government) 
 
National Development Plans (NDPs) recognize the importance of 
the SME-sector, yet, there is a lack of action. (Government, SME) 
 
“NDPs are only brought up during elections times”. (Financial 
actor) 
 
 “(It) helps that ‘SMEs have some skin in the game’.” (Financial 

actor) 

“provide an environment where SME and investors can 
function.” (Financial actor) 

 

  
Technical assistence  is key to 
increase SME’s investability.  
 
 
Properly designed and 
implemented Regulations to 
widen the financial sector can 
help create SME-specialized FIs. 
 
 
 
SME-friendly requirements 
(crosscutting and sector 
specific) and compliance 
support can help address 
informality, data asymmetry, 
and SMEs’ investability 
 
 
 
There is a pressing need to 
implement intermediation 
interventions to address the 
mismatch between SMEs’ 
needs and the financial sector 
 
 
 
 
 
 
Interventions aimed at SME-
sector development have to be 
designed and implemented in 
concert with common 
objectives and active 
communication channel. 

 
 
 
 
Regulatory frameworks, technical 
capacities and access to finance 
are interlinked.  
 
 
Holistic yet tailored solutions are 
needed to address the 
interconnectedness element of 
the SME-growth barriers. 
 
Coordination with enhanced SME-
inclusion and strengthening of 
the role of non-bank financial 
institutions is important 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Somali-based Responses – 1
st

 Order 
“Ask SME’s what the needs are.” (SME) 
 
“Interventions aimed at creating investable SMEs are impactful.” 
(Government) 
 
It will be good for international entities to support SME directly. 
(Government) 
 
Enhanced access to credit and other formal forms of funding for 



   
 

   
 

different purposes. (SME) 

 
Improve regulations and their enforcement with respect to the 
SME’s needs, sectoral preferences and investment environment. 
(SME) 
“Increase the technical capacity of the SMEs to allow them to be 
more competitive.” (SME)  
 
The importing nature of the economy with cheap and low 
quality and that affects the skills and the unfair competition in 
this field. (Government) 
 
International actors need to support not only the reform of the 
regulatory framework but to also help authorities implement 
them. (Government) 
 
The market needs a shift from short term grant-based to longer-
term investment-based (risk tolerant) interventions. 
(Government) 
 
Improving local practices to meet international standards. 
(Financial actor) 

 
Addressing the financial intermediation gap as part of a 
comprehensive solution. (Financial actor) 

 
International development agencies and institutions-
based Responses – 1

st
 Order 

Incentivizing all involved and make them more effective in 
addressing the interconnected challenges.  

 
International development actors can play a moderation role to 
help create a commercial sense for SME funding. 
 
 DFIs need to leverage their advantage to provide comfort to 
other actors active in the SME-financing sphere.  

 
“The public sector needs to act as an enabler not a barrier.” 

 
Interventions to encourage financiers and banks to focus on 
certain directions/sectors, more vehicles and experiments are 
needed to move the needle. 
 
What is needed is holistic and well-coordinated efforts to 
address these complex and interrelated challenges. The 
ecosystem should be built bottom up by focusing on the SMEs 
and top-down by tackling the enabling environment challenges.  
 
New initiatives and ideas need to come from the private sectors 
instead of imposing untested agendas (sense of ownership of 
the private sector is key) 
 
“Gradual approach (is needed): 50-50 matching grants, when it 

is working, then shifting to commercial” 

“National development plans lack the linkages to the private 



   
 

   
 

sectors to a large extent and proper implementation.“  

 
 
 
Findings 
 

SMEs in LDCs can be drivers of sustainable growth, yet the barriers are many 
A vast majority of participants stressed the centrality of the SMEs and entrepreneurship to the national economies, and the 
unmet potential of the SME-sector. None of the interviewees questioned the SME-sector’s relevance for national growth.  
“Support to SMEs is support to overall Somali economy.” (Somali Government representative). Participants found barriers to 
growth that derive from lacking human capital at SMEs, poor coordination, structural short-termism and inadequate contextual 
understanding.  
 

SME growth barriers have discriminatory features  
Participants’ from Uganda and Somalia stressed access to finance as a key barrier to SME-growth consistently. Some referred to 
it as general and overarching issues (“Lack of financial resource is the biggest source of problems”. SME Somalia) and many saw 
it in relation with time, SMEs need of patient capital (Somali financial actor; international community actor).  Others found 
discriminatory features in it, including from perspective of gender (Ugandan Government actor) or as part of a core-periphery –
divide (“Somali banks focus on Mogadishu but SME’s are elsewhere too. The closer to the capital, the better chances for access 
to finance.” (Somali Government actor). Regulatory frameworks was the most pronounced of the discussed barriers. Business 
formalization (all) and weak implementation of regulations (Somali actors) were stressed. Ugandan (SME; financial actor) and 
international community respondents noted the misuse of regulation, especially tax-related, which creates disincentives for 
SMEs to formalize. 
 

SME-unfriendly regulations and local financial systems are negatively affecting both access to finance and 
formality. 
Poorly functioning regulation was often discussed as interlinked growth barrier for SMEs: In Somalia the strongest link was with 
access to finance (“Complicated regulations and weak implementation undermine the compliance aspect for SMEs and worsen 
their ability to be funded by banks.” Somali Government actor) and in Uganda, a link with SME-technical capacities was stressed 
too. 
 

An enabling SME-environment calls for technical capacities beyond SMEs 

In Uganda there was a joint (SME, Government) understanding that lacking technical capacities at SME-level are a key growth 
impediment; while in less mature business environment of Somalia also Government and bank –level technical capacities were 
seen as obstacles to SME-sector development. It was emphasized that building SME-sector technical capacities are not one-off 
and one-direction events but need continuous efforts and that from SMEs perspective there can be setbacks  (“Skills are not 
just hard to find but also to develop and retain.” International community actor). The mismatch between available financial 
services and regulation on one hand and SME’s needs and expectations on the other hand creates development gaps and 
disconnections in the SME ecosystem. 
 

Regulatory frameworks, technical capacities and access to finance are interlinked.  
Respondents from all three contexts emphasized consistently either explicitly or implicitly the interconnectedness 
of the discussed growth barriers.

6
 This was done through logical chains where addressing one barrier impacts the 

other (Encouraging businesses to get formal to be able to grow and attract investors; Somali financial actor) and through the 

use of concepts that call for interlinkages (“bankability”, Ugandan SME and international actor; “investable SMEs” - Somali 
Government). Furthermore, the interlinkages were presented cutting across the actors in concern: financial actors were 
recommended not only to contribute to SMEs access to finance directly, but to provide technical capacity building to the SMEs 
to make them more investment ready (Ugandan Government).  
 

Holistic, coordinated yet tailored solutions are needed to address the interconnectedness element of the SME-
growth barriers. 

                                                           
6
 In addition, respondents discussed linkages to other growth barriers that are not at the focus in this study. We 

will address these in the limitations –part of the paper 



   
 

   
 

 
The respondents called for comprehensive and coordinated solutions to address the interconnectedness challenge 
of the SME-growth barriers (international actor; Ugandan Government). The NDPs were understood to provide a 
platform for a coordinated effort and credited for recognizing the importance of SME-sector (Ugandan 
Government and SME; international actor) to national development. Yet, the NDPs were criticized given their poor 
implementation. Better inclusion and ownership of SMEs was called in coordination and efforts in SME-ecosystem 
development (Somali SME, international actor).  There was a call towards moving away from traditional 
Government-to-Government or international organization-Government partnerships, specifically that the 
international partners would increasingly support SMEs in LDCs directly (Somali Government). 
 
Coordination with enhanced SME-inclusion and strengthening of the role of non-bank financial institutions is 
important 
 
Both SMEs and government in Somalia indicate that effective communication channel and active dialogue between 
the private and public sectors is needed, then, a mechanism to ensure proper implementation of the agreed upon 
solutions and reforms should be put in place and monitored. In Uganda, the emphasis was more on the 
implementation and the lack of embedding SMEs’ needs in the government approach to develop the financial 
market and the private sector in general. Individualistic interventions aimed at one barriers may prevent 
sustainable results unless they are part of a comprehensive and well-coordinated program involving both top-
down and bottom-up approaches (international community). 

 

Data Set 2: Questionnaire 
This section presents the data received from the research questionnaire. 
 
The first part of the questionnaire was dedicated to the development of the SME-ecosystem in 
LDCs (especially in Somalia and Uganda) and the needed mechanisms to tackle key 
development challenges. 
 
The responses indicated that the role of the private sector development actors and NGOs need 
to be broader by adopting both top-down and bottom-up approaches with emphasis on: 1) 
building technical capacities, 2) co-financing (e.g. jointly funded projects), and 3) active 
engagement with local authorities. However, for Somalia, it was indicated that “guarantees” and 
improving investment-related regulations are key to stimulate SME’s growth. See Figure 4.1 
 

0,0% 10,0% 20,0% 30,0% 40,0% 50,0% 60,0% 70,0% 80,0%

Providing guarantees for SMEs financiers

Funding technical assistance products and facilities provided by
potential financiers

Working with local authorities to improve investment regulations and
associated frameworks

Co-investing with other SME’s financiers to reduce the financing cost 
and share the risk 

Senior management capacity development in areas like leadership,
succession planning, risk management, corporate governance

I don't know

Other

Figure 4.1: SME-ecosystem. How private sector development actors and NGOs can best help stimulate SME’s sustainable 
growth in your context? Select three (3) options based on importance 

Somalia Uganda International



   
 

   
 

 
The inputs also suggested that the role of the national authorities should be focused on creating 
SME-friendly regulations and services (accessible services and enforceable regulation) that 
incentivize formalization and compliance with local laws and taxation. The results are consistent 
with the Uganda Enterprise Survey (World Bank 2013), which indicates that 95% of formal firms 
competed against informal or unregistered businesses, compared to 73% in 2006. Nonetheless, 
the responses also indicated that active dialogue between different stakeholders is more critical 
in Somalia while lighter compliance requirements for SMEs is considered more critical in 
Uganda. 
 
The responses in general show that NDPs are not effectively targeting SME-Ecosystem 
development bottlenecks though the majority of the international respondents indicated that they 
are effective. See figure 4.2 

 
 
The second part of the questionnaire entailed questions related to “access to finance”, 
“productivity and technical capacity”, and then “regulations and investment climate”. 
Regarding access to finance, there has been a consensus among almost all the respondents 
that SMEs lack proper access to affordable finance. Though there was some variance between 
Somalia and Uganda yet, the majority of the responses indicated that key root causes of the 
access to finance barrier are: cost of funding and high collaterals, informality, data-asymmetry, 
weak technical and management capacities, and legal constraints. See figure 4.3. 
 

0,0% 10,0% 20,0% 30,0% 40,0% 50,0% 60,0%

Strongly agree

Agree

Neutral / I don't know

Disagree

Strongly disagree

I don't know

Figure 4.2: SME-ecosystem. To what degree do you agree with this statement? The National Development 
Plan in your context is effective in supporting the local SME-ecosystem 

Somalia Uganda International



   
 

   
 

 
 
The responses pointed out that Microfinance and other Non-bank financial institutions (NBFIs) 
are in a better position to serve the SME’s financing needs (figure 4.4) as those needs require 
distinctive investment instruments. The responses (Uganda) are also consistent with the 
Uganda Enterprise Survey 2013, which shows that “only 10% of firms have a bank loan or line 
of credit, a proportion which is less than half the average for low income countries at 22% and 
lower than in 2006 in Uganda at 17%. Moreover, only 8% of firms use banks to finance 
investments in Uganda compared to 15% in low income countries”. (World Bank 2013) 
 

 
 
With regard to regulatory frameworks and SMEs’ technical capacity, the responses indicated 
that business formalization, registration and granting licenses, trade and investors protection 
policies are integral elements for SME-ecosystem development. Therefore, it can be argued that 
ineffective regulatory frameworks may result in institutional voids, which limit economic growth 
of SMEs operating in such an environment (figure 4.5).  
 

0,0% 10,0% 20,0% 30,0% 40,0% 50,0% 60,0% 70,0% 80,0% 90,0%

Informality

High cost of funding

Inadequate collaterals

Data asymmetry, limited technical capacity and management…

Weak connectivity (ICT infrastructure, networking, business…

Market instability

Complexity and legal constraints (law enforcement, tax,…

Transaction advisory services

Figure 4.3: Access to finance. What (if any) are the main root causes that limit SME's access to finance? 
Select up to 3. 

Somalia Uganda International

0,0% 10,0% 20,0% 30,0% 40,0% 50,0% 60,0% 70,0% 80,0%

Banks

Microfinance institutions

Non-bank financial institutions (e.g. private equity funds)

Foreign investors

I don't know

Other

Figure 4.4: Access to finance. What source(s) of funding do(es) best serve the SME’s needs your context? 
Choose 1-2 

Somalia Uganda International



   
 

   
 

 
 
The majority of the responses showed that limited technical capacities of the SMEs in LDCs in 
question are a strong impediment to SME development and productivity.  
 
According to two main productivity indicators relating to the World Bank Enterprise Survey 
(World Bank 2013), the real annual sales growth rate and the real annual productivity growth 
rate were -32.5% and -32.7% respectively. These rates are way below the Sub-Saharan Africa 
average (-0.7% and -6.5% respectively). 
 
A study on the SME’s key challenges in Somalia concluded that lack of funding, poor 
management skills, and certain government policies are key barriers for small and medium-
sized enterprises (Maow 2021). In addition, the latest Uganda Enterprise Survey (World Bank 
2013) highlights informality, taxation and access to finance among the top five obstacles firms 
face, and they have worsened compared to 2006 (see figure 4.6).  
 

 
Figure 4.6 the World Bank Enterprise Survey - Uganda 2013 

Conclusion 
The data used for the research leads to six conclusions. 
 

0,0% 10,0% 20,0% 30,0% 40,0% 50,0% 60,0% 70,0%

Strongly agree

Agree

Neutral / I don't know

Disagree

Strongly disagree

Figure 4.5: In your context, the regulatory frameworks in supporting the SME-sector (in terms of 
economic growth) are effective 

Somalia Uganda International



   
 

   
 

Generally, the results point towards the unmet potential of the SMEs in LDCs both at the 
enterprise level as well as for the national economies. There are expectations towards SME-
growth regardless of the context or the actor position within the broader SME-ecosystem. 
Reflecting the results of earlier research on developing countries (World Bank 2015), it finds that 
access to finance, the regulatory frameworks and SME-technical capacities are key barriers to 
SME-growth in LDCs, represented by Uganda and Somalia. The significance of this finding 
derives from the diversity of the sources used, which, and in contrast with most other studies, 
has not been limited to SMEs alone, but has captured the views of Governmental-, financial as 
well as international development actors.  
 
Second, the regulatory frameworks are widely regarded as the main barrier for SME-growth. 
The results stress the centrality of underlying conditions behind entrepreneurs’ choice on 
formalization. Institutional quality and “thickness” are factors behind this choice, confirming other 
studies (Autio and Fu 2014, Cao and Shi 2021): perceived poor implementation of regulations in 
the context of Somalia is dis-incentivizing SMEs formalization and compliance more pronounced 
than in Uganda. Cost-benefit calculation by the SMEs regarding formalization – in line with De 
Giorgi and Rahman (2013) – and some SMEs abusing existing loopholes in regulation and 
deliberately staying informal underline the deliberate entrepreneurs’ choice in both countries. 
Predatory behavior by the tax authorities was raised in the Ugandan context as a reason 
against SME-conformity, stressing the importance of good governance and the calls for 
“regulatory and institutional reforms to (…) strengthen incentives for firms to operate formally” 
(World Bank 2021b: 334-335). 
 
Third, context specificity both at spatial and temporal levels label both the lacking access to 
finance and technical capacities as barriers to SME-growth. A mismatch between the growth-
oriented SMEs need for patient capital and the investors’ short-termism was evident. There 
continues to be high expectations towards blended finance in LDCs. 
Limited technical capacities not only widen the SME-financing gap but also inhibit SME’s 
participation in international trade and GVCs, which is essential for knowledge transfer and 
spillover. In Uganda, factors directly affecting access to finance were predominant causes, such 
as the collaterals, lack of SME-specialized financial institutions and high costs of funding. 
Whereas in Somalia complexity and legal challenges – relating to regulation – were seen as the 
main cause. Scarcity of financial institutions outside the capital was seen creating dividing lines 
in Somalia, reflecting what has been labelled as “big-city bias in access to finance” (Lee and 
Luca 2018). The results on the technical capacities stressed the centrality of SME-level 
technical capacities as a prerequisite for growth both in Somalia and Uganda. In Somalia, the 
results indicate a need to consider technical capacities beyond SMEs – that Government level 
capacities or lack of them affect the SME-growth.  
 
Fourth, the interconnectedness of the discussed SME-growth barriers results in 
interdependence that affects the ways how also individual barriers should be addressed. The 
research found multiple, often overlapping levels and sometimes tacit linkages – or cascading 
effects (Fjose et al 2010) – between the barriers: weak regulation is seen as preventing 
international investments (Somalia) and limiting SMEs access to technical assistance and 
finance (Uganda). Furthermore, formal, even if not always visible linkages between the barriers 
exist and matter: better regulatory quality (in terms of design and implementation) is shown to 
contribute to financial inclusion that also the SMEs would benefit (Chen and Divanbeigi 2019). 
The results suggest that barrier-linkages should not be considered opportunities only but rather 
as dynamic structures that flourish or fall together. In other words, addressing or neglecting one 
barrier is likely affect the others. While barrier-level interconnectedness and “interconnected 
effects” have been researched in so-called transition countries (Ruta 2005), there are no 



   
 

   
 

systematic efforts to apply this approach to LDC-contexts, resulting in LDC-contexts basing their 
policies at least partly on anecdotal evidence. As such, the calls for holistic and coordinated 
approaches in addressing the SME-sector challenges appear to speak to the centralized 
structures such as the NDPs. However, neither Ugandan nor Somalian stakeholders think that 
the NDPs currently effectively address the SME-sectors development challenges. 
 
Promoting, and supporting the adherence of international standards should be a key element of 
SME-ecosystems in LDCs. The international development actors, financiers and growth-
oriented SMEs in LDCs alike understand that adherence to international standards, such as the 
Environmental, Social and Corporate Governance (ESG) standards, gender equality and 
Sustainable Development Goals (SDGs) represents a challenge yet primarily an opportunity for 
growth though the results may not be immediate. The compliance with not only national laws but 
also higher international standards can help unlock SME-growth barriers and support SME’s 
ability in LDCs to move up in their value chains, improve their absorptive capacity and 
engagement with relatively larger or international entities.  
 
Fifth, an ecosystem approach to SMEs can provide an effective approach to address the 
interconnected SME-growth barriers and support productive capacities of the LDCs. The 
research suggests that both Uganda and Somali contexts are permeated by similar challenges 
mentioned in the entrepreneurial ecosystem literature on emerging economies: institutional 
voids, resource scarcities and structural gaps (Cao and Shi 2021). Yet the data suggests that 
even in the fragile context of Somalia, there can be strong and enduring elements of a 
functioning entrepreneurial ecosystem, such as the exceptional entrepreneurial culture. 
Furthermore, there was evidence to back-up the finding of Biru et al (2021) that innovative, 
growth-oriented companies need to be prioritized in order for an entrepreneurial ecosystem to 
thrive.  
 
While Somalia’s SME-ecosystem is found to contain less “institutional thickness” compared to 
Uganda, the data does not support the previous studies (Cao and Shi 2021: 9-10) findings that 
such ecosystems would necessarily call for more centralized governance system. In contrast, 
more direct partnerships between international partners and the Somali SMEs were suggested 
with the idea that it will be the private sector that can take lead on key SME-ecosystem 
development areas including standards, and only afterwards “pull” the (fragile) Government to 
play its role in the ecosystem.  
 
The research suggest that local SME-sector can contribute to a broader structural 
transformation, development of productive capacities in the LDCs. However, maximizing such 
contribution is likely to require a better understanding of the environment – ecosystem – where 
the SMEs operate. This call has been earlier made by ILO (2019: 24): “Understanding how 
enterprise productivity is shaped by a wider ‘ecosystem’ is essential if the full potential of 
MSMEs to support business growth and the creation of decent jobs is to be unlocked.” 
 
Sixth, the UN LDC-process is uniquely placed to respond to the SME-ecosystem development 
in LDCs. Thriving SME-ecosystems matter for the LDC-economies and thus for the graduation 
and sustainable post-graduation economies of the countries. Effective international support 
structures will need to accompany the multitude of challenges that the LDCs face; the 
requirement for long-term sustainable action as well as the interconnected SME-growth barriers, 
which are more than the three barriers discussed in this research. The UN LDC-process is well 
positioned to provide a platform for needed global coordination to SME-ecosystem support in 
LDCs. Through its legal status as country group at UN, and institutionalized position at OECD 



   
 

   
 

and its member states, the LDC can at best act as a mainstreaming vehicle to mobilize and 
catalyze the needed support for the SME-ecosystems in LDCs.   
 

Recommendations 
Prioritize addressing the regulatory frameworks, technical capacities and access to finance as 

key barriers to SME-growth in LDCs 

 
1. LDCs need to incentivize SME-formalization and enforce a set of SME-friendly regulations 

aimed at lighter and easier-to-implement compliance requirements, tax-related obligations 

and reporting process. This is even more relevant to LDCs with a relatively higher level of 

fragility. 

2. Improve the technical capacity of the public agencies in LDCs that interact with SMEs to 

ensure the related services are clear and matching the needs without exposing SMEs to 

additional compliance burdens, complicated requirements or financial risks. 

3. Encourage active engagement and dialogue among the financial industry, national authority, 

and the SME-sector to better understand the SME-financing gap and introduce well-

informed, context sensitive reforms that can help create additional financial services or 

players better equipped to serve the SME-sector and bridge the financing gap. 

4. Blended finance -based interventions aimed at SME-ecosystem development need to go 

beyond risk mitigation and aim at addressing systemic and structural barriers that limit not 

only access to finance but also other growth opportunities sector-wise. Design blended 

finance modalities for LDCs based on wider participation of different SME-ecosystem actors 

including financiers, MNEs, trade agencies, private sector development actors and 

governmental institutions. 

Enable connectivity through technology and braking of silos 

5. Advance digitization and technological solutions such as digital financial services and 

technological capacity of SMEs, which increase efficiency and connectivity and enable 

access to reliable databases, credit bureau and companies registries. 

6. Encourage SME-clustering and empower sectoral institutions to break the closed systems in 

which many SMEs operate, build wider networks and trading connections, and enable 

knowledge transfer and absorptive capacity.  

Promote systemic solutions to support SME-sector development in LDCs 

7. Introduce a new International Support Measure to the LDC-process, aimed explicitly at 

SME-sector- or ecosystem development. The ISM should come with resources both at LDC-

country-level, to ensure contextually tailored approach, and at LDC-process level, with 

coordination responsibilities related to functioning data-policy link on SME-sector 

development in LDCs. 

8. Introduce contextually designed and results-based “technical capacity-building” programs 

dedicated to SMEs and aimed at enhancing efficiency, bankability, compliance, and 

productivity levels. Though these programs need to be widely accessible, affordability and 

the associated remunerations should preferably be linked to the achieved progress 

(outcomes) via a concessional mechanism to create a win-win situation for both the service 

providers and the service recipients (i.e. SMEs). 



   
 

   
 

9. Emphasize results-based models and monitoring when addressing SME-sector 

development in relevant long-term programs and action plans, such as the NDPs, industrial 

policies and upcoming Doha Programme of Action.  

 

Invest in better data, enhanced evidence-base and linking of research and policy related to 

SME-sector development in LDCs 

10. Development agencies specializing in private sector development, economic growth, and 

international trade promotion, such as ITC, UNCTAD, UNCDF need to translate the 

overarching SME-development policies and objectives associated with the LDC-graduation 

process into actionable programs and monitoring mechanisms on the ground.     

11. Strengthen the evidence-base related to SME-sector support in LDCs and enhance the 

availability and quality of data. Consider establishing and resourcing an SME-specific data 

series in LDCs under UNCTAD Data Center. Promote coordination with academic 

institutions competent in entrepreneurial ecosystems and SME-sector development in LDCs. 

12. Enhance the awareness of the causes behind-, implications of- and remedies against the 

“missing middle” in LDCs at key international fora, and support the creation of conducive 

public atmosphere towards growth-oriented SMEs in LDCs through success stories. 

 

Limitations and areas for further research: 
The study entails some limitations and opportunities for further research. It is acknowledged that 
the topic discussed in this study is complex and requires further efforts for a deeper and more 
thorough analysis. Thus the study may result in some oversimplified findings and 
conclusions.  However, the triangulation of different data sources (survey, interviews and 
existing statistics) was believed to help mitigate that limitation to some extent. Given the diverse 
geographies of the LDCs and the wide range of industries and markets in which SMEs are 
operating, the results of this study may not be entirely applicable across different industries and 
LDCs. In addition, as many of the SME-ecosystem development barriers are contextual and 
interconnected, and as this research has mainly discussed three barriers and two countries, 
there are obvious limitations and opportunities for further research. For example, the role of the 
educational systems including technical and vocational training to SME-ecosystem and SME-
growth in LDCs should be pursued.  
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Appendix 1 
 
Economic context in Uganda 

Uganda has been an LDC-country for 50 years, joining the category at its birth in 1971. 
In the 2018 triennial review, the country is behind the LDC-average in all three indexes. 
With its $661 GNI per capita (graduation threshold $1230), Human Asset index 50.2 
(graduation 66) and economic vulnerability index of 31.7 (graduation 32), Uganda is not 
expected to graduate within the next years. However, the economic development of the 
country has been favorable in the recent years and in the country’s third national 
development plan (Uganda NDP3), published prior to COVID-19, expects that Uganda 
will reach a per capita income of $1198 by 2024/2025. Uganda holds the place 116 out 
of 190 countries in the World Bank’s ease of doing business index (World Bank Ease of 
doing Business Database). Only four LDC-countries in the Sub-Saharan Africa reach a 
higher ranking in the index. The expectations towards the private sector to contribute to 
the growth are pronounced in Uganda. SMEs are responsible for 93.5% of the 
companies in the industry sector of Uganda, but they are limited in their limited export 
capabilities, and thus have difficulties in competing internationally. Manufacturing value-
add is 27USD compared with 57USD of low-income countries average (Uganda NDP3: 
115). 

 
Economic context in Somalia 

Somalia is among the least developed LDCs with GNI being €95, human asset index 
16.7 and economic vulnerability index 34.7, which is on par with developing countries 
(LDC average being 41,3). 69% of Somalis live in poverty and a total of 80% of the 
population is vulnerable to external shocks (Somalia NDP: 22). Somalia is a net importer 
with account deficit 12.8%. With COVID-19, the country has experienced a 4.4% decline 
in per capita income, further contributing to the chronic poverty (AfDB 2020). Even with 
growth projections of 2.9% for 2021 and 3.2% for 2022, the figures are expected to be 
below pre-COVID-19 period. With an estimated 400,000 young people entering the job 
markets annually, the labor market is expected to double by 2035, telling volumes about 
the potential but also challenges that country is facing. Somalia scores as the very last in 
the World Bank listing of 190 countries measuring the ease of doing business, indicating 
that the regulatory framework supporting a conducive business environment is largely 
missing (World Bank Ease of Doing Business Database). According to Somalia’s current 
National Development Plan, “The destruction of employment opportunities and property 
has pushed many families into destitution. The generally insecure and risk-laden 
environment has discouraged business investment and economic growth. The gradual 
dismembering of government institutions has led to the disappearance of public and 
private services and opportunities to engage with society.” (Somalia NDP: 96). 
Government of Somalia blueprints place entrepreneurship and especially the role of the 
MSME’s high on the agenda. The National Employment Policy sees the promotion of 
MSME’s key for increasing the productive employment and income opportunities in the 
country (Ibid. 247). 


