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Abstract:!The study aims at analyzing the current state of the SMEs sector in three Arab countries, Egypt, Jordan 
and Bahrain; therefore, we adopt descriptive and analytical approaches. Findings show that SMEs sector plays 
a vital role in the region as a major source of various economic contributions, but it faces domestic and external 
challenges, which could hinder its resilience and competitiveness. Most of SMEs are concentrated in the trade 
sector; other important sectors include small-scale workshops, hotels and restaurants as well as contracting. They are 
less important in industry and other capital-intensive sectors, and finally, the study recommends specific suggestions, 
which could enhance the contribution of SMEs sector in national income of the Arab countries.
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1. Introduction

Over the past decades, Small and medium-size enterprises (SMEs) sector is acknowledged globally 
in market economies for its unique contribution to fostering innovation, spurring economic growth 
and creating employment opportunities. Both developed and developing countries realize that SMEs 
have become one of the key instruments to use to face economic and social problems and to achieve 
development objectives. Therefore, unsurprisingly, political strategists have frequently viewed SMEs 
as the seeds of economic revival. [Bouazza, 2015].

SMEs sector in Arab Nations represents the economic growth engine and a major contributor 
to the GDP in terms of output and employment [Mahate, 2015:10].  There are more than 10 million 
firms under the category of SMEs and contributions in GDP are 35%. This indicates that the vital role 
of SMEs in the economic growth of Arab countries; accordingly Arab nations have recognized the 
importance of SMEs and have formulated policies to encourage, support, and fund them [Emine, 2012].  

Despite the Arab region’s strong entrepreneurial traditions and the large size of the Arab SME 
sectors, they have not fully lived up to their potential of sustainable diversification and job creation. 
Storey (1994) pointed out that there are internal or external barriers that constrain firms to grow. [Mole 
et al., 2009].

The current study aims at analyzing the current situation of SMEs in three Arab countries, Egypt, 
Jordan and Bahrain, and assessing the government adopted policies  to overcome the barriers to growth 
and promoting SMEs.
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 Despite of the three Arab countries have economic and social differences but they have common 
characteristics in terms of SMEs, where SMEs sector constitute more than 95% of total private 
enterprises in these countries, the contribution to GDP is around 35%, while its share to total exports 
does not exceed 20%, and providing nearly 75% of total employment in the private sector.

The study adopts descriptive and analytical approaches in order to provide an overview of SMEs 
sector that includes its structure, the obstacles facing SMEs and finally, the policies and actors dedicated 
to support SMEs in the three countries, in addition to analyze the available  data that issued by the 
official authorities. Defining SMEs is important in to prepare statistics and assess its economic role and 
to benchmark against other economies and among regions within as economy [Harrigan & Wang and 
El-Said, 2006].

Literatures show that there is neither uniform nor comprehensive definition of SMEs. The concept 
of SMEs differs from one country to another and from one activity to another in the same country. 
Moreover it depends on the development stages of the nation and its policies towards the industrial 
development [Mohamed , 2015]; therefore; both developed and developing countries and international 
organizations define SMEs differently depending on various quantitative measurable indicators such as 
fixed assets, number of employees, capital employed, sales turnover, asset values and profits [Gentrit 
& Justina, 2015: 17]. For example, the European Union (EU) adopts three quantitative criteria in order 
to define SMEs: employees’ number and two financial measures (annual turnover and total balance 
sheet). While the World Bank (WB) uses the criteria of number of employees, total assets and total 
annual sales. An enterprise should satisfy the employees’ number and at least one of the financial 
measures to be categorizes as micro, small or medium enterprise.  The European Union (EU) defines 
medium-sized enterprise as one with a headcount of 250, and small firm as one with a headcount of less 
than 50. SMEs’ annual turnover should be EUR 50 million or less and/or a balance sheet valuation not 
exceeding EUR27 Million [European Commission, 2005].  The World Bank standards (WB) categorize 
medium-sized enterprise as one that has more than 50 employees and less than or equal 300 employees, 
and small firm as one with less than 10 employees and less than or equal 50 employees. To qualify as a 
SME in the, a firm’s total assets or total sales should be more than $100,000 and less than or equal $15 
million. [Gentrit & Justina, 2015: 19]. 

The Arab nations adopt three criteria to classify the enterprises to micro, small, medium. These 
criteria are: number of employees, total annual sales and capital investment [Al-Asrag, 2012].

The rest of study organized as follows. Section two is a brief about the previous studies. Section 
three is an overview of SMEs sector in the three counties under study. The main constraints facing the 
growth of SMEs shown in section four. The adopted policies and funding institutions and its assessment 
in the three nations is discussed in Sections five and six. Conclusion and policy implications drawn in 
Section seven.

     2. Previous Studies

The literature review illustrates that there are many working papers studied SMEs in different 
ways. Some of them focus on the nature of SMEs, characteristics, and the constraints facing SMEs and 
hinder its developmental role. The most of studies pointed to the lack of access to affordable long-term 
finance is barriers to development of SMEs [Bernie & grablwsky (1981), Al-Asrag, (2012), Stephanou 
& Rodriguez (2008), De la Torre et al (2010), Beck et al. (2010), Rocha et al. (2011), Muritala &  
Awolaja and Bako (2012), Pietro &Victor and Sofian (2012), Al-Shaikh,(2013)].

The other studies argue that SMEs face many challenges such as: limited internal resources in 
addition to management skills, lack of access to market information, Demand uncertainty, lack of 
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strategic planning and Lack of credibility and reputation [Decarlo &Lyons (1980), Radwan (2004), 
Zedan (2005), Alsahbani (2008), Ramadan (2010), Mohamed (2015), Ayadi & De Groen (2014)]. 

Other researches aim at evaluating the role of SMEs at macroeconomic level. They find that 
SMEs have significant contributions to the national economy growth rate, decrease the unemployment 
rate and accelerate exports growth [Beck et al.(2003), Zedan (2005), Thorsten & Asli and Ross 
(2005), El-Beltagy (2005), Saleh &Ndubisi (2006), Abdelghani (2009), Salman (2009), Shanur,et 
al.(2013),Muhammad(2014), Wasim&Khalique (2014), Hirnissa & urshuhaida  and Fadilla  (2018), 
Otugo  et al. (2018)].

  3. SMEs in Egypt, Jordan and Bahrain: an overview:

Egypt is one of the Middle East countries that characterized by high population and more 
diversified economy. During the last decade, Egyptian government has made strides in recognizing the 
importance of the SMEs sector and its significant contribution to economic growth and job creation; 
therefore, the policy makers adopted a policy framework to support SMEs. Under the terms of a 2004 
law, the government has developed a structured policy framework to help SMEs establish and grow 
their businesses by providing a range of programs such as business support services, microfinance 
activities and a network of business incubators [CAI, 2014: 6-8]. 

Egyptian SMEs classification based on both number of employees, capital used and sales 
turnover, for example, small enterprises defined as those businesses that hire up to 49 employees for 
manufacturing sector, and have capital investment of up to 5 million Egyptian pounds, and an annual 
turnover of up to 10 million Egyptian pounds, as shown in table (1).

The available data of firm distribution by size in Egypt shows that 91% of total enterprises are 
micro firms, while the small and medium enterprises represent 8% of total and large firms less than 1%. 
[CAPMAS, 2018]

The structure of enterprises by economic activity is an important indicator of the diversification 
of the SME and their various contributions to the national economy. Sectorial distribution of SMEs 
in Egypt illustrates that they are mainly concentrate in the manufacturing and trade sectors in which 
operate roughly 51% and 40% of the total number of SMEs, as illustrated in figure (1) [El-Said & 
Ahmed, 2016]. 

Jordan is one of upper-middle income countries that depend almost entirely on small and medium 
sized enterprises to drive its economy, where SMEs account for substantial share of economic activity. 
Focusing on the development of SMEs, several actions promoted. Business associations established to 
respond to the needs of the SMEs sector, and the chamber of commerce and industry have established 
special units for this purpose [Frank Betz, 2016]. The ministry of Industry and Trade classifies SME’s 
based on the number of employees and the paid capital investment, for example, the firms are considered 
medium when they employ more than 5 and up to 249 employees and have capital investment of up to 
30,000 Jordanian Dinner. 

The micro enterprises are 89% of total enterprises in Jordan, while 9% are small enterprises and 
the remaining 2% are medium and large establishment. The large share of SMEs is represented by 
commercial establishment (35%), flowed by provider of services (23%) and firms involved in industrial 
production (20%) [Jordan Department of Statistics, 2017]. 
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  Table  1.  Definition of SMEs in Egypt Jordan and Bahrain

No. of employees Annual Sales Capital 
Investment

Egypt!

Micro 1-4 Up to 100,000 LE Up to 25,000 LE

Small 5-49
 (5-9 in Service& Trade sectors) Up to 10 million LE Up to 5 million LE

Medium "#$%%&
(10-19 in Service& Trade sectors) Up to 20 million LE Up to 10 million 

LE

Jordan'

Micro !$% $
Less than 30,000 

JD
Small 10-49 $ 30,000 JD

Medium 50-249 $ 30,000 JD

Bahrain3

Micro Up to 10 Up to 100,000 BD Up to 20,000 BD

Small 11-50 (up to 100 in construction) Up to 1 million BD Up to 500,000 BD

Medium 51-250 (up to 400 in construction) Up to 5 million BD Up to 3 million BD

Source: !&CBE 2008, '&Jordanian Department of Statistics 2014 3BCCI, 2016 

Bahrain is one of the GCC Countries that depended on exporting oil as a sole income source 
for long time. The fluctuations in oil prices in global markets forced Bahrain government to adopt 
income diversification strategy seeking to generate a stable and sufficient income for new generation, 
in addition to create more job opportunities for Bahraini youth; therefore,  SMEs could be the potential 
driver of non-oil growth and employment. 

In 2008, Bahrain launched its Economic Vision for 2030; that includes a comprehensive economic 
development strategy for sustainability, competitiveness and fairness. Bahrain’s policy makers invested 
in set of institutional frameworks that aim at supporting a robust entrepreneurship ecosystem and the 
growth of SMEs [Almojdoud, 2018: 1-3].

According to the Ministry of Industry, Commerce and Tourism (MOICT), firms are considered 
micro when they employ up to 10 employees, small and medium when they employ (11 to 50) and 
(51 to 250) employees respectively. The distribution of SMEs by size in Bahrain flow the distribution 
pattern elsewhere in the developed countries, where micro enterprises constituted 92% of all firms, 
small and medium are 6% and 1% respectively.  SMEs focused mainly on the sectors that have high 
sales turnover. As seen in figure (1) trading, construction & Real estate and Restaurants & hotels 
represent (74%) of total SMEs in Bahrain [BCCI, 2016]. 

To sum up, the sectorial structure of SMEs in the three countries skewed towards simple contracting 
and trading operations, other sectors tend to be under-represented.

In the three countries, creation job opportunities especially for unemployed youth population 
progressively led by the SMEs sector that usually depends on labor than capital intensive.  In Bahrain 
SMEs, employees represent 73% of total private sector employees that distributed as follows: micro 
(28%), Small (25%) and Medium (21%), while SMEs sector in both Egypt and Jordan provide 74% 
of total private sector employees and distributed as follows micro (36%), Small (25%) and Medium 
(13%).
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Figure 1: Sectoral distribution of SMEs in Egypt, Jordan and Bahrain

Source: !  El-Said & Ahmed, 2017:25& "#Jordan Department of Statistics, 2017& 3BCOCI, 2016

4. Constraints facing the development of SMEs
Storey (1994) argues that the constraints to development are “The internal or external factors or 

conditions that hinder potential development in firms that wish to grow. Constraints may be associated 
with both the startup and growth stages”. Constraints classified to management and motivation 
constraints, sources constraints, market opportunities, and structure constraints [Barber at al., 1989].  
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 Different filed studies applied on the selected countries used survey data that fulfilled by SME 
‘s managers such as: [Lahcen& Rafik,(2017), BCCI,(2016), El-Said &El-Said & Zaki,(2015), JYES 
(2015), Alrabeei & Kasi, (2014),  Youssef (2014), Al-saddy, (2011), Hertog, (2010)]. These studies 
concluded that SMEs in the selected countries   face the similar challenges as follow:

���������)�L�Q�D�Q�F�L�D�O���&�K�D�O�O�H�Q�J�H�V

Lack of various forms of financial services is traditionally one of the most important constraints 
facing SMEs growth to set up and expands their operations, develop new products and invest in new 
staff or production facilities [Durmus & Ozlem and Ayfer , 2015]. In the early stages of development, 
most of SMEs in the three countries depend on internal sources of funding, including the owner’s 
savings, retained earnings, or funding through the sale of assets. When firms start expanding; external 
sources become more important and their availability can determine the firms’ growth possibilities 
[Lahcen & Rafik, 2017].  

SMEs’ financial challenges created due to SMEs do not have reliable collateral, record of 
accomplishment, business management and skills, and proper communication with lenders. Moreover, 
lenders do not have confidence in SMEs business [JYES, 2015: 14-15].

Egyptian Statistics indicate that the SMEs sector able to access to less than 10% of the available 
financing resources, while the recent report of central bank of Egypt reveal that only 8% of small 
businesses in Egypt have bank loans [CBE, 2017]. While the share of credit to SMEs in Jordan is small 
and shrinking too, where its share declined from 11% to only 8.5% of total available credit available to 
private sector in 2016[CBJ, Annual Reports].

In Bahrain, there are very few financial products for the SMEs. Even though many banks provided 
loans at start-up stage, they do not provide the required financial support at the growth stage leading 
to difficulties in investing in new equipment, technology, infrastructure, extending credit facilities to 
customers and satisfying other business needs. Moreover, the interest rates on loans charged by banks 
were very high and do not correspond with the income generated by business [Alrabeei & Kasi, 2014: 
52-54].

���������0�D�U�N�H�W�L�Q�J���&�K�D�O�O�H�Q�J�H�V

In Egypt, SMEs face Marketing problems due to Failure and deficiency in local market canals and 
networks, lack of internal and external market information, insufficient resources, correlation between 
SME’S and large scale enterprises is weak  and low investment in the field of market research and 
advertisements.[ Essays, 2017].

In the Jordanian market, demand is growing at a rapid but unpredictable pace. Customers 
in these markets are wary of committing to a variable (per unit) pricing scheme because, given the 
unpredictability of demand, it is hard for SMEs to have the proper tool to estimate demand relatively 
accurately for this pricing scheme to be profitable [JYES, 2015: 16-17]

The marketing is a main challenge for businesses in Bahrain, given the size of the domestic market, 
the small size of the domestic market made it difficult for many businesses to grow. In addition to some 
SMEs don’t know either how to market their products or services or how to make clear growth strategy 
for their business [Al-rabeei & Kasi, 2014]. Moreover, the owner-managers complained about lack of 
legal protection from unfair competition, particularly the informal contractors who quote low prices for 
customers, due to cheap and illegal labor. [Almojdoud, 2018]. Recession also is a source of declining 
SMEs sales revenues, and profit margins that resulted in a corresponding decrease in the enterprise 
workforce.
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�H�[�S�R�U�W���R�U���F�R�P�S�H�W�H���L�Q�W�H�U�Q�D�W�L�R�Q�D�O�O�\�����Z�L�W�K���W�K�H�L�U���F�R�P�S�H�W�L�W�R�U�V���L�Q���R�W�K�H�U���F�R�X�Q�W�U�L�H�V�����D�Q�G���)�L�Q�D�O�O�\�������������V�F�D�U�F�L�W�\��
�D�Q�G���G�L�I�¿�F�X�O�W�\���R�I���¿�Q�D�Q�F�H���Z�K�H�U�H���$���Q�X�P�E�H�U���R�I���¿�U�P�V���K�D�G���R�S�S�R�U�W�X�Q�L�W�L�H�V���W�R���H�[�S�R�U�W���E�X�W���F�R�X�O�G���Q�R�W���S�U�R�G�X�F�H���R�Q��
�D���O�D�U�J�H�U���V�F�D�O�H�����G�X�H���W�R���O�D�F�N���R�I���¿�Q�D�Q�F�H�����>�(�O���6�D�L�G�	���$�K�P�H�G�������������@
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�D�Q�G���D�J�U�H�H�P�H�Q�W�V�����0�R�U�H�R�Y�H�U�����7�D�[���D�X�W�K�R�U�L�W�\���X�V�X�D�O�O�\���D�U�E�L�W�U�D�U�L�O�\���H�V�W�L�P�D�W�H�V���W�D�[�H�V�����U�H�J�D�U�G�O�H�V�V���R�I���Z�K�H�W�K�H�U���R�U��
�Q�R�W���W�K�H�\���N�H�H�S���U�H�J�X�O�D�U���E�R�R�N�V�����W�K�X�V���U�H�V�X�O�W�L�Q�J���L�Q���R�Y�H�U�H�V�W�L�P�D�W�H�G���W�D�[�H�V�����7�K�H���V�D�O�H�V���R�U���9�$�7���W�D�[���L�V���D�Q�R�W�K�H�U���P�D�M�R�U��
�V�R�X�U�F�H���R�I���F�R�P�S�O�D�L�Q�W�V�����V�L�Q�F�H���L�W���K�D�V���U�H�S�H�U�F�X�V�V�L�R�Q���R�Q���W�K�H���S�U�L�F�L�Q�J���R�I���W�K�H�L�U���L�Q�S�X�W�V�����D�V���Z�H�O�O���D�V���W�K�H�L�U���S�U�R�G�X�F�W�V��
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