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NATIONAL SME POLICY AND ITS IMPLICATION ON INTERNATIONAL TRADE

Concept Note

Small and medium enterprise is the backbone of a country that plays a crucial role in economic
growth and development. Currently, more than 5 million SMEs are operational in Pakistan as per the
Small and Medium Enterprise Development Authority (SMEDA).

According to the State Bank of Pakistan, SMEs contribute 40% in the GDP and 25% in the
overall exports of Pakistan.

It leads to the growth of the private sector by generating employment opportunities,
developing human resources, promoting research & development, reducing poverty and
income inequality, improving the business climate, and adding value to the GDP by increasing
exports. Moreover, the economic and business environment of the world is evolving.

In this regard, in January 2022, the government of Pakistan launched a National SME Policy
2021 whose framework is based on: adopting a single definition of SME, reforming the
regulatory and tax environment, and restructuring the institutional framework. Based on the
annual turnover, the definition of SME has been adopted by the State Bank of Pakistan. To
support the SMEs and startups 112 reforms have been implemented which creates ease for
them to operate.

Other measures involve simplification of the tax regime, availability of financing through the
SME Aasan Finance Scheme announced by the State Bank of Pakistan, upskilling the human
resources, developing of infrastructure by land allotments, flourishing the entrepreneurial
activities by supporting and strengthening them, empowering women entrepreneurs,
providing access to the local and international markets. The Government is trying its
maximum efforts to make such policies that are business-friendly and simplify the whole
process as well. The revitalization of the institutional framework consists of the formation of
the National Coordination Committee and the institutional strengthening of the Small and
Medium Enterprise Development Authority (SMEDA).

In the National SME Policy 2021, both demand and‘supply side market constraints faced by SMEs
were addressed. For the growth of SMEs, the supply- side interventions include monetary and fiscal
support, SME facilitation through SMEDA, credit availability through the banking sector under the
subervision of the State Bank of Pakistan, fostering the startups through incubators, and human
resources development through the provision of technical and vocational training.
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Despite the State Bank of Pakistan SME Aasan Finance Scheme, the policy rate of 21% announced by
the SBP4 has made lending unworkable for new & currently operating entrepreneurs and startups.

Whereas, informal and illegal financing is more feasible for them. Blocking the letter of credit has also
affected the enterprises by facing delays in the import of raw materials, and machinery & equipment
which reflects in producing less than the operating capacity and delays in the supply of manufactured
products. Analyzing human and physical capital, outdated knowledge, and technology results in

low productivity.

On the demand side, public procurement and market accessibility are the hurdles faced by SMEs.
Marketing and access to the international market is an issue of grave concern that needs to be
addressed. The high cost of production increases the price of locally manufactured goods and makes
them less competitive.

Additionally, the small businesses working in local and remote areas find it hard to access the markets
within and outside the country due to the lack of information, poor infrastructure, inadequate
marketing, and logistics. One another major issue is of quality assurance of manufactured

goods. At this point, the certification of products to dedare locally produced goods fulfilling
international standards is very important, when the majority of the SMEs are informally working
under diverse rules and procedures then public procurement is a challenge.

To have sustainable international trade, private sector-led growth through SMEs is mandatory; we
need to develop strategies in accordance with the National SME Policy 2021 to make our exports
competitive in the international market.

Objective for the Future SMEs Policy:

In the backdrop of the above discussion, the following will consider as the objectives for this session:

1. Under the prevailing economic situation, through financial incentives the government
can provide for the growth opportunities to SMEs.

2. SMEs are discouraged by the demand-side hurdles. Through solid practical measures
in national policy we can improve market accessibility and public procurement.

3. Through the Human Development Programs and Physical capital concept the market

sustainability for the SMEs sector can be achieved.
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