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_ A well-functioniing policy on MSEs is critic
: o spreading investment in both urban
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stipulated inthe Poverty Reduction Strategy
Recovery Strategy for Wealth and Employm

The moéEEmumm“Emnm@ to create 500,000 jobs annually is set to be
achieved within a framework of enhanced parmership between public

M . o and private sectors, and- development partners. The private. sector ig
: =t , _ ! cxpected-to seize the available Opportunities’ to invest in productive
]

enterprises, develop competitive industrial sector and create jobs. The
- bulk of the jobs will have to come from the Micro and Small

ity of the- Department of Micro and Small
“ o -l . Enterprise Development™ to ‘play - an oversight - function; * and -
i : ’ , broad-based and independent National Council for
: _ appropriate policies for the - ,
for the same. A Micro and
i

o -Small Enterprises (NCSE) to ‘advise on
o o MSE sector and to mobilize resources

, L (i)
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MSEs
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Kenya Institute of Management

Kenya, Industrial Research and Development
Institute™

Kenya Industriat wnowwnu\ Institute

Kenya Institute for Public Policy Research
and Analysis

Kenya Revenue Authority
Kenya Tourism Development Cooperation

E Local Authorities , _
Local Area Network | @w

Monitoring and Evaluation
Ministry of mH_SHouBoE ZEE.& Wmmoﬁ.oom

| -/ and Wildlife |

Micro Hu.Bmunm Hnmaanoum ,
Ministry of Labour and Human Resource
Development .

Ministry.of Agriculture

Ministry of Foreign Affairs

Ministry of Health .

Ministry. of Livestock and H..Hmroﬁnm
Development

.. Ministry of Planning and Zmaou&

Development

-+ Ministry of Cooperative Development

Ministry of Education Science and

‘Technology

Ministry of Finance

Ministry of Gender, mﬁoam OEEB and
Social Services

Ministry of Justice and Ooumﬂgcg gm:.m
Ministry of Transport and Communication
Ministry of Trade & Industry

Micro and Smali mﬂmﬁﬁmom

Ministry of Tourism and HE,o_.Emﬂos ;
Acronyms~—(Contd. )}
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MOLG
MOLS
MSE Act,
NACC
NCBDA
NCSE
NCST
NYS

oP

PCK

" SACCOs

TOLs
TTIs
WAN
YPs

B

Ministry of Local Qo<o§5«§.
Ministry of Lands and Settlement

- Micro and Small Enterprise Act

National Aids Control Councit .
Nairobi Central Business District Association
National Council for Small Enterprises
National Council for Science and Technology
National Youth Service

Office of the President

Productivity Centre of Kenya

-Savings and Credit Cooperative Societies

Temporary Occupation Licenses

- Technical Training Institutions

Wide Area Network
Youth Polytechnics
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%55@& Em expected impact, Hﬁmm@ nEo to their Emgmounmﬁ aoﬂm_u
and weak implementation.

1 H.m This Sessional Paper therefore fills the identified gaps and builds
n the previous MSE policies in very specific ways.

s The @B@wmﬂm is on the role. of markets: Emﬁzm markets work.

Ooéﬁgma objective for the sector is to promote the number
and anmwaggomm of MSEs by reducing the cost of doing
“ business and, mm:namc%., creating a more favourable

environment for businesses to thrive while improving the
& quality of employment in the sector;

To integrate the MSE sector into the national economic grid.
To achieve this integration, the new policy will promote
MSEs in the formal and informal economies, including
commercial small-scale agriculture, in a policy framework

. that will encourage. all forms of linkages. The definition of

all enterprises, both farm and uou,mmnd, mEmHoSzm less than
50 persons;

Improving Em effectiveness of the. existing institutions by
mnﬁmum%owﬁm the Department of Micro and Small Enterprise

i Development ngmmbu and MSE Associations, establishing

National Council. for Small Enterprises and legislating a
Micro and Small Enterprises Act. These institutions and Jegal
framework  will  strengthen- policy  coordination,
implementation, and monitoring and evaluation, which have

been largely lacking in previous attempts by Government to
promote the MSE sector;

® Partership between key stakeholders including the citizenry,
M entrepreneurs, noEEcEQ_ @H:Sﬁ mmo_“ou. civil society,
N3Os and development partners will be promoted through

the MSE sector is therefore expanded in the Paper to include”

T A T Y A B e TR o M Py e (e

m@?@ﬁﬁmﬁ policy &m_,omam to harpess the synergy for
effective tesource Eog__nmsou =u5mso= and oﬁu.mb
mms&ouaoﬁ Q. the mooﬁoﬁ.
. Hwooﬁo_..mﬁou of a plan of action for policy HBEoBmEmﬁom
~ and a mechanism’ for EoESwEm mﬁ& n<m~:mﬁcn Om 3@
corﬂmm and EQH impacts.

1.4 The Vision of the Policy Statement is to promote a strong Wgwms
economy into which the MSEs are om.oone.od\ Eﬁmmnmﬁm mnm m_uﬂm 8
make significant contribution in the production of goods and services,
Thus, the overall goal of this policy framework is to develop a 549.2;
MSE sector capable of waom_o::m the creation of mE.mEn decent and
Eo&zoﬂﬁ @Eﬂowagn opportunities; stimulating “economic mnoﬁr
nomanm economic disparities; strengthening linkages between firmis;
diversifying the domestic @_.oasosou structureé and 5&55& base,

_o<£5m the Emﬁdm mmE Unnémmn zmmm EE the Hmmmﬂ ouﬁGﬂmom. ,
E@dﬁsm Z,.mm

sector funding; and Q&muoﬁm Emﬁzﬁom& collaboration and
coordination of interventions' in the sector. This wowow ».BB%,_.Q.W
therefore Eoﬁmmm an nﬁmEEm framework to. increase @,ﬁ
oom%mﬂgmunmm ow all Eo MSEs in Hﬂo&? . o

1.5 In order to realize the above, Government commits :moﬁ. to the
promotion of an enabling environment for Em maoé& of the mmoﬂop. ‘In
EHHOEE Government is ooBHEﬁma 8 mﬁmsw H@mncamsg of w mﬁ&Ho
macro-economnic policy’ 9.355505 improve Em..mmnangm_ Hnﬁosw
legal and regulatory burdens on businésses; vﬁoﬁmo Enonﬂém to
?oEoﬁm ‘both vertical and horizontal growth of the MSE biisinesses

and.’ the Eﬁmﬁmaon of Emoqu& Eﬁ formal sectors; msm @8508
ooawmﬁﬁos.

1.6 This Sessional Paper. provides a policy framework that will
E@@on research “and - @oé_owBoE to " boost” gmmm access to
m@?ovdmﬁo Hmor:ogcmﬁm. encourage Eboécou, E& uHoBoﬁo E..om:nﬁ

3
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- persons.in 2002 as per the 2003 Economic Survey and translates
675,000 jobs per year. The level of employment within MSEs in 2002,
wﬂ“unon%w@ for over 74.2% of the total number of persons engaged in
m_ﬁ coufifry. This is evidence that, with proper dévelopment strategies,
the sectoris capable of providing and surpassing the Government’s
ﬁr get of créating 500,000 jobs per year. _
WT As compared to the other sectors of the economy, the contribution
of the MSE Sector to the country’s Gross Domestic Product (GDP)
. has been u pressive increasing from 13.8% in 1993 to over 18% in
1999. Conk

mH“ﬁEOMBmmw within the sector ‘in the last three years; value addition
Ewg the sector is envisaged to have correspondingly increased.

_ﬂm The average Kenyan MSE employs 1 — 2 workers while over 70
percent cmploy only one person. - The lower end of these MSE:s is
_oﬂmﬁoﬁ nowbﬁmm.ﬁo subsistence and low value adding activities, both in
urban and rural areas. Only a few MSEs £row to employ 6 or more

workers, According to research findings, MSEs have high mortality
rates with most of them not surviving to see ‘beyond their third -
anniversdries, This pheiomenon has made it-difficult. for MSEs to
- graduate”into medium and large-scale eniterprises, thus the “missing
middle”. "This Ha¢ resulted in a weak base for industrial take-off and
: wmﬁmﬁﬁﬂmgwmmw_&owﬂoﬁ. A .

R
4

E

nSidering the trémendous expansion and growth Om%

@

——— e

T g e

CHAPTER 3

CHALLENGES TO THE DEVELOPMENT OF MICRO AND
SMALL ENTERPRISE SECTOR

3.1 The MSE sector in Kenya plays an important role in the socio-
economic development of the country. Its significance can be seen in
terms of contribution towards economic growth, employment
creation, poverty reduction and development of an industrial base.
However, despite the critical role played by the sector, it is faced with
many challenges and constraints that include unfavourable policy -
environment and inhibitive legal and regulatory framework; limited
access o financial services and markets: inadequate access to skills
and lechnologyy insecurity of land  tenure: poor access to
mfrastructure: inadequate business knowhow and linkages with large
etterprises: gender inequality: job quality deficits; limited access to
nformation:  impact  of  HIV/AIDS pandemic; unsatisfactory
occupational health und safety standards.

Unfavourable Policy Environment

3.2 The major shortcomings in the MSE sector development have
been inappropriate policy design, weak implementation framework
and failure 1o institute and effectively monitor policy implementation.
In the past. the policy formulation process and design has not been
consultative and has mainly been driven by Government. As a result,
the policies failed Lo address the specific needs of the target groups;

-and lacked ownership by the entreprencurs.,

3.3 Over the period there has been no provision for an institutional
mechanism to promote consultation and coordination of stakeholders.
The previous policy documents failed to address the critical area of
delegation “of responsibility and follow-up on the actual
implementation to identify who was going to do what, when and how.
In some instances, lack of clarity of roles and responsibilities of
various stakeholders has led to conflicting signals to MSEs. At the

7
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_ existing and relevant marketing information

in many wmmom markets do not function

well due to kack of information
and high' transaction costs.

Competition in somé products is unfair,
with imported goods finding their way into the local market without
payment of statutory duties. Many MSEs are also ill-prepared to

compete in liberalized markets. Very few are capable of. venturing

into export markets and even fewer are able SPEG the new marlet

frontiers through electronic commerce. As a result, most MSEs are
confined to very narrow local markets where intense competition
drives prices down, resultin

cases, the market mechanisms that c

either missing or weak, Also, a small capital base and limited

technological sophistication confine MSEs to products and services,

which’ cannot compete effectively in a globalized and competitive
market environment due to quality limitations. - ,
1 : ’

3.12 While the Government has made efforts to liberalize financial
and product markets over the past decade, si
into certain markets still exist. There are also high unit transaction
costs for small volume producers due to their underlying low
economies of scale. Specifically, public sector purchasing practices,
where pre-qualification standards demand assurance of large supplies

and proof of adequate financial r

esources to produce them, have, for
the most part, excluded MSEs from the large public sector market.

gnificant-barriers to entry

3.13 Although the flow of information on

MSE markets has slightly
improved, many MSEs still do not know

where and how to access

- As a result, the majoritug,
rely on informal feedback from customers.

MSEs remains weak due to poor product quality, packaging,
advertising and distribution. .

Limited Access to Financial Services

. : v "

3.14 Lack of access to credit is a major constraint inhibiting the
growth of the MSE sector, and more so for women enfrepreneurs. The
issues and problems limiting MSE acquisition of financial services

10

g in very low profit margins. In Em:%
an deal with these problems ar@)*

Competitiveness of tha

can be grouped into two broad categories: lack of tangible security
coupled with an inappropriate legal and regulatory framework that
does not recognize innovative strategies for lending to MSEs: and the

limited access to formal finance due to poor and insufficient capacity
to deliver financial services to MSEs.

3.15 In addition, there is no structured institutional mechanism in
Kenya to facilitate the flow of financial resources from the formal
financial sector through Micro Finance Institutions (MFIs) to the
MSEs. This increases the cost of credit to both the entrepreneur and

@Minancial institutions. Operations of financia] institutions are tailored

to offer credit services to formally registered businésses, which meet
criteria such as proper maintenance of books of accounts and a
verifiable asset base. Most MSEs cannot, however, meet these criteria.
Further, availability of collateral is limited by the difficulty of
obtaining legal title to land. Even where collateral exists, commercial

cm:ﬁEozonuo:maoﬁ%mﬁ?o _om&mu\mﬁEéE&52&.&883&3
itin cases of defanlt. : _

3.16 Formal financial institutions perceive MSEs as high risk and
commercially unviable. As a result, only a few MSEs access credit
from formal financial institutions in the couniry. The problem is
greater in the rural areas where bank branches are few and far apart,

Limited competition between banks accentuates the problem.

3.17 The present legal and policy framework for financial services is
less supportive of smaller than larger borrowers and needs to be
addressed. The Banking Act prohibits MFIs from mobilizing savings
wand taking deposits for re-investment. As a result, the MFIs face

problems in building a sustainable funding base for MSEs. The Post
Office Act prohibits the Post Bank from lending, and the Co-
operatives - Act does not provide for effective supervision of the
Savings and Credit Co-operative Societies (SACCOs).

3.18 Despite the increasing number of MFIs, ‘theif outreach has
remained severely constrained, especially in the rural areas, because

11 . !
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1326 Hsmonommw@:m@ to land

. ! water, electricity and other
. most MSEs are located.

Kali sector. However, the alloc
inaccessible, withoyt titles or w
meant for MSEs. Other cases i
| the Jua Kali entrepreneurs by

ated land has more often than not been
ith only. Temporary have grabbed land
nvolve encroachment of land meant for

. . . private developers. In addition, both
. Physical and economic planning within the country have not taken

_
_
:Eooo:mﬁoammosﬁm umommopngmmm. Shortage of serviced sheds and
_ stands further undermines the quantity and quality of MSE products,

and lack of prop

“. . erty rights hamper access
+ to mfrastructure and utilities by the MSEs

. - In particular, access to
utilities is a problem in rural areas, where

: Limited access to electricity by MSEHs is
compounded by the fact that the MSEs are

- CNergy costs in Kenya are extrernely high and

usinesses, large and small alike. This
technological capa

ess of their products and services,

|
1

Inadequate Business Skills

327 Lack of basic amzm

in  business
entrepreneurship is a major drawh

©XI815 1o provision in their curricyla for appraising the programrnes at

| wccmgmmm_ﬁmné? survival and growth sta .
|

: _90 specific needs of the operators

” _%, the institutions

g8 10 establish the extent to
-driven, <&ma-mm&=m and address
and beneficiaries. In addition, most
providing entrepreneurship  and  business
suffer from inadequate capacity. They are

4

_éEo: their programmes are demand

development training

city thereby adversely .

U B ot e e gy

therefore, unable to offer training in a wide range of trades.
Consequently, potential entrepreneurs enter the sector ill-prepared to

effectively contribute to its success, while the existing ones ‘remain
latent in their operations. . .

Limited Linkages with Large Enterprises

3.28 Linkages between MSEs and large enterprises in Kenya. are
either weak or non-existent. This leads to inadequate technological
transfer and development, poor information flow, weak sub-
contracting arrangements and inadequate marketing opportunities' to
promote expansion, and especially vertical growth of MSEs. This
state of affairs is a hindrance to the goal of developing and
mainstreaming MSE sector into the national economic framework:

-Gender Inequality

3.29 Promotion of equality of opportunity and elimination of all forms
of discrimination based on sex is a fundamental step that provides a
necessary and important condition for effective development,
Empirical studies show that women are more vulnerable to chronic
poverty because of gender inequities in the distribution of income,
access to productive inputs such as credit; access to and control of
property and earned income, multiple roles of womer, inadequate

mnnomm.ﬁoma:nmmosmsm.q&aum,mmém:mm ma:mma.ommmwinwmvo:a
markets. .

3.30 It is apparent that the most critical factor in gender Em&c&wg is
limited access to formal education and training and high drop out rates
for girls. According to the MSE Baseline Survey of 1999, 13.7% of
women have no formal education as compared to 6.8% .of men. As.a
result, more women are concentrated in the unskilled and semiskilled

categories in the labour market and also in trade and service -sub-

sector of the MSE. This perpetuates poverty levels amongst women as

they are rainly concentrated in the low paying jobs and operate
enterprises with low value addition. . :

15




L1

a3 oy Anus 1epuiy Aj3eaid osje poojsispun $$9] y8noy) (sesseursng
[0nuGo  S[PUED  SIauM Ansnpur  njerew) soipoq  A1oje[nelr-jjes
03 Sunerar ssouy A[peioedse SI9LLIeq [BUIIOJUl ‘pOOISIOpUN -[[om aae
101095 HSIN 2 Jo yimoid o Suniquyuy s1stueq [euuay, SMYM 9€°E

(Terzouf pue [pwuroy) stariieg Lnug

JUSLISIAUL O1ISIWOP FULLIAJSP SB [[2M S “SESIA] SO JO Yyanaijno
Wqdewr pue Ayanonposd oys sei9p of onupuod swolsno  ySnoiy;
spodxa. pue spodwt Supes]s ui skefap pue $150) 'syonpord SHS 01
uonadwod Jrejun sesod siyy, "spoos panodut pazipisqns jo Suidwmp
a3 1suTeSe SIOVRNSIUIUPE SWOosnD Aq 20uei31A Jo yov| s1.9194T, GE'¢

"sasuidiayud
30 S91108938D [k 10] MO[} YSED SHQIUI PUR *SIS0D UOIIOBSURI) §9SBAIOUI
“IojstuilIpe 0} s9ssaulsng 10J A[ISO0 SI ‘SI0IAIRS pue sjonpoad jsour
o1 Sqqeotidde st yowym (TyA) xeg, POPPY anfeA “SESA Jo Arjiqow
premdn s}oLISSI puB §)509 soueHduwod $a8BaIOUT OS[R ] *10309S [RULIOY
oy} ojul sesudiojue [euLIOUL Jo uoienpeis oyl 0} ISLURG S[qEPIULIO]
© SB 59AJ03 11 ‘peisy] “saxe) Ked 10 1181301 10y 07 SESTA oFvIn0aus
Jou $20p Swidar ¥e) oYL SHSIN JO yiaosd Y} Ul 10308] JUALIDIOP
B Os[e 51 Inq swosisquind Afuo jou st swidar xu) 3unsixs oy, v¢'¢

SuNAaY UCHExR], A[qrinocieyuny

101035 3} Fuposyye sansst perkul oty yim
Juiresp jo skem pue sanumuioddo ‘SIUTRIISUOD ‘$padu *saoud ‘syonpoid
0} predel yiim 101098 Y a3 MOQE UMOWY St IMNIf A1oA “Insal ® 8y
"10J338 91 Furory swarqoid snouwious oY) ssaippe 01 Anoedes pajuwy
oA®l OSTe Inq ‘popuny Afsrenbapeur pue mey A[uo jou aie UOTRULRIOJUI
Jo uomismboe 91 uy peAfoAur SuonnInsul Ing ‘sgSIA 105 sossaooid

- nononpoxd pue sonpoid mau uo UGLBUIO]UL PUE. 93P MoUY PIseaIou]

.0). PAINQIHUOD DABY SHOJID 9U1./101338 SN S Ul S}oyIRW pue
syonpoad “A8ojouyss) jo Juswdolanop a Fuisealour spremo) parved

'+ HDTESSAL U0 Pasnooy aaey uoneunojur annboe o) spope s gotg

e

e

o1

IUSWUOIAUD

1prew eapnadwod AYSiy pue pazieqo[d A[3urseatour ‘Suzdueys-ise;
SY1 UL M0I1F pUB SAIAINS 0] @
pue A3opouyde) uoponpord ‘senmunitoddo jeyrewn uo  UOTIBULIOJHL
JUBAS[RI pue Sjqerjar ‘payrduns ‘Ajaum oy ssaoow oYM 'sarouade
JUSWIRDIOTUR-MB] O} AQ §
S1 S3UIWIOSLIONS 8531 [[E JO Jnsal v '5955300.d SupyRW-uoISIOAp izl
oL sansst [e8e] pue £otjod uo SQUIIPING ur 10301} 0} Wiy 1) LI
AT sayew sy, “s1qSu pue suoyeIngo 119y} -uo paznrsuas Ajoyenbopeur
U999 9ARY SHSINL ‘owny sumes a1y -sappoed jo uoneuawaydiin
PUE UOHEINULIO] QU Ul So[ol Iyl uo ﬂ@@ﬁ Aoy CEANIIER
01 9pEUl Uaaq 9ARY SOy Jofews ou syym ‘Jood ST SHSTA pue ongnd
3y} 0} sonssr Aroye[ngar pue peds uo UOHEULIOUL JO UONRUTOSSIP
‘predor sppy up coumes o JO UOURHIWSSSIp puUE  ‘yolEULIOjUL
paxmboe ayy ozmn A[eAT09350 pue jardrejur oy Anoedes ‘wonismbor
S} SIv UCNEULIOIIT 0] HOe[al Ul SHSIA Suroey sIoyoe) xofewr ayJ, z¢¢

TONRULIOJU] O} 5330 pajyur]

. "ARunos 313 ur Ausaod o $92UAPIOUT JO dous[BAaxd
901 O1 pengruuod sey jeq) Iojoe} Ao ® s seomosel aagonpord
Jo jonuos pue dysioumo ul seduerequul J5pusd yong -Apedord Almurey
O3 WIB[S 3] aawy uawom ‘Apusnbosuosy "PUB] 94 [[1) OGm S9U0 oup
918 uaom 3£ 1saneroos aaneredo-00 oy JO s1aquswr passystdor oq
Aewr os[e oym ‘SpuBqsny Jo sewreu oy} ur paraisiSor oxe Apradoxd pue
pue| A[Iurey ‘sases 350w uy ‘diysIsumo pugj jo uronged a3 ST oouRTRqIUL
Jepued oy o1 uonssuuos UL JUSDIAF  'JUSUISOUBAPE PUB SMBlS
ey Junpaye suoisiep u uonedionred pue sonmosar OMUOUOS
0} SS300¥ §.UQWIOM O} 9AIRIAN ISIIUBUI S UONBUTILIOSIP ‘eAusy
uy sistod j[s ssnijenbaur I9pued ‘GGGT Ul sIoUMO esudio)ua gg e
J0 %8% 10J Bununoaoe ‘Fursesiour s SHSIN I uonedronaed s uswom
ysnoyy, Juawdo[aasp jo syoadse Il ur dnosg pafejueapesip e uosq
PARY USWOM TRyl uonezieal [enpess oy of onp Ajurew 9ouespyuss
pauted  sey Iopes HSN remnonred ur pue  Kwouoos uzduay
24} JO SI0109S [[B Ul SWI9JUOD JIopuo$ orerSerur 0] psou sy, 1€

[qeun a8 SHSIA ‘suohengar Juawiionos -

ISIN 91 JO JUOWISSBIRY ponupuod oty




sector. In addition, insecurit
the business sectors includi
can effectively deal with t
deal with cartels and. info
.| visible and doctimented.

y is-also a major challenge as it afflicts all
ng the MSEs. While the legal framework
he formal barriers, it may not effectively
rmal trade practices which are not clearty

Health ang Safety in‘ Workplaces

3.37 Occupational health and
productivity,
sector is adv.

safety is ecritical for enhanced

crsely affected by limited access and adherence to the
. health and safety regulations. The Factories and Other Places of Wark
1 i Act, Cap. 514 does not cover the sector, yet it is in this se

workers and operators are exposed to all sorts of occupational hazards
and other forms of work-related accidents emanating from the nature

of their work and sites, equipment and materials used, mostly without
any protéctive measures, A !

ctor where

HIV/AIDS

3.38  The HIV/AIDS pandemic has great economic impact on all
sectors of production. The future growth potential of the MSE sector
18 particularly affected by the impact of HIV/AIDs on productivity,
skilled manpower, social and economic burden, and concentration of
resources to productive activities, Furthermore, the scourge has led to

high mortality rates of the enirepreneurs, increased labour Costs as a

result of high absenteeism, inability of affected enferptises to meet
their business obligation

s. Although various HIV/AIDS programme

! including advocacy and awareness creation in the mass media,

-+ Voluntary Oo:smn:sm and Testing Centers (VCTs) and subsidized

| treatments are in place, the majority of workers in the MSE sector

. | have little access to them particularly. This is more so in the rural
|

|
N
|

|

areas where there are few medical institutions, fewer medical

personnel, low incomes, . general lack of medical insurance and
1 | mnadequate access to both print and electronic media,

18

enterprise growth and expansion. Currently, the zmm&w

CHAPTER 4

POLICY FOR DEVELOPMENT OF MICRO AND SMALL
A ENTERPRISES :

- 4.1 Since independence, the Government has recognized the potential
y of the MSE sector in employment creation and poverty reduction in its
* numerous policy documents. The Sessional Paper No.I of 1986 on
# Economic Management for Renewed Growth was the first to give
explicit recognition of the sector’s role in economic growth and
development. Its recommendations led to the publication

of Sessional
Paper No. 2 of 1992 on Small Enterprises and Jua Kali Development
in Kenya, which provided a more comprehensive policy framework

for the promotion of the sector. Further, the Econamic Recovery
Strategy for Wealth and Employment Creation, 2003 — 2007
recognizes the need to establish and maintain a conducive
environment for the graduation of MSEs into fedium  sized
enterprises that have more capacity to produce high quality products
and create sustainable employment opportunities. Several other
Sessional Papers, Development Plans and Legal Notices have-
established procedures for the management of the sector.

4.2 Despite the nuimerous policy prescriptions the sector has to
stagnated giving rise to the need for drastic change of attitude towards
this sector. 'This demands policy re-evaluation that will lead to
restructuring of the sector for sustainable growth, and renewed
Government’s commitment to provide the necessary support and
impetus for its development. Within this framework, private sector
¥ participation, public-private sector partnership, and continuous

consultations and dialogue with the MSE entrepreneurs and other
Micro and Small Enterprises mzm_mon organizations are considered
critical for effective implementation of this renewed policy

e

framework.

4.3 In this regard, the overarching goal of this policy framework is to
facilitate the development of a vibrant MSE sector that is able to

19
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regulations which are dynamic, responsive to-th

¢ needs of the MSEs,
and supportive to the growth and development o

f the sector.

required to develop clear guide
The Local- Authority By-Laws

make them supportive 1o the promotion of business and no:&.ﬁmrﬁ
Licensing and Regulations B ,

lines for enforcement of the measures.
will be reviewed and standardized to

with the changing socio-economic environment.

Land Laws
n of trade. licensing and

regulation services, In thig respect, licensing requirements, including
the rationale for licensing, will be reviewed to make them more
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; w@ legislation, Specifically, the Physical Planning Act, 1996, will be

name of the Permanent Secretary to the Treasury ‘as a Trustee,
licensing will continue to be streamlined and made less discretionary, Written warrants duly authorized by full councils with appropriate
easily understandable and efficient! ““Attion Will'be taken (o speed up | DeSs fitices will be issied Béfhre the demolition 6f MSE stiicfures
licensing and cut down on unnecessary red tape. The Single Business by Local Authorities, ‘Overall, MSE associations will be assisted
Permit (SBP) guidelines will also be Operationalized in al] the Local
Authorities, ; : .

through .targeted capacity building to become strong legal enitities
capable of effectively managing their affairs, I .
w§mwhﬁmm_%mmmmﬁwmﬂmo§ .Fmg.:. Laws

4.7 In order to facilitate business registration through reducticn of cost 4.10 The review of labour laws will continue to make them more
and time, the' Government will decentralize registration of businesses, dynamic, supportive and responsive to the needs of both employers
This will be done, initially at the Provincial levels, with the long-term - and emiployees, Specifically, the Employment Act, (Cap.226) and the
objective of making the services available at the District levéls. To mmmamaoz of Wages and Conditions of Employment Act, (Cap.229)
expedite business registration, the Government  wil ‘undertake . will be reviewed to make the minimum statutory standards prescribed
computerization of the process and network the activities in al] . .

relevant offices. ,

in the legislations take cognizance of the compliance constraints of
MSEs. In addition, the Factories and Other Places of Work Act
(Cap.514) will' be reviewed to make them sensitive. and
accommodative to the operations of MSE . ..

: he . £ ; Arbitration and Dispute Resolution
ntial regulatory powers by Local Authorities to

. , 4.11 The Government recognizes the need for MSEs to access Justice
and safety, and environment are preserved. Urban and town conncils, . and have their disputes resolved conveniently and, at reasonable cost. .
in collaboration with traders and releva , - | :

22
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an:ms_.mam will inciude lowering barriers (o ICT devclopment, and
creating an appropriate policy ‘and. legislative framework to pramote
ICT adoption and skill devel opment. -

I

n:m The Local Authorities wil] continue to

implement creative

approaches aimed at promoting marketing for MSE products. \Such -

m_wmqowornm.m:n_:n_m Eml@::mmsmcwxo parks on specific days,
o”mf.ma:m evening markets, and temporary closure of certain streets 1o
m_:.,oé MSE operators to sell their wares. To this end, relevant by-laws
%J: be reviewed and amended to facilitate the implementation of
:_,jwm@_ approaches. Measures will also: be put in place to ensure that
order, safety, hygicne and environmental management principles are
observed by both operators and buyers, In-addition, the Government

|
Business Linkages

_
g._ 9 Weak business linkages ‘is' one

mwn_womm by MSEs. The Governmeént wil]

of the causes of poor market
therefore provide incentives to
the private sector to invest in areas that enhance development of
business linkages between MSE and large enterprises. These areas
will include establishment of trade information centers' and
improvement of tha quality of MSE products. In addition, the
Ministry of Finance will work out ‘modalities for providing

arge. and small firms to
encourage market/supply linkages. with MSE;, Further, DMSED in

investigate other possible linkages which are currently emerging i
theicountry, such as franchising and business clusters.

Nﬁ..,m,@ To enhance linkages between MSEs and the large-scale
enterprises, the Government will identify suitable zones with basic
infrastructure, which will serve as incubators, and improve the

image
26 |

o gy g

———

Jbackward linkages through p

10 attract savings and investments, and d

of MSEs and their visibility. To address the phenomenon of the
“missing middle”, mechanisms will be

put in place to enable the
growth oriented MSEs to graduate to medium enterprises, and for the
others to thrive. o : C '

s processing - and packaging for, value-addition of
enterprises will create forward and
rovision of inputs to the agricultural

Sector, raw materials for micro and small industries, and marketing of
agricultural products. S L

Financial Services

4.22 The Government recognizes that access

services is key to the growth and development of any enterprise and
more so the MSEs. In this regard, the Government will promote
development of the firancial services sector by providing incentives

evelopment of venture
capital. ' The mo<m§Eo:h§= establish a Mj

to credit and financial

affordable interest rates. Currently, o&%.m negligible . number of
established financiaj institutions are wholeselling to the MFIs because
of the perceived risk of the MFI clients. In this regard, more

27
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m_rwo Further, the Government will provide steady alternative sources
of technological input into the sector through importation. of relevant
ﬁ"wog&ommwm from other countries such as India, South Korea,

_ﬂmﬁm.ﬁww and China. In addition, the Government will provide waiver

of duty on basic engineering machines so as to improve quality and
value of MSEs ' products,

To achieve this, the DMSED, in
-collaboration with private sector research institutions, will conduct
‘research to identify. MSE specific technology needs to facilitate m
@Q&owﬂoﬁ of appropriate technologies. Measures will be put in '
,memno to diversify technological innovation, reésearch and mm<&omﬁomﬁ@
ﬂ_o cater for the needs of all MSEs. In addition, the Government ,S:

_m_sm_wm49 to encourage commercialization of technology and viable
innovations.

|

4.31 In a bid to g@woﬁ capacity utilization' and Hmogo”_om% transfer
land diffusion in te

chnological support institutions, the Government
'will strengthen links among MSEs, universities, technical institutions
and research bodies; create awarencss on available scientific and
itechnological support services and encourage technical training
ﬁ%mmﬁ:moﬁ that provide technology management capacity to develop
partherships with a wide range of MSEs. In addition, the funding of
Research and Development (R&D) in the country and in particular in _
he MSE sector is very low. To improve this situation, the
Government will establish an MSE Technology Development Fund
{MSETDF) to finance R&D, technological transfer and innovation in
mrwmo and private institutions and MSE individual entrepreneurs.

and; making an effective use of the existing Intellectual Property ﬁ
mT\meS. This is aimed at enhancing their creativity and capacity to ‘
linnovate and derive the full benefits of their innovations in the market w
place. The Government will also encourage creativity and innovation
in the MSE sector through establishment of award schemes that
recognize innovations and technology development within the sector.

- [Further, measures will be put in place to design and implement

_ 30
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women entrepreneurs,

4.33 To promote skills ac

quisition and development within (he MSE
sector, programs will b

Or, pI e developed to encourage private sector
participation in skills up-grading within the MSE seclor.
‘Government in collabog

Further, the
ation with the private sector-

will develop
» technical and business

. put in place to enhance the
Capacity of Technical Training Institutions, MSE Training and

Demonstration centers, Youth Polytechnics and National Youth
Service (NYS) skills development centers (o offer appropriate skills to

- MSEs. Further, measures will be put in place to develop the capacity
of Rural in order to promote

Hna::&o@ Um<a~ow5m50m=z.mm
development of simple technologies for farmers. These technologies
mercial production. :

will be passed to MSEs for com

4.34 The Government supports the reor
associations along sectoral lines. It is also the intention of the
Government to strengthen the  institutional capacities of the
Testructured associations to promote access to and use of information
technology. The private sector will be encouraged to establish

networks for information sharing between themselves and the MSE
associations.

ganization of the MSE primary

s

.@aﬁmﬂaﬁﬁm Development

4.35 The Government reco
private sector in infrastry
collaboration with relevant

gnizes the significant tole played by the
cture development, The Government, in

concessionary rates and. granting tax
s. Simultaneously, the Government will

31
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" linformation.

“with relevant institutions suc

the gathering, processing and packaging of informa

disaggregated data to faci
formulation. Other polici
to technology ‘and tech

litate gender responsive planning and policy
es will include promotion of women'’s access
nical skills and influencing orientation of
traditional activities to production of more
marketable and remunerative products; promote women’s access to

entrepreneurship development through training; and enhance gender
equality in all levels of education. .

4.42 To ensure that women’s conce
in MSE activities and thejr partici
programmes and
opportunities,

s are effectively mainstreamed
pation enhanced, alf MSE support
projects  will _be designed to ensure equal

Information Management and Dissemination

A..Am Policy on information management for MSEs seeks to me_.oﬁw

tion in line with
In this connection, the Government will
stment in information centers for MSEs’

the needs of specific MSEs.

€ncourage private sector inve
and support’ stakeholders’

information generated within the sector.
periodic baseline surveys of the sector and enhance the role of sectoral
Organizations in the dissemination of information gathered, Ip
addition, measures will be put in place to strengthen existing

Further, it will support

institutions and documentation centers that specialize in MSE-related

14.44 The Government wi] encoury
| private sector initiative towards
clearinghouse. Establishment of su
information about the MSE secto
and disseminated according to t
DMSED . will “on its part,
projects, experts and reseur
profiles for the MSE secior

ge and provide incentive on the
establishment of an information
ch a house will ensure that relevant
r is collected, organized, processed
he needs of different stakeholders.
cstablish a- database on programmes,
chers as well ag @:Ezwmm__owwoﬁ::#w
The Department will also collaborate
h as the Central Bureau of Statistics

N 34
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initiatives  targeting dissemination of -

(CBS) to conduct surveys and gathe

r information on MSE operations
in line with users’ needs.

Tax Regime

Formal and Informal Entry Barriers .

4.46 The Governmen recognizes the

problems related to informal
barriers such us cartels and info

rmal trade practices that hinder the
growth and development of the sector. To address this problem the

Government will work closely with the private sector and other
stakeholders to ensyre promotion of good governance. ethicyl trading
and rule of law. In addition, the capacity of the MSE associations will

be strengthened to be able to play a self-regulatory role more
effectively, “

Health and Safety in Workplaces

447  To ensure improved working conditions in the MSE sector,
measures will be put in place to ensure that order, occupational safety,
health, hygiene “and environmental

management principles are

observed by all operators, thereby improving the quality of jobs in the

sector.

HIV/AIDS

448  Toaddress HIV/AIDS in the

MSE sector, a holistic approach
will be developed. In this regard MS

E operators will be facilitated to
i35 |
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Council in addition 1o providi

over various Government Ministries/De
difficulties in hamessing s
design, implementation and

partments. This has led to
ynergies necessary for effective policy
monitoring of outcomes.

3.4 To overcome this problem, the
Department of Micro ang Smail Ent
more  effective  institutional
monitoring of stakeholder
successful implementation of
depend on the support given to

the MSE associations, development partners, NGOs and private sector

institutions. in this regard, a broad-based and independent. Nationa]
Council for Smal] Enterprises (NCSE) will be established to feed into

Government wil] strengthen the
erprises Development to provide a
structure  for the co-ordination and
roles and activites, Furthermore,
MSE policies and programmes will

rees for the MSE sector. Membershi

Council will be drawn from MSE key stakeholders including MSE
operators and associations, development partners, private sector,
Government, Micro Finance Institutions and other MSE support
organizations. In this respect, at least-50% of the membership of the
Council will come from the private sector. The Department of Miero
and Smalj Enterprise Development wil| be the Secretariat for (he
Ng research, innovation and information
on market and marketing services. The capacity of MSE Associations
and  other Support institutions wil! pe enhanced for effective
monitoring and evaluation ag field level.

Legal Framework

5.5 To give the sector fegislative recognition and
legal framework to support its gr
Government wijl formulate an

provide appropriate
owth and development, the
d enact a specific legislation to be

38

the sector by stakeholders as wel| m@_

S e e e et ey e

to lobby and advise on
sector. .

Role of mﬁu._aroﬁmum

5.6 Government is committed to facilitating partnership building
among all key stakeholders in the MSE sector. . . o

LA

Government e

5.7 Government will .wmom:_”mﬁo th
economic activities, ” This entails
policy framework for private sec

Government will intervene in the market only when there is.a market
failure. This will be in support o

T service delivery by. the private
sector. Other areas of Government  involvement will include,
maintenance of essential Ewmmsdo_wﬁﬂ capital formation ang

mvestment in human resource development and basic welfare; and
against human exploitation and  environmenta]

e private sector participatien.- in
Creating a favourable Jegal and
tor operations. Therefore, the

degradation.

5.8 Specific areas in which Government will provide support include:
research and development; training and education; infrastructure
development; and protection of intellectual capital. The Government
will build partnerships with the Private sector; and will create a legal
and regulatory framework in support of these partnerships.

5.9 The DMSED will review .and develop MSE specific policies and
Programmes, oversee their implementation, and undertake ‘monitoring
and evaluation of sector specific  activities. ‘Specifically, the
Department jointly 'with NCSE' will appraise the petformance of the
MSE sector against the obtaining policy * environment; identify
constraints to the growth and development of the sector; formulate
appropriate policies and ' strategies, implement and’ monitoi the
outcomes of the policies and programmes. Tn addition, DMSED will -

39 .

ppropriate MSE policies and fundraise for the _
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_m.z At the beneficiary level, the individual enterprises will be the
 source of information required for the M&E system. They will be
| critical in identifying process constraints and suggesting appropriate
 Iitigation measures, B

Implementation Matrix

5.18 To achicve the outcomes set out in this renewed Policy
| ‘Framework for the Developrient of Micro and Small Enterprises for
- | Employment Creation and Poverty Reduction, it will be necessary t
have an effective policy coordination ;
-and evaluation framework. This is necessary since’ failutes of past
policies and interventions have

ave largely been as a result of lack of,
T@oomﬁ policy coordination,

|mechanisms. This Framework provides for re

feedback between agencies entrusted with imp
Implementation Matrix is atfached as'Annex.

lementation. A Policy

42

» Implementation, monitoring

implementation and’ feedback
\ gular consultaticn and

T

"ANNEX
INDICATIVE POLICY IMPLEMENTATION MATRIX
INSTITUTION (S) ..H.E\E
STRATEGY ACTION - RESPONSIBLE FOR FRAME
o . AEH.MEZHPQOZ
Em _POLICY COORDINATION AND Evrmgmz.ﬂbﬁoz
y Enhance. Develop  a { DMSED, MLHRD, MOTIL, } 3 months
Polity Plan of | Stakeholders
Coordination | Action for
and  effective | Implementat
implementatio | on
n of the Policy
Framework ‘
Formulate MLHRD, DMSED, AG, | 6 months
and legislate | National Assembly,
MSE Act MOLG, . Provincial
Administration, MSE
Associations, Other
_ Stakeholders
Undertake MLHRD, DMSED, 1 year
capacity Development partners,
building MOF, DPM, MOPND,
within KIPPRA, IPAR
DMSED
Establish MLHRD, DMSED, MOTI, 6 months
broad-based MOLG, MSE
and Associations
independent
National
Council for
Small
Enterprises
(NCSE)
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| ﬁ
o
STRATEGY

| . INSTITUTION (S) TIME
S ACTION RESPONSIBLE FOR FRAME
Aﬂ IMPLEMENTATION
Pl Review, MOLG, LAs, AG, | I year
b Amend and MLHRD, DMSED,
. standardize | Provineial Administration,
| _ Local Development Partners
: i Authority :
W | By-Laws-
. Enhance Review, MOLS, AG, MOIG, 1 year
,. mm%nmm to | harmonize MLHRD, DMSED, NCSE,
workspace and | and simplify | KIE, MSE Associations
security of | land :
tenure legislations . .
Implement MOLG, LAs, Provincial 3 months
V] Physical Administration,
O Planning Act, Associations, MOLS,
y 1996 MLHRD
Capacity MLHRD, DMSED, | 3 months
w build MSE MOLG, Private Sector,
% Associations Development Partners
- Promote MSE | Review MLHRD, AG, FKE, On-going’
ooiv:m:na to | labour laws COTU, Private Sector,
tabour Laws Development Partners
. Promote Establish an MLHRD, DMSED, AG, 1 year
~ access to | MSE Court | NCSE, MOF, MSE
Justice Associations, Private
i sector
Operationaliz | AG, MLHRD, MSE Court, | 3 months
A e the | private Sector,
m arbitration Development Partners,
, process FKE
- Provide Formulate MLHRD, AG, MOLG, 1 year
. Supportive MSE Act MOTI,  private  Sector
~ Legal L MSE Sector Associations,
Framework for Legislate AG, MLHRD, MOTI, | 1 year
MSE  growth | MSE Act __| National Assembly, OP
N
o 46
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INSTITUTION )] TIME
STRATEGY ACTION RESPONSIBLE FOR FRAME
IMPLEMENTATION
and Itoplement MLHRD, DMSED, | 1 year
Development | MSE Act MOTI, MOLG,NCSE,
MSE ‘Assaciations, Private
Sector
3.21 MARKETS AND MARKETING
wwﬂu:@. MOF, MLHRD, MOTT, | I year
Promote public Private  Sector;- MSE '
access to ¢ tendering Associations -
markets  and | procedures | . . I
| marketing Allocate  at MOF, . Directorate - of | I year
least  25% | Public Procurement (DPP),
procurement | MLHRD, other Ministries,
quota to | MSEs
MSEs . .
Promote sub- MLHRD, DMSED MOF, | 3 months
contracting MSEs, KEBS, FKE,
arrangements | KEPSA, " KIRDILKIE,
: KAM, KNCCI, IPC
Facilitate - EPC, NCSE, DMSED, | 3 months
access to | MLERD, MOTI, MOFA,
marketing MOT& - Information,
information KTDC, IPCMSE
Associations, Media,
Development Partners,
CBS .
Development | MOF, Customs, -KRA, | 3 months
mechanisms | KERBS, MOFA, - MOTT,
to restrict | MLLHRD,DMSED MSE
dumping Associations, Private
~ . Sector . ]
Promote MSE Associations; | 3 months
focal KEPSA DMSED, Foreign
products Missions, KNCCI, KAM,
through- Media, MOT4&.
sensitization | Information .
campaigns

47




