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1. Overview 

The development of economies globally testifies that SME sector plays an important role 
in the ameliorated uplift of the socio-economic fabric of both the first and second world 
countries. The latent potential of SME sector in creation of employment, alleviation of 
poverty, promotion of economic growth and formation of forward and backward linkages 
place it in a highly important transformative position across the globe. The peculiar 
economic and social characteristics associated with this sector such as promotion of 
entrepreneurial ability, quick adaption to market dynamics, innovative orientation 
towards market economy provides it with the right set of features to serve as the 
backbone of the economy. A review of economies like USA, Germany, UK, Canada, 
Japan, China, Malaysia, Korea, Thailand, Hong Kong and India etc. reflects that Small & 
Medium Enterprises sector has provided the essential impetus in achieving the goals of  
economic and social development in these nations (See Figure 1.1,1.2)1.  

 

In Pakistan, there are 3.2 million Economic Establishments2, 44% in rural areas and 56% 
in the urban areas. Out of these, a total of 99.06% employed 1—10 persons, clearly 
indicating that these establishments fall under the definition of SMEs. Similarly, 
individuals own about 97% of such establishments, where 53% of the establishments 
belong to wholesale & retail trade and Restaurant & Hotel sectors, 20% are part of the 
manufacturing sector and 22% fall in Community, Social and Personnel services sector.  
Almost 68% of the manufacturing establishments in the households were engaged in 

                                                      
1 SMEs across the Globe: A New Database by Meghana Ayyagari, Thorsten Beck and Asli Demirgüç-Kunt 
    World Bank Review on Small Business Activities 2003. 
2 Economic Census of Pakistan-National Report May 2005(www.statpak.gov.pk) 
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Textile wearing, apparel and leather industries. Sialkot, Gujranwala, Lahore, Karachi, 
Rawalpindi and Peshawar are the major clusters of small enterprises in the country. The 
contribution of SMEs towards GDP is over 30%, export earnings share of 25% besides 
contributing 35% in the manufacturing value addition. It also generates 78% of non-
agricultural employment3.   

2. Current SME Profile Scenario 
 SME sector is the second largest sector, in terms of banks exposure, after corporate 
sector, constituting about 15.4% 
of the total bank loans at the end 
of second quarter of 2007. At the 
end of CY06, in absolute terms 
exposure to the SME sector had 
reached Rs. 408 Billion, 
increasing by Rs.47 billion or an 
increase of 13% over the 
previous year. However, during 
the first quarter of the current 
year, the exposure to the SME 
sector decreased by Rs.21 billion, 
to Rs.387 billion, with 
consequent reduction in its share  
from 17% to 16.3% of the total 
loan portfolio of the commercial 
banks. This downward trend 
prevailed during the second 
quarter of CY07 and the absolute 
amount further reduced to 
Rs.382.9 billion. The data reflects 
that SME loan portfolio of 
commercial banks for the period 
Mar07-June07 declined by 
1.09%. A glance at the nature of 
break-up in SME financing 
facilities shows that a major 
chunk of loans availed by the  

                                                      
3 Economic Survey of Pakistan 2003-04 
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SMEs is directed to Working Capital Finance followed by fixed investment and Trade 
Finance respectively (See Figure 2.2). A significant share of 72.68% of the total 
financing facilities provided to SMEs is utilized toward working capital finance, while 
15.69% and 11.6% is accounted for by fixed investment and Trade finance needs of the 
SMEs. 

During the second quarter of Year 2007, fixed investment and Trade finance facility 
witnessed a negative growth of 5.3% and 3.3% respectively, while the working capital 
finance recorded a nominal growth of 0.1%. This scenario clearly corroborates the overall 
position of declining a SME loan portfolio during the period. At the end of second quarter 
Rs. 278 billion were disbursed under working capital finance, while fixed investment and 
Trade finance received Rs. 44 billion and Rs. 60 billion. 

 Over the recent past, however, one of 
the important aspects of the banking 
industry’s contribution in financing the 
SME sector is the significant 
enhancement in outreach reflecting itself 
in increased number of borrowers. The 
number of borrowers increased from 
67,000 in CY02 to 168,000 in CY06 
(increase of 149.2%). However, in the 
first quarter of CY07, number of SME 
borrowers first reduced from 168,000 to 
164,000 and then went down to 162,000 
in the second quarter of CY07 (See 
Figure 2.3). The net change in the 
second quarter turned out to be -1.1%. 
Though it is quite encouraging that the 
outreach of SME finance has increased 
substantially over the past few years, the 
erosion in the first two quarter of the 
current year shall not go unheeded. 
Keeping in view the number of SME 
establishments in the country it can safely 
be stated that there is still huge potential 
for the banking industry to further 
enhance its outreach in this sector.  

The quality of SME loan portfolio has 
improved over the years. The total 
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