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Foreword

In this inaugural edition of our business ‘research series’, we are
focusing on the Small and Medium-sized Enterprises (SMEs) and
the role this sector plays in the UAE economy as well as the trends
and challenges that exist in this space.
As we know, SMEs are crucial to the UAE. In most of the world’s developed economies they
have established themselves as the backbone for growth, employment and innovation, as
well as a bulwark against economic shocks like the 2008 financial crisis. The UAE government’s strategy to diversify the economy ultimately depends on the creation of a strong and
vibrant SME sector.
The basic statistics look promising. The government’s Vision 2021 projects SME participation in the UAE’s non-oil economy to reach 70%. Some 400,000 SMEs already contribute
over 60% of the non-oil economy and provide 86% of the private workforce. They make
up 73 percent of the UAE’s wholesale and retail trade sector, 16% of the services sector,
and 11% of the industrial sector.
Up to a quarter of NBF’s total lending is to SMEs, and we commit considerable resources
and developmental support to this key segment. Together with other banks, as well as other
sources of financing including fintechs and government support mechanisms, we firmly
believe it can become the engine of the UAE’s future economy that the government envisages.
This report is produced in partnership with Refinitiv (formerly the Financial and Risk business of Thomson Reuters) and we hope that the facts and information shared will be useful
for you and your growing business. Please let us have your feedback and any suggestions
of topics for future issues.

Vince Cook
Chief Executive Officer
National Bank of Fujairah
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Tackling Challenges of
Financing will Provide
Opportunities for UAE
SMEs
Although the oil crisis of 2014 had an immediate negative
effect on many UAE SMEs, by encouraging the government to push forward with its vision to diversify the economy away from sole reliance on carbon resources, the
crisis in the long run may prove a blessing.
However, for the economic diversification to materialise, there needs to be a multi-fronted effort to
resolve the issue of still chronic underfunding. And
the UAE government is at the forefront of these
efforts. The Central Bank of the UAE said in 2016 that
its latest five-year plan would “focus on supporting
and encouraging the banking sector to finance small
and medium enterprises”.
The UAE government’s Vision 2021 projects SME
participation in the non-oil economy to reach 70
percent by that year. The UAE’s 400,000 SMEs
contribute above 60 percent of the UAE non-oil economy and provide 86 percent of the private workforce.
They make up 73 percent of the wholesale and retail
trade sector, 16 percent of the services sector, and
11 percent of the industrial sector. SMEs are an inte-

gral part of the government’s drive to empower the
private sector as it diversifies its economy.
As such, the UAE government and central bank are
seeking to enhance the capabilities of the SME sector
and empower it to achieve greater results, particularly
in the field of innovation.
Last year, more than 60 percent of UAE small business owners polled in a MEED survey said they were
confident of achieving as much as 20 percent growth
on year, with 13 percent even predicting growth
above 50 percent. The World Bank now ranks the
UAE 11th in the world in terms of ease of doing business, up a remarkable 10 places from last year, and
fast closing in on joining the world’s top 10.
The UAE’s Ministry of Economy has established a
dedicated body – the National Program for Small
and Medium Enterprises – tasked with empowering
SMEs and providing the frameworks, guidelines,
advisory, training, and technical and managerial
support they require.

Dubai SMEs business confidence expected Direction of sales revenue in Q3 & Q4
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Oil still important to SMEs’
prosperity
Although Dubai accommodates over 95 percent of
the UAE’s SMEs, the contribution SMEs make to
Dubai’s economy is not as great as that they make to
the UAE as a whole. Dubai SME in July 2018 reported
that the contribution of SMEs to the emirate’s economy rose to 47 percent in 2016 from 40 percent in
2009, while their contribution to job creation rose to
52 percent from 42 percent.
Still, although the oil price crisis that began in 2014
encouraged the UAE government to step up its efforts
to diversify its economy, and thereby its encouragement of the SME sector, it is of course essential that
the overall economy remains strong if its SMEs are
to prosper, and as a major oil-producing country this
means oil prices need to show greater resilience.
Oil prices today remain volatile, but there has been an
overall improvement that has strengthened business
confidence and the economy. Brent crude as of February 2019 is sitting around $62 a barrel, compared with
under $40 during the depths of the crash. However,
the benefits of strengthening oil prices for the UAE
economy are somewhat offset by the negative effect
they have on non-oil countries such as India that are
among the UAE’s main trading partners.

Opportunities even among
global headwinds
The UAE economy offers its SMEs a highly positive economic outlook, despite global headwinds
such as the protectionist policies of US President
Donald Trump, tensions between the US and Iran, the
impending exit of the UK from the European Union,
and a downturn in Chinese economic growth. The
IMF expects real GDP in the UAE to grow 3.7 percent
this year, up from the 2.9 percent forecast for 2018
and the 0.8 percent growth achieved in 2017.
On top of this, there are opportunities to be
found even among the global headwinds such as
the US-China trade war. The Dubai Chamber of
Commerce has pointed out that the UAE is well
positioned to increase market share in the Chinese
market for certain products, such as petrochemicals and polymers, while the UAE’s role as a major
trans-shipment point, particularly Dubai, provides
opportunities for SMEs that function as the main
importers and re-exporters of Chinese goods. China
in 2017 became the UAE’s largest trading partner,
with total non-oil trade exceeding $53.3 billion, up
15 percent from the year before.
Another plus for the future of SMEs in the UAE will
be Expo 2020, to be held in Dubai that year, which
is aimed at supporting SMEs through its key themes
of mobility, sustainability and opportunity. The exhibition is committed to allocating at least 20 percent
of its AED 25 billion ($6.8 billion) spend to SMEs.
One example of what the Expo offers is its free-touse online marketplace, where users big and small
will be able to showcase their products. SMEs will
be able to promote their supply chain management
and procurement elements by posting tender opportunities that will be visible to vendors and suppliers
around the world.
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Contribution of Dubai’s Main Trade Partners to Total Trade (AED Billion)
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Rank of Dubai and International Cities,
2016-2017
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Tourism a bigger contributor
to Dubai economy than
appreciated
Elsewhere in the economy, the impact of tourism in Dubai
is appreciated but perhaps not enough. While its impact
of 4.9 percent on Dubai’s GDP hints at the sector’s importance, this only reflects spending on hotels and food.
When taking into account the total amount of money tourists spend, Dubai beat London to the number one spot in
MasterCard’s 2018 Global Destination Cities Index, with
US$ 29.7 billion (AED 109.3 billion) spent in 2017. This
was a hefty 6.2 percent increase over the previous year.
One effect of the strength of Dubai’s tourism sector is
its knock-on impact on construction, as the value of
new hospitality projects in the emirate shows particularly strong growth. In the hotel industry, for example,
the number of new rooms is forecast to grow 11 percent
a year leading up to Expo 2020. Together with the Dubai
government’s spending on infrastructure as part of its
economic stimulus efforts, the effect has been to raise
prices of building materials and other supplies. Construction costs in early 2018 were rising at twice the rate of
consumer prices, according to figures from Dubai Statistics Centre. The overall outcome of these developments
has been to encourage new entrants to the sector, with
the Department of Economic Development announcing
last year that almost 15 percent of new business licences
issued last June were in the construction sector.
Tourism in Dubai has also enabled the Wholesale and
Retail sector to become the largest contributor to the
emirate’s GDP, which in turn has a large effect on the
logistics and transport, housing, accommodation, food,
financial and other sectors. Services as a whole contributed almost 80 percent of Dubai GDP in 2017.
The sector’s strength has encouraged a high rate of
population growth and increased absorption of expatriate labour, which in turn has led to a rapid increase in
small and medium-sized enterprises
As Dubai seeks to attract a greater number of visitors
from middle-income countries such as China, India, Indonesia and Malaysia, this could affect spending and shopping patterns in Dubai and present new opportunities for
the emirate’s SMEs.

APRIL 2019
SME REVIEWS AND UPDATES 

Government building in Abu Dhabi. Photo: Philip Lange / Shutterstock.com

Government initiatives to support SMEs
As part of the UAE’s efforts to grow the sector, the
Ministry of Economy has collaborated with the Securities and Commodities Authority and the Organisation for Economic Co-operation and Development to
create a platform for funding SMEs. The AED2 billion
Khalifa Fund offers low-interest loans or seed capital
to new and young businesses, as well as providing
training programs, business consultancy services,
physical facilities, and shared accounting, human
resources and administrative support.
As an example of the fund’s activities, in May last
year it pledged to work with Abu Dhabi National Oil
Company on its In-Country Value (ICV) program, which
focuses on outsourcing to domestic companies and
promotes locally made content and products.
In Dubai, the government has initiated various projects such as Dubai SME, Dubai SME 100 and Dubai
Business Village. Dubai SME is an integrated division of the Department of Economic Development
developed as a resource for support, information and
outreach for the SME sector. One of its main goals
is to promote innovation. Among its more recent
measures, in March last year it announced new regulations for 'Incubators and Business Accelerators'
support for innovative entrepreneurs, particularly
in monitoring and mentoring their business growth.
Dubai SME 100, meanwhile, identifies the top-per-

forming SMEs in the emirate and helps nurture their
growth into larger, internationally oriented companies.
Its aim is to inspire SMEs with world-class potential
to invest in innovation and people.
The Abu Dhabi government is also being pro-active in
supporting its SMEs. In June last year, it unveiled an
AED50 billion package aimed at boosting the emirate’s private sector including SMEs. Of particular
benefit to SMEs will be the government’s intention
to ease regulations to make it easier to set up and do
business, while cutting costs and facilitating business
and investment activities. “This includes exempting
all new licences from the requirement of having an
office or a work space in the emirate for two years,
permitting permanent home licences, and implementing instant licensing systems in most commercial licence types and all services provided by the
government,” the government said.
The move is in line with Abu Dhabi’s wider-ranging
Vision 2030, which seeks to support the SME sector
in raising its presence in the economy. The Vision
states that “the revision of anti-trust laws, the removal
of entry barriers into some economic sectors, and
encouraging market-based competition mechanisms
will encourage entrepreneurship and foster the SME’s
sector growth.”
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Free zones
A key area of government assistance to the SME
sector has been the establishment of regulation- and
tax-light free zones. The Financial Times’ fDi Intelligence service in 2018 named Dubai’s DMCC ‘Global
Free Trade Zone of the Year’ for the fourth straight
year, with additional awards including ‘Global Free
Zone of the Year for SMEs’ and ‘Middle East Free
Zone of the Year for SMEs‘.
fDi noted that the number of SME companies in
the DMCC increased by more than 10% between
2016 and 2017, and the figure is now in excess of
10,000 companies. Also, “DMCC hosts 15 centres for
co-working space, and in 2017 added almost 3,150
square metres of serviced offices and desks, specifically designed for SMEs and making working in the
zone easier and more flexible.”

The fDi also highly commended the Hamriyah Free
Zone in Sharjah, noting its deep water port and inner
harbour for industrial investors importing and exporting goods. It also noted that “Hamriyah Free Zone
introduced the Middle East and Africa’s first food
park in 2017, a 1 million-square-metre area with full
world-class infrastructure provided.”
For SMEs in particular, fDi commended the Masdar
City Free Zone in Abu Dhabi. Masdar City also won
the fDi’s specialism award for R&D, while the Khalifa
Industrial Zone, also in Abu Dhabi, took the award
for construction.

Dubai’s Foreign Trade by Economic Zones
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Access to finance
A critical factor in the UAE’s SMEs getting off the
ground and being able to scale up their businesses
is access to finance, which is proving to be one of the
biggest challenges they currently face.
A report issued in July last year from Dubai Chamber
of Commerce and Industry with the UAE Ministry of
Economy, Council of Small and Medium-sized Enterprises and the global consultancy Roland Berger,
revealed that 65 percent of 250 SMEs polled found
setting up a company bank account a struggle.
Securing finance was the second biggest concern
for those polled, at 61 percent of start-ups.
Despite the importance of SMEs to the UAE economy and its vision for the future, some banks have
remained reluctant to lend to SMEs, citing several
cases where debtors have ‘skipped’ the country
rather than face jail for issuing bounced checks, and
some banks are even tightening credit lines for good
customers. Non-performing loans soared from 2.5
percent of total loans in 2008 to 7.5 percent by the
end of 2010. Although the NPL ratio was cut to 6.4
percent by 2016, it edged back up to 6.7 percent
by the end of the following year. These issues were
partially a result of the upheaval caused by the oil
crisis putting an end to easy money.
Some UAE banks such as National Bank of Fujairah
have responded by setting up a dedicated team and
working harder with SMEs. NBF has partnered with
Thomson Reuters to help grow the SME sector and
to offer tailored funding solutions through the Thomson Reuters Accelerate SME platform, MENA’s leading online ecosystem to support SMEs. NBF, which
sees the SMEs as one of its core business pillars, has
between 8 and 10 percent of the UAE’s SME business
in the banking sector as a whole, with SME lending
accounting for 11% of the bank’s total loans. Business Banking in NBF is now the largest profit contributor to the banks overall profitability.
However, some banks in the UAE have opted instead
to close their SME departments and many have
consolidated this portfolio. One major hurdle faced

by SME is that banks need specialized skills to cater
to the segment but there has been a decline in these
skills which has affected capability development and
innovation. Many banks at times don’t find it feasible
to cater to this segment due to high costs matched
with low returns, particularly as banks today are
much more restricted in terms of lending rates and
the security they require to issue loans.
Although more than 90 percent of businesses in the
UAE are SMEs, lending to them amounted to just 3.85
percent of total bank lending in 2016. And even then,
loans tended to be for short-term requirements and
working capital finance, with little stretching beyond
24 months. More conservative banks requiring a
three-year trading history before considering a loan
are of no help to small and medium-sized start-ups.
This situation could be ameliorated by banks providing closer monitoring of their SME customers before
they get into difficulties, and by SMEs themselves
by adopting more thorough financial management. A
survey of 500 companies conducted by Dubai SME in
2014 showed that only half maintain audited financial
statements. Banks therefore encourage SME clients
to focus on book-keeping using credible auditors,
to maintain good corporate governance, to reinvest profits to support business growth, and to be
fully transparent with their lenders while discussing
with them any business challenges such as liquidity crunches or delayed receivables in order to work
towards a suitable solution. This would make banks
more comfortable and ensure faster processing of
financing applications.
The UAE banking federation has addressed part of
the confidence issue by agreeing a voluntary system
whereby indebted businesses can work with banks
to put new payment schedules in place.
Establishing a methodological tool to assess the
financial and credit capability of SMEs is essential
for adding new value in SME financing and enhancing
communication and trust between banks and SMEs.
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Financial support for SMEs
The UAE’s Securities and Commodities Authority
(SCA) last year announced plans to launch a platform
to finance SMEs together with the OECD and UAE
Ministry of Economy, which will provide the regulatory
and legislative framework. The platform will involve
funds with the authority to raise financing for SMEs, in
a similar manner to collective project financing.
In another move to address the challenge of financing
SMEs in the UAE, Emirates Development Bank (EDB)
in February announced the launch of an AED100
million Credit Guarantee Scheme in support of
SMEs. EDB will provide credit guarantees to partner
banks that can offer up to AED2 million financing to
start-ups where EDB guarantees their loan up to 85
percent, and up to AED5 million financing to existing
SMEs where EDB also guarantees up to 70 percent
of their loan, the bank said.
EDB said it has already signed agreements with
several banks in the UAE, including National Bank
of Fujairah, Commercial Bank of Dubai, RAKBANK,
Mashreq Bank, Al Masraf, and Commercial Bank
International, and plans to add new partners.
Besides credit guarantees, the UAE Ministry of Economy is taking a multi-faceted approach to increasing
financial inclusion and the availability of finance to
SMEs. This includes developing the infrastructure
of the financial system; establishing a credit information bureau; developing business incubators that
will allow start-ups to build the track record that
commercial banks require before they are prepared to
provide SME support; will be prepared to expanding
the provision of digital financial services; transforming non-government microfinancing institutions into
financial institutions or banks; diversifying financial
products and services in order to provide innovative
services at low cost to the less wealthy; urging banks
to pay special attention to the financing of SMEs;
developing risk management at banks in line with the
requirements of expansion; maximizing the benefit
of developments in innovative financial services and

products through modern communication devices
and social media; and enhancing the disclosure and
transparency of banking transactions.
Banks in the UAE are also making efforts to be more
involved partners for SMEs rather than merely providing finance. This includes providing education, such
as holding seminars on the key challenges facing
the sector, particularly around new technologies and
government policies, the introduction of VAT in 2018
being a prime example.

Other finance options
Outside of banks, there are crowd-funding and
venture capital options but few other avenues. One
avenue that is particularly lacking is asset-based
financing to SMEs. Asset-based financing provides
working capital and term loans secured by accounts
receivable, inventory, machinery, equipment and/or
real estate.
Also particularly challenging for SMEs is gaining
access to trade finance. In the MENA region, 50
percent of SME trade finance applications are rejected,
compared with just 7 percent of corporate applications, according to a senior strategist at Xische & Co.,
Rafi Yachoua, speaking last year at a Noor Business
Council event. However, advances in digital technology could do much to bridge the huge trade finance
gap, through alternative finance powered by financial
technology, or fintech, and blockchain.
DMCC Executive Chairman Mr. Ahmed Bin Sulayem
recently said: “Trade and trade finance will be revolutionised by blockchain and other emerging technologies. The UAE and Dubai are advancing fast by looking
well into the future to capitalise on these changes
critical to retaining our position as the world’s number
1 commodities trade hub”.

Opportunities for financial SMEs
While there is a huge challenge in meeting UAE
SMEs’ financing needs, this provides opportunities
for innovative financial SMEs to provide the funding
themselves. This in line with the UAE government’s
aims to raise overall levels of financial inclusion both
domestically and abroad, particularly in other regions
of the Gulf where inclusion rates are far behind developed world averages. Progress in the UAE is being
achieved through digital payment systems, government policies, and the growth of financial services
that can be accessed through mobile phones and
the internet.
Abu Dhabi is making efforts to attract fintech startups, for example. In February, Abu Dhabi Global
Market invited innovative financial firms to apply to
join a global sandbox to test cross-border ideas in a
live market environment.
There has been rapid growth in the number of fintech
start-ups in the MENA region in recent years. The
sector is today estimated at $2 billion and is expected
to see annual growth of $125 million up to 2022.
Arabnet recently reported that the UAE has the highest number of fintech startups in the region, as well
as the highest total amount of investment received
by fintech startups in the years 2012-2017, with $80
million raised for 34 start-ups.
This is in line with the UAE’s leadership in the region
in terms of adoption of new technologies. The UAE
government has stated its aim of “fostering an environment of innovation and technology, encouraging
scientific research, protecting intellectual property,
[and] adopting the techniques of the Fourth Industrial
Revolution and the digital economy.
Dubai SME’s Q3 2018 survey revealed that 63 percent
of SMEs polled had plans to upgrade their technol-

ogy — a strong number — although larger firms with
larger budgets tended to be more upbeat on plans
for technological expansion.
Still, although it is widely acknowledged that in this
fast-changing world it is imperative to stay as up to
date as possible with the latest digital technology,
only 21 percent of the SMEs surveyed have deployed
advanced IT systems.
As World Economic Forum founder Klaus Schwab
has said: “In today’s economy, it’s not anymore about
the big fish eating the small fish, but the fast fish
eating the slow fish.” In this context, SMEs’ smaller
size can even make them more competitive against
their larger but more cumbersome rivals.
One area where technology can make a difference
for SMEs is social media, which makes it easier to
communicate and respond to customers with minimal cost. Cloud computing similarly can offer a business greater flexibility to respond to new opportunities or unexpected customer demand, or to scale
up business.
Certainly, there is much to be gained from digitising
core processes such as HR, finance and accounting, and from there looking at how technology can
improve the customer experience and relationships.
In all, so long as UAE governments continue to
increase support for the SME sector, banks such as
National Bank of Fujairah continue to forge partnerships with their smaller business clients, and SMEs
work to strengthen their financial auditing and take
advantage of the latest technological developments,
the financing challenges facing the sector can be
substantially addressed.
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