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SMEs as strategic drivers of 
African socio-economic 

transformation



SMEs lifeblood of the African economy – Opportunities and challenges

Opportunities
• Estimated population > 1.3 billion people.

• Predicted to double in just over 25 years.
• With more than 50% of the people in many countries below the age of 25.

• Population has a growing need for the services, jobs and economic growth provided by 
locally based SMEs.

• Unprecedented market potential.

• 90% of privately-owned African companies.
• 33% of the continent’s GDP.
• 70% of total workforce.
• Account for 45% of new jobs.
• Contribute to supply and production value chains.
• Diversify African economy and kickstart industrialization.



SMEs lifeblood of the African economy – Opportunities and challenges

Challenges
• High concentration of small firms finding it hard to make the transition to medium-sized 

enterprises, mainly due to financing constraints. 
• Phenomenon of the “missing middle” - those SMEs that are too big to access 

microfinance and too small or seen as being too risky to access commercial investments. 
• This concept highlights a private sector is split into two segments: 

• on the one hand, most businesses are small, often informal, rather than medium-
sized,

• on the other hand, there are also some very large enterprises.
• Furthermore, many international partners tend to prefer larger tickets and fewer

manager relationships, rather than rolling out a high volume of small deals. 



Unleashing the potential of the African SME sector – Maturity model

Life cycle of a company
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Impact and scale

SDGs

Valley of death

Financial 
instrument

Private equity,
venture capital

Performance based grants, TA

Concessional loans and guarantees,
reimbursable grants, TA

Commercial loans, P2P,
crowdfunding, business angels

Type of
funding

Commercial and 
developmental

Market / fully commercial 
activities

Not fully commercial
Gap: blended finance to private sector can 

“fill the gap” in the market and catalyze 
investment in the last mile

Public sector

Funding
source

Government, NGOs, 
UNCDF, philanthropy

UNCDF, angel investors Impact investors, banks, 
DFIs

Debt capital, venture 
capital

Consolidation (seed / early growth) Scale-up (expansion)
Growth
stages

Incubation (R&D, idea)

Requires technical and financial support Fully commercial



UNCDF – In a nutshell
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• Provision of debt finance as well as grants and 
technical assistance

• Mobilise intermediaries – networks, 
capabilities and co-funding

• Objectives:

• Reduce cost of finance

• Increase risk appetite

• Enhance scale – reach, amount of funding 
and SMEs supported

• Improved SME success rates (including 
impact) 

• Overall goal

• Wider market change

• Investment practice in frontier and 
emerging markets, encouraging investors
to invest in last mile environments

• Complementary intervention to support, critical 
investment pipelines (start-up and early-stage 
formal SMEs) in last mile settings for other 
public and private investors, as well as, DFIs, 
private equity and VC firms.

• To do this, focus on:
• Early stage – including pre-commercial, 

seed, R&D, start-up, fledgling companies 
support. 

• Market development and launch - to enable 
the consolidation of business activities.

• Growth and expansion - support initial 
phases for scaling larger activities, such as 
accelerating production, the development of 
new product and service lines, etc. 

• Systematic measurement of social and 
environmental impact (SDGs)



Collaboration with UNCDF? – Six win-wins

⑤ Loan and guarantee management

Deploy de-risking loans and guarantees for
vetted and approved pipelines from partners,
inclusive of credit analysis, financial and legal
due diligence, execution and disbursement,
and post-investment management and
collections.

④ Investment sourcing and de-risking

Technical support to assess potential investment
opportunities, support in sourcing, due diligence,
credit scoring (risk assessment) and deal structuring
proposals (transactional, local finance).

② Country-based investment  
presence and capacity 

Network of investment advisors to
provide strategic and analytical support
for finance and investment programme
activities, and expand strategic
partnerships with private and public
actors to bring investment to African
markets.

③ Specific thematic expertise

Leverage expertise in the financial inclusion pace
(digital finance, fintech, microfinance, insurance,
remittances, payment services, etc.), municipal
finance, fiscal decentralization, SME (i.e. energy,
agribusiness) and youth and finance.

⑥ FfD laboratory

Test and de-risk a new generation of financing
instruments (e.g. ETFs, development bonds), and
develop innovative partnership and business
collaborations.

① Make finance work for Africa

Policy/knowledge support, market intelligence and
impact metrics, on localizing finance at the sub-
national level, making local finance work for
African countries, for women, for SMEs, for
domestic resource mobilization. $



Final thoughts

• Many economists predict that Africa will become a key player in the global 
economy in the coming decades

• Due to untapped mineral wealth and natural resources, geo-strategic position, 
vast arable land, and booming population growth (large number of young

workers)

• This transformation may still be 10-20 years away

• SMEs could lead the way
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