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This occurs either through auction in Holland (about 65% of flower exports) or 
through direct sales to the United Kingdom (23%), Germany (7%) or France 
(5%).

The second largest exports of goods are tea and coffee. Both sectors have been 
liberalised recently and are still in the process of reorganisation. Traditionally, 
majority of sales have been traded through the auction boards, but the recent 
trends seem to be moving gradually towards direct contracts.

The other sectors present more traditional patterns, one example of which is 
the textile and clothing industry. Mostly located in Export Processing Zones, 
the sector unfortunately is still suffering from the 2005 lapse of the Multi Fibre 
Agreement.

Another example is the manufacturing sector serving mostly the domestic 
market as well as the regional East African markets. Incidentally, the latter forms 
a significant part of the above mentioned cash cross-border transactions.

On the import side, flows are more traditional. They are generally for the 
large agricultural crude oil and oil related products, equipment, vehicles, and 
consumer products sectors.

Notably, re-export activities to the region are substantial. This is due to the large 
Mombasa port and transport links to neighbouring landlocked countries.

The financial sector and trade finance

The 44 commercial banks in Kenya have significantly improved their financial 
standing. Their non-performing loan ratio was reduced from over 20% at the 
end of 2006 to about 10% at the end of 2007. Most major banks have plans 
to expand their networks in Kenya’s main regional cities and to open branches 
in neighbouring countries.

This is proof of their commitment to targeting SMEs and taking advantage 
of regional trade. All the banks which the consultants visited expressed a 
definite commitment to servicing SMEs and their trade finance requirements. 
This exists alongside their commitments to the retail sector and to the large 
corporate players. 

The bankers’ international capacity, particularly in obtaining confirmation of 
their import Letters of Credit (LCs), remains satisfactory for the main financial 
institutions despite some difficulties and higher costs at the beginning of the 
year due to the political troubles.

The higher level officers at the banks have a good grasp of trade finance 
facilities, although this expertise may not be adequate in the smaller branches, 
especially with the large increase in newly hired staff. The availability and 
dedication of the banks’ staff to spend time with SMEs, to fully understand 

EXECUTIVE SUMMARY
This report reviews the Small and Medium Enterprise (SME) Trade Finance 
market in Kenya. Several concrete recommendations on how to strengthen 
the provision of Trade Finance for SMEs are likewise provided in this report.

The present project is justified by the Private Sector Development Strategy 
(PSDS) and the PSDS Implementation Plan (PIP). These initiatives target SMEs 
and export-led growth as the main engine of economic development for 
Kenya.

The expert team comprised consultants from GFA Financial Systems 
Development. They conducted a four day desk study and an 18 day field phase 
in Nairobi, meeting a number of banks, SMEs, SME associations, and other 
stakeholders (details of individuals met are in Annex 5.1).

Economic overview of Kenya

Kenya has enjoyed a favourable macroeconomic situation during the last few 
years. There have been improvements in the current account balance, public 
debt (50% of Gross Domestic Product (GDP)), foreign currency reserves (4.6 
months of imports), inflation and interest rates. The GDP has increased as well, 
to about 6% in 2006 and 7% in 2007.

Unfortunately, the political troubles at the beginning of the year, coupled with 
the current uncertain international situation, have eroded the recent good 
performance. This has led to: 1) an increase in inflation, 2) a deteriorating 
current account balance, 3) a slowing of GDP growth to 4% in 2008, and 
4) a rising cost related to the country risk, as expressed by the international 
financial markets. All these have raised the short term confirming line fees to 
about 2%, compared to 1% a year ago.

Kenya’s trade pattern shows dynamic development with yearly increases. 
Nearly 50% of trade is directed towards the East African Region, supported 
by Kenya’s membership in the East African Community (EAC) and Common 
Market for Eastern and Southern Africa (COMESA). A significant part of this 
trade is conducted as cash cross-border trade, off the banking channels. 
The rest of the trade is directed towards Europe (about 23%), then Asia (of 
growing importance for imports), the Middle East and the USA. 

Commercial trade is very unbalanced, with the amount of imports double 
the amount of exports. Fortunately, the situation is strongly alleviated by an 
active service transport sector and a vibrant tourism sector (incidentally is the 
country’s second largest foreign currency earner). 

The trade in goods, which is the main concern of this review, presents very 
specific characteristics with regard to the sectors involved. The largest exports 
of goods are flowers and fresh products. This sector is comprised of a whole 
range of company sizes, including import traders for entrants and consolidators 
for export. Sales are mostly to Europe.
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their business and requirements, sadly is not always a priority. This will 
probably arise through from stronger competition for the best clients in the 
future. Some of the smaller banks with a more hands-on approach appear to 
be closer to their SME clients’ requirements.

The trade finance environment

The rules and regulations concerning trade in Kenya are generally not 
overbearing. Control of the few documents required is delegated to the banks, 
which provides the necessary flexibility.

The other stakeholders involved in trade finance, such as quality/quantity 
surveyors, warehouse and collateral managers and insurance companies, all 
seem to provide a satisfactory level of expertise and professionalism.

Special reference should be made to the African Trade Insurance Agency, 
which has been providing political risk insurance for exports. It only recently 
developed commercial risk export insurance on a limited basis, due to a lack of 
capacity for financial analysis.

All instruments used in trade finance, like foreign currency loans or foreign 
exchange, cover up to six months. This includes the more sophisticated products 
available in Kenya, like back-to-back LCs or even red clause LCs. However, there 
are some collateral restrictions as far as SMEs are concerned. 

Costs are a major constraint for SMEs, but the Central Bank’s initiative to 
publish the banks’ charges has been impressive. This included a recent survey 
which classified the banks according to the costs of their transactions for the 
private individual. 

The aim was to draw the borrowers’ attention to the cost issue. In the long run, 
only increased competition in the banking sector and more transparency will 
drive down fees.

The other constraint for SMEs comes from the financial capacity of the banks 
themselves. This is now in the process of being improved through an increase 
of the minimum core capital required, from KSH 250 million up to KSH 1 billion 
by 2010.

The ineffective computerisation of the Company Registry, the Land Registry 
and, more importantly as far as trade finance is concerned, the Chattel Registry 
remains a major obstacle to the safe and efficient offer of trade finance to SMEs. 
Since most securities linked to trade are of a short term nature, concerning 
small individual amounts as far as SMEs are concerned, they require an 
efficient, swift and cost effective system to register the pledges.

Finally, banks should devote more time to understanding in-depth the various 
sectors’ trade patterns. This should include the study of the growth of the  
lucrative tea and coffee sectors.

Strengths and weaknesses

Most SMEs lack financial means and an adequate understanding of the trade 
finance instruments. They also suffer from a lack of financial transparency. 
The following strengths and weaknesses characterise the market:

Strengths

 Kenya’s membership in the COMESA and EAC common markets,  �
indicative of ambitious plans for better economic integration.

Kenya’s geographical setting, the benefit of a large port, and the  � possibility 
of serving the transport/trading needs of landlocked neighbours.

  � Growing trade exchanges within Africa and with the rest of the world.

  � A dynamic, growing, liquid and financially sound private banking sector, 
whose main banks have recognised the importance of SME banking for 
their future expansion.

 The regional expansion of the main banks’ networks; they intend to  �
tap into the growing and significant regional trade flows that are still 
conducted, for considerable amounts, on a primitive cash basis.

 Efficient quality and quantity surveyors, as well as a number of well  �
managed warehouses.

 The African Trade Insurance Agency based in Nairobi, which provides  �
political risk cover and will in due course provide commercial risk 
insurance on export receivables.

 An efficient environment and infrastructure for trade, such as reputable  �
insurance companies, transport and freight forwarders.

 The Export Promotion Council, which supports the development and  �
diversification of Kenyan exports.

  � Important export sectors targeting Europe, the Middle East and Africa, as 
well as dynamic traders serving neighbouring countries.

Weaknesses

 A number of small banks which lack the size, capacity and ability to offer  �
efficient trade finance services to their mostly small corporate clients.

 The culture permeating the banking sector of financing SMEs supported  �
by cash or property collateral, away from cash flow risk analysis or 
structured trade finance .

 The delays and costs of pledging security on moveable assets in the  �
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Kenyan context, where most of the existing registries have not been 
efficiently computerised.

 The difficulties for creditors or pledge holders in having their rights  �
enforced expeditiously through an inefficient judicial system.

 The weak financial standing of SMEs in general and their lack of  �
managerial expertise, notably in terms of international trade finance.

 The lack of a Credit Bureau system to facilitate the assessment of SME  �
risks; however this will soon be made available following the amendment 
of legislation.

 Weak business associations which lack the financial means to service  �
their members’ needs and promote their interests, especially with respect 
to their trade finance requirements.

 Limited provision of commercial risk insurance by the African Trade  �
Insurance Agency, caused by lack of capacity for financial analysis.

In conclusion, banks are definitely focussing on the SME sector to expand 
their operations and on trade finance operations in particular. However, most 
of them are not yet willing and able to spend sufficient time and energy in 
assisting SMEs structure their trade finance requirements in a bankable 
manner.

Recommendations

This report presents its recommendations in the third chapter. They are 
set out by area of concentration and in a matrix format by proposed 
implementing partner. Included is an appreciation of the feasibility, cost and 
effectiveness of each recommendation.xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx 
 
Increasing the ability of the stakeholders.

The International Finance Corporation (IFC) should continue to expand  �
the delivery of its workshops for bankers. It should likewise invite the 
participation of local trainers. These trainers could both increase their 
own capacity and duplicate the training received (training of trainers 
(ToT)), ensuring sustainability. 

The SME Solutions Center should target the various economic sector  �
associations in order to train their SME members in Finance and Trade 
Finance related expertise. It should use accredited trainers as promoters 
through a fee participation scheme.

The SME associations should invite the bankers to become associated  �
members in order to increase their understanding of the sectors’ 
characteristics. For instance, the bankers could be invited to participate 

and sponsor associations’ business trips. This will increase networking 
and understanding of SMEs’ international finance requirements.

The Central Bank should develop a segmented approach to non- �
performing loans statistics. This would help draw the banks’ attention 
towards risks for various business sectors or finance products and 
techniques.

Increasing the banks’ financial capacity to deliver Trade Finance.

 The recent requirement to increase banks’ core capital from a minimum  �
of KSH 250 million to KSH 1 billion by 2010 is duly appreciated. A further 
increase is recommended for the future.

The IFC should intensify the marketing of its Global Trade Finance Facility  �
not only towards smaller banks, but also in favour of the larger banks. 
Not all larger banks appear to understand the advantages of such a 
confirming facility.

 
Increasing the efficiency of registering collateral and collateral management.

 The Ministry of Finance should promote efficient computerisation of the  �
various registries, and especially the Chattel Registry, to render them 
more efficient and cost effective. This is especially crucial for smaller 
securities linked to SMEs’ short term trade finance operations.

 The legalisation process of small pledges should be clarified by the  �
Ministry of Justice. Special attention should be paid in the cases of 
domestic and international factoring and invoice discounts.

Improving the availability of export commercial insurance.

 The Financial Sector Deepening Programme should invite the African  �
Trade Insurance Agency (ATI) to liaise with the private insurance/credit 
scoring sector. The goal would be an agreement to share/sub-contract 
export commercial insurance cover or credit ratings of SMEs, and in 
addition expand the availability of export commercial insurance.

 The Financial Sector Deepening Programme should invite private  �
insurance companies to study the feasibility of delivering export 
commercial insurance themselves throughout the region.

 Once export commercial insurance is available, the ATI should promote  �
awareness of the cover to banks and SMEs.

Improve the banks’ involvement with trade finance operations.

 The Bankers Association, together with its regional correspondents and  �
the banks, should commission a study of East African trade activities with 
a view to fostering trade flows.
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The Bankers Association and the banks should consider segmenting their  �
corporate clientele and their supporting internal corporate departments 
to service companies of homogenous sizes. This would aid in optimising 
their services for the smaller enterprises.

Other recommendations.

The SME Solutions Center should promote accredited local consultants  �
and consulting organisations to support SMEs on a success fee basis 
(designed in a way to avoid fraud). This would improve the financial 
structure of their financial requests to banks.

The Finance Sector Deepening Programme should promote the creation  �
of an SME Capital/Equity/Investors association to increase their visibility. 
Such a development could result from, for example, a regional conference 
on the subject.

The Ministry of Finance and the Government procurement office should  �
revive the discussion paper prepared by the Kenya Institute for Public 
Policy Research and Analysis (KIPPRA) on Supporting MSEs to Access 
the Public Procurement Market in Kenya. This is particularly important 
because the Government is a significant buyer of imported equipment 
which could be sourced by import SME traders1. 

1 See also the GrowthFin study Operations of Procurement and Supply in Kenya (2007). 
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Goal Outcome

Goal 1:

Improving Kenya’s business environment

Rising confidence, long-term planning and investment by the private sector and 
a globally recognised country-investment rating

Goal 2:

Accelerating institutional transformation

More efficient public institutions with a proven track record of service delivery

Goal 3:

Economic growth through trade expansion

At least 20% annual growth in export trade 

Goal 4:

Improving productivity and competitiveness

Increased private sector productivity, as measured by input capital output 
capital ratio and total factor productivity

Goal 5:

Supporting entrepreneurship and Micro and Small Enterprise (MSE) 
development

A growing, dynamic and integrated indigenous enterprise sector

Source: The Private Sector Development Strategy (PSDS) 2006-2010

1.1 ANTECEDENTS AND JUSTIFICATION

The present project is based on the Private Sector Development Strategy 
(PSDS) and the PSDS Implementation Plan (PIP) of the Kenyan Government. 
The PSDS and PIP support the long term vision for Kenya being developed 
through Vision 2030, the country’s new development blueprint. They also 
support the economic and development strategies set out in the Economic 
Recovery Strategy (ERS) 2003-2007, which identifies the private sector as an 
engine of economic growth.

The PSDS has the following five goals and associated outcomes (see table 
below ).

In line with the above goals, we fully agree with there is a need to:

foster the economic development of Kenya, particularly of SMEs, which  �
help ensure employment, flexibility, social cohesion and responsibility;

Chapter 1

JUSTIFICATION AND OBJECTIVES
enhance international trade as a way of promoting Kenya‘s comparative  �
advantages and economies of scale; these will help Kenya’s SMEs target 
the world market for their products;

provide adequate services and financing instruments to the import and  �
export oriented SMEs; these will enable them to achieve their most 
efficient growth.

1.2  Objective of the project

The objective of this assignment is to review the SME trade finance market in 
Kenya and to provide concrete recommendations to strengthen the provision 
of trade finance facilities to SMEs.



6  •  SME TRADE FINANCE – REVIEW OF FACILITIES AVAILABLE IN KENYA

The project has been divided into three phases. The first phase, the Desk 
phase, consisted of examining a number of documents and web sites. This led 
to the presentation of the Inception report, prior to the arrival of the study 
team in Kenya. The Field phase in Kenya comprised: 1) meetings with various 
stakeholders, such as banks, SMEs and SME associations (listed in Annex 5.1), 
and 2) preparing a draft final report to be presented during a workshop with 
stakeholders.

The Final phase is to finalise the report. Consideration will be taken of the 
comments received from parties involved after the circulation of the draft 
report.

2.1  Desk phase

During the Desk phase, the following information and documents were 
reviewed: 

The existing development plans by the Kenyan administration1. 2  and 
various donors3  related to the development of Kenyan international 
trade;4 

The various economic sectors and the main characteristics of the 2. 
Kenyan SMEs active in international trade;5 

The existing international trade finance services rendered by the main 3. 
banks in Kenya and their costs;

The activities of the main banks and the Central Bank regulation with 4. 
regard to SMEs; and

Chapter 2 

METHODOLOGY

2 Ministry of Trade and Industry. (August 2007). National Trade Policy Interim draft report. Retrieved from: http://www.tradeandindustry.go.ke/documents/ INTERIM NATIONAL_TRADE_ POLICY_
AUGUST_2007.pdf  and the Private Sector Development Strategy (PSDS) 2006-2010: http://www.enterprise-development.net/resources/item.asp?resourceid=525

3 See the Private Sector Development Group web site: http://www.hackenya.org/documents/ download/index.php?option=com_docman&task=cat_view&gid=249&Itemid=254
4 Trade Facilitation Project in Kenya. (July 2005). The Study of Administrative Barriers and Other Impediments to Trade in Kenya. Retrieved from: http://www.revenue.go.ke/knowledgemanagement/pdf/

other/Report%20on%20Administrative%20Barriers%20to%20Investment%20in%20Kenya%20(July%202005).pdf
5 See the web site of the Export Promotion Council: http://www.epckenya.org/page.asp? page=PROFILE&submenu=PROFILE
6 Directory of banks in Kenya: http://www.centralbank.go.ke/bankinfo/banks.asp

Table 1: Expert time schedule

Task Period Output

Desk phase  (from home base) Up to 28 June 2008 Presentation of the inception report

Field phase &  draft final report workshop to a 
workshop Final report 

28 June to 16 July 2008 Presentation of the draft final report

(completed from home base) Before 31 August 2008 Completion of the final report

The legal and regulatory environment for international trade finance in 5. 
Kenya.

A comprehensive list of all web sites and documents consulted can be found 
in Annex 5.2.

2.2  Field phase

The team of consultants first met with the Financial Sector Deepening 
Programme (FSD) team in Kenya to confirm the consultants’ understanding 
of the terms of reference, and to discuss the planned activities as well as the 
proposed structure of the final report. The team then organised meetings with 
several involved parties. These parties, who are listed in annex 5.1, included:

Banks and financial organisations � 6 

SMEs and SME associations �

Other entities, such as Government bodies, regulatory organisations or  �
trade supporting institutions.

Discussion centred on the following:

The strategy of the banks towards SMEs in general, and towards SMEs  �
involved in international trade in particular. The prevailing attitudes 
amongst SME credit players towards trade finance for their SME clients.

The various trade finance instruments, services and financing facilities in  �
Kenya (according to the import/export financial flows described by the 
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7  Research International (for the Central Bank). (2007). Comparing and Communicating Bank Charges. Retrieved from: http://www.centralbank.go.ke/downloads/bsd/bankcharges/ trackingIndividualCustomer.pdf

World Bank Payment Risk Diagram), their availability for SMEs and the 
reason for any gap in the product range.

The constraints faced by the banks in offering effective trade finance  �
to these SMEs. The banks’ suggestions for the development of their 
involvement with SMEs in general, and internationally active SMEs in 
particular.

The costs � 7 of and constraints on the provision of existing and/or 
potential Trade Finance facilities and services to SMEs. Suggestions for 
improvement of the situation.

The capacity of the various players involved in Trade Finance to understand  �
each other. The availability of Business Development Organisations to 
disseminate relevant information, expertise and best practices among 
bankers and SME managers.

2.3  Final phase

After presentation of the draft final report to a workshop, the report shall be 
finalised. It will incorporate comments and remarks from the panel.
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3.1  The environment for trade finance in Kenya

3.1.1 Country background  

The Kenyan economy

Kenya has a population of around 40 million people, a Gross National Product 
(GNP) per head of about $1,600 on a Purchasing Power Parity (PPP) basis, and 
a Gross Domestic Product (GDP) of about $30 billion on an official exchange 
rate basis. (Unless stated otherwise, all quoted figures originate from the CIA 
fact book of the World Bank.)

For the last few years the Kenyan economy has experienced buoyant growth, 
achieving more than a 6% GDP increase in 2006 and about a 7% increase in 
2007. According to the International Monetary Fund, GDP growth is expected 
to reach around 4% in 2008.

This is due to the political turbulence at the beginning of the year, the less 
favourable international environment caused by the credit crisis, and the 
dramatic increase in the prices of a number of essential commodities. The 
political turbulence at the beginning of 2008 that resulted from a flawed 
electoral process conducted in 2007, has had a negative effect on the 
perception of the political risk by the international finance community. This 
has raised the cost of confirming lines for Kenyan banks from about 1% per 
annum in the past to 1.5/2% at present. This is still an attractive rating. 

Agriculture remains a predominant sector in the Kenyan economy, representing 
24% of GDP. Meanwhile, the industrial sector accounts for 17% and the 
service sector for 60%. The manufacturing sector constitutes an important 
source of employment for the country’s labour force. Over the last five years, 
employment in manufacturing has risen at a faster rate than in all other 

Republic of Kenya Rated ‘B+’ L-T FC, ‘BB-’ L-T LC; Outlook Stable; 112th Rated Sovereign

On 8 September 2006, Standard & Poor’s Ratings Services assigned ‘B+’ long-term foreign currency and ‘BB-’ long-term local currency sovereign credit ratings 
to the Republic of Kenya. ‘B’ short-term foreign and local currency ratings were also assigned. The outlook is stable. With this new rating, Standard & Poor’s now 
rates 112 sovereign governments worldwide. The ratings for Kenya are constrained by low levels of economic development (with GDP per capita at an estimated 
$626 in 2006) and by its vulnerability to exogenous shocks. This vulnerability is generated both externally, by terms-of-trade deterioration, and domestically, by 
governance scandals. The ratings are supported, however, by the government’s continued progress in implementing economic reform and by the strengthening 
of macroeconomic and political stability.

Box 1: Standard & Poor’s Kenya rating9 

8 Ministry of Trade and Industry. (August 2007). Interim National Trade Policy report. Retrieved from: http://www.tradeandindustry.go.ke/documents/INTERIM_NATIONAL_TRADE_POLICY_AUGUST_2007.pdf
9 Standard & Poor’s Kenya rating has been retrieved from: http://www.treasury.go.ke/downloads/Republic%20of%20 Kenya%20Rated%20B%20L-T%20FC%20BB-%20L-T%20LC%20Outlook%20.pdf

Chapter 3 

RESULTS
activities. The sector currently employs about 1.4 million Kenyans. The Micro, 
Small and Medium Enterprises’ (MSMEs) share in employment generation has 
increased rapidly in recent years8. 

However, the satisfactory macroeconomic settings are slowly being eroded by 
increasing inflation, larger deficits and deteriorating trade balance:

Inflation remained high throughout 2007 and has been increasing in  �
2008, irrespective of the Central Bank’s efforts to limit the money supply. 
The official inflation rate as published by the Central Bank of Kenya (CBK) 
(excluding food, fuel and transport items) currently stands at 7.25%, 
exceeding the 5% target.

AIG Investments, a private study group, estimates inflation to stand at  �
25% for the rest of 2008. With inflation picking up, interest rates tend to 
increase. This has been shown by the recent 20 year Government bond 
issue offered at 15.5% p.a. Meanwhile, 90 day treasury bills trade at 
around 8% p.a.

Public debt is estimated at about 50% of GDP, but the deficit in the  �
Government budget tends to grow at KSH 128 billion. The expenditure, the 
other hand, exceeds revenues by 48%, according to AIG Investments. 

Foreign debt has reached about $8 billion (27% of GDP).  �

The foreign exchange reserves have reached about $3.3 billion, or about  �
4.6 months of imports.

Investment reached 22% of GDP in 2007. �
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Imports are more varied, with oil and related oil derivatives accounting for 
about US$1.5 billion in 2006. This is followed by the vehicle and transport 
sector, machinery and equipment, plastic products and the pharmaceuticals.In 
recent years, international trade has become increasingly important to Kenya’s 
economy.10 Quoted from the World Bank report Trade Brief: http://info.worldbank.org/etools/wti2008/ docs/brief98.pdf

Current account 
balance:

-$980 million (2007 est.) 

Exports: $3.76 billion f.o.b. (2007 est.) 

Exports - commodities:

Tea

horticultural products, 

coffee, 

petroleum products, 

fish, 

Cement

Exports - partners:

Uganda 15.9%, 

UK 10.3%, 

US 8.2%, 

Netherlands 7.9%, 

Tanzania 7.7%, 

Pakistan 4.9% (2006) 

Imports: $7.602 billion f.o.b. (2007 est.) 

Imports - commodities:

Machinery and transportation 
equipment, 

petroleum products, 

motor vehicles, 

iron and steel, 

resins and plastics 

Imports - partners:

UAE 11.8%, 

India 8.8%, 

China 8.3%, 

Saudi Arabia 8.3%, 

US 7%, 

South Africa 6.4%, 

UK 5.3%, 

Japan 4.7% (2006) 
Source: CIA, The World Factbook, retrieved from: https://www.cia.gov/library/publications/the-world-

factbook/print/ke.html

The Kenyan international trade pattern and evolution, with a special focus on 
trade flows with East and Central Africa.

The trade environment in Kenya seems to be more favourable than in other 
Sub-Saharan countries. According to the latest Trade Tariff Restrictiveness 
Index (TTRI), Kenya is ranked 81st out of 125 countries. This means that the 
country’s trade regime is more open compared to an average Sub-Saharan 
African (SSA) country, although similar to an average low income country. 

Since the mid-1980s the trade regime has been progressively liberalised. 
Kenya’s 2007 MFN applied simple tariff average of 12.7% is similar to the SSA 
regional (13%) and low income (12.6%) averages. Meanwhile, the import 
weighted tariff average of 10.8% is slightly lower than the comparator means. 
According to the Doing Business ranking for 2007, Kenya improved ten ranks 
in a year to reach 72nd. This made Kenya one of the top 10 reformers in this 
category. 

However, despite all these positive developments there is still need for 
more improvement. The quality of transport and information technology 
infrastructures for instance needs urgent attention. The country’s railways, 
roads and port systems suffer from decreased investment and inadequate 
maintenance10. 

Kenya’s trade balance has been deteriorating in the past few years due to 
increasing tariffs. Thanks to a dynamic and positive service sector - mainly 
tourism and the servicing of the trade requirements of neighbouring 
landlocked countries, notably transport - the large trade balance deficit was 
partly compensated. This resulted in a current account deficit of about $980 
million in 2007.

Kenya’s imports and exports

The agricultural sector, notably horticulture, tea and coffee, are Kenya’s largest 
exports. The underlying and very specific trade patterns, with their respective 
trade flows and financing needs, will be described in detail in paragraph 3.2.3. 
Following the agricultural sector, the tourism industry is the second major 
contributor to foreign exchange gains.

To a lesser extent, textile and clothing exports were also significant export 
items; however, their share has decreased due to the lapse of the Multi Fibre 
Agreement in 2005. The proportions of the different export products for 
the year 2007 are shown in the table below. More information on Kenya’s 
economic sectors can be found in Annex 5.3. Kenya is a large exporter/re-
exporter to the region, mainly to EAC and COMESA. It is estimated that about 
half of these regional exports are manufactured locally, with the other half 
consisting of re-exports.

 The main characteristics of Kenya’s international trade 
 are as follows:
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Exports to African countries have been predominant and expanded by 18.2% 
in 2004 to register an overall market share of 49.3% in 2005, up from a share 
of 47.4.

The COMESA is the leading market destination for Kenyan exports, accounting 
for 36.6% of the overall value of exports in 2005. The EAC is the destination of 
more than half of the total exports to the African region. Kenya’s exports to the 
COMESA and EAC region mainly comprise manufactured goods, which include 
consumables, steel products and pharmaceuticals. 

Kenyan trade with the European Union (EU) on the other hand gives a mixed 
picture. The value of exports to the EU expanded by 9.3% in 2005 compared 
to 8.8% in 2004. However, the share of exports destined for the EU market 
decreased from 26.4% in 2004 to 25.4% in 2005.11  The table below gives a 
more detailed overview of Kenya’s trade markets, specified by country.

As previously mentioned trade with African countries is of growing importance 
and has already become a significant characteristic of the evolution of Kenyan 
trade. In this context, the importance of the COMESA and EAC, with a 

 Source: Export Promotion Council web site: http://www.epckenya.org/page.asp?page=EXP_STATS&submenu=KEN_ PROF&childmenu=EXP_STATS

Table 2: Major export products 

There is a general consensus that Kenya’s regional trade is important, and is becoming even more significant as regional trade integration within the EAC and 
COMESA deepens. However, there are no reliable figures with regard to the exact volume and composition of Kenya’s regional imports and exports. Both forma; and 
informal regional trade flows are difficult to assess due to a lack of, or inconsistent, data. With this caveat, the following paragraphs assess the recent developments 
of Kenya’s regional trade flows and use evidence from Kenyan customs service. Kenya’s regional trade has intensified over the last decade, in particular since 2000. 
In 2004, Kenya sourced about 5% of its imports from the EAC and COMESA (up from 1.4% in 1995). Regional exports accounted for about 40% of Kenya’s total 
exports in 2004, up from a low of 33% in 2001. This was however relatively unchanged compared with percentages in the late 1990s.

Box 2: Regional trade12 

11 Ministry of Trade and Industry. (August 2007). Interim National Trade Policy report. Retrieved from: http://www.tradeandindustry.go.ke/documents/INTERIM_NATIONAL_TRADE_POLICY_AUGUST_2007.pdf
12 World Bank. (February 2007). Kenya: Unleashing the Potential for Trade and Growth. Retrieved from:  http://www-wds.worldbank.org/external/default/WDSContentServer/WDSP/IB/2007/03/16/ 

000310607_20070316095914/Rendered/PDF/376880KE.pdf

Horticulture  20.65 %
Tea 17.03 %
textiles 5.89 %
Coffee 3.8 %
Tobacco 3.11 %
Iron & steel 2.99 %
All others 46.53 %

46.53 %

2.99 % 3.11 % 3.8%
5.89 %

20.65 %

17.03%

population of more than 400 million and 80 million respectively, cannot be 
overestimated. These markets represent significant trade opportunities for 
Kenyan exports.

Apart from these advantageuous memberships, Kenya is also a member of the 
World Trade Organisation, a partner to the EU-ACP agreement, a beneficiary 
of the African Growth and Opportunity Act (AGOA) and a beneficiary of the 
Generalised System of Preferences (GSP).

Trade activities with neighbouring African countries involve substantial cross-
border operations which are still settled in cash. This is particularly true of 
smaller businesses.

This can be compared to the more traditional trade operations effected via 
the financial sector for deals with European buyers/suppliers and the rest 
of the world. This contrasting scenario has a definite impact on the trade 
finance patterns, as will be examined in more detail in paragraph 3.2.3. 
The specific trade flows of the various sectors and the provision of trade 
finance.
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Table 4: Imports evolution

Year Imports
($ millions)

Rank Percentage 
Change (%)

Date of 
Information

2003 3,000 92 2002 est.

2004 3,705 94 23.50 2003 est.

2005 4,190 95 13.09 2004 est.

2006 5,126 92 22.34 2005 est.

2007 6,602 92 28.79 2006 est.

2008 7,602 94 15.15 2007 est.

    Source: CIA World Fact Book

 
The major trends relate to the intensification of significant regional trade 
activities. Kenya has benefited from its relatively superior infrastructure and 
manufacturing capacity to supply the region with its manufactured products 
and re-exports.

The second significant development is the amplified relationship with Asia 
as a supplier of consumer goods and, eventually, a destination for some of 
Kenya’s agricultural products. Within the scope of this study, it has not been 
possible to quantify the regional cash/cross-border trade.

The banks consulted were also not generally able or willing to provide statistics 
about their trade finance operations by geographic area.

3.1.2 The financial sector and trade finance

The following section will give an overview of the financial sector, its 
main players, their technical and financial capacities, and their network of 
international correspondents and refinancing facilities.13  There will be a special 
focus on their involvement with trade flows with East and Central Africa.

The Kenyan financial sector is composed of 44 banks, most of which are 
private. A few institutions, notably Development Finance Organisations, have 
been closed due to considerable non-performing loans left over from the past. 
The private banks appear though in good shape with 2007 probably being 
one of the most profitable years for the sector. Banks recorded a 33% growth 

     

 

Source: Export promotion Council web site: http://www.epckenya.org/page.asp?page=EXP_STATS&submenu=KEN_ PROF&childmenu=EXP_STATS

Recommendation:

In view of its importance, it would be worthwhile to promote a study 
by the Bankers Association to review and analyse these significant 
cash-based cross-border operations. The goal would be to identify 
actions to encourage traders to avail of more secure channels for their 
transactions.

13 World Bank. (2003). The Financial Sector Assessment Programme. Available on the following web site: http://wbln0018.worldbank.org/FPS/fsapcountrydb.nsf/ (attachmentwebFSA)/Kenya_FSAweb.
pdf/$FILE/Kenya_FSAweb.pdf

  Table3: Exports by country
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in after-tax profit in 2007. Non-performing loans decreased, on average, from 
more than 20% at the end of 2006 to about 10% at the end of 2007. 

The financial authorities are supporting the consolidation of the sector through 
increased equity requirements for banks. They have raised the minimum level 
of core capital from the current KSH 250 million to KSH 1 billion in 2010.

The financial system is not diversified, lacking various specialised institutions, 
such as leasing companies, factoring and forfeiting institutions. However, a 
few capital investment funds though have been emerging recently to promote 
longer term financing for SMEs including quasi-equity.

The financial sector is fairly liquid at the moment. This is shown by the 
Nairobi Stock Market’s positive performance over the last couple of years. 
This is due to the reduction of Government finance requirements, which have 
forced the banks to look more aggressively at private business for profit and 
development. 

The banks’ strategy towards the SME sector

All banks visited during the field phase expressed a strong commitment to 
servicing the SME sector. Most of the banks have SME departments with a 
more or less common understanding of what constitutes an SME. In general, 
the banks consider a business to be an SME if: 

the yearly turnover ranges between KSH 5-20 and 100-150;1. 

the maximum number of employees is 100-150; and 2. 

the financing needs do not exceed KSH 50 million. 3. 

As part of their branching out activities in the main cities, the banks hope to 
attract more SME business. A number of banks are also trying to formalise 
their relationships with SMEs.

This follows the example of Barclays Kenya in promoting ‘Business clubs’ for 
SME managers. Some of the other banks are courting the trading SMEs by 
organising overseas trips to facilitate international trade for their clients, Asia 
being one of the most sought after destinations.

Box 3: Favourable access to finance14 

On the average, there is a favourable lending regime for Kenyan firms. A high proportion of SMEs have access to bank debt, and only about one-third of firms 
report access to finance as an impediment to operation and growth. The favourable financing regime is characterised by low reported real costs of debt, a moderate 
duration of loans, and a high proportion of firms with good quality information. Relative to a number of richer or more dynamic economies, medium and large 
firms in Kenya use external financing as intensively as firms in India and South Africa.

14  The World Bank, Regional Programme for Enterprise Development (RPED) and Africa Finance and Private Sector (AFTFP). (June 2008). Kenya Investment Climate Assessment.
15 For more information on the Safaricom M-PESA money transfer by mobile phone see the Safaricom web site: http://www.safaricom.co.ke/index.php?id=228

Box 4: Saving on intermediaries 

During one of the trips to Asia organised by a major bank in Kenya, 
an SME participant checked the prices of a number of goods that his 
company was purchasing through a local trader. The Kenyan company 
was able to save up to 40% on the price of the imported components for 
its operation. This depended on the support of the bank, which agreed 
to open an LC directly in favour of the Asian supplier.

The banks recognised the importance of developing regional trade, and are 
engaged in expanding their regional network considerably. Branches are being 
opened in Uganda, Tanzania, Rwanda and even Burundi and Southern Sudan.

Most banks advertise their regional presence as a strong marketing argument 
to dynamic SME managers and regional traders. This shows their strong 
interest in trade finance services in an area where cash and cross-border trade 
is still predominant.

Recent developments could create new competitionor synergies for banks. 
One such example is the new M-PESA service offered by Safaricom in Kenya, 
which allows money to be transferred anywhere at any time via the mobile 
telephone. It is likely that such a simple service might suit the cross-border 
traders when the mobile phone payment system is widespread throughout 
the region.15

Generally, the banks have in the last few years recognised SME trade finance 
requirements as a clear growth area. It is clear however that a large number of 
them are not yet prepared to devote the necessary time, energy and manpower 
to assist SMEs structure their operations.

Eventually, the banks will be forced by competition to move away from 
collateral financing. By and large banks have to provide the required attention 
to the SMEs’ financial requirements. 
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The banks’ trade finance involvement and capacity

Not all banks in Kenya have the capacity to offer trade finance facilities to 
their clients. Their ability to offer ‘real’ trade finance credit, i.e. without extra 
collateral,  depends on their credit with correspondent/confirming banks.

The International Finance Corporation’s (IFC) Global Trade Finance Facility 
offers confirming lines of credit to banking institutions worldwide. This covers 
the political risk of the country of the issuing bank, as well as the risk of the 
bank itself.

The fee is in line with market conditions. Currently, five issuing banks in Kenya 
make use of this facility. Some larger banks did not see the advantage of such 
a facility, which might increase their country risk limit with their confirming/
refinancing banks.

Smaller banks which do not have access to such confirming lines are 
nevertheless involved in trade finance operations, albeit on a cash secured 
basis. They are thus effectively offering trade finance services to their clients 
as opposed to trade finance credit. Most of the banks visited were not in a 
position to quantify the share of their trade operations by main economic 
sector, main export market.

During the field phase in Kenya, a bank advertising campaign promoting its efficiency and effectiveness in delivering credit to clients mortgaging their property 
appeared contrary to the aim of the present review. This aim was to encourage intrinsic security for finance in general, based on the underlying trade financed 
assets. This depended on the movement from cash flow based finance to security based finance. One can still understand the motives behind the bank campaign 
related to securing a growing ‘safe’ portfolio of loans.

Box 5: An advertisement campaign: “Up to 100% mortgages. Fast.”

ABC Bank is putting rivals on notice with expansion plans combining: 1) a bigger role in both the retail and corporate segments, and 2) being on the look  �
out for an acquisition target. 

The underlying message is that the bank does not want to remain small in the face of tight competition in the financial services sector. �

A new branch is planned for Mombasa Road in Nairobi and another in Nakuru. �

A corporate centre is to be based at the Mombasa Road branch and manned by corporate relationship managers, who will tailor products to individual  �
clients.

Compared to 2006, the company increased its work force by 25% in 2007, to 200 employees. �

For 2008, it is set to hire 30 more workers. This will push the number of employees, the highest number it has ever had. �

Financial institutions have realised that the economic growth - now touching 7% - has made business brisk for the SMEs now estimated at 25,000.  ABC  �
Bank hopes to cash in on this growing sector by offering more products in the coming year.

No doubt it will be in competition with other institutions. This calls for more innovation to have a slice of the SME banking cake. �

The products that the bank already have include foreign exchange, import and export business, commercial and short term loans and trade finance, including  �
letter of credit facilities.

Box 6: An aggressive strategy by the African Banking Corporation (ABC Bank) Ltd

Source: All Africa web site:  http://allafrica.com/stories/200712190779.html

Recommendation:

It is recommended that the Kenya Bankers Association conduct  �
a comprehensive review of the growth of the banks’ trade 
finance operations by economic sector and by export market. 
The goal would be to identify the trends and characteristics of 
these operations, thus helping the banks to meet the evolving 
requirements. 

The overall impression is that the largest banks in the market have the 
capacity to accommodate the trade finance needs of SMEs without significant 
constraints. 

The remaining smaller banks usually do not have the necessary international 
standing to be involved in ‘real’ import trade finance, even if they have the 
technical and financial ability. Meantime, smaller banks could still service 
exporters which do not require international commitments by their bank, but 
may not have the necessary expertise to engage in this type of finance.
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The banks’ trade finance ability

Within the scope of this study it has not been possible to review systematically 
the trade finance ability of all 44 banks operating in Kenya. Therefore, 
conclusions could only be drawn on the basis of visits to a sample of 
institutions.

It appears that the main banks have a full understanding of trade finance 
techniques, which they apply in a sophisticated manner to the larger corporate 
institutions. These take the form of structured trade finance operations, such as 
the financing of the agricultural cycle by:

funding the entrants (fertilisers, seeds, etc.) at the beginning of the 1. 
cycle;

providing the production costs;2. 

funding the harvest and/or consolidation of the commodities;3. 

funding the stocking of the product; and, 4. 

Finally by providing the post-shipment financing. All this takes place 5. 
against a contract/Letter of Credit/ Red Clause LC from a first class buyer.

Most of the larger banks have the necessary knowledge at the head office 
and in the main branches. Yet it appears that most of the banks are hesitant to 
spend time to pain-stakingly structure trade finance for SMEs, which often do 
not present readily bankable transactions. On the other hand, smaller banks 
which have the technical expertise seem to be more willing to get involved, 
but do not have the financial means to incur such financial risks. 

A number of institutions are providing training to the banks in trade finance. 
The IFC organises a number of trade finance seminars for banks in the region. 
Other institutions which should also be involved in such capacity building 
activities are the Kenya Institute of Bankers and the Kenya School of Monetary 
Studies.

The fact that banks are in the process of recruiting considerable numbers of new 
employees will increase the need for additional training. 

Recommendations:

FSD and other financial sector donors should offer to support the  �
smaller banks to encourage them to train their staff with regard to 
trade finance operations. To avoid loss of trained staff, programmes 
might include a clause restricting resignation after having received 
such training. Financial support to trainers and training institutions 
should help the promotion of training.

Local Financial Training Institutions, as well as other potential  �
trade finance trainers, should be invited to attend the trade finance 
seminars organised by the IFC. This would help improve the local 
training institutions’ capacity. A Training of Trainers component will 
allow for the dissemination of such seminars and also ensure the 
sustainability of the training programme.

All Kenyan imports are required to have the following documents: import declaration forms (IDF), a clean report of findings and valid pro forma invoices from the 
exporting firm. Firms exporting from Kenya need to obtain Form C 29 from the customs department. They also need to obtain the following documents, which 
serve as certificates of origin, from Kenya’s Ministry of Trade and Industry: GSP Form A for US-destined goods; EURO 1 for exports to the European Union; PTA 
Certificate of Origin for exports to the Preferential Trade Area (PTA), the Common Market or Eastern and Southern Africa (COMESA) areas; and Ordinary Certificate 
of Origin for exports to all other parts of the world.

Box 7: Importation: Administrative Requirements

Source: Import regulations in Kenya according to the Canadian Trade commissioner: http://www.infoexport.gc.ca/ie-en/DisplayDocument.jsp?did=14353

Trade rules and regulations

The Kenyan rules and regulations affecting international trade are particularly 
flexible. The absence of foreign exchange controls, as well as the absence of 
requirements for transactions below $10,000, gives greater flexibility to SMEs’ 
transactions.

For trade transactions above $10,000, the requirements are limited to having 
an import licence prior to the transaction, and having proof that the goods paid 
for have effectively entered the country after the transaction. The responsibility 
for the controls of these requirements has been vested in commercial banks, 
which provides flexibility for known clients.

Kenya is a member of the International Chamber of Commerce and Industry 
(ICCI). The ICCI regulates  international trade finance transactions among 
banks. It further provides an efficient framework to smooth operations and 
resolve disputes, eventually through arbitration. 
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Security and collateral

The main drawback concerning the provision of trade finance facilities to SMEs 
is the ability of the banks to obtain easily enforceable security on the financed 
goods. In both import (post-financing) and export (pre-shipment finance), 
where control of the underlying goods provides security to the banks, the 
efficiency, cost and ability to enforce a valid pledge can be improved. 

Another crucial aspect is the centralisation and computerisation of the four 
important registries, namely the Vehicle, Company, Land and Chattel Registries. 
Of these, only the Vehicle Registry is computerised. It is recommended that 
the Chattel Registry, which is concerned with pledges on moveable assets, 
the Company Registry and the Land Registry, be computerised as soon as 
possible.

This would allow for reduced operational costs and ensure minimal registration 
fees for SMEs’ relatively small transactions. Improved and more accessible 
registrars would facilitate the work of all parties concerned, including the soon 
to be authorised Credit Reference Bureau, in their assessment of companies.

A major constraint is that even small, simple and standard pledges must be 
individually transacted through an accredited lawyer and are subject to stamp 
duty. This implies delays and costs often incommensurate with the underlying 
financial operation of an SME. These regulations should therefore be reviewed. 
Generally, the trade regulations are fairly flexible. Yet the procedure to secure 
legally valid collateral in an efficient and cost effective manner could be improved. 

Recommendations:

The Chattel mortgage, Land, and Company registries  �
should be computerised.

Revise laws around the changing of moveable property,  �
and stamp duty to allow contracting parties to design a 
system. (i.e. VCC filing in USA).

Other legal challenges

The Government is finalising a regulations around the sharing provision of 
credit information in Kenya. This should facilitate risk analysis of individuals 
and corporations, with the establishment of Credit Bureaus.

It appears that the development of factoring and international factoring, 
including invoice discounting, is a grey area in terms of registration and legal 
enforcement. Is factoring and/or invoice discounting: a) a pledge which has to 
be registered, b) a purchase, or c) an assignment of a receivable?  These issues 
remain unclear.

Recommendation:

The Government is preparing a review of the law regulating asset  �
backed security. This could be the opportunity to address anomalies 
regarding the registration of  factoring and invoice discounting, 
changes.

The supporting environment for trade finance in Kenya  
Transport and transport documents

It is widely accepted that Kenya’s transport infrastructure is still deficient 
Yet the existence of a directly accessible major port and shipping lines still gives 
a significant advantage to the traders and banks involved in trade finance. 

The ownership of goods in favour of the holder of the full set of bills of lading, 
as opposed to airway bills or other transport documents, should facilitate the 
risk assessment of trade finance operations by the banks. Transport documents 
other than a bill of lading designate a specific beneficiary for the goods, often 
the issuing bank.

This may cause delays in the collection of the goods upon arrival. This would 
be due to late receipt of the documents, especially in the case of air transport.
Furthermore, the existence of reputable insurance companies provides further 
comfort as to the safety of the goods during transportation. This proves crucial 
since a significant portion of Kenyan exports consist of perishable goods, for 
which efficient and prompt transportation is crucial. The fact that imports have 
to be insured domestically does not appear to be a problem.

Finally, the existence of the Mombasa port is a bonus for the small trader who 
may import and sell expensive equipment on a Cost, Insurance, Freight (CIF) 
basis. He does not have to pay for customs duty, VAT, demurrage charges, or 
inland transport charges.

Nor does he suffer the inevitable delays in passing through customs and 
delivering the goods inland.  He thereby saves his limited financial resources. 
Similarly, the clearance of the goods, inland transport and even re-exports 
to the region provide other opportunities for SMEs’ growth in the service 
industry.
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Quantity and quality surveyors

To provide security to trading partners in international trade, Kenya has 
competent and trusted surveyors. This includes an efficient public framework 
based on the Kenya Bureau of Standards (KEBS).

Warehouses and bonded warehouses

A number of institutions offer warehousing services for enterprises and 
collateral management for banks in the main cities of Kenya. This especially 
allows traders of non-perishable goods to finance their inventory. They can 
then pay for the goods when they are taken out of the warehouses.

The main commodities financed against pledge warrants appear to be fertiliser, 
sugar, chemical products, oil and oil derivatives, raw material and furniture. 

One of the largest institutions involved in such operations confirmed that eight 
to ten banks are active in such a collateral financing scheme. These are often 
smaller banks close to their clients, with a hands-on approach to trade finance 
and imports.

The average outstanding amount of such collateral at the warehouse institution 
amounted to KSH 5 - 6 billion, with an average outstanding duration of 
three months. According to the service provider, the cost of the service is not 
higher than the normal cost of warehousing plus the cost of the secured bank 
borrowings.

The involvement of manufacturers willing to warehouse and pledge their 
imported inputs is much less important. This is because storage and pledge 
of plastic raw material is quoted as one of the few cases of manufacturer 
involvement. 

A similar warehouse receipt system was recently created and was supported by 
the FSD.  It was launched by the Eastern Africa Grain Council (EAGC), together 
with Equity Bank and Lesiolo Grain Handlers.

The idea was to develop a sustainable warehouse receipt system which will 
provide collateral to enable short term lending to grain farmers. The farmers 
will thus be able to store their harvest until the most favourable time for sale.

Credit Bureaus

For the time being, Kenya has no full fledged credit information bureaus, 
neither private nor public. This is largely due to the legal environment, which 
does not allow the divulging of information by banks. This however is being 
remedied and soon banks will be able to provide comprehensive information 
on companies.

This favourable development should have a significant impact on the financial 
transparency of SMEs, notably by allowing banks and eventually other 
commercial creditors to feel more comfortable with their partners or clients.

This should likewise facilitate the risk analysis of the African Trade Insurance 
Agency (ATI), to make inroads in Kenyan trade. Another consequence could 
be the facilitation of factoring/forfeiting/invoice discounting operations being 
developed by banks or specialised institutions.

Export insurance scheme

For the last few years, the World Bank has supported a regional initiative to 
provide export credit insurance to exporters in the region. The African Trade 
Insurance Agency has recently been restructured to provide political risk cover 
for the countries of Eastern Africa.

It also now provides exporters with commercial risk cover (up to 90%) on 
their receivables from anywhere in the world. The commercial insurance fee is 
normally below 1%, while the political insurance fee depends on the country 
risk.

The company has been active in the provision of political risk cover. However, 
it was not possible to obtain an outline of the main countries covered so far. 
Information has not been made available about the claims made under the 
various covers issued by ATI.

The means of the institution are not yet satisfactory. It only has one analyst 
who assesses the commercial risks on potentially hundreds of end buyers.The 
company distributes its products through brokers.

It uses the re-insurance services of various international organisations on a 
60/40 basis (60% of the risk remains with ATI). While the relevance of ATI is 
acknowledged, in the future the company should be more involved in the 
granting of commercial cover to exporters in Kenya. 
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Recommendations:

There is a lack of manpower in analysing the numerous risks  �
implied by commercial risk insurance. To compensate, the ATI 
should consider cooperating with insurance companies in Kenya 
to issue commercial risk cover. It could thus make use of the private 
sector’s ability to analyse and share commercial risks. 

In due course, when commercial risk cover is more mainstream,  �
the banks’ and SMEs’ awareness of the insurance cover should be 
raised.

3.1.3 SMEs in Kenya

Definition of an SME

No common definition of an SME exists in Kenya. In this context, the SME 
Solutions Center (SSC) uses the most comprehensive definition of an SME:

A formally registered entity �

5 to 150 employees �

 Turnover below US$ 5 million �

Net assets below US$100,000 �

 Financial requirements between US$ 5,000 and US$ 500,000. �

GrowthFin provides a broader, more inclusive definition: profit-driven entities 
whose financial needs are either too large or too complex for microfinance, 
and which have been excluded from mainstream financial institutions that 
consider the financial needs of SMEs either too small or too risky.

One of the banks met officially targets the SME market exclusively and boasts 
of being the SME bank of Kenya. It splits the SMEs into ‘small’ SMEs and others. 
The ‘small’ SMEs are defined as having between five and 50 employees and 
borrowing requirements of less than KSH 10 million.

Box 8: The Agrochemical exporter

The ATI is presently negotiating global commercial and political risk insurance with a Kenyan exporter of fertilisers to cover its exports to five countries in the nearby 
region. At present the exporter is exporting via a current account in a number of cases and through LCs in the others. Covering all the buyer risks through the ATI 
will give the exporter the following advantages, which the banking sector is not providing at the moment:

Insurance on all its export receivables for a reasonable fee;  �

The absence of LC opening requirements for the buyers, and the related cost saving for the importer; �

The possibility of dealing through documents on collection only; �

The possibility of discounting the receivables with the exporter’s bank at a favourable interest rate, in exchange for the assignment of the insurance cover. �

For the purpose of this study, the exact definition of an SME is not necessary, 
except to state that only formally registered companies have been considered. 
This means that the informal sector, despite its importance and specific 
requirements, is not considered in this report. With this restriction, the above 
various definitions were considered acceptable. 

The segmentation of SMEs into ‘small’ SMEs and others is a positive 
development. The needs of the smaller component of the segment are different 
from the other segment. This is especially true of trade finance.

Recommendation:

Banks should segment their clientele into homogenous categories  �
whenever possible, assigning different teams to service the various 
segments. They would thus avoid inadequate servicing of the smaller 
companies.

SME Associations

There are a number of SME associations in Kenya, each representing a specific 
economic sector:

Kenya Association of Manufacturers (KAM) �

The Kenya Private Sector Alliance (KPSA) �

The Fresh Produce Exporters Association of Kenya (KPEAK) �

The Kenya Flower Council (KFC) �

The Export Promotion Council (EPC) �

The Kenya National Chamber of Commerce and Industry (KNCCI) �

The Kenya Tea Growers Association (KTGA) �

The Kenya Coffee Growers and Employers Association (KCGEA) �

The Kenya International Freight & Warehousing Association (KIFWA) �

The Kenya Cotton Growers Association (KCGA) �
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Within the scope of this study it was not possible to visit all the associations 
and therefore no general conclusions can be drawn about the relevance and 
efficiency of such organisations. However, from the few visits undertaken, 
it appears that the procurement of financial support for their members was 
not high on their agenda. The associations are not involved in lobbying 
for banks to improve the availability of trade finance services. They 
concentrate on a number of technical and quality support endeavours.   

Recommendations:

Associations organising business trips for their members should  �
invite the participation of bankers. They could possibly obtain bank 
sponsorship for these trips. This would help facilitate networking 
between banks and participants, as well as provide the opportunity 
for trade finance support to participants.

Associations should encourage banks to become associate  �
members. As associate members, banks would understand the 
sector characteristics better and improve their knowledge of the 
best players in the sector.

Associations should organise the promotion of the best SMEs in  �
their organisation through some sort of contest. This would attract 
visibility to their specific sector and best performers.

Associations should organise training, in cooperation with bankers,  �
to improve the ability of their members with regard to finance in 
general and trade finance in particular.

3.2 Availability, cost and constraints in trade finance  

3.2.1 Trade finance operations in Kenya

The main banks in Kenya offer the whole range of trade finance instruments to 
their clientele. Most banks are members of the Society for Worldwide Interbank 
Financial Transactions (SWIFT) international payment system, which provides 
efficient and secure transfer mechanisms for banks.

An SME firm trading in heavy electric equipment had secured an important contract to supply a large item of machinery to a Kenyan public utility. But it had 
limited ability to secure the required financing. The problem started with a performance bond being required for 10% of the contract and the bank demanding 
that the firm obtain full cash cover. The insistence of the bank forced the trader to negotiate with its supplier for a ‘master’ performance bond on similar terms. 
This finally proved acceptable to the bank as security. The bank demand in fact protected the SME against the supplier’s possible non-performance or delayed 
performance. This might have exposed the small company to penalties, or even loss of the contract and ensuing losses, putting the company at risk

Box 9:  The large equipment importer

The trade finance products available in Kenya, classified according to import 
and export, are the following:

On the import side

Sight, usance, revolving, standby letters of credit seem to be commonly 
available. However, back-to-back and transferable LCs were not readily 
mentioned by the banks consulted as products they tend to market.

Import LC confirmation can be provided by most of the banks. But the smaller 
ones might have to provide full cash cover to the confirming bank, in return 
requesting their clients to provide similar backup.

Import LC refinancing, refinancing of import documentary collection 
and documentary draft acceptance should normally be available based on 
control of the imported goods. The conditions are that they: 1) have an easily 
marketable value, 2) are not perishable, 3) are duly pledged to the bank, and 
4) are kept in a safe and secure place.

It appears however that requests for full cash collateral or other ‘hard’ security 
are fairly common. Reliance on the traded goods documents and assignment 
of transport insurance as security can only be envisaged for routine operations. 
During these, the bank is satisfied with the business operation of its client, the 
reliability of the supplier and quality of the goods imported.

The requests from banks to ensure that import deals be well structured and 
self-liquidating have the advantage of forcing SMEs to minimise risk. This 
provides protection not only to  the banks but to the SMEs as well.

It is not easy to conclude from the visits made to a few banks that they are 
not making sufficient efforts to provide the import trade finance required by 
SMEs through reliance on intrinsic collateral, rather than the usual property 
mortgage or cash cover. This is because each SME has a specific profile and 
risk.

Bankers should be trusted however to provide proper services to their clients 
on a profitable basis. Only competition can force them to improve their services 
in the area of trade finance.
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A positive development is the rapid expansion of bank branches, not only 
within Kenya, but also in the region. This will hopefully result in a more 
competitive market.

On the export side

Advising, confirming and negotiating export LCs is a fairly standard 
procedure. It entails a technical risk for the bank through document analysis, 
and a final risk through the issuing foreign bank. Red Clause LCs are also rarely 
seen in Kenya except for large structured deals, due to their sophistication. 
Confirmation of local or regional banks’ LCs usually has to be guaranteed by 
an international bank.

Negotiating documents under LC, with or without recourse on a sight or 
usance basis, depends on the country risk. Some banks mentioned that they 
would negotiate documents against unconfirmed regional banks’ LCs only on 
a ‘with recourse’ basis.

Pre-shipment finance has to be tailored to the needs and requirements of 
each client. The principle of ‘real’ pre-shipment finance is that the risk lies in:

the existence of a master LC or assigned contract in favour of the client;1. 

the performance ability of the client; and,2. 

as much as possible, the security provided for the goods to be exported.3. 

These goods are possibly kept in ad hoc warehouse facilities with a proper 
pledge of warrant.

Post-shipment finance relies on the discounting of the documents presented 
by the exporter against LC or documents on collection. This is pending payment 
by the buyer at sight or at usance.

The risk for the bank is covered by the LC opening bank commitment. 
Alternatively, in the case of documentary collection, post-shipment finance 
depends on the existence of commercial risk insurance and control of the 
documents.

Similar to post-shipment finance, discount with or without recourse or 
forfeiting of commercial drafts, usually guaranteed by a third party or a 
bank, is available. The risk for the bank depends on the drawee. Some banks 
are even developing invoice discounting with recourse either to domestic 
buyers or foreign buyers, preferably first class names. 

Most of the above operations entail risk through the foreign opening bank. 
In the case of pre-shipment financing, risk also comes from the performance 
ability of the exporter. These operations are therefore opened to the smaller 
banks provided they have the technical expertise to check documents and their 
clients have the ability to perform professionally according to the requirements 
of their buyers.

Other trade finance instruments. During the course of trade, several sorts of 
bonds and guarantees might be requested, such as bid bonds, performance 
bonds and steamship guarantees. Banks readily provide such services; 
however, collateral is required.

Foreign exchange services by the banks appear readily available for the main 
currencies – the US Dollar, Euro and Pound Sterling – against the Kenyan 
Shilling. Term maturities are up to six months. However, these services appear 
not to be marketed towards SMEs due to the limited size of their individual 
requirements in general. 

Financing in foreign currency. The situation is similar to foreign exchange 
services. Foreign currency financing of a foreign currency denominated 
receivable, usually US Dollar or Euro (in the form of pre-shipment or post-
shipment finance), is generally only available for individual amounts above 
Euro 20,000. 

3.2.2 Trade finance services to SMEs, costs and constraints 

 Costs 

Banks in Kenya are required to publish their tariffs and conditions. These are 
also centralised and made available by the Central Bank. Any modification 
should be reported to the CBK.

This regulation has the advantage of discouraging administered pricing. It 
therefore provides a good tool for comparing costs among banks and, more 
importantly, alerting the attention of clients to the numerous charges usually 
collected in trade finance operations.

Although banks are generally considered expensive, this issue remains 
secondary to the search for available funding. This is especially the case for 
traders involved in exceptional deals or for profitable fast growing companies 
desperate for funding.

In both cases, the financing required more closely resembles equity financing 
rather than a commercial credit facility. The situation is somehow different for 
producers in the agricultural or manufacturing sectors, where the working 
capital requirement and trade finance services are of a more permanent 
nature.

The Fresh Produce Exporters Association of Kenya reckons that any financing 
above 8% per annum consumes all the profit of the fresh produce exporter.The 
solution at present comes from informal financing through family or friends.

In most of these cases, the solution could come from Trade Finance operations. 
These are usually of a short term nature, as will be discussed in more detail in 
the following paragraphs.
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The team has reviewed the various bank commission rates as published by the 
Central Bank of Kenya (see Bank charges in Annex 5.6), as well as the recent 
survey by the Central Bank: Comparing and Communicating Bank Charges, 
Presentation of Findings16  and the ranking based on these findings. Naturally, 
the specific risk situation of the borrower and the particular operation under 
consideration must be taken into account. Therefore, fees and commission 
might understandably differ on a case to case basis. 

Recommendation:

Non-Governmental Organisations (NGOs) or the Central Bank  �
should commission a study that will rank banks according to 
the costs of a package of usual trade finance services utilised by 
import/export SMEs. A similar study was recently conducted for 
commonly availed banking services.17 

Constraints18   

Financial capacity of the banks 

The financial capacity of the banks to accommodate the requirements of the 
SMEs for trade finance services does not appear to be limited by funding 
resources, existing refinancing or confirming lines. At least this seems so for 
the larger banks, but might not always be the case for the smaller banks. 

Furthermore, the Central Bank of Kenya’s maximum lending ratio to a single 
client – 25% of bank core capital – is waived for discounts/advances against 
clean documents.

Ability of the banks’ staff

The ability of the banks’ staff and their knowledge of trade finance operations 
seems to be satisfactory in the larger banks’ head offices and main branches. 
However, the rapid expansion of most banks’ branch networks causes a drain 
on the available expertise.

Over the years CARE Canada has received institutional donor funding through its country offices for: 1) microfinance programmes, and 2) the development of 
enterprise models that promote economic opportunity for local communities. Donors rely on CARE to assess exit and business sustainability once grant funding 
comes to an end. The Fund Management team is, on behalf of CARE Canada, providing advisory support to manage a portfolio of such investments. These include 
VegCare, a social enterprise that links smallholder farmers to local and export markets using an aggregation mode. It is now working with 705 farmers who sell 
40 tonnes of vegetables per week. It has increased income for participating farmer families from less than US $300 per year to US $600 to 2000 per year. Farmers 
growing for the export market are provided with training on European gap environmental and social standards.

Box 10: Case Study: Care Kenya

16 Central Bank of Kenya, Bank Charges. Retrieved from http://www.centralbank.go.ke/downloads/bsd/bankcharges/ trackingIndividualCustomer.pdf
17 Central Bank of Kenya, Bank Charges. Retrieved from http://www.centralbank.go.ke/downloads/bsd/bankcharges/ trackingIndividualCustomer.pdf
18 KIPPRA, Special Report No. 1: Legal and Other Constraints on Access to Financial Services in Kenya: Survey Reports. Retrieved from http://www.kippra.org/resources/abstract1.asp?pass=39
19 CARE Enterprises and Partners web site: http://www.care.ca/main/?en&homeSVF

This poses a continuous need to train newly-hired staff members as well as 
bank personnel in smaller branches. To address this problem, a major Kenyan 
bank is constantly training not only its staff in the smaller branches, but at the 
same time, clients in smaller localities.

As previously mentioned, the IFC conducts training on trade finance topics. 
Other providers of such capacity building activities in Kenya are a few NGOs, 
such as the Care Enterprises and Partners19  Organisation, or NakaAgro in the 
fresh produce sector. Unfortunately with more than 150,000 exporters in this 
sector, their impact has been quite limited.

Lack of a widely available export  commercial insurance scheme 

The lack of a widely available export commercial insurance scheme is also 
a major drawback. The bankers, who usually benefit from the insurance 
assignment, are also affected. Although, the African Trade Insurance Agency 
has been in existence for a number of years, it has so far limited its coverage 
to political risk insurance.

Recently, though the agency has started to provide commercial risk insurance. 
For the time being it seems that the ATI’s means – in terms of manpower and, 
more specifically, analyst capacity – are not yet at the level required by the 
regional market it covers. However, such commercial insurance cover is widely 
viewed as a necessary instrument to support a more robust trade finance 
operations.

The legal environment for taking  pledges on moveable assets

A significant constraint similarly arises from the legal environment for pledging 
security, especially for the short term nature of trade finance operations. As 
pointed out earlier, only the Vehicle Registry has so far been computerised 
although there are plans to computerise the Company Registry. Furthermore, 
the Land Registry and the Chattel Registry are likewise not computerised, 
resulting in a lack of efficiency and reliability.
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This becomes especially problematic as far as the Chattel Registry is concerned, 
because pledges are usually of a very short term nature. Therefore, it is of the 
utmost importance that its administration is not only fast and efficient, but 
also cost effective to favour SME banking which have lower individual security 
amounts. 

Apart from this constraint, the costs of securing pledges on moveable assets 
such as inventories, warrants, invoices, contracts, etc. is quite burdensome. 
Even a small security pledge needs to be confirmed by an accredited lawyer, 
and is subject to an ad valorem stamp duty and registry fees. This adds up to 
additional costs for the SME borrower.

There appears to be some grey areas with regard to factoring and invoice 
discounting. These concern the necessity to register such security and apply 
the stamp duty. 

Finally, the lack of efficiency in the judicial system and the heavy backlog of 
cases do not comfort the banks as to the enforceability of the security they 
hold. Nor do these ease their foreclosing, if necessary.

Risk assessment in trade finance for SMEs

The main constraint affecting the provision of trade finance services for SMEs 
comes from the risk as perceived by the banks. Too often banks do not have the 
time to advise their SME clients on improving the structure of trade deals.

Well-structured deals would offer a better risk profile not only for the bank 
but also for the client. It can not be overly emphasized that trade finance is 
normally self-liquidating and provides intrinsic cover due to the control of the 
goods traded. 

There is a problem of potential conflict of interest to be considered when banks 
choose to advise banks. Since they also assess banks risk, they may be biased 
toward a client they have advised. They are both the adviser and the judge 
of the risk acceptability of the proposed financing which may not be entirely 
advisable.

The ultimate SME banker’s dream would be to provide a comprehensive package to qualified medium sized traders in the agricultural sector. This would allow 
them to finance the yearly cycle of production, from the supply and financing of the entrants (seeds, fertilisers, fuel, etc.) and control of the production progress 
to the financing of the harvest costs, possible consolidation of the production and sale to the ultimate buyer. All this would occur on the strength of a Master LC, 
or if possible a red clause Master LC. These would use control of the goods pledged to the bank, through ad hoc warehousing facilities, delegation of insurance 
and proper quality surveyance.

Box 11: The ultimate banker’s dream

In hindsight, some banks are obviously more active than others when it comes 
to understanding and structuring SMEs’ trade finance requirements. 

Recommendation:

Local financial consulting organisations/business service providers  �
should be enticed to support SMEs in improving the trade finance 
structure of their operations. This would limit the SMEs’ risk 
significantly and provide bankable trade finance requests to their 
banks. Support for the costs of such consulting services should 
be designed in a way that remains: 1) transparent, 2) partially 
covers the costs to SMEs, and 3) allows a reasonable remuneration 
of the local consultant. Not allowing fraud is a challenge in the 
design of such a support mechanism. Integration of such support 
mechanisms into the existing SME Solutions Center appears the 
easiest way forward.

The above example of a structured commodity finance deal is fairly common 
for large commodity houses as a means of financing commodity trade. Yet the 
team of consultants believes that such a financing scheme for SMEs is still far 
from being feasible. 

The problem is that it relies excessively on a single small or medium trader 
who must master a number of control functions: delivery of the entrants, 
control of the production process, collection of production and finally delivery. 
And all these must occur under stringent quality norms, time delays and strict 
delivery requirements. 

However, the example shows that the banks could support the traders in 
distinctive phases of the cycle, such as the import and delivery of the entrants, 
or collection, storage and export of production. A number of banks are in fact 
engaged in these operations.
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3.2.3 The specific trade flows of the various sectors and the  
 provision of trade finance

This section looks at the specific trade flows of the various sectors. More 
detailed information on these sectors can be found in Annex 5.3.

The horticulture sector

The horticulture sector is the largest sector in terms of export value, amounting 
to US$ 470 million in 2006. Exports are mostly directed to Europe; more 
specifically, 65% go to Holland, 23% to the UK, 7% to Germany and 5% to 
France. There have been some recent developments towards India, Japan and 
hopefully the USA, thanks to a recent direct flight liaison with North America.

Sales are about 65% through Amsterdam auction houses (exporters commit 
to deliver 100% of their production to the same auction house). The rest are 
through direct sales, either to the main supermarkets under contracts, or to 
importers/wholesalers, usually without contracts. Payments are at maximum 
30 days on open account. The main drawback for the exporters is the advance 
funding of the whole production process, including the high freight charges, 
up front when goods are sold on a C&F basis. This is the norm, mainly in the 
development of new markets.

At this stage, it does not appear that banks are actively trying to finance the 
growers or the consolidators based on structured finance. This could include 
advances in the Euro (the main currency of exports) against a pledge of the 
export contracts, which is duly notified to the buyers and assigns all insurance. 
(This is another case where the existence of an export commercial insurance 
would be a significant improvement. While the main growers are exporting 
directly, the consolidators or traders collect the production from smaller 
farmers for export).

Should there be no contract, as is the case with the auction houses, other 
factors should provide necessary comfort to the bank. These include reliance 
on past history to assume the volumes of trade, the exporter’s commitment to 
channel all its production through the same auction house, and the irrevocable 
assignment of all payments.

The peak season for the import and distribution of fertilisers in Kenya is September/October, when the stock must be available for agricultural producers. This 
implies a very seasonal financing requirement for the importer. One solution provided by a bank has been to import the fertilisers, keeping the goods in its own 
name in a warehouse independently managed and controlled. When the trader has sold some of the merchandise, he deposits the funds collected in a trust 
account in the name of the bank, which then orders the release of the paid goods from the warehouse. This scheme rests on the reliability of the trader and the 
fact that fertilisers are not perishable; they are standard products which are easily disposable in the market in the case of a problem.  However, imports by the 
Government and subsidised sales to farmers at a large discount obviously create havoc in the above scheme.

Box 12: The case of the fertiliser importer

The sector association appears active and professional. It tries to associate with 
banks to raise awareness of the technical aspects of this very specific trade 
flow. However, cooperation could still be made more effective.

The fresh food sector (horticulture is considered separately)

The fresh food sector mostly comprises French beans, Asian vegetables, 
mangos, avocados, passion fruit, etc. This sector is another large contributor 
to Kenyan exports, with a turnover of US$ 240 million in 2006. About 50% 
of goods are exported to Europe and invoiced in Euros through contract sales 
to the main supermarkets and importers/wholesalers. These are made either 
directly by the larger growers or through consolidators.

While the larger foreign buyers buy on open account, the smaller importers 
do open short duration LCs of up to one month generally. The main issue 
as far as trade finance is concerned appears to be the cost of the financing 
provided by the banks. This too often exceeds 8%, the maximum to maintain 
the profitability of the trade for the Kenyan exporter, according to the Fresh 
Produce Exporters Association of Kenya.

It appears that the banks are not heavily involved in the financing of the three 
month production process. Nor do they actively discount export documents in 
Euros, which would reduce the interest cost compared to KSH advances. At the 
same time, it would provide an exchange risk cover against the receivables. Too 
often the banks rely on land collateral, which is a problem for the traders who 
do not have such assets to pledge, but who need financing since they usually 
refinance the small producers from whom they buy.

A number of NGOs try to provide financing to small growers through growers’ 
associations such as Care, ActionAid, and NakaAgro. But they represent a tiny 
fraction of the industry, which is composed of about 150,000 exporters. The 
Savings and Credit Cooperative Associations (SACCOs) have also developed 
their presence through their Front Office Service Activities boutiques (FOSA). 
But they remain too expensive, according to the sector association.
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The tea and coffee sectors 

The tea and coffee sectors are very specific in their organisation. They are mostly 
large estates, with only a fraction of the sector consisting of small growers. 
However, the sectors represent significant export volumes, amounting to US$ 
600 million in 2006. Tea is the second largest Kenyan export. 

For the last few years, these sectors have been going through a significant 
liberalisation programme. The private sector has been encouraged to take a 
bigger share of trade away from the traditional National Trade boards.

The due diligence study of the emerging characteristics of private trade 
concluded that these changes should offer the opportunity for banks to get 
involved in offering trade finance operations to the various stakeholders in this 
sector.  

Other production in the agricultural sector

During the study, a favourable development was noted. This was in the 
provision of financing facilities by certain banks for the storage of wheat, 
maize or other harvests in acceptable warehouses, which allowed the farmers 
to choose the proper timing to sell their harvest.

This kind of financing, which is close to the requirements of the exporters or 
consolidators, moves away from the administered treatment of agricultural 
production and towards the empowerment of individual producers.

The manufacturing sector

The manufacturing sector in Kenya is composed of a number of small and 
medium companies supplying the local market. But these are also involved in 
significant trade activities, importing equipment and other components while 
exporting to the region. 

The main sub-sectors are as follows:

Food and beverages: the largest sector as far as manufacturing is  �
concerned

Plastics and synthetics: a vibrant and dynamic sector, which has however  �
recently suffered due to a large import of plastic bags

Chemical products �

Metal and alloys �

Leather and footwear, facing some difficulties concerning quality issues �

Textile and clothing, still suffering from the disappearance of the Multi  �
Fibre Agreement, and concentrated in the Export Processing Zones

Wood and furniture �

Paper and cardboard �

Motor vehicles, subject to significant cash and cross-border trade  �

(importing second hand vehicles from Asia and re-exporting them to 
the region).

Building and construction �

The main constraint to trade finance for manufacturers, according to their 
association, comes from the small size of their individual finance requirements. 
The Banking sector is not attracted to these small transactions.

However, this is an area where standard trade finance operations could be 
offered to the manufacturers. An example is post-import finance based on the 
control of goods in well managed and safe warehouses under the supervision 
of a collateral manager. 

The inventory is released piecemeal to the importer, according to its needs, 
after payment. The warrants are in the name of the bank (impact on their 
balance sheet) or of the importer, and are pledged to the bank.

In the context of fast growing regional exports, the banks face certain 
challenges in providing competitive export finance to the manufacturers. These 
challenges include: the small amount of individual trade; the importance of the 
cash cross-border trade in such goods; the development of mobile phone fund 
transfers, which will probably become international soon; and the absence of 
readily available commercial export insurance.

Merchandise and commodity traders

Traders are not represented by a sectoral association, but their importance is 
growing fast. In 2006 imports grew 30% in value, compared to 13% growth 
for exports. 

Traders could make greater use of trade finance operations and structured 
deals, since they generally have a small net worth compared to the operations 
they handle. They usually have access to the most sophisticated products such 
as transferable LCs, back to back operations or possibly red clause LCs, and 
pre- and post-shipment funding based on security for the underlying goods 
or commodities.

The main drawback for finance in this respect seems to be the lack of confidence 
and mutual trust between the banks and their clients. This mistrust arose from a 
number of fraud cases in the past involving, for example, the imports of cement 
disguised as sugar, the diversion of funding away from contracted obligations, 
and the import of substandard or fake goods.
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Other areas of uncertainty both for the traders and their bankers arise from 
disruptions to the market caused by the large involvement of Government 
subsidised imports. An example is the distribution of fertilisers, which puts 
the private traders at risk. Finally, an area worth exploring is the Procurement 
of Government orders (a significant part of which, consists of imported 
equipment) which could be supplied by SMEs. A problem in considering 
finance in such cases arises from the size of the Local Purchase Order (LPO), in 
comparison with the net worth of the SME supplier.

SMEs face difficulty securing the required bid bond and performance 
bonds, which usually represents 5 - 10% of the contract. Banks should 
explore solutions to develop the provision of back to back performance 
bonds. These would be based on a ‘master’ performance bond from 
the foreign supplier and, if the contract is for Delivery Duty Paid (DDP), 
eventual pre-financing of the importer charges at the port of delivery. 
 

Recommendation:

The Bankers Association should commission sector studies  �
in cooperation with the various Business Associations, Credit 
Reference Bureaus and the Export Promotion Council. These 
studies would: 1) assess the financial characteristics of SMEs in the 
various sectors involved in trade, and 2) analyse their trade finance 
requirements and their performance on a historical basis.

  

Recommendation: 

Review the possibility of designing specific favourable requirements  �
to allow SMEs to be involved in tenders for the Government. This 
would facilitate their participation in the sourcing of goods and 
equipment from the international markets. The requirements 
should rely on the above quoted study by the Kenya Institute for 
Public Policy Research and Analysis (KIPPRA): Supporting MSEs to 
Access Public Procurement Market in Kenya, DP/65/2006, as well 
as on the GrowthFin 2007 study: Operations of Procurement and 
Supply in Kenya. 

Government purchases represent a sizable amount of imported goods and equipment. A special regulation already favours local companies for procurements 
below $800,000, giving a 15% price preference to local companies. But it is still difficult for SMEs to take advantage of this preference when they have to secure 
the required financing to tender for these contracts. The main difficulty is the posting of Performance bonds, which are usually for 10% of the contract, and for 
which banks usually require full coverage. A comprehensive study of the matter was prepared in 2006 to address this issue: Supporting MSEs to Access the Public 
Procurement Market in Kenya, DP/65/2006, by the Kenya Institute for Public Policy Research and Analysis. Its main conclusion, as far as financing is concerned, 
proposes the establishment of a guarantee fund which would screen the tendering SMEs according to their financial strength. The fund would also adapt the 
tender security guarantee requirement according to the risks.

Box 13: The special case of Public procurement

3.2.4 Constraints to SME Trade Finance

This chapter provides an analysis of: 

the trade finance requirements of SMEs in Kenya, and 1. 

the reasons for any gaps and constraints in the provision of such 2. 
services.

SMEs in Kenya face the same general difficulties as SMEs all over the world. 
Their limited capitalisation is a particular problem, in addition to their limited 
management capacity, technical skills and market awareness.

A lack of understanding of the trade finance instruments

A few SMEs, notably in the trade sector, are familiar with international trade 
tools. Yet the vast majority of the small and medium companies lack financial 
expertise, and trade finance expertise in particular. This is definitely a drawback 
in building trust and understanding between the SMEs and their banks.

Recommendation:

The various business associations should step up the organisation  �
of training seminars for SME staff. Partial funding for such seminars 
could be sourced from various donors. The relevant accredited 
trainers/training institutions, together with the business 
associations, should be the driving force behind the organisation 
of such seminars. This would be based on access to donor funding 
programmes for delivering such capacity building workshops. The 
SME Solutions Center is probably the proper venue to promote 
such a scheme.
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SME limited capitalisation

Most SME managers do not grasp the reasons for the reluctance of banks to 
finance the trade finance deals that they consider very favourable. Banks are 
set up to protect their depositors money and do not take the same risks as the 
businesses they fund.

Risk Capital Funds could be encouraged to provide services to consolidate the 
SMEs’ net worth. This could occur either through capital increase or through 
provision of specific subordinated loans with a profit participation agreement.

A handful of companies specialising in this area exist in Kenya, such as Grofin20  
(a private fund management company with a regional network), Enablis21  
(a group favouring economic growth in emerging countries, with another 
office in South Africa) or the additional services provided by the IFC under its 
Business Partner Programme. 

A gym in the Nairobi area wanted to purchase a sophisticated exercise machine manufactured in the USA. The company’s bank was ready to finance up to 90% 
of the cost of the acquisition over three years, at an interest rate of about 19% p.a. The client decided to purchase the equipment directly from the US provider to 
avoid the middleman charges representing about 40% of the price. Unfortunately, out of a lack of knowledge, he contracted to purchase the machine against an 
advance payment. He was not aware of the possibility of opening an LC in favour of the supplier, which his banker would have been prepared to open without 
collateral (since it had already agreed to grant post-shipment term finance pledged on the equipment). The upfront payment to the supplier resulted in late 
delivery of the equipment, since the supplier, having been paid, was in no hurry to dispatch the machine. This resulted in great cost to the Kenyan importer, who 
had his funds frozen for six months and missed business opportunities. An LC opening would have induced the exporter to speed up delivery, as he would have 
been paid by the bank upon presentation of the export documents.

A former manager of a small supermarket decided in 2000 to start his own business based on the idea that customers were interested in honey, which was mostly 
imported at the time. He started from his own small premises, buying 100kg of honey from the countryside and packaging it in an artisan way with computer 
printed stickers. The business has now grown to a US$ 200,000 yearly turnover, with 90% of the honey imported from Tanzania. Through personal contacts, the 
entrepreneur has recently received orders for the export of US$ 198,000 worth of dried Macadamia nuts (about 20 shipping containers) to Japan and Hong Kong. 
The company is at pains to finance this export. 

According to the entrepreneur, Chinese traders have recently sourced the nuts directly from the producers for export to Asia. They are competing strongly with local 
traders who do not have the financial backing to compete. The trader blames the banks for not supporting his endeavour, while the project thinks that there is a 
misunderstanding: the commercial banks cannot back up such a relatively important development, which implies a significant performance risk in a new area 
for a small company.

The real support should come from a financial partner who could take part of the entrepreneurial risk and help structure the deal in an acceptable way. For 
example, this partner could negotiate with the buyer for a revolving contract allowing partial shipments. This would limit the overall risks. Also, the exporter could 
either secure export insurance covering the commercial and political risk of the buyer, which ATI would be prepared to consider, or secure a confirmed LC. In either 
case, the bank will take a performance risk on the exporter in granting the required pre- and post-shipment financing.

Box 15: Case study: Macadamia nuts exporter

Box 14: Case Study – Gym equipment

20 Grofin web site: www.grofin.com
21 Enablis web site: www.enablis.com

The main targets of these investors are SMEs with high growth potential and a 
need for investment finance support.

These companies have good relationships with banks. They can help provide 
not only the required entrepreneurial funding, but also the necessary counsel 
to structure the proposed trade finance operations.

Recommendation:

Banks should work with SME risk capital funds to provide growing  �
SMEs with a combination of trade finance and longer term 
capital.

A lack of transparency

The absence of credible financial records is a universal characteristic of the 
SME sector in emerging economies. The situation is exacerbated in Kenya for 
SMEs involved in the growing regional trade. A significant part of this trade is 
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conducted through cross-border cash transactions, which often are not properly 
recorded in the companies’ accounts. This practice might be aggravated when 
the mobile phone money transfer technique is available regionally. Companies 
could thereby avoid Telegraphic Transfer (TT) bank channels, while the banks 
would be blinded as to the flow of funds, and therefore the volume of business, 
handled by their clients.

3.2.5    Strengths and weaknesses in trade finance for SMEs

The following is a summary of the main factors affecting the provision of trade 
finance services to Kenyan SMEs: 

Strengths

Kenya’s accession to the COMESA and EAC common markets, indicative  �
of ambitious plans for better economic integration,

Kenya’s geographical setting, with the benefit of a large port and the  �
possibility to serve the transport needs of landlocked neighbours,

Growing trade exchanges within Africa and with the rest of the world, �

A dynamic, growing, liquid and financially sound private banking sector,  �
whose main banks have recognised the importance of SME banking for 
their future expansion,

The regional expansion of the main banks’ networks in the region; they  �
intend to tap into the growing and significant regional trade flows still 
conducted on a primitive cash basis,

Efficient quality and quantity surveyors, as well as a number of well  �
managed warehouses, 

The African Trade Insurance Agency, based in Nairobi, which provides  �
political risk cover and will in due course provide commercial risk 
insurance on export receivables,

A capable environment for trade, such as reputable insurance companies,  �
transport and freight forwarders,

The Export Promotion Council, which supports the development and  �
diversification of Kenyan exports,

Important export sectors targeting Europe, the Middle East and Africa, as  �
well as dynamic traders serving the neighbouring countries.

Weaknesses

A number of small banks which lack the size, capacity and ability to offer  �
efficient trade finance services to their mostly small corporate clients,

The culture permeating the banking sector is one of financing SMEs  �
supported by cash or property collateral. Limited from cash flow risk 
analysis or structured trade finance,

The delays and costs of pledging security on moveable assets, as most of  �
the existing registries are not computerised,

The difficulties for creditors or pledge holders in having their rights  �
enforced expeditiously through the judicial system,

The limited capitalisation of SMEs in general and their lack of managerial  �
capacity in terms of international trade finance,

The lack of a Credit Bureau system to facilitate the assessment of SME risks;  �
however this is soon to be made available following the amendment of 
the legislation,

Weak business associations which lack the financial means to service  �
their members’ needs and promote their interests, especially with respect 
to their trade finance requirements,

Limited provision of commercial risk insurance by the African Trade  �
Insurance Agency, through lack of manpower.

The prevailing attitudes among SME credit players towards trade finance 
for their SME clients. Through visits to a number of banks and stakeholders 
involved in trade finance operations in Kenya, it is possible to draw a picture of 
the various credit players’ attitudes towards trade finance services for SMEs.

All the banks visited confirmed that their strategy was to support active 
involvement with the SME sector and a commitment to develop trade 
finance operations. Most have adapted their internal organisation to reflect 
such a strategy, through the creation of separate SME banking departments.
The general network expansion policy of most of the banks confirms their 
willingness to enter the SME market through the opening of branches in the 
country’s six or seven main cities. Furthermore, the regional expansion of most 
banks, through the opening of branches in the surrounding countries, confirms 
their appetite for involvement in the growing regional trade. This is mostly in 
the hands of micro, small and medium entities.

However, it appears that the larger banks are conservative in their approach to 
trade finance operations. This is despite the self-liquidating characteristics of the 
operations and the underlying security. The smaller banks seem more involved 
with their clients. They have a closer relationship and try to understand fully 
their SME clients’ operation, assess their integrity and build trust. It is likely that, 
over time, competition among banks will be the driving force to ensure that the 
SMEs are well served by their bankers. Bankers will then devote sufficient time to 
understanding the intricacies of their SME clients’ business. 

Recommendation:

To stimulate competition, the development of awards is  �
recommended. Awards could be given to the best trade finance 
banks, or to the 10, 20 or 30 best SMEs identified in each sector. 
This would raise the banks’ awareness of the performing SMEs, and 
would help SMEs to identify the most active banks in the trade 
finance area.
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A number of measures should be implemented to facilitate the provision of 
trade finance facilities to SMEs in Kenya. The recommendations below have 
been listed by type of improvement for the Kenyan trade finance environment, 
and have been classified by responsible core implementing entity in the 
following matrix. In the matrix, the cost and ease of implementation of these 
recommendations, as well as their importance, have been rated.

4.1 Raising the technical capacity and awareness of the  
 various stakeholders involved in trade finance   
 operations 

Raising the capacity and awareness of the bankers

Trade finance seminars and workshops should be developed, as is done by 
the IFC throughout the region, to increase the expertise in handling rather 
sophisticated finance instruments. This should take into account the fact that 
the banks are rapidly expanding their networks and recruiting a number of 
new employees who need to be trained.

However, to increase the impact and make such training more widespread, 
the IFC should systematically invite local trainers and training institutions to 
participate in these seminars. 

This would increase the capacity of trainers to relay and expand such 
specialised training, not only for bank staff but also for SME managers. The 
implementation of a Training of Trainers component would be a effective tool 
in the dissemination of the needed expertise.

Develop the capacity of SMEs and SME associations

The SMEs’ familiarity with trade finance instruments should be increased 
through the organisation of workshops. The delivery of the presentations 
should be organised in close cooperation with the various sector associations, 
including at least one bank. It might be that the SME Solutions Center (SSC) 
would be the appropriate body to promote and control such a scheme. 

To ensure that the workshops are dynamically developed, a number of 
trainers and training institutions should be accredited. They would have the 
responsibility to promote, organise and deliver such seminars in cooperation 
with the association. One such company met by the team of consultants 
was Metropol East Africa Ltd, a member of GCR, the Global Credit Rating Co. 
See the web site: http://www.globalratings.net/default.php

The cost of the workshops should be supported initially by the SSC, with a 
portion of the cost paid by the association and possibly some financial support 
from the associated bank. The fact that the trainers are the promoters of such 

 22 Based on the Central Bank of Kenya publication of the banks’ tariffs and the recent study: Comparing and Communicating Bank Charges, Presentation of Findings.

Chapter 4

RECOMMENDATIONS
seminars, with a vested interest in the fees that they receive, should ensure 
the dissemination of expertise in the country. This is conditional on the SSC 
putting a strict control in place.

Develop the understanding of the various economic sectors by the 
banks

Banks should be encouraged to become active associate members of the 
various business associations. They would then contribute to the dissemination 
of knowledge about trade finance products, and be immersed in  the specifics 
of each sector’s trade characteristics.

Joint participation in sector focussed workshops or seminars, as mentioned 
above, should contribute to this objective. Some banks have promoted the 
development of business clubs and the organisation of business trips for their 
clients.

Business associations should ensure that they invite bankers on the business 
trips they organise. This would improve the understanding of the sector’s 
trade finance requirements as well as create networking opportunities for 
both parties.

Develop the awareness of banks as to the importance of SMEs in 
the various economic sectors

There already exists an annual ‘Best SME Bank Award’ in Kenya, as well as a 
best 100 SMEs ranking, promoted by the Business Daily in cooperation with 
KPMG. The various business associations should be encouraged to organise 
similar contests for the 10, 20, or 30 best SMEs, or best SME exporters, for 
each sector.

This would raise the visibility of the stronger performers among the members. 
It would also attract the bankers’ attention. Similarly, an award for the best 
trade finance bank in Kenya and/or the most cost effective22  bank with regard 
to trade finance could be organised.

This would again draw the attention of the banking community to the 
importance of trade finance for SMEs, as well as raise the level of competition 
among banks in targetting SMEs. The FSD should be the promoting institution 
to get the private sector to organise such a scheme.
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Develop the banks’ awareness of the intrinsically secure and self-
liquidating nature of trade finance

The Central Bank of Kenya should obtain the co-operation of the banks to 
segment Non-Performing Loan recordings. They would thus be able to offer 
a more precise analysis of the difficulties faced by the banks, according to the 
type of borrowers, the sectors, or – as far as this report is concerned – the 
type of financing. Trade finance operations should appear less risky than other 
financing instruments such as a secured overdraft. The Central Bank of Kenya is 
already working on this issue with the collaboration of the banks.

4.2 Raising the banks’ financial capacity to deliver trade  
 finance support to their clients

Increased bank equity

As already initiated by the Ministry of Finance, banks are required to increase 
their core capital substantially, from KSH 250 million at present to KSH 1 billion 
by 2010. This is a step in the right direction towards strengthening the banks. 
It will help increase appreciation of the correspondent banks involved in the 
confirmation of their trade finance operations.

IFC’s Global Trade Finance Facility

It is also recommended that the IFC continue to promote its Global Trade 
Finance Facility with issuing banks in Kenya. This will increase these banks’ 
capacity to issue import LCs at a reasonable cost.

Such a facility should not be offered only to smaller banks. The larger banks 
should realise the impact of this facility on enlarging their counterparts’ 
country risk limits. 

Eventually, if Kenya wants to promote its status as a financial hub for the region, 
the local banks with spare capacity in their confirming lines could even consider 
relaying regional banks’ LCs in favour of international suppliers. The MoF, with 
the support of the IFC, should be the promoter of this development.

4.3  Improve the efficiency and reliability of collateral and  
 collateral management

Computerise the registries involved with companies and security

Trade finance relies heavily on securities based on the goods traded and various 
receivables of a short term nature. Therefore, the efficiency, reliability and cost 
of securing chattels are of primary importance.

It is therefore recommended that computerisation of the various registrars 
be made a priority. The Ministry of Finance and the Ministry of Justice 

23 One such company met by the team of consultants was Metropol East Africa Ltd, a member of GCR, the Global Credit Rating Co. See the web site: http://www.globalratings.net/default.php

and Constitutional Affairs, with the support of the Financial and Legal 
Sector Technical Assistance Project, are aware and are spearheading such 
developments.

Simplification and clarification of the legality of pledges

Due to the rapid turnaround of trade finance transactions taking pledges on 
moveable assets should be simplified as much as possible to reduce delays 
and costs. This is especially important for the smaller amounts typical of SME 
finance.Issues related to stamp duty, the need for attorney involvement in 
pledges, status of a pledged invoice all need to be clarified in this simplification 
process. 

What is the status of invoice discounting and factoring as far as a pledge 
is concerned? Should it be considered a pledge on an invoice, a sale or an 
assignment of a contract? These questions should be clarified and resolved in 
a manner beneficial to SMEs.

A study should be commissioned to review the existing ‘security’ legal 
framework. This framework appears comprehensive, but it is fragmented and 
in need of modernisation, updating and regrouping under one single legal act. 
The Ministry of Finance and the Ministry of Justice and Constitutional Affairs, 
with the support of FALSTAP, should initiate such reviews.

4.4 Improve the availability of commercial export insurance

The African Trade Insurance Agency’s export commercial risk 
insurance

While the African Trade Insurance Agency has been in existence for a number 
of years, its capacity to issue commercial risk insurance appears limited by its 
available manpower. It is recommended that this organisation actively research 
the possibility of forming some sort of association with private insurance 
companies or Credit rating companies23  involved in the region. Together they 
could explore possible co-operation/sub-contracting arrangements which 
would expand its capacity.

The private insurance sector’s involvement with export insurance

The FSD should also encourage the insurance companies in the region to 
examine the feasibility of organising export commercial risk cover. As well, the 
companies should be encouraged to open the market to healthy competition 
alongside the ATI.

A description of such services granted in developed markets, as well as the 
names of the major companies involved in this specific area, can be reviewed 
on a major insurance broker’s website: http://www.exportinsurance.com/



SME TRADE FINANCE – REVIEW OF FACILITIES AVAILABLE IN KENYA  •  29 

Improve banks’ and SMEs’ awareness of the existence and 
availability of export commercial insurance

When commercial export risk insurance is readily available, the ATI and the 
SME Solutions Center should endorse the concept to the banks and SMEs 
through promotion campaigns.

Improve the banks’ involvement with trade finance operations

Understanding regional trade

A significant and growing amount of trade is directed to the EAC and COMESA 
region. This involves a large amount of cash cross-border trade which is not 
channelled through the banking system. Banks should conduct a study 
to analyze the reasons and understand the characteristics behind such 
transactions. The goal would be to harness these trade flows which are of 
interest to a number of banks which are developing their regional network. 

Furthermore, mobile phone money transfers, already significant domestically in 
Kenya, will soon expand regionally. The cross-border trade flows will therefore 
be embedded out of the banking sector. The Kenya Bankers association, 
possibly in conjunction with other bankers associations in the region, should 
commission a study on this area.

Segmenting the market and adapting the banks’ internal 
organisation

A number of banks have already organised their corporate departments 
to provide specialised services to SME clients. Some even segment small 
companies from medium companies. Such segmentation should have the 
added advantage of allowing bank staff to be much closer to their clients. This 
is one of the key factors in effective SME banking, and even more so for trade 
finance operations.

Other recommendations:

Promote the involvement of accredited consultants to assist SMEs in structuring 
their financial requests in a bankable manner.

As observed during the mission, a number of SMEs do not understand the 
differences between: 1) acceptable commercial risk taking by a commercial 
bank, and 2) the funding required to complete a commercial deal with 
insufficient security or poorly structured operations. To protect the SMEs and to 
ensure that the banks will finance the proposed operations, consultants should 
be identified to support such SMEs.

Accredited consultants should be encouraged to assist SMEs on the basis of an 
approved contract between the two parties. This contract would be according 
to an acceptable fee structure on the basis of a success fee. The proposed 
support would be vetted by the promoting institution, which could be the 
SME Solutions Center.

Promote the creation of an association of capital/equity 
investors

Generally, SMEs have difficulties in understanding the restrictions of 
commercial banks on large transactions or risky investments. These imply 
an entrepreneurial type of risk, with the related possible rewards usually 
not accessible by the supporting commercial banks. This situation gives rise 
to resentment of the commercial banks’ treatment of the SME’s financing 
requests.

Kenyan institutions offering capital/equity/loans with a profit sharing 
agreement should be promoted, at least through increased awareness of fast 
growing SMEs. The creation of a sector association for such capital investing 
institutions should be promoted. This would possibly be following the 
organisation of a regional symposium of such institutions. The FSD could be 
the promoter of such a development in the initial stages.

Favourable treatment of SMEs in the Government procurement 
system

The Government is a significant buyer of imported equipment and other goods 
which could be supplied by SME importers, provided they are able to source 
the required financing. This would thereby help the sector to grow.

This issue is not simple, and the team of consultants would like to refer to 
two recent studies: 1) the KIPPRA’s Supporting MSEs to Access the Public 
Procurement Market in Kenya; DP/65/2006, and 2) the GrowthFin 2007 
work Operations of Procurement and Supply in Kenya which should provide the 
basis for improved SME access to Government procurement
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Lead 
Institution

Proposed action Objective
Importance/

urgency24

Feasibility and 
financial cost25

The Bankers 
Association 
& the Banks

Review and analyse the reasons behind the large 
amount of cash cross-border trade operations. Identify 
actions to encourage traders to use safer channels. 

Facilitate payment security and the movement of 
goods, and promote official transactions. These will 
contribute to the development of the formal sector.

*** *****

Review the evolution of the banks’ trade finance 
operations by economic sector and by export market. 
This will help identify the trends and characteristics 
of these operations, and help the banks to meet the 
evolving requirements. 

Facilitate the banks’ appreciation of the trade 
finance requirements and trends in the market. This 
will focus attention on the trade finance needs of 
the SMEs.

*** *****

The banks should segment their SME clientele into 
homogenous categories whenever possible. They could 
assign different teams to service the various segments,  
to avoid the smaller companies in larger segments not 
being serviced adequately.

Facilitate the design of specific banking products 
in line with the requirements of each segment of 
the clientele. Provide the adequate manpower and 
expertise.

** **

Commission sector studies in cooperation with the 
various Business Associations, Credit Reference Bureaus 
and the Export Promotion Council. These studies would: 
1) assess the financial characteristics of SMEs in the 
various sectors, and 2) analyse their trade finance 
requirements and their performance on a historical 
basis.

Facilitate transparency of SME performance in the 
various sectors involved with international trade. 
This would allow for improved credit facilities

**** ****

The Central Bank 
of Kenya

Organise and publish the segmentation of Non-
Performing Loans statistics on a clientele basis, by 
Corporate/SMEs/sectors as well as by type of credit risk 
involved. This will draw the banks’ attention towards the 
relative risks of various types of commitments, including 
trade finance instruments.

Draw the banks’ attention towards the risk 
weighting of the various sectors and financial 
instruments, including trade finance services.

** ****

NGOs involved in 
the improvement 
of the financial 
environment 
for SME trade 
Finance, such as 
the Kenya Gatsby 
Trust Foundation.

Annual awards should be granted to the best trade 
finance banking institutions in Kenya. This will draw 
the attention of the banking sector to these important 
financing instruments. Similarly, an award for the most 
cost effective bank in Kenya, as far as trade finance is 
concerned, would draw attention to the cost of bank 
services.

Draw the attention and awareness of SMEs to the 
best banks for the provision of trade finance services 
on a cost effective basis.

***** *****

The SME 
Associations

The various Associations organising business trips 
for their members should invite the participation of 
bankers. Eventually banks’ sponsorship of the trips 
should be encouraged. This would facilitate networking 
between the banks and the participants, as well as 
provide opportunities for trade finance support to the 
participants.

Facilitate contacts between SMEs active in 
international trade active and interested banks. 
Meanwhile, provide on the spot support for 
the potential deals being negotiated by the 
participants.

*** *****

24   On a scale from * to *****, the most favourable, cheapest and easiest to implement being *****. 
25   On a scale from * to *****, the most favourable, cheapest and easiest to implement being *****.
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Lead Institution Proposed action Objective
Importance/

urgency24

Feasibility and 
financial cost25

Aggressively expanding SMEs and banks should be 
made more aware of the existence of and services 
offered by capital investment funds targeting high 
growth SMEs. Such funds would accompany their 
financing requirements, which more often than not 
complement the required trade finance operations 
offered by the commercial banks.

Facilitate the growth and financial requirements of 
aggressively expanding SMEs, as a complement to 
the commercial bank facilities.

*** *****

SME associations should organise contests to identify 
the best SMEs in their sector. These SMEs would be 
granted awards to draw the bankers’ attention to the 
best members and encourage competition among the 
companies.

***** *****

The SME Solutions 
Center, 

Organise training seminars for SME staff in conjunction 
with relevant accredited trainers/training institutions. 
The trainers should be the driving force behind such 
seminars, which would be based on donor funding 
programmes for delivering such capacity building 
workshops. 

Promote ability among SME managers and staff 
with regard to trade finance and trade finance 
services by banks. 

*** ****

SME Business 
Associations,  
Trainers and 
Training 
Institutions

In due course, when the commercial risk insurance cover 
becomes fully operational, raise the awareness of banks 
and SMEs of the insurance facilities.

Raise the SMEs’ capacity to cover the risks on the 
export receivables to be possibly pledged to their 
banks.

* *****

The African Trade 
Insurance Agency, 
supported by the 
FSD

There is a lack of manpower to analyse the numerous 
risks implied by commercial risk insurance. To 
compensate for this, the ATI should consider entering 
into ad hoc agreements with various insurance 
companies and/or credit rating companies in the main 
countries where its commercial risk cover is required. It 
could thus harness the private sector ability to analyse 
and rate/share individual commercial risks. 

Facilitate the processing of risk analysis on buyers 
in the region, thereby accelerating the provision of 
commercial export risk cover.

*** **

Promote a feasibility study on the provision of regional 
export commercial insurance by the private sector to 
complement ATI.

Facilitate risk taking by Kenyan exporters and their 
refinancing by commercial banks.

**** ****

The Ministry 
of Justice & 
Constitutional 
Affairs

Computerise the Land Registry, the Company Registry 
and the Chattel Registry.

Facilitate the registration of pledges and 
information sharing among the stakeholders, 
including the soon to be authorised Credit Bureaus.

***** **

Modify the regulation pertaining to the taking of small 
and simple pledges on moveable assets. This should 
not be subject to compulsory individual treatment by 
accredited lawyers, but left to the responsibility of the 
contracting parties.

Reduce the time and cost of taking simple pledges 
to facilitate the granting of collateral by SMEs.

***** **
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Lead Institution Proposed action Objective
Importance/

urgency24

Feasibility and 
financial cost25

The Ministry of 
Finance

Ensure that the coming modification of the 
legal environment for Asset Backed security is 
designed to facilitate the development of: 1) 
domestic and international factoring, and 2) 
invoice discounting. 

Facilitate the creation and operation of factoring 
companies and invoice discounting operations.

*** *****

The Ministry of 
Finance & The 
Government 
Procurement Office

Review the possibility of designing specific 
favourable requirements for SMEs supplying 
tenders for the Government, among others. This 
would facilitate their involvement in the sourcing 
of goods and equipment from the international 
markets, along the lines developed in: 1) the 
KIPPRA study Supporting MSEs to Access Public 
Procurement Market in Kenya, DP/65/2006, 
and 2) the GrowthFin 2007 study Operations of 
Procurement and Supply in Kenya.

Facilitate the involvement of SMEs in the 
procurement of goods and equipment by the 
Kenyan Government. Especially important are the 
heavy financial requirements for SME suppliers 
linked to international imports.

** ***

The SME Solutions 
Center

Design a mechanism to support local financial 
Consulting Organisations/Business Service 
Providers that advise SMEs on the trade finance 
structure of their operations.  This should limit 
their risk significantly and provide bankable 
trade finance requests to their bank. Support for 
the costs of such services should be designed in 
a way that: 1) remains transparent, 2) partially 
covers the costs to SMEs, and 3) allows a 
reasonable remuneration for the local consultant, 
while avoiding concessions and fraud. Such 
support should be based on a partial success fee.

Facilitate the financing of SMEs with international 
trade potential.

*** ***

The IFC

Training support should be made available to 
smaller banks to encourage them to train their 
staff in finance operations. To avoid loss of trained 
staff, programmes should include a clause 
restricting staff resignation after having received 
such training. 

Improve the smaller banks’ capacity to offer trade 
service finance to their clients, which happen to 
be mostly SMEs

*** ****

Invite local Financial Training Institutions, as well 
as potential trade finance trainers, to attend the 
trade finance seminars organised by the IFC. 
This will improve the local training institutions’ 
capacity and support their taking over the 
dissemination of such seminars.

Through dissemination of expertise in the field 
of trade finance operations, improve the general 
ability and capacity of: 1) the training institutes, 
2) the trainers, and 3) (indirectly) the business 
community through dissemination of expertise.

*** *****
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1.   Persons met 

Organisation/Individual Name and Function

Financial Sector Deepening, Kenya James KASHANGAKI, Head of GrowthFin

J.M.Mantle Michael MITHIKA, Director

Credit Reference Bureau Africa Ltd Wachira NDEGE, Group Operations Director

African Banking Corporation Ltd
Joe KIRIGA, Head of Business Banking

Samuel NJUGUNA, Manager Trade Services & International Payments

Bank Of Africa Samuel Maina KARIUKU, Head of Trade Finance

Export Promotion Council 
Centre for Business Information in Kenya

Georges ODIPO, Economist, Research and Planning

Kenneth MURIMI, Research and Planning

SME Solutions Center
Kiragu MAINA, Programme Manager

Mrs NKATHA, Officer

Business Partners International Kenya Ltd Sally GITONGA, Chief Investment Officer

African Trade Insurance Agency Albert RWEYEMAMU, Underwriter

Standard Chartered Bank Ben MKALAMA, General Manager, SME Banking

Fina Bank
Frank GRIFFITHS, Group Chief Executive

Susan NDIRITU SITUNA, Relationship Manager, SME Banking

International Finance Corporation
Manuel MOSES, Global Financial Markets Dept.

Catherine MIRITI, Global Financial Markets Dept.

Green Forest Food Ltd Athanas MATHEKA, General Manager

Kenya Commercial Bank Elijah MWANGI, Corporate Banking

Fresh Produce Exporters Association of Kenya Dr Stephen MBITHI MWIKYA, Chief Executive

Ministry of Trade, Private Sector Development Strategy Raphael G. MWAI, Programme Co-ordinator

Kenya Flower Council Jane NGIGE, Chief Executive Officer

Strategic Business Adviser John KASHANGAKI

Mitchell Cotts Freight Kenya Ltd Edwin GITONGA, Business Development Manager

AIG Kenya Insurance Co. Ltd Japh OLENDE, Managing Director

Commercial Bank of Africa
Pankaj KANSARA, Head of SME

Patrick GICHUHI, Head of Business Banking

Kenya Manufacturers Association

Moses KIAMBUTHI, Executive Officer

Lilian ODHEK, Asst. Executive Officer

Josephine NGUGI, Asst. Executive Officer

Lawyer Ben MUSSAU, Lawyer

ANNEXES
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Organisation/Individual Name and Function

Central Bank of Kenya

Cassian NYANJWA, Assistant Director, Banking Supervision Director

Daniel TALLAM, Manager, Banking Supervision Dept.

Peter GIKANG’A, Asst. Manager, Bank Supervision Dept.

KNET Flowers Mike KING’ORI, Director, Marketing and Operations

Ministry of Labour and Human Resources Development, Department of MSE Development 
Dishon M. NJERE, Director

Aloys OJIAMBO, Deputy Director

Kenya Industrial Estates Ltd J.O. OBIERO, Lending and Special Projects Manager

Kenya National Federation of Jula Kali Associations Richard N. MUTETI, Chief Executive

Kenya Private Sector Alliance G.C. WANGIMA, Sector Representative

CFC Stanbic Bank
Evans VITISIA, Head of Business and Executive Banking

Jacky GIKUBU, Head of Trade

Suluhisho Fitness Barrack OMONDI, Fitness Consultant

InvesteQ Capital Dan AWENDO, Chief Executive

Kenya Bankers Association J.K.WANYELA, Executive Director

Ministry of Finance, Financial and Legal Sector Technical Assistance Project (FALSTAP)– 
Project Implementation Unit

Jared GETENGA, Financial Specialist

Equity Bank
Gasper JUMWA, Trade Finance Manager

James MBOGO, Asst. Trade Finance Manager

e-Kazi Consulting Owino MAGANA,
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Agriculture is the main engine of the economic growth of Kenya. Presently it 
directly contributes 26% of the GDP and indirectly a further 27% through links 
with other sectors. It accounts for 80% of rural employment, 60% of export 
earnings and 45% of annual government revenue.

Currently the Government is revitalising the agricultural sector into a more 
commercially oriented and competitive sector capable of attracting private 
investment and international markets. The revitalisation will also target 
industrial crops such as cotton, sisal, pyrethrum, etc.

The horticultural sector

Horticulture has continued to be one of the fastest growing sub-sectors in 
Kenya’s export sector, growing at over 7% annually. Since 2003, horticultural 
exports have been the leading foreign exchange earner in the agricultural 
sector. In 2005, horticultural exports grew by over 19.1% above 2004 export 
values.

This continued growth is attributed to the dynamic private sector and the 
effective facilitative role provided by the relevant public and private sector 
institutions. This has been brought about by intensive market promotion 
programmes implemented by sector stakeholders.

Horticultural exports include:

a. Cut flowers 

This is by far the most important component. It constituted 45% by volume 
and 57% by value of total fresh horticultural exports in 2005. Kenya exports 
over 60% of its cut flowers to the Netherlands.

The rest are exported directly to wholesalers and retail outlets, such as 
supermarkets and grocers, as well as other retail intermediaries. These are 
mainly in Europe, especially the UK. Major cut flower exports from Kenya 
include roses, Carthamus, cuttings, cut foliage, carnations, statice, alstroemeria, 
etc. 

b. Vegetables

This is the second most important product group within the horticultural 
industry. By volume it contributes about 35% of total fresh produce exports. 
The main product is French (green) beans.

However, the importance of other vegetables for export, such as sugar snaps, 
snow peas and runner beans, has increased. Other vegetables for export 
include Asian vegetables such as okra, karela, dudhi, chillies and aubergines.

3.   KENYA’S MAIN ECONOMIC SECTORS
c.  Fresh Fruits

This is the third category of fresh horticultural exports from Kenya. Fruit exports 
have been growing slowly but steadily. Major fruit export products include 
avocados, mangos, pineapples, passion fruit, bananas, and strawberries. 

d. Processed horticultural products 

Exports of value added horticultural exports have been on the increase. This is a 
result of increasing demand for natural foods as health consciousness increases 
among consumers in Kenya and the region. The main products in this category 
include canned pineapples, mango juice, passion fruit and pineapples, canned 
vegetables, pickles, pastes, jams, jellies, marmalades and preserves. 

The export destinations for processed horticultural products are the regional 
market and the EU for pineapples and passion fruit. Great opportunities exist 
in canning, freezing and drying (sun) and/or roasting. Another area that has 
seen significant growth in value is pre-packaged fresh produce meant for 
supermarkets. 

 e. Herbs and Spices 

Due to the increased health awareness of consumers worldwide, consumption 
of herbs and spices has increased. Kenya has been exporting herbs and spices 
for decades and the demand for these products will increase.

The types of herbs exported include lemon grass, basil, dill, sweet marjoram, 
oregano, parsley, rosemary, thyme, sage, camomile, tarragon, etc.  Exports of 
spices include garlic, ginger, coriander, chillies, paprika, turmeric and cumin.

The tea26  sector

The tea industry in Kenya is fully liberalised and the marketing of tea is 
independently carried out by tea traders. Over 84% of Kenyan tea is sold 
through the Mombassa auction, which is the second largest tea auction centre 
in the world. Producers also sell some of their tea directly through private 
arrangements with tea importers across the world. This forms only about 10% 
of total production.  The local tea market absorbs only 5% of total production; 
the rest is exported.

Kenya is the leading tea exporter in the world, exporting about 95% of the 
country’s total tea production. The country prides itself on being the best 
producer of black tea. Its market share is estimated at about 27% of the world’s 
tea trade, with Sri Lanka coming second at 26%. 

 26 KIPPRA Policy Paper No. 1: Policy and Legal Framework for the Tea Subsector and the Impact of Liberalisation in Kenya : http://www.kippra.org/resources/abstract1.asp?pass=3
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In the last five years, the value of Kenya’s tea exports has grown from US$ 438.9 
million (KSH 34.5 billion) in 2001 to US$ 584.5 million (KSH 42.3 billion) in 
2005 (Central Bureau of Statistics). In 2005, tea was the third foreign exchange 
earner in the country, after tourism and horticulture.

Kenya’s major markets for tea are Pakistan, Egypt, the United Kingdom, 
Afghanistan, Yemen and Sudan. Growing markets for Kenya’s tea include 
central and Eastern Europe, the Middle East, the Far East, South Africa, West 
Africa and Northern African countries (Tunisia, Algeria, and Morocco).

Kenya produces high quality tea with a bright colour that is blended with other 
teas in the world market. Traditionally, Kenyan tea has been sold to the world 
market in bulk form. It is much sought after by leading tea companies to blend 
and add taste to the most respected tea brands in the world.

In the last decade, Kenya has, however, increased the volume of value added 
tea sales. The aim has been to provide consumers worldwide with pure Kenyan 
branded teas, blended at the source.

The coffee27  sector

In Kenya, coffee is produced by both small-scale farms and big estates. It is 
estimated that about 650,000 smallholders and 3,000 estates are engaged 
in coffee production. The small-scale producers account for about 70% of the 
total coffee area and currently command a 48% share of the market. Over 99% 
of the country’s production of coffee is arabica.  

Coffee Exports

Coffee is among the most important agricultural commodities in world trade. 
Like most other primary agricultural commodities, the market is characterised 
by oversupply, declining product prices and increased global competition 
among producing countries. 

Kenya exports most of its coffee in bulk. However, in the last decade companies 
have started adding value to their coffee through roasting and packaging it 
under different company brands for the export market.

In the 1970s, coffee was Kenya’s leading foreign exchange earner. But over the 
years, it has been pushed down to fourth, after tourism, horticulture and tea. 
The value of coffee exports has declined from US$ 206.9 million (KSH 12.81 
billion) in 1998 to US$ 134.1 million (KSH 9.7 billion) in 2005. 

One of the reasons for the decline in both the production and export of coffee 
has been the marketing arrangements in the country. Since 1935, coffee from 
Kenya has only been traded through the central coffee auction. 

 27 KIPPRA Policy Paper No. 2: Policy and Legal Framework for the Coffee Subsector and the Impact of Liberalization in Kenya: http://www.kippra.org/resources/abstract1.asp?pass=1

In an effort to liberalise coffee marketing, the government enacted a law 
allowing direct sales of coffee to buyers abroad, bypassing the auction. In 
2006, the government published rules to govern the direct sales of coffee.

This made the direct coffee marketing operational alongside the traditional 
coffee auction. This is expected to improve both the production and export of 
coffee in the country. 

The machinery and equipment manufacturing sector

The manufacturing sector performed well in 2005. The sector grew from 
4.5% in 2004 to 5% in 2005. The sector’s output value rose by 12.8%, from 
a revised value of KSH 445.1 billion in 2004 to KSH 502.1 billion in 2005. 
The manufacturing sector contributed 10.5% to the country’s GDP in 2005, 
compared to 9.9% contribution to GDP in 2004.

The sub-sectors that recorded remarkable growth included the plastic, 
construction, tobacco, and textiles industries, among others. The plastic 
manufacturing industry grew by 25.9% in 2005.

Production of plastic bottles increased by 19.2% in 2005. Increases were also 
recorded in the production of PVC pipes with a registered growth of 17.3%. 
The construction industry grew by 7.2% in 2005, compared to 4.0% in 2004.

This growth is attributed to increased activities in the housing-sub sector and 
road construction, along with the rehabilitation and completion of stalled 
Government projects. The building and construction industry accounted for 
7.2% of the country’s GDP in 2005. 

The metallic products sub-sector grew by 3.8% in the review period. The 
transport and communications sub-sector – which utilises products from 
manufacturing, particularly cement, iron and steel – contributed 8.3% of 
Kenya’s GDP in 2005.

Sales from Export Processing Zones (EPZs) accounted for 4.7% of total turnover 
in the manufacturing sector in 2005. This was mainly due to increased domestic 
sales. Employment in EPZs accounted for 15.7% of total employment in the 
manufacturing sector in 2005. 

The good performance can partly be attributed to: 1) the stable macroeconomic 
environment that prevailed during the year, 2) tax exemptions on some 
imports for intermediate use, 3) enforcement of anti-dumping measures in 
the EAC and COMESA regions, 4) improved access to credit, and 5) increase in 
export demand, particularly within the EAC and COMESA markets.   
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Manufactured Exports

The following are export products from the key sub-sectors in the 
manufacturing industry:

Maize and wheat flours1. 

Sugar confectionery2. 

Margarine3. 

Beer made from malt4. 

Tobacco products5. 

Fluorspar (Fluorite)6. 

Soda Ash7. 

Pyrethrum Extracts8. 

Petroleum products9. 

Animal and Vegetable oils10. 

Medicinal and Pharmaceutical products11. 

Essential oils12. 

Insecticides and Fungicides 13. 

Wood Products14. 

Paper and paperboard15. 

Cement16. 

Iron and Steel, wire products (nails, screws, nuts, etc.)17. 

Articles of Plastic 18. 

The export destinations for the majority of the above products are the EAC and 
COMESA markets. This is mainly due to Kenya’s proximity, preferential treatment, 
reconstruction activities and relatively well developed manufacturing industry, 
compared to its immediate neighbours.

The traders

This category presents probably the most diversified aspect between the small 
companies involved in cross-border and cash trade and the larger entities 
dealing in large consignments or important pieces of equipment. 

This category also encompasses the traders who specialise in supplying the 
domestic market. This includes traders of consumer products and industrial 
related equipment, as well as entrants for the agricultural sector. It also 
includes the firms re-exporting the goods to the region. They possibly provide 
limited additional value to the products, such as packing and redistribution in 
smaller quantities. Trade and services have represented about 60% of GDP for 
the last few years.
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4.   BANK CHARGES 
SELECTED BANK CHARGES FOR TRADE FINANCE AS AT DECEMBER 2006
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1. BACKGROUND

The Private Sector Development Strategy Implementation Plan is a five year 
framework designed and agreed between major donors and the Kenyan 
Government. The aim is to create an enabling environment for the growth 
of a dynamic private sector that can sustainably contribute to real poverty 
reduction in the country.

The PIP is being coordinated by a secretariat housed at the Ministry of Trade 
and Industry. FSD Kenya is one of the key implementation partners for the PIP, 
regarding elements relating to access to finance under goal #5 (Support for 
entrepreneurship and MSE development).

GrowthFin, a programme of FSD Kenya, is designed to catalyse the growth 
of small and medium sized businesses. It does this by expanding access to 
financial products and services.

GrowthFin seeks to build capacity in SME risk assessment and management, 
as well as support the development of financial products and services suited 
to the SME market. GrowthFin works with policy makers, donors, industry 
associations and financial institutions to identify and overcome impediments 
to the provision of financial services to SMEs. 

One area of concern, highlighted in the PIP, is SME access to international trade 
finance. With more Kenyan SMEs becoming involved in international trade, the 
availability of appropriate trade finance will be increasingly important. There 
are some grounds for optimism.

The financial sector in Kenya has in recent years begun to focus on the small 
and medium end of the market as a potentially profitable segment. Along 
with this attention, there have been some attempts to develop an appropriate 
product range containing products related to international trade.

It is currently uncertain whether this will meet demand, or whether there may 
be both a need and opportunity for GrowthFin or others to support initiatives 
in this area. The first step is therefore to document the existing availability of 
trade finance in Kenya and the constraints to access to this by SMEs. 

In determining whether SMEs currently or potentially involved in 
international trade are able to access appropriate trade finance facilities, 
the following issues need to be considered:

The current use of trade finance facilities by SMEs, to include gaps in  �
product availability;

The constraints to access by this market segment, including cost and  �
collateral requirements; and

Options for improving access (overcoming constraints). �

5.   TERMS OF REFERENCE OF THE CONSULTANCY
With this information, GrowthFin and potential partners can put together a 
workable plan or intervention to comprehensively address the issue.

2. OBJECTIVES

The objective of the assignment is to review the SME trade finance market in 
Kenya and to provide concrete recommendations to strengthen the provision 
of trade finance to SMEs.

3. SCOPE OF WORK

The consultant(s) will examine the state of trade finance in Kenya within the 
payment risk profile of international trade presented below.

Least
Secure

Exporter

Importer
Most 
Secure

Open Account

Cash-in-Advance

Cash-in-Advance

Letters of Credit
Documentary

Collections

Documentary
Collections

Letters of Credit

Open Account

Source: U.S. Department of Commerce, International Trade Administration, Trade Finance Guide, April 2007

The consultant(s) shall examine the availability and scope of (but not be 
limited to) the following;

Payment systems (wire transfer, cheque, credit card, etc.) �

Letters of Credit (irrevocable, confirmed, other forms) �

Documentary collections (against payment, against acceptance) �

Export working capital financing �

Government/Donor guarantees �

Export Credit insurance �

Export Factoring �

Forfeiting �

The consultant(s) shall carry out (but not be limited to) the following 
activities;
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3.1. Desk Research

The consultant(s) will become familiar with the operating environment of 
the banking and credit sectors in Kenya. This will specifically include lending 
practices for small and medium sized enterprises. The consultant(s) shall be 
especially conversant with the legal and regulatory environment around the 
financing of international trade.

3.2. Field Work

The consultant(s) shall identify financial institutions in Kenya that finance 
international trade. The consultant(s) will sample their opinions regarding the 
use of such facilities by the country’s SMEs. The sample should be sufficiently 
broad as to enable robust conclusions about the current use of trade finance 
in SME lending.

3.3. Analysis

The consultant(s) shall analyse the data collected in 3.2, combined with 
the information gathered in 3.1 above. The aim is to provide a coherent 
and accurate representation of the trade finance environment in Kenya. The 
consultant(s) will comment on the availability, cost and constraints regarding 
provision of Trade Finance facilities in general, and their availability to SMEs in 
particular. Consideration should be given to the prevailing attitudes amongst 
SME credit players towards trade finance for their SME clients.

3.4. Presentation of findings

The consultant(s) shall prepare a comprehensive report outlining their 
findings. The findings will be presented to a joint workshop of stakeholders, 
which will include regulators and practitioners. A peer review of the draft 
report will be co-ordinated by the Head of GrowthFin. The final report will 
specifically address all issues raised by stakeholders and inputs from the 
reviewers. Support will be provided by the consultant(s) in arranging for the 
final publication of the study.

4. CONDUCT OF THE WORK

The consultant(s) shall work closely with the Head of GrowthFin during all 
phases of the assignment. An inception report, draft final report and final 
report should be submitted and must accompany any invoice for payment.

5. OUTCOMES AND DELIVERABLES

The primary outcome of this exercise will be a comprehensive study of trade 
finance in Kenya. It will focus on access by SMEs addressing the scope of work 
above.

Payment under these terms of reference shall be made according to the 
following guidelines:

Upon acceptance of an inception report, GrowthFin shall authorise a. 
payment of 25% of the agreed fee. The inception report shall contain 
both an acceptable methodology and, at a minimum, an outline of the 
final report.

Upon acceptance of a draft final report, 35% of the agreed fee shall be b. 
authorised. It will be paid after substantive comments from GrowthFin 
are submitted to the consultants. Such comments shall not be 
unreasonably withheld.

Upon acceptance of a final report, the final 40% of the agreed fee shall c. 
be paid. GrowthFin shall not unreasonably withhold such acceptance.

All documentation should be provided to GrowthFin in an electronic format as 
well as three hard copies.
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