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Abstract 

 
The purpose of this paper is to identify the main barriers to growth for Bahrain’s Small and 
Medium Enterprises (SMEs). An exploratory design was used due to paucity of research 
literature on SMEs in Bahrain. Required data was collected through focus groups and a 
questionnaire administered on 200 owner-managers of Bahraini SMEs. Findings showed that 
the main barriers to growth for Bahraini SMEs were the scarcity of qualified human resources, 
lack of finance, and fierce competition. To a lesser extent, other barriers were fees applied by 
governmental organizations such as Labour Market Regulatory Authority (LMRA), bureaucracy 
in procedures, and the imposition of the Bahrainization percentage. The political instability of 
the country since February 2011 has also affected the growth of SMEs in terms of sales and 
employment.  
 
Keywords: Small and medium enterprises (SMEs), Entrepreneurship, Bahrain, etc. 
 
 
1. INTRODUCTION 
Small and Medium sized Enterprises (SMEs) have long been regarded as engines of growth, 
employment and innovation. (Beck and Demirguc-Kunt, 2006; Fan, 2003). SMEs are assuming 
a strategic role in the economic policies of the Gulf Cooperation Council (GCC) countries in 
their efforts to create more jobs and diversify non-oil revenues (Hvidt, 2011; Fasano and Iqbal, 
2003).  
 
SMEs, constitute more than 99% of all enterprises registered in Bahrain (EDB, 2010). The total 
contribution of SMEs to Bahrain’s GDP stood at 28% and SMEs provided 73% of the total 
private sector jobs (Annual Economic Review, 2010).  
 
Despite the significant role that SMEs play in the growth of the economy, very limited scholarly 
work has been conducted in Bahrain on their contribution and challenges they face. This 
exploratory study, which is part of a larger study, concerns itself with identifying the main 
barriers facing Bahraini SMEs in their growth journey.  
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2. SMEs IN BAHRAIN 
Bahrain is an island located in the middle of the Gulf region and has become a focal point of 
attention for foreign investments in the Gulf region since oil was discovered in 1932 (EDB, 
2010). Bahrain is ranked in the top 20 nations in the World Bank’s “Ease of Doing Business” 
report and scores well in the World Economic Forum’s “Global Competitiveness Report” 
(Annual Economic Review, 2010). 
 
Small and Medium-sized Enterprises, or what are widely known as SMEs, constitute more than 
99% of all enterprises registered in Bahrain. According to the Commercial Registration 
department at the Ministry of Industry and Commerce (MOIC), Bahrain’s SMEs are focused 
mostly in three main industries, which are - trading (42%), manufacturing (14.48%) and 
construction (13.73%) (MOIC, 2010). 
 
The total contribution of SMEs to Bahrain’s GDP is 28% (Annual Economic Review, 2010) and 
nearly 6.4% come from those enterprises within the trade industry, 5.6% within the 
manufacturing industry and 4% within the construction industry. These sectors are followed by 
real estate (3%), transportation (1.6%), mining (1.5%) and private education services (1%). 
SMEs’ employees represent 73% of total private sector employees (328,880 employees); 
represented by 28% employed in micro enterprises (124,777 employees), 25% in small 
enterprises (109,551 employees) and 21% in medium enterprises (94,552 employees). 
 
The above facts support the importance of the SME sector in the Kingdom of Bahrain. 
However, the growth projection of SMEs is far from satisfactory (Entrepreneurs forum, 2012). 
This study was initiated to identify what factors impede SMEs to move forward. 
 
 
3. BACKGROUND LITERATURE 
There is extensive literature on SMEs in general and studies related to barriers faced by SMEs 
in particular. These studies have been conducted and examined in diverse settings (Benzing, et 
al., 2009; Busch, 1989; Doern, 2009; Fogel and Zapalska, 2001). The purpose of the current 
section is to highlight some prominent studies made across the globe in issues of interest to the 
current paper. 
Barriers to growth are defined as those internal or external factors or conditions that constrain 
growth potential in firms that wish to grow (Storey, 1994). Barriers may be associated with both 
the start up and growth stages (ibid).  
 
The barrier to growth literature has been classified by Barber et al (1989) under three headings: 
(i) management and motivation, (ii) sources, and (iii) market opportunities and structure. 
Barriers to growth have also been categorized as either internal to the firm, such as low levels of 
motivation, or external to the firm, such as a shortage of finance, government controls and lack 
of skilled labour (Storey, 1994). Barriers have different effects on firms’ performance, and 
normally studies examine the effect of each barrier separately. (Robinson and McDougall, 
1999).  
 
3.1 A number of studies have mentioned that firms that wish to grow frequently confront 
barriers, such as an inability to recruit and develop suitable employees (Aston Business School, 
1991; Cambridge Small Business Research Centre, 1992; Atkinson and Meager, 1992 - cited by 
Storey, 1994). Many studies identified a shortage of premises as a key constraint upon the 
development of SMEs (Williams, 1980; Coopers & Lybrand, 1980), leading to an extensive 
programme of primarily public provision of new and converted premises for smaller businesses 
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and the problem has been improved since then (Storey, 1994). Finance problems (Brophy, 
1997) and labour force (Storey, 1994) were consistently identified as major barriers to the 
growth of SMEs, but do vary from one geographical location to another, from one business type 
to another, and also according to the nature of macro-economic conditions.  
 
Curran et al (1991) address the key question of the motivations and aspirations of owners, 
pointing out that owner-managers come from a wide variety of backgrounds and establish a 
business for a variety of different motivations. Amongst these motivations, the maximization of 
income and a desire to grow business is paramount in only a few cases. Some owners 
established the business to avoid working in large organizations and would see growth as one of 
the least important of their objectives, hence for such businesses the main constraint is the 
owner him or herself (Storey, 1994).  
 
As cited by Storey (1994), it must be emphasized that, whilst some businesses may wish to 
grow, owners are unable to recruit suitable managerial staff, delegate responsibilities, or be 
capable of owning and managing slightly larger firms (Wynarczyk et al, 1993; ACOST, 1990).  
 
Cambridge Small Business Research Centre (1992) undertook a survey of 1933 businesses to 
study the nature of barriers they faced; most perceived barriers for SMEs relate to financial 
matters, followed by the level of aggregate demand in the economy and the nature of 
competition within the market place. Also, to a lesser extent, there were factors relating to 
employment, such as managerial skills, and skilled labour. Technological problems were not 
such significant barriers, and the availability of premises was mentioned by very few. For the 
fast growing firms within this survey, the two key barriers are finance and internal and 
employment matters, such as access to marketing and sales skills or management skills (Storey, 
1994).  
 
Jones and Tilley (2003) summarized key barriers to growth, in general, as a combination of 
internal factors, an unwillingness to delegate or to bring in external skills, and external factors 
including finance, employment and competition (Storey, 1994), poor products and inefficient 
marketing (Cromie, 1991; Smallbone, 1991; Hall, 1992; Watson et al., 1998).  
 
3.2 European Commission Regional Policy (2012) mentioned that SMEs often have 
difficulty accessing capital and knowledge, coping with structural changes in markets and 
frequently lack experience. The results of the European Commission survey of SMEs in 30 
European Countries found that the four most important barriers to innovation in SMEs were a 
lack of financing, a scarcity of skilled labour, a lack of market demand, and the high cost of 
human resources (IMF, 2007). According to a study of barriers experienced by SMEs in the 
Netherlands, the key barriers perceived by firms are related to acquiring sufficient sales volume 
and capital, financial risks, cost disadvantages, cost of capital, economies of scale and product 
differentiation (Dijksta et al., 2006). The Swedish Board of Industry identified the following 
categories of obstacles (barriers) facing Swedish firms - insufficient security for loans, lack of 
risk capital, and sometimes insufficient management expertise in the fields of technical 
development, financial planning, or marketing (Herzog, 1982). Specific studies such as 
McAdam et al. (2004) in a study of 41 SMEs within the European Union periphery concluded 
that SMEs must “strategically plan for innovation” and overcome barriers, such as 
organizational structure and owner-manager leadership issues.  
 
Madrid-Guijarro et al. (2009) found specific barriers to innovation among a sample of 294 
Spanish manufacturing SMEs, noting that barriers have a “differential impact on the types of 
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innovation”. They identified process and management innovation to be negatively affected by 
human resources and finance, particularly that human resources was not rated as a major barrier 
by owner-managers, the authors found that, in contrast to the perception of owner-managers, 
human resources have a high negative effect (ibid).  
 
3.3 The World Bank reports that the economies of the Sub-Saharan African countries have 
grown at rates that matched or surpassed global rates (Abdel Moneim, 2012). Africa is a 
resource-rich continent, despite the fact that many African people are poor (The Economist, 
2011). Okpara (2007), in his study in Sub-Saharan Africa, observed that issues such as capital, 
management, corruption, infrastructure, and accounting are major barriers to SME development 
in Africa. Other factors that affect SME development also need to be investigated, such as poor 
infrastructure, low demand for products and services, and the inability to use or acquire 
technology (ibid).  
 
Specific country studies like Woldie et al. (2008) in Nigeria concluded that SME growth is 
largely influenced by (i) owner-manager characteristics, such as age, education and previous 
experience, and (ii) firm characteristics such as age, sector, legal status and number of 
employees.  
 
Another Ghanaian study on barriers to growth for 500 owner-managers found that high rates of 
inflation, high interest rates and the high depreciation rate of the Cedi (Ghana currency) were 
the top three barriers (Robson and Obeng, 2008). They also identified that education (and not 
sex and age) was the barrier when it comes to owner-manager characteristics (ibid).  
 
3.4 The latest empirical results from the International Monetary Fund suggested that the key 
direct barriers to growth in the MENA region are (a) difficulties in access to finance, (b) labour 
skill mismatches and shortages, and (c) electricity constraints (Bhattacharya and Wolde, 2010). 
Other studies have concluded that labour skill shortages are a key barrier to growth in the 
MENA region. Page and Gelder (2001) and Karshenas (2001), for example, argued that a 
prominent feature of the MENA economies, inherited from the past experience of development, 
is the low stock of labour skills and human capital compared to other countries with similar 
levels of per capita income, and the same authors also explained that, although recruitment 
agencies use low labour costs as a selling point to potential investors, many owner-managers 
referred to a shortage of workers that have the right skills for the job.  
 
Pissarides and Véganzonès-Varoudakis (2007) confirmed that countries in the MENA region 
failed to deploy human capital efficiently, despite the fact that there is a high level of education. 
The problem, therefore, is potentially with education systems that cater for the recruitment 
needs of the public sector and not the growth enhancing activities in SMEs as they cited, and 
which is clear in some countries, for instance in the Gulf (Kassem and Habib, 1989), where the 
ambition of the majority of graduates is to be employed in the public sector. 
The tight regulations of the private sector in the MENA region led to fewer incentives for SME 
owner-managers to recruit and train good workers (Bhattacharya and Wolde, 2010). Ersel and 
Kandil (2007) concluded that countries in the MENA region successfully mobilize financial 
resources but were less efficient in allocating these resources. It has been noticed that the 
finance issue was one of the top items in the agenda of many conferences in the region, for 
example the International Entrepreneurship Forum (10th IEF) held in Manama, Bahrain in 
2011. Bhattacharya and Wolde (2010) summarized barriers to growth in the MENA region, 
with the slow pace of factor accumulation over the last two decades or so, to be reflected in 
labour skill shortages, inadequate infrastructure (with the exception of the Gulf countries), 
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difficulties in accessing capital for SMEs, and institutional weaknesses that negatively affect the 
productivity of labour, capital and limit growth (Oxford Analytica, 2010).  
 
Middle East and North Africa – Organization for Economic Cooperation and Development 
(MENA-OECD, 2008) Investment Programme Working Group 2 on SME Policy, 
Entrepreneurship and Human Capital Development held in Manama, Bahrain concluded that:  
1. There was agreement that SMEs are affected by a specific set of entry and operational 
barriers which require specific policy responses. However, government responses should target 
different segments of the SME population with different policy measures.  
2. The need to focus attention on SMEs’ access to finance in times of financial crisis. Country 
representatives introduced their particular SME support schemes and particular challenges faced 
by SMEs. Interventions stressed the need to encourage the use of alternative sources of 
financing, namely equity participation from private or government funds and angel investors. 
The careful use of credit guarantee schemes and fiscal incentives to business service companies 
was mentioned, as well as the importance of the basic legislative framework and financial 
education.  
3. Barriers for the formalization of companies were discussed (lack of information/know-how, 
administrative obstacles, inspections and tax).  
4. Government institutions and international financial institutions’ measures in supporting 
SMEs. Banks can potentially diversify their portfolios by investing further in SMEs.  
5. Fostering entrepreneurship and bridging the skills gap through human capital development. 
Participants acknowledged that a large volume of empirical evidence demonstrates that a 
country’s human capital – the knowledge, skills and attitudes embodied in workers – is critical 
to economic growth. The twin forces of globalization and technological change are raising 
demand for, and return to, workers with higher skills. Furthermore, various strands of research 
show that human capital is fundamental to the quality of entrepreneurship.  
6. Business law in support of enterprise development; participants and panelists during the 
meeting highlighted the importance of, inter alia, sound collateral, leasing, bankruptcy and 
competition laws for securing access to finance for enterprises, as well as the importance of an 
overall sound business law framework. (MENA-OECD, 2008)  
The MENA-OECD working group touched upon barriers facing SMEs in the region, with 
specific concentration on issues of finance, human capital, globalization, technological change, 
business law and policy.  
 
A review of the current literature reveals that, even though a large number of studies related to 
barriers and business support have been conducted and examined in diverse settings (Benzing, 
et al., 2009; Busch, 1989; Doern, 2009; Fogel and Zapalska, 2001), few has been conducted 
specifically in relation to Bahraini SMEs. 
 
The significance of this study can be gauged through the consideration of the following:  

 SMEs constitute a crucial component of the Bahraini economy with 99% of all 
businesses being in the SME sector,  

 Lack of national and/or regional studies on the SME sector (characteristics, structure, 
underlying barriers, institutional support structures, policy),  

 Lack of published data on barriers and challenges faced by Bahrain’s SMEs especially at 
the growth stage 
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4. RESEARCH DESIGN 
This study was conducted as part of a larger research which looked into effectiveness of 
business support in overcoming barriers facing Bahraini SMEs. An exploratory design was used 
due to paucity of research and literature on SMEs in Bahrain.  In order to better understand the 
key issues and challenges facing Bahraini SMEs', a pilot study was initiated through focus 
group interviews with select number of owner-managers, identified with the cooperation of the 
Bahrain Small and Medium Enterprise Society. Focus groups are said to be extremely useful for 
exploratory designs and other types of qualitative research (Easterby-Smith et al., 2008). The 
focus group interviews provided a number of insights and themes for undertaking a detailed 
survey. 
 
Data on the number of SMEs operating in Bahrain was sourced from the Labour Market 
Regulatory Authority (LMRA). Only those enterprises which met the following criteria were 
enlisted to be part of the sampling universe: 

 Enterprises employing between 11 to 50 employees (small enterprise) and 51 to 250 
employees (medium enterprise) 

 Enterprises with active status in LMRA database 
 Enterprises who were in business for the previous 3 years 

 
A sampling universe of 800 enterprises, covering a wide range of economic sectors like 
agriculture, manufacturing and services, resulted from the above filtering process. A decision 
was made to contact and survey 200 of these enterprises through a specially designed 
questionnaire administered personally to owner/manager of these enterprises. 
 
The principal area of interest in this paper is concerned with identifying the main barriers to 
growth for Bahraini SMEs. 
 
5. RESULTS AND DISCUSSION 
 
5.1 Results from the Focus Group Interviews 
A focus group interview with 10 SME owner-managers from different economic sectors was 
held at the premises of a leading training organization based in Bahrain. The discussion was 
facilitated by the authors of this paper. The following are some of the major themes identified 
through focus group interviews in terms of challenges facing Bahraini SMEs: 
 
5.1.1 Financial Challenges  
The participants agreed that one of the main challenges for SMEs in Bahrain was finance. Not 
having enough money to buy more inputs or technology was a growth challenge. One of the 
participants neatly summarized the problem in these words:  
“Although we have many banks to provide loans, they are not directed to support SMEs 
specifically; they don’t have the ability to study the project proposal and therefore they can’t 
help in financing the project. Unlike in USA or Europe, there is no venture capital financing in 
Bahrain. Suppose you go to a bank with a new business idea and ask them to finance it, you will 
face hesitation from bank advisors, they will not go on a daring path.  We have heard that there 
is now a new venture capital bank that has been established but we haven’t had experience with 
it yet” 
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5.1.2 Marketing Challenges  
Almost all participants agreed that marketing was a main challenge for businesses in Bahrain, 
given the size of the domestic market. Businessmen noted that:  
“If you don’t have a good marketing strategy or you don’t know how to market your product in 
your country or outside, you are facing a real challenge”.  
Participants also pointed to the tough competition between businesses and argued that it might 
lead to some of them being taken out of the market 
 
5.1.3 Lack of Government Support  
Opinion was equally divided among participants about support provided by government to 
SMEs. Most participants demanded active government involvement in supporting SMEs. 
 
5.1.4 Lack of Regional/International Focus  
There was agreement that the small size of the domestic market made it difficult for many 
businesses to grow. The businessmen agreed that Bahraini SME’s should seriously explore 
going beyond domestic and regional markets. Instances of successful regional and international 
expansion of certain Bahraini SMEs were provided.  
 
5.1.5 Lack of Information  
There was a common grouse that Bahrain does not have a consistent and reliable source of 
information/market database that would help SMEs.  
 
5.1.6 Other Challenges  
Some of the other growth challenges mentioned by participants included: 
Employee retention: Growing SMEs faced the challenge of retaining qualified employees since 
they couldn’t provide better compensation packages. 
Education: Some participants pointed out the role played by education level of owner-manager 
in the way business was run; low level of education was considered to be a challenge in 
understanding market and business requirements. 
Large organizations' support: Some participants mentioned the lack of support from large 
organizations, especially in areas like mentoring and coaching.  
Technology: Participants also said they were using inefficient machinery & equipment and 
couldn’t invest in new technology given its exorbitant acquisition cost. 
Lack of planning: Some participants mentioned that although there was a common vision for 
Bahrain called “Vision 2030”, there were no specific or short-term plans to apply this vision to 
SMEs. 
 
5.2 Results from the Survey 
Information gathered from the focus groups, resulted in the creation of a questionnaire with 
eight sections – owner/manager information, company information, finance, marketing, human 
resources, government support, technology and other support. The questionnaire was personally 
administered to 200 owner-managers. A decision to personally administer the questionnaire was 
taken in view of reducing non-responses. 
 
A summary of the survey results is provided in the Appendix.  
 
The following is a concise discussion of the seven main barriers to growth in Bahraini SMEs as 
identified by the study: 
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5.2.1 Qualified Human Resources  
The ability to hire qualified human resources was one of the biggest barriers to growth 
mentioned by owner-managers. Owner-managers expressed high levels of concern on their 
ability to hire expatriates after the implementation of the Labour Market Regulatory Authority 
(LMRA) rules and regulations. The LMRA makes expatriate workers more expensive and 
difficult to hire, with the aim of increasing the employment of Bahrainis (called the 
Bahrainization process). Owner-managers said it is not that they were unwilling to hire Bahraini 
nationals; Bahraini nationals were not prepared to apply and work for jobs they perceived to be 
inferior. Further, once a Bahraini is employed, it is difficult to fire him/her and obtain a 
replacement since a justification has to be provided to the Ministry of Labour. Also, an 
organization could be “black listed” for firing Bahrainis’.  
 
Neither expatriates nor nationals are easily employable within Bahraini SMEs, thus proving 
a dilemma for Bahraini SMEs. However, in general the owner-managers said that they had no 
major problems with their current employees in terms of skills, motivation, retention, and salary 
satisfaction.  
 
 
5.2.2 Financial Challenges  
The other main growth challenge for Bahraini SMEs was finance. According to the owner-
managers banks in Bahrain did not understand their financial requirements; there are very 
few financial products for the SMEs. Even though many banks provided loans at start-up stage, 
they were not providing the required financial support at the growth stage leading to difficulties 
in investing in new equipments, technology, infrastructure, extending credit facilities to 
customers and satisfying other business needs. Respondents also pointed out that interest rates 
on loans charged by banks were very high and did not correspond with the income generated by 
business.  
 
There was also the issue of the limited availability of venture capital finance in Bahrain. It is 
surprising to know that none of the 200 owner-managers have heard or used the services of one 
venture capital bank based in Bahrain.  
 
 
5.2.3 Fierce Competition and Lack of adequate Marketing Support 
Bahrain is the smallest country in the Arab world with a population of just over a million living 
on a land area of 1,000 square kilometers, which on its own has put a limitation upon the growth 
of SMEs and demand for its output.1   
 
Most (99%) of the owner-managers complained about lack of legal protection from unfair 
competition. The owner of a small contracting company mentioned that he could not compete 
with the illegal contractors who quote low prices for customers, due to cheap and illegal labour. 
This was applicable to many owner-managers who complained that they paid substantial fees 
for labour, while firms employing what is called “free visa” labour (illegal) in Bahrain enjoy the 
benefits of lower operating costs. 
 
There were also certain surprising findings like 8% of sampled enterprises admitted that they 
did not know how to market their products or services; 11% did not improve their products or 
services design regularly; and 28% didn’t have a clear growth strategy for their business. 
                                                             
1 There were around 72,000 SMEs registered commercially in 2012 according to LMRA sources. There was a debate on the real number 
of active SMEs as it is widely believed in Bahrain that there were many SMEs registered but they were inactive for different reasons. 
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There were demands by owner-managers for legislation ring-fencing a percentage of public 
procurement from Bahraini SMEs, in order to reduce the effect of competition from foreign 
companies and to make SMEs survive the fierce competition.  
 
Almost all owner-managers mentioned that there is a lack of support for exporting their 
products. The government has made many trade agreements with different countries like the 
USA and supranational blocs, such as the EU, to ease trade with those countries but it seems 
that more awareness of the benefits of those agreements need to be conveyed to SME owner-
managers as 97% of the sample said that they have not benefited from such free trade 
agreements. Also there was a demand from owner-managers for signing trade agreements with 
neighboring countries like Iraq and Iran, which offers potentially good opportunities for 
Bahraini SMEs as they were easy to approach, have almost similar culture, and suitable for 
importing raw materials.   
 
Low scores given for availability of export advisory services, financing of participation in 
exhibitions, availability of marketing advisory support services, further reinforces the need 
for supporting SMEs in their exports efforts; more work in this area has to be done by both 
owner-managers and supporting organizations to reduce the effect of competition on SMEs in 
the small local market . 
 
 
5.2.4 Instability  
Bahrain has gone through a period of instability since February 2011, following the uprising in 
different Arab countries like Tunisia, Egypt, Libya and Yemen. Businesses have been affected 
due to the unrest. The issue is recent and, therefore, there have been no comprehensive studies 
on the effect of this unrest upon businesses. However, a study published on “Investment 
decision making practices of financial analyst of Al Khaleej Development Company in 
Bahrain” concluded that one of the major problems facing financial analysts is the uncertainty 
of the political situation and instability due to the crisis (Al Moosa and Fortuno, 2011). 
Literature has much to tell about how instability affects investment and growth. Investment, 
including Foreign Direct Investment (FDI), is a forward-looking activity based on investors’ 
expectations regarding future returns and the confidence that they can place on these returns. 
Thus the FDI decision requires some assessment of the political future of the host country. 
There are two principal risks that the investor faces arising from political instability in the host 
country. The first is that domestic instability will reduce the profitability of operating in the host 
country because domestic sales or exports are impaired, or production is disrupted, or the 
facility is damaged or destroyed (Brada et. al., 2006). The second is the consequences of 
political instability on the host country’s currency, thus reducing the value of the assets invested 
in the host country, as well as of the future profits generated by the investment (ibid). The 
effects of this type of political stability on economic performance have been discussed widely in 
the literature from theoretical and empirical perspectives. Alesina and Perotti (1996) found that 
an increase in the political instability decreases investment and affected economic growth 
(Brada et al., 2006). 
 
The Bahrain parliament demanded that “businesses suffering from the economic impact of 
Bahrain's unrest should be compensated” after deliberations on a report into the financial costs 
of political instability. The upper chamber of Bahrain's National Assembly was presented with a 
copy of the report, compiled by a joint committee consisting of representatives of the council, 
parliament and the Bahrain Chamber of Commerce and Industry (BCCI), the report estimated 
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that Bahrain has lost up to £500 million (BD 302 million) as a result of unrest, including £125 
million in direct losses and £375 million in indirect losses (GDN, 2012). The effect of 
instability was also on human resources in different SMEs, with Members of Parliament 
warning that companies could be forced to dismiss staff if the situation continued. They said 
that SMEs already had more staff than they needed and that was due to years of boom. Now 
many employees are redundant and if SMEs continue to lose business, then they have no other 
choice than to dismiss those who are not required. “Some contractors were already out of 
business and others were on their way under with no solution in sight,” an MP added. 
 
The Government has set a scheme to support those SMEs who were affected by instability, but 
most owner-managers expressed their dissatisfaction with the management of the programme 
and the way it was handled. The Government has also tried to mitigate the risks of the crisis 
through suspension of labour fees.  
 
 
5.2.5 Fees and Procedures  
Owner-managers expressed their concern about fees that SMEs need to pay every year. Bahrain 
has no taxes on employees or business organizations but there are fees imposed on each foreign 
worker in the organization, which includes a monthly fee of £ 17 (BD 10) and a one-time fee of 
£340 (BD 200) to be paid by owner-managers of any organization to the Labour Market 
Regulatory Authority (LMRA). Insurance on workers is also to be paid every month to General 
Organization for Social Insurance (GOSI).  
 
Training fees were another category, which put a financial burden on medium-sized enterprises. 
Although some medium-sized enterprises did not utilize the training levy system for many 
reasons, they had to pay all the training fees every year. Medical fees are also imposed on 
medium enterprises for expatriates.  
 
Given the economic slowdown and political situation, the government responded positively and 
waived LMRA fees for a period of six months but other expenses stood. 
 
Procedures and local regulations were another barrier to growth, according to almost a quarter 
of owner-managers. Those who responded negatively to the issue of procedures and local 
regulations were concerned with the complications experienced by owner-managers in 
following up with the requirements of ministries and other governmental organizations, the 
need for updating procedures for some organizations and a demand for a one-stop-shop to serve 
owner-managers’ requirements. In the conference held in Manama, Bahrain for GCC 
entrepreneurs, they demanded that a unified legislation should be sought for all GCC countries 
(Entrepreneurs Forum, 2012), the ease of procedures was also recommended by World Business 
Council for Sustainable Development (WBCSD, 2007). 
 
  
5.2.6 Bahrainization Percentage  
Bahrainization has been enforced in SMEs through a government regulation that has the 
objective of making Bahrainis the employees of choice. From one side, the government was 
compelling SMEs to employ Bahraini nationals to help to reduce unemployment in the country, 
on the other side the SMEs felt it was difficult for them to employ nationals who could not work 
in any type of jobs offered by SMEs. According to the owner-managers in our sample, it was 
difficult to absorb Bahrainis for many reasons such as: high salary scale, lack of work 
experience, low retention, less benefits compared to the work in the public sector, demand for 
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continuous training and career development. SMEs normally had a long working day in 
comparison with eight working hours in the public sector. The nature of SMEs’ work is 
different than the public sector, and SMEs were concerned with keeping the cost of employees 
as low as possible to maximize profits, which makes it difficult for owner-managers to provide 
a salary increase for staff or to attract them with other benefits such as medical insurance. 
Nobody was in doubt that Bahrainis should be supported wherever possible, but the limitations 
that SMEs faced made it difficult to attract and retain Bahraini employees in the long run. SMEs 
will be penalized if they do not achieve a particular Bahrainization percentage and all their 
transactions would be blocked in the LMRA system. The other side of the issue is the 
preference of owner-managers to employ expatriates for many reasons, such as the lower salary 
requirements, their ability to work a greater number of hours than a local Bahraini, having more 
experience and obeying instructions without discussion and negotiations. To conclude, the 
Bahrainization percentage remained an issue for owner-managers and they mentioned that it 
prevented them from recruiting more expatriates to grow their SMEs.  
 
 
6 CONCLUSION 
The findings of the study showed that the main barriers to growth for Bahraini SMEs were the 
scarcity of qualified human resources that can fit the needs of SMEs, a lack of adequate finance, 
and fierce competition. To a lesser extent, other barriers were fees, procedures, and the 
imposition of the Bahrainization percentage. The instability of the country since February 2011 
has affected SMEs to a great extent. The Government, through Tamkeen, MOIC, LMRA, BCCI 
and the parliament, is trying to overcome the problem with support schemes. 
It was also noticed that there is an urgent need for Bahraini SMEs to be more innovative and 
adaptable in their approach towards running their business; they need to pursue an active 
internationalization strategy.  
 
The study confirmed the following findings of previous studies: 
 SMEs often perceive barriers to growth to be external in origin (Bevan et al., 1987; Storey, 

1994; Fielden et al., 2000). 
 Ability to hire qualified human resources and financial challenges are some of the biggest 

barriers to the growth of SMEs – Storey, 1994; Atkinson and Meager, 1992; IMF, 2007; 
Madrid-Guijarro et al. 2009; Bhattacharya and Wolde, 2010; Benzing et al., 2009; 
Cambridge Small Business Research Centre, 1992; Jones and Tilley, 2003, Opkara, 2007; 
Robson and Obeng, 2008, MENA-OECD, 2008 

 
 
7 SUGGESTION FOR FURTHER RESEARCH 
Since each economic sector faces unique set of challenges, future research could investigate 
specific barriers applicable for SMEs operating in some of the following sectors – agriculture, 
real estate and construction, manufacturing, education, electricity and water, financial services, 
health, hotels, personal services, transport and communication, trade.  
Given the differences between micro, small and medium enterprises; unique external and 
internal challenges experienced by these enterprises could be explored. 
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Appendix 1 – Survey Result Summary 

ISSUE PARTICIPANT (Owner-manager) RESPONSES 
GENERAL  
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Owner-managers interviewed 200 (79 owners, 121 managers) 
Education level 2 PhD, 20 Master, .., 82 Bach., 44 Dip., 40 Sec.,..  

Type of business 
92 services, 54 trading, 28 manufacturing, 26 
construction  

Number of years in business 
125 (>15 yrs.), 37 (6-10 yrs.), 23 (11-15 yrs.), 15 (3-5 
yrs.)  

Companies growing 64 (32%) 
Employees in the last 3 years 151 stable, 49 changed  25 (51%) ↑, 24 (49%) ↓ 
Sales in the last 3 years 162 stable, 37 changed  19 (51%) ↑, 18 (49%) ↓ 
FINANCE  
Enough money to satisfy growth 101 agreed 
Need money to buy new equipment   125 agreed 
Need money to buy new technology  111 agreed 
Need money to improve 
infrastructure  117 agreed 
Borrowing from bank is easy  81 disagreed 
Banks understand my requirements 91 disagreed 
Got help from bank advisor  116 agreed 
Enough financial packages 101 disagreed 
Support to maintain proper 
financial  information  110 agreed 
Get loan at competitive interest rate   120 disagreed 
credit guarantee support – export 196 (98%) disagreed 
credit guarantee support – domestic 194 (97%) disagreed 
Lack financial capital 29 (14%) 
MARKETING  
Business area 134 local, 47 GCC, 7 regional, 12 International 

Export percentage 
only 12 SMEs (18%) exporting  more than 75% of 
products 

Bahrain market is enough  134 disagreed 
Thought of marketing outside 
Bahrain 134 agreed 
Need to expand 94 agreed 
Facing fierce competition 182 agreed 
Support to enhance e-commerce 96 disagreed 
Developed new products/ services 132 agreed 
Implemented new technologies 84 agreed 
Developed new business processes 114 agreed 
Achieved sales growth 97 disagreed 
Achieved increase in profits  118 disagreed 
Participation in exhibitions 151 (75%) not participated in exhibitions 
Financial support for this 
participation 95% participated have not got financial support 
Done market research  75 (38%) done market research 
Know how to market products 185 (92%) agreed 
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Improve product design regularly 179 (80%) agreed 
Have clear growth strategy 145 (73%) agreed 
Employees awareness of strategy 122 (61%) aware only 
availability of export advisory 
services 186 (93%) disagreed 
Branding support 192 (96%) disagreed 
Packaging support 192 (96%) disagreed 
Quality support 191 (96%) disagreed 
Networking support 195 (98%) disagreed 
Benefit from subcontracting  138 (69%) not benefited 
Protection from unfair competition 197 (99%) disagreed 
HUMAN RESOURCES  
Have the required skilled 
employees 115 (58%) agreed 
Employee retention problem 86 (43%) said they don't have retention problem 
Employees Motivation 107 (54%) agreed 
Employees salary satisfaction 102 (51%) agreed 
GOVERNMENT SUPPORT  
Government has clear vision to 
support 81 (41%) agreed 
Government sensitive to SMEs 
needs 138 (69%) disagreed 
Administrative procedures are easy 85 (43%) disagreed 
Procurement support  194 (97%) disagreed 
One portal to explain regulations 179 (90%) disagreed 
Heavy administrative burden 102 (51%) agreed 
Government review procedures 139 (70%) agreed 
“One stop shop” to support growth 189 (95%) disagreed 
Research support   194 (97%) disagreed 
Technology support  190 (95%) disagreed 
Training support  148 (74%) agreed 
Consultancy support 192 (96%) disagreed 
Export support 191 (96%) disagreed 
Help export my products 198 (99%) disagreed 
Benefited from FTA  193 (97%) disagreed 
TECHNOLOGY  
Got technical support 89 (45%) agreed 
Change my equipment easily 89 (45%) agreed 
Support for IT 91 (46%) agreed 
OTHER SUPPORT  
Specific programme for business 
type 99 (50%) disagreed 
Information to grow my business 67 (34%) agreed 
Satisfy with staff education 39 (20%) agreed 
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Selling products to big 
organizations 100 (50%) agreed 
Research support 199 (100%) disagreed 
Seminars/workshops by societies 189 (95%) disagreed 
Have QA certificates                        180 (90%) disagreed 
Have specific budget for R&D 189 (95%) disagreed 
Satisfied with your achievement 103 (52%) agreed 
BARRIERS TO GROWTH  
Direct responses from owner-
managers 

HR (87), capital (73), competition (64), instability 
(56), Fees (52) 

Specific questions on barriers 
HR (168), Regulations (135), capital (124), new sales 
(79) 
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