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MICRO, SMALL, AND MEDIUM-SIZED ENTERPRISE  
SECTOR ANALYSIS 

 
A. Small Island Economy 
 
1.  Small island economy features. The Maldives is a small island economy consisting of 
26 natural atolls with a total land of less than 300 square kilometers (km2) spread over 900 km2 
around the equator.1 There are 1,190 islands in the archipelago, of which 197 are inhabited by 
a population of 321,000.2 Only 28 islands have a land area greater than a km2.3 Only four 
islands have a population greater than 5,000 people and 70% of the inhabited islands have a 
population of less than 1,000 people. In addition to the inhabited islands, 87 islands have been 
designated and developed as tourist resorts, with an additional 11 islands currently being set 
aside for development. With a total land area of 2 km2, the capital island of Malé is home to a 
third of the population. It is the seat of the Government of the Maldives and the center of 
commerce and business. Concentration of the population in the capital is growing, especially 
after the 2004 tsunami destroyed the means of livelihood in many islands. 
 
2.  Special challenges. The Maldives has a number of economic disadvantages similar to 
other small island economies that undermine the country’s international competitiveness. In 
small economies like the Maldives, the percentage deviation of costs from a medium-size 
economy are over 70% for sea freight, nearly 50% for electricity and telephone service, more 
than 30% for both unskilled labor and fuel.4 In sectors like tourism, these high costs translate 
into a 60% overall increase in the cost of tourism, which can be passed onto the high-end 
consumer of tourism activities but are not readily transferable onto products like handicrafts, 
agro-industrial products, and manufactured goods that compete in fairly homogeneous 
international product markets. From a policy perspective, it does not suggest the need for 
protection against the rest of the world, but rather proactive policies that seek to overcome, or 
at least partially compensate for the economic disadvantages associated with the high 
production and trading costs.  

 
3.  Economic performance   
 
 1. Gross domestic product (GDP) trend and composition  
 
4. Despite its intrinsic competitive disadvantages, the Maldives has one of the fastest 
growing economies in South Asia. Two sectors, tourism and fishing, have been the driving 
forces behind the expansion of GDP and employment generation, and have created linkages to 
other subsectors like local handicrafts, tourism-related activities, and boatbuilding. The country 
recovered from a decline in the GDP following the impact of the 2004 tsunami, by a growth 
largely driven by tourism sector bringing the country back to its steady-state growth path of 
around 6% a year.  However, GDP growth contracted by 2.3% in 2009 as a result of the global 
economic downturn before registering a recovery 4.8% in 2010. A key driver was a better than 
expected upswing in tourism, which accounts for almost a third of GDP. Tourist arrivals 
registered a rebound of 20.7% in 2010. An influx of visitors from the People’s Republic of 
China, the Republic of Korea, India, and other Asian countries outpaced a slower renaissance 
in European arrivals, a market usually accounting for around two-thirds of total visitors. As 

                                                
1
 For administrative purposes, these atolls are grouped in 20 atolls.  

2
 Based on 2002 census. 

3
 Most islands are part of large atolls that surround large lagoons and all are low lying with none having an altitude 

higher than 1.8 meters above sea level. The surrounding barrier reefs act as natural protection for the islands from 
adverse weather conditions during the monsoon seasons. Although no official reference could be identified for the 
land-mass estimate, the 300 km

2
 figure is quoted in reports such as the UN Environment Program State of the 

Environment Report and the Food and Agriculture Organization Agricultural (Horticultural) Crop Sector Report (FAO, 
1994). Recent estimates based on satellite data estimate the area at 227.45 km

2
 (Naseer & Hatcher, 2004). 

4
 Based on a survey of small island economy relative to other countries using the World Bank’s World Economic 

Indicators and Global Business Cost Survey, as well as the United Nations trade database (Comtrade). 
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tourism gathered momentum, its linked sectors—transport and communications, and wholesale 
and retail—has seen a growth of growth of 3.9% and 4.8%. Fisheries have been performing 
poorly since 2006, reflecting a decline in the fish catch, and, contracting by 5.8%, were a drag 
on growth. Despite constituting only 3.2% of GDP, the industry is a major source of 
employment in many of the outer atolls. GDP per capita at 2003 constant prices expanded 
from $2,094 in 2002 to an estimated $2,700 in 2006, the highest in the South Asia. The 
economy is largely driven by service industries, which account for about 79% of GDP. The 
main service industries, other than tourism, are real estate, wholesale and retail trade, 
transport and communications, government administration, and financial services (Tables 1 
and 2) 
 

Table 1: The Maldives General Economic Indicators, 2001-2011 
Item 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 

GDP at 2003 constant 
price ($ million)  

807 818 950 1047 973 1181 1325 1483 1387 1524 1650 

Real GDP growth (%)  8.0 16.6 11.5 -7.5 30.9 17.8 18.5 -2.7 9.6 11.7 
Population ('000) 305 311 319 328 339 354 375 390 385 394 406 
GDP per capita ($) 2583 2,617 2,924 3,229 2,893 3,619 4,029 4,584 4,527 4,849 5,247 
Consumer price index  0.9 -2.8 6.3 3.3 3.5 7.4 12.3 4 4.7  
Current account 
balance ($ million) 

-58.7 -35.6 -31.3 -
122.3 

-273 -302 -
437.8 

-647.3 -418.7 -462.7 -647.4 

Deficit as percentage 
of GDP 

-3.8 -3.9 -2.5 -1.2 -8.3 -4.9 -3.7 -11.9 -23.4 -12.7 -11.9 

GDP = gross domestic product. 
Source: Department of Planning (DNP); Maldives Monetary Authority (MMA); and International Monetary Fund (IMF), 
World Economic Outlook database. 
 

Table 2: The Maldives Sectoral Contributions to GDP (%), 2001-2011 
        Rev. Est. Prov. Proj. 

 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 

GDP percentage 
shares 

100 100 100 100 100 100 100 100 100 100 100 

Primary sector 7.1 6.9 6.0 6.1 8.0 6.6 5.8 5.8 6.1 5.6 5.5 

Agriculture and 
mining 

3.3 2.9 2.6 2.6 2.7 2.5 2.4 2.5 2.6 2.7 2.6 

Fishing 3.8 3.9 3.4 3.6 5.2 4.1 3.4 3.3 3.5 2.9 2.9 
Secondary sector 13.6 13.9 13.8 13.7 15.5 13.8 13.5 17.4 12.3 12.4 12.7 

Manufacturing 6.1 5.8 5.9 6.1 6.6 5.8 5.6 5.9 5.5 5.2 5.4 
Electricity and 
water supply 

2.3 2.5 2.1 1.9 2.1 1.7 1.5 1.5 1.5 1.5 1.5 

Construction 5.1 5.6 5.8 5.8 6.7 6.3 6.4 10.0 5.3 5.6 5.7 
Tertiary sector 82.0 81.5 82.3 82.6 80.4 84.4 86.1 81.5 85.8 86.5 86.3 

Wholesale and 
retail trade 

3.8 3.7 3.8 4.5 5.6 5.1 5.2 5.5 4.3 4.2 4.1 

Tourism 31.4 29.8 32.3 32.2 22.4 32.9 35.0 29.8 29.7 34.0 34.0 
Transport 5.9 7.1 6.5 6.8 6.0 6.2 5.3 4.8 4.9 5.2 5.1 
Communication 5.9 6.9 8.1 7.8 7.6 5.8 5.7 5.5 4.9 4.4 4.1 
Financial Services 3.4 3.0 2.8 3.2 5.2 6.4 7.3 6.2 6.0 5.9 5.7 
Real Estate 13.7 13.5 13.3 12.0 12.7 10.2 8.8 7.6 7.6 7.0 6.2 
Business Services 1.1 1.1 1.2 1.2 1.1 1.3 1.3 1.2 1.2 1.2 1.1 
Government 
Administration 

10.8 10.2 8.7 8.9 11.8 9.4 11.4 13.6 18.7 17.0 17.8 

Education 3.4 3.6 3.3 3.5 4.5 4.0 3.7 4.5 6.2 4.7 4.7 
Health 1.6 1.5 1.4 1.7 2.2 2.0 1.5 2.0 1.7 2.5 3.0 
Social Services 1.1 1.1 1.0 1.0 1.3 1.1 1.0 0.7 0.6 0.6 0.5 

 GDP = gross domestic product. 

 
5.  Fiscal management.  The government has been running a fiscal deficit in its budget 
during the last 10 years. While the country is attempting to push through major fiscal reform, but 
government efforts to implement deficit-reduction measures have been impeded by political 
sensitivities. The main sources of government revenue include import duties, tourism taxes and 
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resort lease rents, and dividend payments from state owned enterprises. Tourism related 
sources and import duties account for about 30% of domestic revenue each, while dividend 
payments account for 15%. 75% of total domestic revenue is generated from three main sources 
only, increasing the vulnerability of the government revenue and the economy, especially since 
tourism‐related revenues are very vulnerable to external shocks. 
 

6.  Inflation. Due to the country’s import-dependent nature, rising international prices for fuel 
and food exerted upward pressure on domestic prices in the second half of 2010. Inflation was 
5.1% in December 2010, 1.1 percentage points higher than a year earlier. 

 
7. Regional growth inequalities. In spite of a high GDP per capita, there is still income 
disparity in the country, and the benefits of the high economic growth rate have not been 
equitably distributed among the population at large. Standard of living in Malé and in the atolls is 
very different as the income earning is much less in the atolls than in Malé. Malé with more job 
opportunities and high population density contributes to the disparity in income distribution 
throughout the country. The distribution of economically active population also shows inequality 
between Malé and the atolls, the inactive population in Malé being less in all age groups than in 
the atolls. The unemployment rates too show a similar result, indicating that the rates are much 
higher in the atolls as opposed to Malé. 

 
8. Future economic prospects.5 Tourism is likely to lead economic growth. Tourist arrivals 
from Europe should continue recovering, and the number of Asian tourists will continue growing, 
as their disposable incomes improve. The 2011 budget plans about a 25% increase in total 
expenditure, and the medium-term fiscal framework projects the same level of expenditure in 
2012, a marked turnaround from the near 12% decline a year earlier. At nearly three-fifths of 
GDP if fully carried out, these plans represent a marked expansion in domestic demand. On the 
basis that planned expenditure is scaled down and tourism makes further gains, GDP is 
expected to grow by 5.0% in each of the next 2 years. On the assumption that the global oil and 
food prices rise substantially in 2011 and moderate in 2012, and budget expenditure pressures 
on domestic inflation. It is projected that inflation will rise to 8.0% or more in 2011, and moderate 
to 7.0% in 2012. Steady economic growth, primarily due to the tourism rebound, and higher 
international commodity prices will buttress merchandise import growth. Assuming that the 
currency peg to the US dollar continues, growth in imports will continue to outpace tourism 
receipts, the current account deficit is expected to widen to 35% of GDP in 2011 and will remain 
at this level in 2012. 
 

9. Business environment. The Maldives currently has a doing business change score 
(the 5-year measure of cumulative change that illustrates how a country’s business regulatory 
environment has changed from doing business 2006 to doing business 2011) of approximately 
0.08 indicating that doing business has become easier in the Maldives.6 The Maldives ranks 
second in overall ease of doing business (2011) in a comparator group of eight countries 
(Afghanistan, Bangladesh, Bhutan, India, Maldives, Nepal, Pakistan, and Sri Lanka) and 
registered an 11 point improvement (85 over 96 in 2010) in this overall index. In a peer group of 
33 small island developing states, the Maldives ranks 13th in ease of doing business.7 However, 
while its ranking has remained almost the same for all other indicators and registered a 36 point 
improvement in registering property, its ranking for starting a business and getting credit slipped 
by 3 and 2 points respectively, with the latter declining by 20 points (152 over 132) from 2008.  At 
the same time, the rank for trading across border has slipped by 13 points from 125 to 138 from 
the previous year. Given the small size of their domestic markets and limited resources, small 
island economies need global integration and trade in order to grow. It is widely held that the 
elimination of administrative barriers to trade would have a greater impact on trade than further 
tariff reductions. 

                                                
5
 Asian Development Bank. Country Overview, 2010. 

6
 Doing Business 2011. Maldives. IFC. 

7 Doing Business in Small Island Developing States, 2009. World Bank. 
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B. MSME Sector in the Context of National Policy 
 

10. The current National Framework for Development 2009-2013 that the Government of the 
Maldives is supporting under ―Anne Dhivehi Rajje‖, known as the strategic action plan, provides 
policy guidelines for national development and underscores the new administration recognition of 
the important role of the micro, small, and medium-sized enterprises (MSME) sector in 
contributing to a more resilient and diversified economy as well as creating more employment 
opportunities, especially for women, particularly in the outer atolls.  The strategic action plan 
envisages establishing the requisite institutional and organizational mechanisms to restructure 
and consolidate MSME development activities and support services in order to achieve 
economies of scale and efficiency of operations.    
 

11. In recent years, the Ministry of Economic Development (MED) has assumed leadership 
with respect to consolidating government MSME development efforts in an effort to develop a 
more holistic approach to private sector development (PSD) and MSME sector promotion.  
Supporting business growth is a strategic objective of MED’s strategic plan that includes, among 
others, providing technical and other support to new business start-ups, initiating targeted 
programs to promote trade and investment, and supporting entrepreneurship development.  
Hence, establishing policy direction for MSME development is consistent with MED’s mandate. 
 

12. Recent new initiatives in line with government policy to support the growth of the MSME 
sector include the establishment of an SME Council8 and the drafting of a legislative bill, known 
as the MSME Act. The SME Council is responsible for formulating plans to achieve government 
MSME sector development goals and providing overall coordination, monitoring and evaluation 
of related sector promotion programs. The draft bill supporting the creation of the MSME Act, 
scheduled for legislative deliberation beginning in mid-2011, would establish a governing law for 
MSME sector promotion and development within the Maldives.  The draft MSME bill includes 
provisions for (i) legal definition of the MSME; (ii) creation of a MSME Council; (iii) establishment 
of a body to oversee business development services, known as the MSME business 
development service center; (iv) registration of MSMEs; (v) establishment of an MSME credit 
guarantee scheme; and (vi) other special provisions to encourage MSME sector growth. 
 

C. Key Challenges 
 

13.  The challenges confronting growth of the MSME sector in the Maldives are daunting.  
Limited land area, energy and water constraints, high inter-island transport costs, limited access 
to market information, underdeveloped market linkages for domestically produced goods and 
services, an under-skilled workforce, limited access to financial services, and an underdeveloped 
business development services (BDS) market are only some of the challenges facing PSD and 
MSME sector growth in the Maldives.9 Legal impediments to land ownership and property rights, 
difficulty in enforcement of contracts, insufficient capacity to support business registration and 
licensing, and the heavy presence of the public sector in commercial activities related to state-
owned enterprises (SOEs) further limits opportunities for PSD and MSME expansion.  
Government efforts to encourage the growth of MSMEs have in the past been inhibited by the 

                                                
8
 The SME Council, chaired by the MED, is comprised of membership representing both public and private sectors, 

including representatives from women and youth organizations and the business community at large.   
9
  A recent SME mapping survey carried out in 16 island locations, covering three provinces and five atoll groups, that 

was commissioned by the MED in June 2010 identified the following barriers to business development in order of 
importance: (i) lack of funds; (ii) limited space; (iii) lack of support services; (iv) limited stock; (v) lack of market 
information; (vi) transport problems; (vii) absence of business relationships; and (viii) water supply and electricity 
problems.  
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lack of a common definition10 for MSMEs and a fragmented approach involving several ministries 
having various, and often overlapping or competing, responsibilities for enterprise development.   
 
14. Internal constraints. Lack of technically skill labor, management and accounting skills, 
and market information are the principal concerns of MSMEs The market competitiveness of 
MSMEs in the Maldives suffers due to (i) limited market information and market linkages, (ii) links 
with suppliers and other national and international MSMEs, (iii) infrastructure facilities, (iv) 
transport, (v) finance, (vi) market protection, (vii) technology support, (viii) and training services. 
There are as yet no programmes to forge inter-firm linkages amongst SMEs and between SMEs 
and multinationals. Building business support infrastructure capacity through training of SMEs in 
new skills and quality control facilities through programs like business incubation and cost-
sharing facility for business planning consulting services can be useful instruments to provide the 
needed support to MSME sector. 
 
15. Skills deficiencies among youth and low participation of women. Identification and 
creation of entrepreneurial opportunities for the poor, including women and youth, and facilitation 
of skills development through business and vocational training programs has been limited so 
far.11 Youth unemployment is also substantial and has been increasing in recent years, with the 
result that 40.0% of young women and over 20.0% of young men are currently unemployed. One 
of the problems is the lack of appropriate skills needed for existing employment opportunities in 
the Maldives. Educational and vocational institutions have not inculcated enterprise as a career 
option or provided appropriate business orientation and support skills. Difficulty in access to 
gainful employment has increased the incidence of drug use and delinquency. Despite some 
improvements, lack of local skilled labor continues to be a major problem in the Maldives. 
Moreover, unskilled worker from a foreign country collects an average monthly pay of Rf2,000, 
while a local person needs to be paid at least Rf2,500 per month. This situation has created 
reliance on migrant labor from neighboring countries. In 2004, there were 38,413 expatriates 
employed in the Maldives, compared with 33,765 in 2003 due to the growth of business 
activities. 
 
16. Poor access to credit for business operation and expansion. Access to credit is 
one of the biggest challenges12 to doing business in the Maldives due to the financing conditions 
relative to those of other countries, as reported in the World Bank’s business survey (World 
Bank, 2007). Given the housing shortage and group housing loans procedures in Malé, there is a 
lack of clarity on property rights. This acts as a major constraint for MSMEs in accessing finance, 
as lenders are reluctant to take land as collateral if they are unable to sell it freely upon the 
borrower’s default. As a result, MSMEs are invariably left with no choice but to rely on internal 
funds for working capital with commercial banks (both national and international) combined 
contributing less than 15% of the working capital needed by the sector as a whole.13 In addition 
to lack of suitable collateral, lack viable qualitative information, financial statements and accounts 
often put MSMEs in the high-risk and non-bankable category. The absence of a public or private 
credit registry to facilitate the exchange of credit information amongst lenders is one of the 
biggest impediments in accessing credit.    

                                                
10

 The government has prepared a draft bill, entitled MSME Act, which is awaiting approval from the Parliament in 
June 2011. Section 3 of the proposed act defines MSME as an individual or other legal entity carrying on a business 
enterprise in one of the following categories: (i) micro: the business has an annual sales turnover of Rf.500,000 or 
less; (ii) small: the business has an annual sales turnover between Rf.500,001 and 5,000,000; and (iii) medium: the 
business has an annual sales turnover between Rf.5,000,001 and 20,000,000. This is a departure from the earlier 
definition based on number of employees as well as turnover based on the premise that such classification may 
prove to be counterproductive in the context of the Maldives. 

11
 According to the 7th National Development Plan, the Maldives has one of the lowest labor force participation rates 

in South Asia (47.7%). 
12

 2010 SME mapping report conducted by the UNDP and MED stated that ―The majority of entrepreneurs have 

identified lack of funds as the main problem for business expansion and investments in new business ventures. 
13

 Tourism along with commerce (import-export) and fishing together consume majority of the loans disbursed to the 

sector. 
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17. Difficulty in getting legal recourse. The legal requirement of the assets in the security 
agreement makes the use of changing pool of assets (movable such as in an inventory or 
accounts receivable) as security for a loan infeasible. The lender has no priority right to the 
collateral either in or outside bankruptcy, reducing the chances of loan recovery. If a borrower 
defaults, creditors are required to go through a lengthy court enforcement process. The lack of a 
bankruptcy law further reduces the chances of loan recovery in the event a borrower becomes 
insolvent. All this makes security agreements for MSMEs highly risky, costly and difficult to 
enforce. Setting up a secured transaction registry is needed to address this issue. 
 
18. Legal and regulatory constraints. Suitable legal and regulatory environment is an 
important factor influencing MSMEs sector’s access to finance. In the Maldives, weak legislations 
and poorly developed financial sector limit SME financing. For instance, absence of a fully 
functional credit information bureau (and the absence of a secured transaction registry for 
movable property and the limited protections provided by the current system for registering 
mortgages over land, enforceability of the Maldives Finance Leasing Company finance leases 
and other contracts, lack of civil procedure laws and commercial laws, together create a weak 
regulator environment to safeguard the interest of both the MSMEs and financial institutions. 
Moreover, the legal rights of borrowers and lenders are deficient in most respects. 
 
19. Logistical constraints. The Maldives is ranked 125th among 155 countries on the 
basis of the World Bank’s 2010 Logistics Performance Index (LPI), which includes transport 
costs, quality of infrastructure (e.g., roads, ports, etc), tracking and tracing of consignments, 
and timeliness of delivery. In part, this lower capacity is due to the relatively low interest shown 
by the private sector due to the small size of their economies. At present, the transport of cargo 
between Malé and the outer islands relies on the traditional cargo and passenger vessels 
operating on a fairly unscheduled basis, while the transport of passengers relies on these same 
vessels and, where possible, on the use of air transport services. There is a fairly significant 
network of transport operations within islands in the same atoll and between islands of adjacent 
atolls. While Malé remains the center of the transport system, there are growing numbers of 
hubs. Two regional ports are opening in Hithadhoo and Kulhudhufushi, while State Trading 
Organization Inc. imports cargo directly into Gan, and Fari Maldives Private Limited imports 
cargo directly into Theefaridhoo.14 The domestic aviation network is largely dependent on 
seaplanes for the tourist market and wheeled aircraft for the local population. There is a plan to 
increase the number of domestic airports from four to eleven. Limited ferry routes exist but 
regular services tend to be unscheduled and subject to weather conditions. From time to time, 
foreign companies have established regular ferry services, but these have been short-lived.  
 
20. Monopolized business practices. Due in part to high transport costs, a weak 
manufacturing sector, shortage of a skilled labor,15 limited availability of arable land and fragile 
ecosystems,16 most durable goods and staple foods must be imported.  Due to the relative small 
size of the economy, much of the trade, transport, and tourism industry is controlled by only a 
few from the private sector. This, combined with high public sector presence in SOEs, has raised 
concerns about a drift toward monopolized business practices which would threaten prospects 
for future private sector expansion within the economy. The government’s current policy direction 
sets a clear course to avoid this threat by encouraging competition and private-sector-led growth 

                                                
14

 ADB. 2005. Technical Assistance to Maldives for Domestic Maritime Transport Project. Manila. 
15

 The expatriate labor force in the Maldives remains at a high level as a percentage of the total labor force as 
compared to other neighboring countries in the region and has in previous years grown at a faster rate than the 
domestic labor force.  About 80,000 expatriate workers are employed in the Maldives. 

16
 The manufacturing sector in the Maldives is mostly limited to garments production, boat building, handicrafts, 
furniture making, and some food processing and bottling.  Of the country’s total land area of 298 km

2
, only 13% is 

considered to be arable land and 80% is one meter or less above sea level.  Environmental pressure brought about 
by depletion of freshwater aquifers, global warming, coral reef bleaching, and erosion are continuing threats to the 
country’s ecosystem.   
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in a more diversified economy, with particular emphasis on MSME development and 
restructuring and/or privatizing SOEs.17    
 
21. Limited CSR Initiatives for MSME promotion. Although there are a large number of 
international brands operating in the tourism sector in the Maldives, there is no defined corporate 
social responsibility (CSR) charter for contributing to MSME development. The existing CSR 
programs are mostly inward looking and focused primarily on employee welfare, ecology, 
community development, and philanthropy. Capacity building initiatives and support for creating 
MSME participation in value chain linkages with corporate entities are virtually non-existent. 
There are no national level policy guidelines to encourage large companies to participate in 
MSME development through CSR programs. 
 
22. Lack of integrated approach to MSME development. One of the biggest challenges 
faced by MSME sector is lack of integrated approach by the government to MSME sector 
development. The present MSME strategy implementation approach is chiefly fragmented with a 
piecemeal approach to strategy formulation and decision making. This is further worsened by 
weak communication and coordination among relevant government ministries. This has 
hampered the formulation of an integrated MSME development framework. There is therefore a 
need for dovetailing the separate components of MSME development program to allow for a 
coordinated action by implementing agencies. 
 
23. Limited access to enabling technologies. Though the penetration of enabling 
technologies in the Maldives MSME sector is growing, it is still in a very nascent stage of 
development which limits information and knowledge sharing among the MSMEs.  
 

Table 3: Strengths, Weaknesses, Opportunities, and Threats Analysis of MSME  

Factors Internal External 

Positive S–Strengths O–Opportunities 

 

High potential for tourism sector 
Improvement of logistics through inter and intra-
island transportations system 

Growing penetration of ICT 
Communication system enhancements through 
mobile phones and internet 

Regional development planning 
Possibilities to use existing facilities for BDS 
activities and services 

Low cost skilled workers Political commitment to private sector development 

Schools system for creating 
knowledge-base society 

Development of entrepreneurial infrastructure for 
MSME services 

Cultural, recreational and tourism 
capacities 

Existence of experienced entrepreneurs 

 

Opportunities for agricultural commercialization, 
tourism-related activities, handicrafts, and small 
processing capacities 

 
Location of growth modules in targeted regional 
developmental centers 

Negative W–Weaknesses T–Threats 

 

Lack of congenial legal environment Lack of entrepreneurial mindset 

Narrow economic structure 
Few people oriented to modern working 
environment 

Lack of entrepreneurial and 
managerial knowledge and skills 

Dependence on government for action 

Lack of support for entrepreneurs 
Delays in privatization and restructuring of state-
owned enterprises 

 
 

Lack of finance for MSME 
Impact of government involvement on business 
decisions in enterprises 

                                                
17

 According to the Maldives National Chamber of Commerce and Industry, the government has committed to privatize 
or restructure all SOEs by the year 2020. 
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Factors Internal External 

Positive S–Strengths O–Opportunities 
 
 

Fragmentation of the agricultural 
land; little experience with 
cooperatives 

Corruption and lack of good governance 

Monopolization in Business Practices  

Limited Diversifications within the 
sector Lack of financial resources 

 
Lack of coordination of development activities, 
especially transportation and communication 

BDS = business development services, MSME = micro, small, and medium enterprise. 

 
D. Overall Sector Profile of the MSME 
 
24.  Few reliable statistics exist with respect to the size of the MSME sector in the Maldives, 
and most available business information is limited to the capital city of Malé and surrounding 
islands. About half of the 7,000 registered companies are believed to be active, and the majority 
of these would be considered either micro, small, or medium-sized businesses. The Maldives 
National Chamber of Commerce Institute has approximately 600 active members, three-fourths 
of which are engaged in trading activities and the remainder doing business in the construction, 
tourism, and fisheries sectors.  In late 2010, the MED initiated a registration program for MSMEs 
in the country. As of June 2011, approximately 200 MSMEs had been registered into this new 
database. About 45% represented MSMEs located within the Kaafu atoll where Malé (capital of 
the country) is located. The number of MSMEs registering in the MED database is expected to 
increase significantly in coming months, as access to registration facilities is expanded to include 
field offices in all provincial centre islands. 
 
25.  The MSME sector is restricted to a limited range of activities with majority of the 
enterprises being engaged in retail trade. The economy is largely driven by service industries 
which account for 79% of the GDP. Overall, tourism (mainly high-end) and public administration 
contribute to almost 52% of the GDP. Other main services industries include real estate, 
wholesale and retail trade, transport and communications, and financial services.18 While a vast 
majority of MSMEs remain unregistered and operate informally, collectively they play a key role 
in providing goods and services in the local economy and represent the backbone of the 
domestic labor force. However, the sector’s contribution to GDP has not shown any 
improvement. The contribution of the agriculture remained stagnant at around 2.5% during the 
five year period 2006-2011; the contribution of the fisheries sector has actually declined from 
4.1% to 2.9% during the same period reflecting a decline in the fish catch.  
 
26.  The MED carried out a survey19 of MSMEs, including women and youth MSMEs, in the 
upper north, south central, and south provinces in June 2010. The survey which was similar to 
the project preparatory technical assistance survey carried out under the Private Sector 
Development Project (PSDP) reveals a wide degree of diversity in the types and scale of 
business activity existing on different islands.  Survey findings show that although tourism, 
fishing and fish processing were the leading economic sectors in the recent past, increasingly the 
business focus is shifting towards trading, agriculture, manufacturing and services. Results found 
that entrepreneurs engaged in retail trade accounted for 32.9% of all survey respondents. The 
number of entrepreneurs engaged in fishing and fish processing, and the number engaged in 
agriculture each accounted for 12.5% of those entrepreneurs interviewed. Survey results indicate 
that the percentage of entrepreneurs engaged in other major sectors includes: (i) manufacturing 
(11.2%), (ii) services (10.7%), (iii) construction (3.1%), and (iv) transport (1.6%). Other activities 
accounted for 15% of the entrepreneurs interviewed. This trend toward more diversified business 

                                                
18

 MSME activities are primarily restricted to agriculture (2.6%), fishing (2.9%) , business services (1.1%), art and 

handicrafts, and low-end tourism 
19

  SME Mapping Survey of Sixteen Islands in the Maldives–An Assessment of the Findings, Ministry of Economic 
Development in collaboration with UNDP; 24 June 2010. 
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activity can be seen as a positive development, reducing pressure on the scare resource base 
and expanding opportunities for income and job growth from manufactured products and 
services. 
 
E.  MSME Business Profile 
 
27. Entrepreneur experience, age, and education. 43% of the entrepreneurs covered in 
the survey have less than 3 years of experience.  While this certainly indicates a strong growth in 
new business start-ups, it also highlights the possibility of many entrepreneurs lacking important 
training and skills needed to successfully manage new businesses. Only 28% of the 
entrepreneurs interviewed have 10 or more years of business experience.  Also of all 
entrepreneurs surveyed, 60% had only attained primary level education.  The mean age of the 
respondents in the survey was 39 years, with 54% being below 45 years of age. Low education 
and less experience are challenges that need to be addressed by adopting a dual approach 
involving, (i) comprehensive business skills development through technical and vocational 
training workshops, and (ii) provision of business and financial support services to ensure 
sustained business growth. 
 
28.  Business ownership structure.  Most MSMEs in the islands operate on a very small 
scale. Higher business concentration in the retail trade reflects its lower labor absorption capacity 
and expansion capabilities. 54.7% of the entrepreneurs are single operators, while 36.2% 
operate as family business units. This is partly due to the fact that small entrepreneurs are often 
compelled to adjust the scale of their business operation to suit the financial capacity in the 
absence of banking faculties for investment.  Although the relationship between the family-
operated business and the size or scale is not very clear, the majority of them operate as small 
or micro-enterprises without external business partnerships or labor absorption.   
 
29.  Employment practices.  More than 80% of the entrepreneurs employ 0-3 family 
members. The scale of operation of those enterprises, therefore, is very small and caters mostly 
to the demand of local island populations. Lack of finance prevents these entrepreneurs making 
any future plans to enhance the scale of operation and develop commercial businesses catering 
to the external markets. However, 35% of entrepreneurs employ one or more foreign workers 
while nearly 30% of the entrepreneurs employ one or more local workers. Although, the 
unemployment in many small islands is very high, progressive entrepreneurs are reluctant to 
employ local workers due to high wages, poor skills, low productivity, and unreliability. Therefore 
the correlation between SME development and employment generation is not equally valid in the 
Maldives social setting. This being said, improving the technical and vocational skill capabilities 
of future local workers, including women and youth, will help create a larger domestic skilled 
talent pool to support business sector expansion.  
 
30.  Gender representation and distribution of economic opportunities. Nearly 67% of 
the survey respondent entrepreneurs were males. Female participation depended mostly on the 
island category. In commercially progressive medium category islands like Hithadhoo, women 
have access mostly to only marginal economic opportunities such as food preparations, small 
restaurants, and retail shops whereas the males dominate the commercial businesses. In most 
of the medium to small category islands, women entrepreneurs’ representation is relatively low. 
In the small category or highly vulnerable islands, women entrepreneurs play a leading role in 
the subsistence retail sector compared to their male counterparts as economic hardship creates 
women’s access to economic opportunities at the household level as a means of family survival. 
Men in such islands often migrate to Malé or other islands in search of employments or business 
opportunities.  Women in the active age groups are restricted to businesses within the household 
social boundaries due to responsibilities of relatively large families. The involvement of women 
entrepreneurs in MSME is also restricted in terms of their activities being limited to the 
opportunities in the island they live as they are deprived of mobility by family bonds. All these 
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factors combine to impede the inclusion of women entrepreneurs to SME level economic 
opportunities.   
 
F.   ADB’s Sector Support and Experience to Date 
 

31. ADB’s engagement in the Maldives on private sector development began in 2006 with the 

PSDP project preparatory technical assistance. ADB approved PSDP loan in 2008, with the 
objective of promoting MSME development as part of private sector development in the country. 
The MSME development program is aligned with the government’s national strategy and 
priorities. The major achievements of the relating to the MSME sector under the PSDP are given 
below. 
 

32. MSME promotion includes (i) establishment  of a central business development service 

center (BDSC) and two field BDSC offices; (ii) launching of a BDSC web portal to promote BDSC 
services, providing an interface with other MED services, and dissemination of information 
related to MSME registration and cost sharing fund and line of credit facility (LCF) application 
procedures; (iii) provision of business counselling and mentoring for over 500 entrepreneurs; (iv) 
start-up of 55 new MSME businesses, and (iv) completion of business training, advocacy, and 
counselling for some 4,084 beneficiaries, 41% of whom were women. Approximately 60 MSMEs 
in the fisheries, tourism, and arts and handicrafts have benefited from the $3 million LCF which 
helped them to expand their business operation, develop their capacity for accessing to finance 
from the banks, and formalized MSME sector through government registration. The PSDP has 
also contributed towards formalization of the MSME sector in line with the strategic action plan 
policy goals. Since registration with the MED was made mandatory for availing the LCF, more 
than 200 MSMEs have registered over a period of almost a year, bringing them within the ambit 
of closer monitoring and assessment of the performance of the sector. 
 

33. A credit information bureau (CIB) was launched in February 2011 has made substantial 

progress in building the database of around 22,000 customers. Eight of the nine financial 
institutions operating in the Maldives have registered as CIB members. More than 98% of all 
credit queries are routinely serviced. Once fully operation CIB would enable (i) increase of 
Maldives Monetary Authority’s revenues, (ii) facilitate access of finance to SMEs, and (iii) 
reduction in credit risk as a result of improvement in information quality.   
 
G. Role of Other Development Partners in the Sector  
 
34. ADB works closely with other development partners (primarily the UNDP, IMF, and the 
IFC/World Bank) and stakeholders providing support to MSME and private sector development in 
the Maldives. Under the PSDP, ADB and IFC jointly supported the creation of the CIB. Under the 
proposed Micro, Small, Medium-sized Enterprises Development Project, ADB is jointly working 
with the Islamic Development Bank for supporting the project. 




