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SMALL AND MICRO ENTERPRISES IN YEMEN:
CHALLENGES AND OPPORTUNITIES

Eissa H.N. Abohulaika
Abstract : The Smalland Micro Enterprises (SMEs) Sector continue to be vibrant sectors of the Yemeni economy
.SMEs are considered as the major sources of employment creation, growth and economic diversification. The
contributions of SMEs to the national economy can be measured in terms of some inter-related issues: economic
(income generation), social (povertyreduction) and political (wealth redistribution). This paper intends to understand
the challenges and opportunities of Small and Micro enterprises in Yemen .Furthermore;thispaperbrings outdifferent
types of risks affecting SMEs in Yemen. The researcher will identify the obstacles, barriers, and difficulties faced by
SMEs in Yemen and what are the solutions for these problems. Furthermore, the researcher will look at the current
strengths and weaknesses of the Small and Micro enterprises in Yemen.Furthermore, the researcher will recommend
certain strategies to enhance and improve the role of the SMEs in the economic growth and development in the country.
This paper is divided into three parts: the first part includes introduction, research methodology. The second part
discusses the current scenario of both Smalland Micro Enterprises in Yemen. The third part concludes the major
challenges and opportunities and recommended strategies to strengthen, enhance and improve the role of SMEs in the
economic growth and development in the country.
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INTRODUCTION
Yemen is a third world developing country which has a
mixed economy. In the economic development process
Yemen has to face some challenges namely financial,
employment problems and poverty. Furthermore, Since
Yemen faces many challenges such as the fact that it is
the least developed country in the Middle East, with GDP
per capita of US $650 and GNI per capita of US $ 500, its
inflation rate lies at 12% with commercial interest rate
that lies at 18%, services sector absorbs 53%, agriculture
and fisheries 31%, construction, industry 9%, and
industrial activities 7% of the total employed workforce.
(SFD 2011)
Microfinance can be a significant aspect of a useful poverty
reduction approach particularly for developing countries.
The services supplied by microfinance institutions can
enable the poor to flatten their expenses, run their menace
improved, construct their capital progressively, expand
their business enterprises, improve their gross income
potential, and have a better quality of life. To overcome
these problems most of the people are engaged in selfemployment. Entrepreneurs in the Small and Micro
Enterprises find it to satisfy their short term and long
term capital requirements due to lack of income and
saving. Because of that the banking and nonbanking
sectors are not enough interest to development of Small
and Micro Enterprises. In any economy, the process of
industrialization is mediated by, Small and Micro
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enterprises without which it should be difficult for an
economy to achieve its growth and development. Both
SmallandMicro scale industries have been assigned a
significant position in the Yemeni economy. SMEs provide
immediate large- scale employment, they offer a method
of ensuring a more equitable distribution of national
income and they facilitate an effective mobilization of
resources of capital and skill which might otherwise
remain unutilized. In fact, SMEs play an important role
in the economic growth and development. Furthermore,
SMEs are the traditional source for the growth of national
economy and they also provide more than 50 % of the
total private use and more than 40% of the gross national
product of goods and services.
RESEARCH METHODOLOGY
This study is aiming at investigating the current situation
of Small and Micro Enterprises and the challenges and
opportunities that are facing them in Yemen. This study
is based on various information from conduction survey,
an open-ended interviews relevant books and magazines,
research journals, internet and discussions with officials
and administration staff and the concerned authorities as
well.
The main objectives of this study are as follows:
To study the challenges and opportunities of both
Small and Micro Enterprises in Yemen.
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To have a look at the current situation of both
Small and Micro Enterprises in Yemen, their strengths
and weakness.
To know different risks affecting Micro and
Small scale enterprises and what are the remedies action
can be taken to overcome such risks.
To recommend future strategies for enhancing
and improving the role of Small and Micro Enterprises
in economic growth and development process.
SMALL AND MICRO ENTERPRISES IN YEMEN
Micro, Small and Enterprises (MSEs) sector has been
recognized as an engine of growth all over the world.
The sector is characterized by low investment
requirement, operational flexibility, location wise
mobility, and import substitution. In many developing
countries, SmallandMicro enterprises are considered the
backbone for the development and growth of the economy
.Therefore, the Government of Yemen established by law
No.10 in 1997, the Social Fund for Development (SFD)
is a Government institution that is financed by a number
of international donors and the Government of Yemen as
well. The main goal of the SFD is to help alleviate poverty
and reduce unemployment in Yemen through the
implementation of targeted development projects. The
SFD is pursuing its goals through four main programs as
follows:
§
The community and Local Development program
(CLDP).
§
The Small and Micro Enterprise Development
program (SMED).

§
The capacity Building program (CBP).
§
The Labour Intensive Works Program (LIWP).
The SMED program is implemented by the SMED unit,
which main concern is in developing local capacities to
provide indirect financial and non-financial services to
small and micro entrepreneurs in order to increase their
share of the national economy. Implementation of Small
and microfinance is carried out by supporting existing
financial institutions such as banks, foundations, and
financial companies or through the creation of new such
entities.
Definition
There is no universally accepted definition of SME.
Different countries use variousmeasures of size depending
on their level of development. The commonly used
yardsticksare total number of employees, total investment
and sales turnover. In the context of Yemen, according to
the national SME strategy approved by the council of
Ministers in 2005, SMED has categorized enterprises as
follows: Micro enterprises are those engaging up to 5
people, in most cases familymembers or employing capital
amounting up to RY.1 Million. The majority of
Microenterprises fall under the informal sector. Small
enterprises are mostly formalizedundertakings engaging
between 6 and 15 employees with capital investment from
RY.5 million to.RY. 20 Million. Medium enterprises
employ between 16 and 50 people withcapital investment
fromRY.20 Million to RY.1 Billion. This is can be
illustrated inthe table below:

Table No (1) Category of Micro, Small Enterprises.

International Multidisciplinary Research Foundation

134

Business Sciences International Research Journal Volume 1 Issue 1 (June 2013)

OPPORTUNITIES
Yemen is one of the developing countries in the Arabic
Peninsula, has around 22 governorates. It is now
increasingly recognized that the Small and Medium
Enterprises (SMEs) play a crucial role in employment
creation and income generation in Yemen. SMEs all over
the world and in Yemen in particular, can be easily
established since their requirements in terms of capital;
technology, management and even utilities are not as
demanding as it is the case for large enterprises. These
enterprises can also be established in rural settings and
thus add value to the agro products and at the same time
facilitate the dispersal of enterprises. The government
through the Social fund for Development (SFD) providing
both financial as well as non-financial assistance to the
SMEs in order to contribute to the growth and
development of the economy of the country. Indeed SMEs
development is closely associated with more equitable
distribution of income and thus important as regards
poverty alleviation. At the same time, SMEs serve as a
training ground for emerging entrepreneur. According to
studies done by Mr. Mansour Al-Bashiri,General Manager
of the Economic Studies at the Ministry of Planning and
International Coordination in Yemen,It is mentioned that
there are hugeinvestment opportunities for Small and
Micro Enterprises in Yemen in fields such as agriculture,
fisheries, handicrafts, sewing, metals and etc.Also,the
entrepreneurs must seize the funds offered by the
Government, Social Fund for Development and other
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financial institutions that are providing microfinance and
technical assistance in this field. According to his study,
it is also mentioned that around 43% of Yemeni Youth
are involving in their own activity and business.)Mansour
Al-Bashiri,2012)
Another study is also done by Mr. Mohammed Alkibsi,
an economic expert stated that there are great
opportunities for investment in Small and Micro
Enterprises in Yemen as the establishment of
SmallandMicro enterprises do not need large capital,
they are demand less capital and they are less risky
comparing to the medium and large
enterprises.(MohammedAlkibsi, 2012).
It is well accepted that SMEs generally are a major
pillar of the market economy and supply the following:
•
A source of vitality and innovation;
•
A pool of skilled and semi-skilled workers;
•
A driver for job creation;
•
Promotion of economic stability as a complement
to large corporations;
•
A broadening and diversification of the basis of
competition within the economy.
(http://www.qfinance.com)
.
CHALLENGES
Both Small and Micro Enterprises in Yemen face different
challenges and difficulties to continue their growth. In
Yemen the full potential of the SME sector has yet to be
tapped due to theexistence of a number of constraints
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hampering the development of the sector.They include:
unfavorable legal and regulatory framework,
undevelopedinfrastructure, poor business development
services, limited access of SMEs tofinance, ineffective
and poorly coordinated institutional support framework
etc.It is for this reason that this SME Development Policy
was formulated so as toaddress the constraints and to tap
the full potential of the sector. Some of the challenges
faced by SMEs are as follows:
Lack of Sufficient Capital
SMEs require different types of financial supports, such
as ‘start up capital’ to cover preliminary expenses,
‘working capital’ to cover running expenses, ‘reserve
capital ‘to meet the expenses not only for unexpected
contingencies, but also for personaland family
maintenance. In most cases, these enterprises receive
‘workingcapital ‘from the FIs, but ‘start up capital’, which
is crucial is often not supported by FIs.
Poor Physical Infrastructure
Poor physical infrastructure increases the cost of
production and reduces the Competitiveness of ME
products. Major problems related to infrastructure
includefrequent power failures and poor transport
facilities, which seriously hamper thesmooth production
and delivery of products.
Lack of Skilled Manpower
In order to enhance productivity and manufacture high
end products, entrepreneursoften demand an adequate
supply of skilled workers. An upgrade of
technologies,important for manufacturing better products,
always requires skilled workers. Hugepublic investment
is necessary to develop human resources. A number of
public andprivate initiatives were undertaken in order to
upgrade worker’s skill.
Absence of a Favourable Enterprise Culture
The concept of enterprise culture and entrepreneurship
is not native to every cultureor society. Starting a business
requires courage: the courage to assume the risks ofputting
money into ideas and the courage to take a leap into an
unknown future.Throughout the world millions of
entrepreneurs, display such courage. However, thefear of
failure produced by the highly volatile socio-politicoeconomic conditions ofYemen has deepened into the
minds of potential entrepreneurs. Consequently, new and
energetic entrepreneurs are not emerging in the market.
(Renati Reddy, 2012).
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Lack of Entrepreneurship and Management Skills
Many owner-managers and entrepreneurs often lack wider
managerial skills, whichhinder their long-term success.
Strategic planning, medium to long-term
vision,marketing, commitment to quality, knowledge of
quality systems, communicating inforeign languages,
cash-flow management, and information technology are
a fewcritical elements of management required to meet
the challenges of the marketeconomy, especially in the
global market environment.
Inefficient Marketing Practices
SMEs in Yemen, especially the very small enterprises,
do not have enoughmarketing capabilities or networks.
Majority of SMEs do not have resources to investin
marketing. Moreover, export-oriented SMEs have also
very little marketingactivities and most of them try to
survive by linking up with multinational buyers orsetting
up subcontracting relationships with them. In the domestic
market, SMEs areconfronted with cheap imports and are
hard pressed to hold on to their market share.Lack of
resources and skills make it difficult for SMEs to take
advantage of marketpromotional activities.
Poor Institutional Support
Specific institutional support for SMED, particularly
training and research &development is absent in Yemen.
Government as well as other privateorganizations have
different types of training programmes, but these are
foundunable to meet the current needs of the SME sector.
Moreover, these organizationsfollow traditional method
of training and dated curriculum that seriously
hamperSMED in Yemen.
Absence of Innovation and Technology Development
Policy
Another major challenge facing SMEs in Yemen is that
of absence of innovation and technology. The institutional
structure for innovation andthe development of technology
also requires reform, which can focus on dynamismand
cope with the latest technological development.
RISKS AFFECTING SMES
Although not exhaustive, Table describes numerous
textbook types of risk that can hamper or destroy a SME
business. Among the risks highlighted are: personnel
risks, business risks, property risks, IT and information
risks, operational and liability risks.
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SMED ROLES AND ACTIVITIES
The Small and Micro Enterprise Development Unit
(SMED) is the unit in the Social Fund for Development
(SFD) responsible for contributing to the development
of the Small and Micro finance (SME) sector in Yemen.
SME’s operations are structured on five main areas as
follows:
·
Financing of Micro Enterprises.
·
Financing of Small Enterprises.
·
Facilitation of Business Development Services.
·
Institutional Capacity Building.
·
Sector advocacy and creating enabling
environment.
RECOMMENDED
STRATEGIES
FOR
STRENGHTENINGSMALL
AND
MICRO
ENTERPRISES IN YEMEN
In the last ten years, both Small and Micro Enterprises
in Yemen witnessed significant growth, emergence of new
enterprises, and diversification of financial services,
increased involvement and participation of lending
services as well. To enhance and improve the Small and
Micro Enterprises in Yemen hence here are some
recommended strategies as follows
Legal and Regulatory Framework
·
Simplify business registration and licensing
procedures.
·
Simplify tax system and introduce tax
incentives to nurse SMEs.
·
Review Government Procurement procedures
to facilitate SMEs’ participation.
·
Establish a window within the commercial court
for handling SME business disputes.
·
Train and sensitise SMEs on intellectual
property rights.
Physical Infrastructure
The poor infrastructure in Yemen including working
premises, roads, cold rooms, warehouses, power, water
and communication adversely the development of the
SMEs. Even where these services are available, the supply
is unreliable and costly.
Entrepreneurship Education
§
Inculcate through education, training and other
programmes values and attitudes that are conducive to
development of entrepreneurship.
§
Review school curricula to accommodate
entrepreneurship development.
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§
Introduce entrepreneurial programmes in
vocational and technical training.
§
Facilitate entrepreneurship development
programmes for selected target groups/sectors e.g. school
leavers.
§
Facilitate capacity building in entrepreneurship
development
4.
The Government must promote entrepreneurship
development through facilitating improved access of
SMEs to financial and non-financial services.
5.
Strengthening financial and non-financial
services to increase and encourage SMES.
6.
Establishing andstrengthening financial
institutions supportive to SME development.
7.
Increased diversified technical assistance.
8.
Improve institutional capacity building.
9.
Capitalization of Microfinance institutions.
10.
Diversifications of financial services.
CONCLUSION
An assessment of the SME sector has shown that it is
facing constraints whichneed to be addressed adequately
through certain strategies to overcome these
constrains.SMEs in Yemen today confront huge business
and non-business challenges: limited access to financing,
higher borrowing costs, limited collateral resources, and
poor bookkeeping and accounting practices, to name a
few. Risk management can be a business enabler, not just
another cost item to be controlled. Owners and managers
of SMEs are advised to adapt their attitude to risk to shift
toward business value creation and to focus on how risk
management can deliver more stable earnings, muchneeded resources to cover emergencies, and a tighter grip
on value drivers. In addition, the implementation of risk
management practices by SMEs will impress their
bankers, demonstrate that their business presents a
reduced risk profile, and can result in the easier access to
capital and/or lower cost of funds that is so crucial to
acceleration of the growth of the core business of
SMEs.Given the importance of the sectorand the need to
transform it to a vibrant and dynamic one, it is crucial to
put in placestrategies that will facilitate the removal of
those constraints so that it can attain thedesired vision
and identified objectives. The majorareas of focus include:
creation of the enabling business environment, developing
theinfrastructure, strengthening financial and nonfinancial services and establishing andstrengthening
institutions supportive to SME development. In this paper,
problems areidentified, opportunities are alsoidentified,
Government statements are articulated and appropriate
strategies are specified.
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