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ABSTRACT 
This study aimed to highlight the challenges and difficulties that face 

micro small and medium enterprises MSMEs on inhibiting from 
contributing to developing the Yemies economy and to know the impact of 
the successive crises and conflict on MSMEs. Through a review of the 
literature and previous studies in this regard, it was possible to summarize 
the most critical problems facing MSMEs in Yemen, which could be 
difficulties like getting funds, poor infrastructure, corruption, difficulties in 
securing raw materials, lack of skilled employees, and also difficulties to get 
Licensing and the absence of a specific SMEs authority. 

 
 
 
 
 
 
 
 

 
1. INTRODUCTION 

 
 ROLE OF MICRO, SMALL AND MEDIUM ENTERPRISES(MSMES) IN THE ECONOMY 

 
Small and medium enterprises have contributions to the economy that regarding different Economists which 

discusses the impact of MSMEs on the economy of any country. Some Economists argue that small and medium 
enterprises have an essential role in any economy because it has an essential role in decreasing the unemployment 
rate, economic growth, and innovation. Simultaneously, other Economists argue that large enterprises have more 
effect on the economy than MSMEs in producing the desired economic growth and development levels. According to 
David Audretsch, it is necessary to get a closer look at the role of MSMEs on economic growth with his opinion he 
shows that the increase in employment rate in the USA during the 1990s was 17.76 % that's because of the net 
growth in employment in MSMs; also, in the same time, there is a decrease in employment in large enterprises within 
the same period. He also said that the USA economy's growth during the 1980s and 90s was because the MSMs as 
improved competition, served as an agent of change (innovation), and contributed to employment. 
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There is growing recognition of the critical role of micro, small, and medium enterprises (MSMEs) in the last 
several years because it's an essential role in economic development. Their role also contributes to solving the 
unemployment problem. On the other hand, supporting MSMEs helps empower young people to do successful work. 
As small projects, those who have distinct ideas are the appropriate work for those who have a sense of creativity, 
innovation, and development. Therefore, the government should create an appropriate environment and prevent 
monopoly (large enterprises' monopoly on market and resources). 

One of the advantages of MSMEs is that they do not require large capital, which is easy to establish. Anyone 
intends to establish his own business to develop a thoughtful plan for his project, as the desire to establish a project 
without prior study will fail. To establish a successful project, the market must be studied, and competitors must be 
studied as well. Also, pricing is one of the essential features of the project (goods or services) from others and 
determines the demand. So, pricing has steps that must be adhered to so that the beginner can compete in the market. 

The MSMEs constitute about 99.49% of Yemen's total business units (The YMIT 2014  (Where; many economists 
consider small enterprises as one of the most critical sectors in any economy because of their significant role in 
reducing unemployment rates and the growth of the economy and raising the level of production as well as in 
innovation as well as as the basis for large projects 

The growth and development of the micro, small and medium enterprises sector in all parts of the world face 
many problems. These may be different from one country to another and from one industry to another. Still, some 
issues are considered unified or recognized problems are facing MSMEs all over the world. The nature of the 
difficulties encountered by MSMEs is intertwined with each other. In general, part of these problems is internal, 
which are the problems that occur within the enterprise or its owner. Simultaneously, there are considered external 
problems if they occur due to the action and influence of external factors or the environment surrounding these 
facilities. 

At the same time, the micro, small and medium enterprises sector in Yemen suffer from many problems and 
obstacles despite its essential position on the map of development plans in the country as one of the main pillars in 
developing economic life and its role in the growth of national income and contributing to meeting the needs of 
society, by providing opportunities for people to get Work and also the productivity. The main problem facing the 
MSMEs sector in Yemen was the violent conflict (war), which will be affected in the economy in general  

 
 A BRIEF DESCRIPTION OF THE SITUATION IN YEMEN 

 
Yemen is one of the poorest and least developed countries in the world with a GDP of 27.59 billion U.S. dollars 

in 2018 (according to official data from the World Bank and projections from Trading Economics), and ranking 175 
among 191 of the poorest countries and regions in the world (International Monetary Fund, World Economic 
Outlook October 2019). Combined with high annual population growth (2.7 percent) (The World Factbook), and a 
low adult literacy rate (only 50.2 percent in total and 30 percent among women), Yemen has a high unemployment 
rate (estimated at 35 percent) (Kirchhoff 2000). These negative figures were caused by many factors, perhaps the 
most prominent of the political problems since 2011 and the war that has existed since 2015 until now, and many 
other issues causing the low level of the Yemeni economy's rising unemployment rates. Because of those problems, 
the sector of micro, small, and medium enterprises in Yemen suffers from many problems and obstacles; one of the 
biggest problems facing MSMEs was that the financing problem is the most critical obstacle preventing MSMEs' 
development establishments in Yemen. 

 
Table1: Yemen GDP Growth Rate 

Year GDP Growth (%) Annual Change 
2010 7.70% 3.84% 
2011 -12.71% -20.42% 
2012 2.39% 15.11% 
2013 4.82% 2.43% 
2014 -0.19% -5.01% 
2015 -27.99% -27.81% 
2016 -9.38% 18.62% 
2017 -5.07% 4.30% 
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2018 0.75% 5.82% 
Source: Macrotrends.net 

 
 THE PROBLEM OF THE STUDY 

 
Micro, Small and Medium enterprises  have great importance for the economy of any country, as they work to 

revitalize the economy, reduce unemployment rates, raise production efficiency and others. Still, in recent years the 
MSMEs sector in Yemen has lived a challenging period due to the current political conditions and the successive 
crises that affected the growth of small enterprises and caused the deterioration of this capacity. The sector is based 
on the growth of the Yemeni economy and also raising employment rates. Therefore, in this article, we will discuss 
the most critical problems and challenges facing the MSMEs sector due to the successive crises that have afflicted 
Yemen since 2011 until now. 

 
 THE OBJECTIVE OF THE STUDY 

 
The main objective of this study is to know the challenges and difficulties facing micro, small, and medium 

enterprises in Yemen. To be more specific, this study aims to describe the impact of Yemen's political issues since 
2011 and the conflict since 2015 on the performance of MSMEs. 

 
 REVIEW OF LITERATURE 

 
Aliriani (2012) Conducted a study to describe the role of the micro, small, and medium enterprise (MSME) sector 

in the Yemeni economy. And the researcher explains how MSME can play an essential role in creating jobs for people 
looking for the opportunity. And also shows that the MSMEs sector in Yemen is facing many challenges and 
difficulties in growth like inadequate infrastructure, difficulties in obtaining raw materials, lack of technological 
support, difficulties in identifying and implementing new technology, the lack of skilled staff, and the lack of financing 
opportunities. Also, they suffer from unreasonable licensing requirements by bureaucratic and non-transparent 
government departments, over-taxation, and much more. (Alshebami & Khandare, 2014) reported several 
challenges and obstacles limiting the growth and development of small industries in Yemen, i.e., Skills and skills 
Acquisition, Marketing limitation, Associations and unity, Ownership of women for SMEs, the attitude of youth to 
work SMEs and finally High-interest rate and collateral demanded by the Microfinance institutions. (Alshebami & 
Khandare, 2015) revealed that due to imposing an interest rate ceiling on low individuals who want to start their 
small enterprises, most of the MFIs that support the low individuals left the market or reduced their scale due to the 
inability to continue operating with low-interest rates indigent clients without access to credit. Peci et al. (2012) 
studied the impact of formal and informal factors on the growth of small and medium enterprises (SMEs) in Kosovo 
as a transition country. The main obstacles facing SMEs are when Kosovo engaged in international trade and knew 
its effect on small and medium enterprises. The researchers found that the low levels of professionalism and ethics 
of officials as informal activities in respective institutions and Weak laws and legislation can be effective on rising 
transaction costs, which can be a great obstacle to small and medium enterprises' growth. According to (Alhammadi 
and Shahadan,2014) the small enterprises is the main player in the job creation and employment in the worldwide 
in both developing and developed countries and the researchers say that small enterprises facing many challenges 
and difficulties in their growth performance one of this challenges is to get finance to run the business and that could 
be difficulties to get a loan from the financial institutions that could be because the difficult requirements to get 
credit and the other challenges facing small enterprises are that lack of managerial experience and other problems 
facing small business. They found that management capabilities determinants and business environment 
determinants can impact the performance and growth of small business in Yemen. (GICHUKI et al.,2014) Describe 
the role of micro and small enterprises in the Kenyan economy. The micro and small enterprises' role could be in job 
creation when the micro and small enterprises sector in Kenya create 50% of new jobs yearly to explain this sector's 
importance in any economy. Still, the micro and small enterprises sector faces many problems in accessing credit 
facilities in KangemiHarambee Market in NairobiCityCounty, Kenya. They found that the main problem facing the 
micro and small enterprises sector was the high-interest rate, difficult collateral, the unwillingness of people to act 
as guarantors, and also high credit facilities’ processing fees and short repayment period; all of those could be 
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challenges for micro and small enterprises sector in Kenya to accessing to the financial institutions and getting fund. 
According to (Avevor 2016), Small and medium enterprises are the spine of any economy globally, and most large 
companies were SMEs in the past. The impact of small and medium enterprises in Ghana's economy is still facing 
many challenges and difficulties when accessing financial institutions' funds because of the difficult requirement to 
get funds. The researcher found that financial institutions consider small and medium enterprises a risky sector, 
thereby offering them credit facilities at a high-interest rate compared to large enterprises. Al-Absi(2016) tried to 
know the impact of microcredit in microfinance institutions on small business in Yemen and how the services 
provided by microfinance institutions such as (collaterals, loan amount, loan duration, loan repayment, and interest 
rate) can be effected on the Performance of small business spread in Yemen. This study shows that the services 
provided by microfinance banks have a significant positive correlation with small businesses, and it also found that 
the most services of microfinance institutions can be affected by small companies was loan repayment after that was 
loan duration, interest rates, and loan amount respectively. (Mandal,2007) Describe how Small and Medium 
Enterprises (SMEs) have an important role in any country's growth. Still, the researcher observes that Small and 
Medium Enterprises (SMEs) have an uneven development in recent times. However, the small and medium 
enterprises sector in the developed countries greatly contributes to the economy and the countries' growth. On the 
other hand, the SME sector in developing countries has not fared well. The failure of the developing countries to take 
the SME sector development initiative in the right direction has been the major reason for this sector's slow process. 
According to (Ilahi,2015) The Micro, Small, and Medium Enterprises (MSMEs) are the primary factor in accelerating 
economic and social development and play an important role in the economic growth in any country. This role could 
be production, employment, and exports. in the last few years, The Micro, Small, and Medium Enterprises sector has 
consistently recorded a higher growth rate than the overall industrial sector. And the researcher found that Delhi 
has come out as one of the biggest centers of MSMEs in India in the last years. The focal point of this study was that 
the problems and prospects of MSMEs in Delhi. Though the MSMEs are still facing many problems like getting funds 
from financial institutions, technology problems, infrastructure, marketing, labour, etc.  (Saleh and Manjunath,2020), 
Amid to highlight the challenges and difficulties that face small and medium enterprises SMEs on inhibiting from 
contributing to developing the Yemies economy. The researcher classified the challenges and difficulties into two 
groups the first group concerned with the historical challenges that had been facing small and medium enterprises 
for a long time, and the second group concerned with new challenges that appear in the last several years with the 
emergence of the violent conflict and political instability which can be impacted on the performance of small and 
medium enterprises in Yemen. (Alshebami, Al-jubari, Alyoussef, & Raza, 2020b) confirms that there is a need to 
provide those people interested in starting their small businesses with the necessary education and entrepreneurial 
skills. It is proved that entrepreneurship education plays a significant role in changing people's attitudes toward 
entrepreneurship and its activities. (Alshebami, 2017) The SMEs can play a vital role in job creation and employment 
in the Arab world if an effort is put together to increase opportunities in the field of development and diversification 
of the productive base for these projects 

 
 MICRO, SMALL, AND MEDIUM ENTERPRISES  

 
Many definitions dealt with the concept of micro, small, and medium enterprises. They differed between 

organizations and countries; some look at it from the point of the number of employees. Another view is in terms of 
the size of capital, and there is t a third party looks at MSMEs from the perspective of the use of technology.  A study 
of the organization International Labor indicated that they found 75 definitions within 50 industrialized and 
developing countries. If consider the number of workers as a criterion for distinguishing between micro, small and 
medium enterprises, we find that there is no agreement on a specific number as a basis for determining the size of 
MSEs, as this varies according to the degree of industrial progress, which in turn differs from one country to another. 

In Yemen, although there is still no specific legislation in which to distinguish micro, small, and medium 
enterprises from large enterprises, any of the following sources can be guided: 

 The final report of the results of the baseline survey of micro and small establishments for the year 2000, which 
defined micro and small enterprises as any income-generating activity in the field of industry, trade, or services 
(excluding primary industries) that employs 50 workers and markets at least 50% of its products (or services). 
According to this definition, enterprises with primary - traditional activities and enterprises that are established for 
consumption are excluded. 
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The National Strategy for the Development of micro and small enterprises; which defined small enterprises as: 
“any income-generating activity in the field of industry, trade, or services.” It should be noted that the ministry of 
industry and trade distinguish between micro, small, and medium enterprises as follows:  

Micro enterprises are those that employ 1-5, and the capital investment is 1 million YER. 
Small enterprises are those that employ 6-15 and the capital investment from 1 million YER to 20 million YER. 
Medium enterprises are those that employ 15-50 and the capital investment from 20 million YER to 1 Billon 

YER. 
This criterion is chosen for us to distinguish between micro, small, and medium enterprises in this research. 
 

 THE OBSTACLES AND PROBLEMS FACING MSMES 
 
Many micro, small and medium enterprises face several challenges that stand as a stumbling block in front of 

them to achieving their economic and social goals. The nature of these challenges varies according to the heart of the 
project, the activity it exercises, and the country in which it operates. The novelty of small enterprises' concept is 
one of the difficulties facing this type of enterprise, especially in the Arab countries (El-Hawat, 2007). MSMEs face 
many obstacles, especially about obtaining capital and the lack of adequate distribution channels (Prasad & Tata, 
2009). 

The United Nations declared that the year 2005 is the year of financing small projects to provide the necessary 
financing for more than 20 million families in developing countries (Prasad & Tata, 2009). One of the main obstacles 
for small enterprises is funding from others, where it isn't easy to rely on self-financing. The high cost of financing 
compared to the rate of return on the project, which in most cases leads to loss or stoppage of the project (El-Beltagy, 
2005). Many studies indicate that the owners of new projects suffer from insufficient financing, lousy product, and 
ineffective marketing (O'Dwyer, & Ryan, 2000) and that the local consumer preference for similar foreign products 
is motivated by imitation, and the lack of sufficient incentives for local products to strengthen their competitiveness 
compared to the foreign work and the pursuit of dumping policy by some foreign institutions greatly weakens the 
ability of the domestic product to compete. 

We must not overlook inflation, which is a significant reason for the rise in the prices of raw materials and 
workers' wages, and consequently the high operating costs of this type of project, which leads to higher prices for its 
products, which means its inability to face intense competition from large enterprises (Qandah, 2009) as well as the 
governmental measures are considered the high tax rates on these projects are among the main obstacles to the 
development of this sector. 

These projects generally suffer from their inability to provide financial data (financial statements). In China, the 
lack of information was one of the main reasons that led to the failure of small enterprises (Alattar, Kouly & Innes, 
2009). (1998, Lybaert) found that there is a positive relationship between the extent to which available information 
is used and small projects' performance. In addition to the inconsistency of information available between financial 
institutions and small enterprises, access to the required financing is one of the main obstacles for small and micro 
companies (Gebru, 2009). In a study (Gebru, 2009), it was found that the lack of adequate guarantees that could 
cover the value of the required loan, which is one of the main grounds for banks to agree to grant the loan, which 
created a significant problem for small enterprises that do not have sufficient fixed assets, especially at the beginning 
of their working life. About these projects, the banks depend on the establishment's capital and not on the income of 
the establishment to make the credit decision to grant or reject the loan. 

 
 CHALLENGES AND DIFFICULTIES FACING MSMES IN YEMEN 

 
Micro, small and medium enterprises sector in Yemen suffer from many problems and obstacles despite its 

essential position on the map of development plans in the country as one of the main pillars in developing economic 
life and its role in the growth of national income and contributing to meeting the needs of society, by providing 
opportunities for people to get Work and also the productivity. The main problem facing the MSMEs sector in Yemen 
was the violent conflict (war), which will be affected in the economy in general Which in turn led to high inflation 
rates in the country, which will be affected by the rise in the prices of raw materials and the cost of labor, which will 
inevitably lead to higher operating costs. Here, these establishments face a significant problem: their confrontation 
with competition from large projects, which prevents them and limits their ability to raise prices to avoid high labor 
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wages and raw material prices. And directly that will be reflected in the cost of capital, which is one of the biggest 
problems facing MSMEs because it is directly reflected in these projects' profitability through the demand from 
MSMEs to pay a high-interest rate compared to the price paid by large enterprises. Also, MSMEs depend on 
borrowing from banks, which leads to an increase in their costs. 

 
2. POLITICAL PROBLEMS 
 
The biggest problem facing MSMEs from 2015 until now is the political situation represented by the grinding 

war that ravaged Yemen until this point. Yemen is the poorest Arab country and has an unstable political situation; 
it faced political disorder since its union in 1990; due to its strong tribal social structure and geographic isolation, it 
has been difficult to govern centrally (Sharp, 2010). since 2011 when the people go to street the change the 
government, which leads to the current chaos and weak situation it escalated to the current conflict which leads to 
violence which started in 2014 and resulted in devising the country into two splits with two governing authorities 
while only one has a legitimate recognition (World Bank, 2019). The rapid business survey conducted to know the 
impact of the crisis on the private sector in Yemen by the UNDB and SMPS show that the most affected sector by war 
was the small and medium enterprises which 34% of medium enterprises closing in the during of this situation 
compared to 17% of large businesses.MSMEs in the services sector was the most affected sector, which 35% of them 
closing. Also, the report shows that the most physical harm was to Aden nad Taiz, which affects 95% of all businesses, 
but most of these damages were partial; on the other hand, the impact of war on businesses in Sa’dah was more 
intense with higher incidences of complete damages recorded (43%). 

 
3. FINANCING MSMES  
 
The scarcity of capital has been one of the most problems facing MSMEs in Yemen are the difficulties of getting 

funds due to their size (lack of guarantees) and their novelty (lack of credit record). Therefore, financing institutions 
are exposed to several risks when financing MSMEs in their various stages of growth. (Establishment - initial - initial 
growth - actual growth - integration) because of these risks, commercial banks avoid providing the necessary 
financing for these projects due to their keenness on depositors' cash. So, the most challenge facing MSMEs in Yemen 
is to access financial institutions to get funds. However, Yemen's banking sector is still young and doesn't have 
enough experience working with MSMEs. Its role in financing MSMEs is still traditional and did not expand in serving 
all segments of society. Because the MSMEs try to get finance from a different source, which could be loans from 
family or friends. But now, most of the entrepreneurs, which could be the owners of MSMEs, try to get funds from 
microfinance institutions that provide microcredit to them with reasonable requirements. The microfinance 
institutions become an important tool to support MSMEs enable them to solve the problem of capital scarcity to see 
growth. 

 
 POOR INFRASTRUCTURE 

 
Other challenges facing MSMEs in Yemen and according to the Baseline Survey of Micro and Small Enterprises 

in Yemen (MSE Survey), the  Lack of infrastructure is rated third in the sequence of the problems that facing MSMEs.A 
country like Yemen, which has a poor Infrastructure and many areas in the country are difficult to access by road, 
roads are not always well maintained, and after the conflict in 2015, the roads became unsafe to travel, which in turn 
posed a great challenge to MSMEs.also, electricity cuts since the beginning of the conflict were a very big problem 
for the business sector as a whole in Yemen, not just the MSMEs sector due to that every MSME has to have its own 
electricity backup system or solar energy to keep running. Another problem facing MSMEs under Infrastructure is 
that the supply of water is available through the public network to around 40% of Yemen's population. The supply 
is not constant, so water is usually bought and delivered and stored in special containers to the business premises. 
Only in some areas of the country are sewage networks available. The extra costs borne by MSMEs stem from 
inadequate infrastructure. They need to handle stuff like securing water and maintaining power generators in 
addition to the financial costs, an additional burden on already weak management systems. 

4. THE ABSENCE OF SECURITY 
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absence of security and the rule of law were among the most challenges facing the growth of MSMEs in Yemen 
that because lawlessness in the country since 2011 which put the country in crisis-affected on the economy which is 
now shattered, and also the business is damaged, affected, or in loss (SEMC, 2016) In synchronism with the crisis 
that began in 2014, the rate of crime has been increased. Crimes like theft and fraud were the most problems facing 
MSMEs in these aspects due to the lawlessness status resulted from the fragile political situation. In some parts of 
Yemen, the crime rate increased to 60% during the conflict time 2014-2019. 

 
5. LICENSING AND THE ABSENCE OF A SPECIFIC SMES AUTHORITY 
 
License and register MSMEs could be a challenge for the owner of MSMEs because there is no particular 

authority for MSMEs in Yemen, which contributed to the lack of support for MSMEs.However, there is a department 
in the  Ministry of  Industry and Trade (MOIT) called The General Administration of small Industries dedicated to 
supervising the small industrial enterprises, according to which the enterprises were defined in 2009 through a 
regulation based on the number of employees and the capital as well(Al-Attas, 2017). But there is some organization 
working to help small and medium-sized enterprises, such as the Social Fund for Growth (SFD), an organization that 
offers assistance to small enterprises. It was founded in 1997 with the help of the international community, in 
particular the World Bank. In 2005, SFD founded the Small and Micro Enterprise Service (SMEPS) as a subsidiary 
focusing on development projects aimed at creating more jobs by pursuing innovative strategies for the development 
of small enterprises, better responding to the conflict affecting small and medium-sized enterprises, by providing 
interventions to promote and create technical and economic capacity to revive the sm sector (World Bank, 2012; 
SMEPS, 2016; Ghanem, 2018). 

 
 CORRUPTION 

 
Yemen is considered as one of the most countries in the world in terms of corruption indicators, as the Global 

Corruption Perceptions Index prepared by Transparency International confirmed that Corruption in public funds in 
Yemen during the year 2018 increased in Yemen from the year 2017 and Its ranked as177 among the most corrupt 
countries in the world in 2019 (Corruption Perceptions Index CPI). And Corruption is considered one of the most 
common problems that affect MSMEs (Gbetnkom, 2012). Corruption is a complicated and broad term that may be 
through receiving informal money to complete work (bribery), and administrative leakage also could be classified 
under Corruption. A feature of Corruption in the least developed countries, where facilitation payments or bribery 
are used to resolve or strengthen bureaucratic and administrative activities, which becomes a significant 
impediment to investment (Rune, 2011). Also, mediation between relatives to facilitate transactions is part of 
Corruption. Since the political crisis that hit Yemen and led Until the war began in 2015, corruption rates increased 
dramatically due to the absence of the government’s role and the absence of oversight and accountability authorities, 
which caused high corruption rates in the last years. 

 
Table 2: Corruption rate in Yemen 

Year 2014 2015 2016 2017 2018 2019 
Rank 161 154 170 175 176 177 

Source: Corruption Perceptions Index 
 

 RAW MATERIALS 
 
The difficulty in obtaining raw materials comes from the dependence of these projects on imported raw 

materials and local ones because they produced commodities that are substitutes for imported goods. This problem 
becomes clear when the crisis started, and the borders were closing in 2015, which lead to raising the prices of 
imports, so it is difficult for these projects to obtain large quantities. 

 
 SKILLED EMPLOYEES 
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The human element is considered one of the essential factors of production. Therefore, the shortage of skilled 
employees is one of the most critical obstacles facing the MSMEs, as it cannot be easily overcome even though its 
owners manage it in most cases. The lack of skilled employees is due to the workers' preference for work in large 
projects and government projects due to the presence of some benefits such as retirement, social security, and 
health. Also, because of the current crisis, many skilled employees preferred to work outside Yemen and leave the 
country due to the tremendous economic problems facing Yemen. 

 
6. CONCLUSION 
 
Micro, Small, Medium enterprises MSMEs have great importance in any country's economy, whether developing 

or developed, and its importance lies in reducing unemployment rates and innovation and contributing to raising 
the GDP. Therefore, many countries seek attention and development of this sector in many aspects, whether financial 
or non-financial, by providing them appropriate funds to start the business and by issuing laws regulating its work 
and reducing tax rates for them. From the above, it becomes clear the importance of MSMEs. On the other hand, when 
the world focuses on developing the small enterprise sector, the MSMEs sector in Yemen function in a harsh business 
environment as one of the least developing countries and a more challenging environment in light of the current 
polio-economic unrest and instability. The challenges and difficulties became more affecting MSMEs' performance 
after the political crisis, which started in 2011, and the conflict from 2015 until now. 
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