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Unit II: Micro, Small and Medium Enterprises (MSMEs) 

Micro  and Medium Enterprises  -  Small  Scale  Industries  -  Tiny Industries  -  Ancillary 
Industries - Cottage Industries – Definition – Meaning - Product Range - Capital Investment 
- Ownership Patterns - Importance and Role played by SSI in the development of the country 
economy - Problems faced by MSME/SSI’s and the steps taken to solve the problems - 
Policies Governing MSME & SSIs.

Learning Outcomes: After studying this unit, students will be able to:

1. Understand  and  define the  concepts  of  Micro,  Small,  and  Medium  Enterprises 
(MSMEs), including Tiny, Ancillary, and Cottage Industries.

2. Differentiate between various types of  enterprises based on size,  structure,  and 
functions such as SSI, micro, medium, and cottage industries.

3. Explain  key  business  concepts such  as  product  range,  capital  investment,  and 
ownership patterns in the context of MSMEs.

4. Analyze  the  role  and  importance  of  SSI/MSMEs in  economic  development, 
including employment generation, GDP contribution, and regional balance.

5. Identify  major  problems  faced  by  MSMEs/SSIs,  such  as  financial  constraints, 
technological gaps, and market challenges.

6. Evaluate solutions and government measures taken to overcome MSME challenges, 
including financial support, skill development, and policy reforms.

7. Examine policies governing MSMEs and SSIs, particularly in the context of national 
development (e.g., Tanzania).

8. Develop  analytical  skills to  assess  how MSMEs contribute  to  industrial  growth, 
entrepreneurship, and sustainable economic development.

9. Apply  theoretical  knowledge  to  real-world  scenarios,  including  case  studies  of 
MSMEs and local industries.

2.1. Micro and Medium Enterprises - Small Scale Industries

Micro and Medium Enterprises – Small Scale Industries (SSI) are a vital component of any 
economy, especially in developing countries, because they generate employment, promote 
regional  balance,  and  encourage  entrepreneurship.  In  MBA-level  understanding,  these 
enterprises are typically categorized based on their investment in plant and machinery or annual 
turnover. Micro enterprises operate on a very small scale with minimal capital and workforce, 
while medium enterprises are relatively larger, more structured, and have higher production 
capacity. Small Scale Industries (SSI) usually fall between these two in terms of size, resources, 
and operational scope.

Micro enterprises are the foundation of grassroots economic activity. They are often owned 
and managed by individuals or families and require low investment. These businesses include 
local shops, handicrafts, small manufacturing units, and service providers. Their importance 
lies in their ability to create self-employment and reduce poverty, particularly in rural and semi-
urban areas. They are highly flexible and adaptable to market changes but often face challenges 
such as lack of access to finance, limited technology, and inadequate managerial skills.

Small Scale Industries (SSI) represent a slightly larger segment and play a crucial role in 
industrial development. These enterprises typically use a moderate level of technology and 



 UNIT 2 - MSME

PROFESSOR SHASHI KANT 2

capital  and  are  more  organized  compared  to  micro  enterprises.  SSI  units  contribute 
significantly  to  manufacturing  output,  exports,  and  employment  generation.  They  act  as 
ancillary units to large industries by supplying components,  spare parts,  and intermediate 
goods. However, they often struggle with issues like competition from large firms, inefficient 
production methods, and regulatory burdens.

Medium  enterprises  are  more  advanced  and  structured,  with  better  access  to  finance, 
technology, and skilled labor. They operate on a larger scale and have a stronger market 
presence, often competing directly with large corporations in certain sectors. These enterprises 
are  important  for  economic  growth  as  they  enhance  productivity,  innovation,  and 
competitiveness. Medium enterprises usually adopt modern management practices, invest in 
research and development, and expand into national and international markets.

From a policy perspective, governments provide various incentives to support Micro, Small, 
and Medium Enterprises (MSMEs). These include financial assistance, tax benefits, subsidies, 
skill development programs, and infrastructure support. The objective is to promote inclusive 
growth,  reduce  unemployment,  and  encourage  industrialization  in  backward  regions. 
Institutions such as banks, development agencies, and entrepreneurship training centers play a 
key role in supporting these enterprises.

Despite their importance, MSMEs face several challenges. These include limited access to 
credit,  technological  obsolescence,  lack  of  skilled  manpower,  market  competition,  and 
vulnerability  to  economic  fluctuations.  Globalization  and  digital  transformation  have 
intensified competition, making it essential for these enterprises to innovate and adopt new 
technologies.  Digital  platforms, e-commerce, and government initiatives are helping them 
overcome some of these barriers.

In conclusion, Micro and Medium Enterprises along with Small Scale Industries form the 
backbone of economic development. They not only generate employment but also promote 
innovation, regional development, and inclusive growth. For MBA students, understanding 
their structure, functions, challenges, and strategic importance is essential for effective business 
management and policymaking.

Basis  of 
Comparison

Micro Enterprises Small  Scale 
Industries (SSI)

Medium Enterprises

Definition Very  small  business 
units  with  minimal 
investment  and 
operations

Moderately  sized 
enterprises  with 
structured operations

Larger  enterprises  with 
significant  investment 
and organized systems

Investment 
Level

Very  low  capital 
investment

Moderate  capital 
investment

High  capital  investment 
(within MSME limits)

Scale  of 
Operation

Local / small-scale Regional / semi-large 
scale

National  /  sometimes 
international scale

Ownership Individual  /  family-
owned

Proprietorship  / 
partnership  /  small 
companies

Mostly  companies  or 
large partnerships

Employment 
Generation

Limited  employment 
(few workers)

Moderate 
employment 
opportunities

High  employment 
generation
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Technology 
Usage

Basic  or  traditional 
technology

Semi-modern 
technology

Advanced  and  modern 
technology

Production 
Capacity

Low  production 
output

Medium  production 
capacity

High production capacity

Market Reach Local markets Regional and national 
markets

National  and  global 
markets

Flexibility Highly  flexible  and 
adaptable

Moderately flexible Less  flexible  due  to 
structured systems

Access  to 
Finance

Limited and informal 
sources

Moderate  access 
(banks, schemes)

Easier  access  to 
institutional finance

Management 
Style

Informal and simple Semi-formal 
management

Professional  and 
structured management

Examples Small  shops, 
handicrafts,  home-
based units

Garment units, small 
manufacturing firms

Large  processing  units, 
export-oriented firms

Role  in 
Economy

Poverty  reduction, 
self-employment

Industrial  growth, 
supply chain support

Economic  expansion, 
innovation, 
competitiveness

Major 
Challenges

Lack  of  finance, 
skills, technology

Competition, 
outdated  methods, 
regulation

High  competition,  cost 
management, scalability

Tanzania-specific table for Micro, Small Scale Industries (SSI), and Medium Enterprises, 
aligned with the classification used by Small Industries Development Organization (SIDO) and 
national SME policy:

Basis  of 
Comparison

Micro  Enterprises 
(Tanzania)

Small  Scale 
Industries  –  SSI 
(Tanzania)

Medium 
Enterprises 
(Tanzania)

Definition Very  small  businesses 
with  minimal  capital 
and workforce

Growing  enterprises 
with  moderate 
investment  and 
formalization

Well-established 
enterprises  with 
larger investment and 
structure

Capital 
Investment 
(TZS)

Up to approx. 5 million About 5 million – 200 
million

About 200 million – 
800 million

Number  of 
Employees

1 – 4 employees 5 – 49 employees 50 – 99 employees

Ownership 
Structure

Mostly  individual  / 
family-owned

Sole  proprietorship, 
partnerships,  small 
companies

Registered 
companies  or  larger 
partnerships

Level  of 
Formalization

Mostly informal sector Semi-formal to formal Fully  formal  and 
regulated

Technology 
Use

Traditional  /  manual 
tools

Improved  tools  and 
semi-modern 
technology

Advanced machinery 
and  modern 
technology

Production 
Capacity

Very low output Moderate production High  production 
capacity



 UNIT 2 - MSME

PROFESSOR SHASHI KANT 4

Market 
Coverage

Local 
(village/community 
level)

District  and  regional 
markets

National  and  export 
markets

Access  to 
Finance

Informal  sources 
(family, savings groups)

Microfinance, 
SACCOS, banks

Commercial  banks, 
development  finance 
institutions

Examples 
(Tanzania)

Street  vendors,  small 
farmers, food stalls

Furniture  workshops, 
small  textile  units, 
agro-processing

Large  agro-
processors, 
manufacturing  firms, 
exporters

Key 
Supporting 
Institutions

SIDO,  NGOs,  local 
government

SIDO,  Tanzania 
Chamber  of 
Commerce,  Industry 
and  Agriculture 
(TCCIA), banks

Banks,  investment 
centers,  Tanzania 
Investment  Centre 
(TIC)

Contribution to 
Economy

Employment  creation, 
poverty reduction

Industrial  growth, 
supply chain support

GDP growth, exports, 
industrialization

Major 
Challenges

Lack  of  capital, 
informality, low skills

Limited  technology, 
market access issues

High  costs, 
competition, 
regulatory 
compliance

In Tanzania,  MSMEs contribute significantly to employment (over 80% of jobs in  some 
estimates) and are central to the country’s industrialization strategy. However, the transition 
from micro → small → medium is often slow due to financial constraints, regulatory barriers, 
and limited access to technology and markets.

table with company names and nature of work (Tanzania, technology-oriented):

Micro  Enterprises  (with 
Nature of Work)

Small Scale Industries – SSI 
(with Nature of Work)

Medium Enterprises  (with 
Nature of Work)

Nala  –  Digital  payment 
solutions  and  mobile 
money transfer services

Silafrica  Tanzania  – 
Manufacturing  of  plastic 
packaging  using  industrial 
machinery

Bakhresa  Group  –  Large-
scale  food  processing, 
logistics,  and  industrial 
manufacturing

Ramani  –  Data  analytics 
and  digital  supply  chain 
solutions for SMEs

Kwanza  Tukule  –  Agro-
processing  and  food 
production  using  semi-
automated systems

Azam  Media  –  Digital 
broadcasting,  satellite  TV, 
and ICT services

Small ICT consultancies – 
Software  development,  IT 
support,  and  digital 
services

SunSweet  Solar  Tanzania  – 
Solar  energy  system 
installation  and  renewable 
energy solutions

Tanzania Breweries Limited 
–  Automated  beverage 
production and distribution

2.2 Tiny Industries - Ancillary Industries - Cottage Industries 
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Tiny Industries refer to very small industrial units characterized by extremely low investment, 
minimal workforce, and simple production methods. These enterprises are often a subset of 
micro enterprises and are typically operated by individuals or families. They require little 
capital, use basic tools or equipment, and cater mainly to local markets. Tiny industries are 
important for generating self-employment and supporting livelihood in rural and semi-urban 
areas.  Examples  include  small  repair  shops,  handmade goods  production,  and local  food 
processing units.

Ancillary  Industries are  small-scale  industrial  units  that  produce  parts,  components,  or 
services required by larger industries. These industries function as supporting units to big 
manufacturing firms by supplying intermediate goods such as spare parts, accessories, or semi-
finished products. Ancillary industries help in reducing production costs, improving efficiency, 
and promoting specialization in large-scale industries. They are usually more organized than 
tiny or cottage industries and often maintain long-term business relationships with larger firms. 
Examples  include  auto  component  manufacturers  supplying  to  automobile  companies  or 
packaging units supporting manufacturing firms.

Cottage Industries are traditional, home-based industries that are typically carried out using 
manual labor and simple tools. These industries are usually family-run and involve local skills, 
craftsmanship, and indigenous techniques. Cottage industries are commonly found in rural 
areas and play a vital role in preserving cultural heritage and providing supplementary income 
to households. They require very low investment and operate on a small scale, often producing 
handicrafts,  textiles,  pottery,  and  handmade  goods.  Their  significance  lies  in  rural 
development, employment generation, and promotion of traditional skills.

Basis  of 
Comparison

Tiny Industries Ancillary Industries Cottage Industries

Definition Very  small  industrial 
units  with  minimal 
investment  and  simple 
operations

Small units that supply 
components  or 
services  to  large 
industries

Home-based 
traditional  industries 
using manual labor

Scale  of 
Operation

Very small scale Small to medium scale Very small scale

Investment 
Level

Extremely low capital Moderate  capital 
(higher  than  tiny 
industries)

Very low capital

Ownership Individual  or  family-
owned

Small  firms, 
partnerships,  or 
companies

Family-based 
ownership

Nature  of 
Work

Basic  production  or 
services

Production  of  parts, 
components,  or 
support services

Craft-based, 
traditional 
production

Technology 
Used

Simple or basic tools Semi-modern  to 
modern technology

Traditional tools and 
manual methods

Workforce 
Size

Very few workers (1–5) Moderate workforce Family  members  or 
small group

Location Rural  and  semi-urban 
areas

Near  large  industries 
or industrial areas

Mostly  rural  and 
home-based

Market Local markets Industrial  markets Local and sometimes 
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Orientation (B2B) niche markets
Dependency Independent operations Dependent  on  large 

industries
Independent  but 
limited scale

Examples Small repair shops, petty 
manufacturing

Auto  parts  suppliers, 
packaging units

Handloom, 
handicrafts, pottery

Role  in 
Economy

Self-employment, 
poverty reduction

Industrial  support, 
supply  chain 
efficiency

Rural  development, 
preservation  of 
culture

Key Features Flexible, low risk, easy to 
start

Specialized,  quality-
focused,  long-term 
contracts

Labor-intensive, 
skill-based, 
traditional

Tanzania-context comparison table for Tiny Industries, Ancillary Industries, and Cottage 
Industries,  aligned  with  local  practices  and  support  systems  such  as  Small  Industries 
Development Organization (SIDO):

Basis  of 
Comparison

Tiny  Industries 
(Tanzania)

Ancillary  Industries 
(Tanzania)

Cottage  Industries 
(Tanzania)

Definition Very  small  informal 
or  semi-formal 
businesses  with 
minimal  capital  and 
simple operations

Small/medium 
enterprises  that  supply 
parts, inputs, or services 
to larger industries

Home-based 
traditional  industries 
using local skills and 
manual methods

Scale  of 
Operation

Very  small  scale 
(micro level)

Small to medium scale Very small scale

Investment 
Level (TZS)

Extremely low (often 
below 5 million)

Moderate  investment 
depending on contracts

Very  low,  mostly 
household-based

Ownership Individual  or  family-
owned

Registered  firms, 
partnerships, SMEs

Family-based 
ownership

Level  of 
Formalization

Mostly  informal 
sector

Formal or semi-formal Mostly informal

Nature  of 
Work

Small  trading,  repair, 
food processing

Supply  of  components, 
packaging,  agro-inputs, 
services

Handicrafts, 
weaving,  pottery, 
carving

Technology 
Used

Basic  tools,  manual 
methods

Improved  and 
sometimes  modern 
machinery

Traditional tools and 
indigenous 
techniques

Workforce 
Size

1–4 workers 5–50 workers (varies) Family  members  or 
small groups

Location Urban  streets, 
markets, rural areas

Industrial  zones,  near 
factories, cities like Dar 
es Salaam, Arusha

Rural  villages  and 
home settings

Market 
Orientation

Local consumers Business-to-business 
(B2B),  supplying  large 
firms

Local  markets, 
tourism markets

Dependency Independent Highly  dependent  on 
large industries

Independent

Examples Street  food  vendors, Packaging  suppliers, Makonde  carvings, 
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(Tanzania) phone  repair  kiosks, 
small milling

spare  parts  makers  for 
manufacturing firms

batik  making, 
handwoven baskets

Supporting 
Institutions

SIDO,  local 
government, NGOs

SIDO,  Tanzania 
Chamber of Commerce, 
Industry and Agriculture 
(TCCIA),  industrial 
programs

SIDO,  cultural  and 
tourism boards

Role  in 
Economy

Employment creation, 
poverty reduction

Industrial linkage, value 
chain development

Cultural 
preservation,  rural 
income generation

Key 
Challenges

Lack  of  finance, 
informality, low skills

Quality  standards, 
dependency  on  large 
firms

Limited  market 
access,  low  income, 
lack  of 
modernization

Tiny and cottage industries dominate the informal sector and are crucial for livelihoods, while 
ancillary industries are increasingly important as Tanzania expands its industrial base under 
national development and industrialization strategies.

Table with company examples and nature of work (Tanzania, more formal/technology-
oriented) for Tiny, Ancillary, and Cottage Industries:

Tiny Industries (with Nature 
of Work)

Ancillary  Industries  (with 
Nature of Work)

Cottage  Industries 
(with Nature of Work)

Small registered ICT startups – 
Mobile app development, basic 
software solutions, IT support 
services

Toyota  Tanzania  suppliers  – 
Production  of  spare  parts, 
maintenance  tools,  and 
component support services

Makonde  Arts 
Cooperative  –  Wood 
carving and handcrafted 
artistic production

Digital  printing  micro-units  – 
Computerized  printing, 
branding,  and  document 
processing services

Bakhresa  Group  suppliers  – 
Packaging  materials,  flour 
processing  inputs,  logistics 
support

Tanzania Women Crafts 
–  Handmade  textiles, 
baskets,  and  cultural 
crafts

Small  electronics  repair  and 
assembly  units  –  Mobile/ICT 
device  repair  using  basic 
diagnostic tools

Tanzania  Breweries  Limited 
suppliers  –  Bottle  supply, 
labeling,  and  distribution 
support services

SIDO Artisan Groups – 
Handloom,  pottery,  and 
local craft production

 Tiny industries are now increasingly  tech-enabled micro units rather than purely 
informal activities.

 Ancillary industries are critical in Tanzania’s  industrial value chains, supporting 
large firms.

 Cottage industries remain important for cultural economy and export of handmade 
goods, especially in tourism.

2.3 Product Range - Capital Investment - Ownership Patterns

Term Meaning
Product Range The variety or types of products or services offered by a business or 

industry.
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Capital 
Investment

The  amount  of  money  invested  in  starting  and  running  a  business, 
including machinery, equipment, and infrastructure.

Ownership 
Patterns

The form or structure of ownership of a business, such as individual 
ownership, partnership, or company ownership.

Product  Range
Product range refers to the total variety of goods or services that a business or industry offers 
to  the  market.  It  includes  different  product  lines,  models,  sizes,  qualities,  and  variations 
designed to meet diverse customer needs. A wide product range allows a firm to cater to 
multiple  market  segments,  reduce  dependency  on  a  single  product,  and  enhance 
competitiveness. For example, a company may offer basic, premium, and customized versions 
of a product to attract different income groups. Managing product range also involves decisions 
related to product diversification, standardization, and innovation, which directly influence 
market share and profitability.

Product Range using PepsiCo as an example:

Product  Range  of  PepsiCo  (Example)
The product range of PepsiCo refers to the wide variety of beverages and snack products the 
company offers to meet different customer preferences across global markets. In beverages, 
PepsiCo provides carbonated drinks such as Pepsi, Diet Pepsi, and Pepsi Zero Sugar, along 
with  non-carbonated options  like  Tropicana juices,  Gatorade sports  drinks,  and Aquafina 
bottled water. In addition, the company has a strong presence in the snack segment through 
brands like Lay’s, Doritos, and Cheetos.

This diverse product range allows PepsiCo to target multiple consumer segments based on 
taste, health preferences, age group, and lifestyle. For example, health-conscious consumers 
may prefer low-sugar or juice-based drinks, while younger consumers may opt for flavored 
sodas or energy drinks. By maintaining such a broad product range, PepsiCo reduces business 
risk, increases market coverage, and strengthens its competitive position against rivals like 
Coca-Cola.

PepsiCo’s product range includes a wide variety of beverages and snacks designed to satisfy 
different customer needs and market segments.
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Capital  Investment
Capital investment is the total amount of financial resources committed to establishing and 
operating a business. It includes expenditure on fixed assets such as land, buildings, machinery, 
equipment,  and  technology,  as  well  as  initial  working  capital  required  for  day-to-day 
operations.  The  level  of  capital  investment  determines  the  scale  of  production,  type  of 
technology used,  and efficiency of  operations.  Higher  capital  investment  usually  enables 
automation, mass production, and improved quality, whereas low investment limits production 
capacity and technological advancement. Sources of capital investment may include personal 
savings, bank loans, investors, or government support.

Types of Capital Investment in table form:

Type  of  Capital 
Investment

Description

Fixed Capital Investment  in  long-term  assets  such  as  land,  buildings, 
machinery, and equipment.

Working Capital Funds used for day-to-day operations like raw materials, wages, 
and utilities.

Initial Capital Money required to start a business before operations begin.
Expansion Capital Investment  used  to  grow or  expand  business  operations  and 

capacity.
Replacement Capital Funds used to replace old or outdated machinery and equipment.
Human  Capital 
Investment

Investment in employee training, skills, and development.

Ownership  Patterns
Ownership patterns refer to the legal and structural form in which a business is owned and 
controlled. It  defines who holds the rights, responsibilities, and decision-making authority 
within the organization. Common ownership patterns include sole proprietorship (owned by 
one individual), partnership (owned by two or more persons sharing profits and risks), and 
company  or  corporation  (owned  by  shareholders  and  managed  by  directors).  Ownership 
structure influences management style, access to finance, risk-bearing capacity, and continuity 
of the business. For example, companies generally have better access to capital and scalability, 
while sole proprietorships offer simplicity and full control to the owner.

Table for Ownership Patterns:

Ownership 
Pattern

Description Key Features Advantages Limitations

Sole 
Proprietorship

Business  owned 
and  controlled 
by  one 
individual

Single  owner, 
full  control, 
simple 
structure

Easy  to  start, 
quick  decisions, 
full  profit  to 
owner

Unlimited 
liability,  limited 
capital,  limited 
growth

Partnership Business  owned 
by two or  more 
persons  sharing 

Shared 
ownership, 
mutual 

More  capital, 
shared 
responsibility, 

Conflicts  may 
arise,  unlimited 
liability  (in 
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profits and risks decision-
making

better skills general),  profit 
sharing

Company 
(Corporation)

Business  owned 
by  shareholders 
and managed by 
directors

Separate  legal 
entity, 
structured 
management

Limited liability, 
large  capital 
access, 
continuity

Complex 
formation,  legal 
regulations,  less 
personal control

Table with specific company names (examples) for Ownership Patterns:

Ownership Pattern Company Example
Sole Proprietorship Juma  Electronics  (individually  owned  ICT  repair  business), 

Neema Fashion Boutique
Partnership KPMG Tanzania (partnership firm), local law firms like IMMMA 

Advocates
Company 
(Corporation)

Tanzania Breweries Limited, Vodacom Tanzania

 Sole  proprietorship  examples  are  usually  small  named  businesses (not  large 
corporations).

 Partnerships are common in professional services.
 Companies are registered large organizations with shareholders.

2.4: IMPORTANCE AND ROLE PLAYED BY SSI IN THE DEVELOPMENT OF THE 
COUNTRY ECONOMY

Small Scale Industries (SSI) play a crucial role in the economic development of a country, 
particularly  in  developing  economies.  One  of  their  most  significant  contributions  is 
employment generation. SSI units are labor-intensive in nature, meaning they create more 
jobs  with  relatively  low  capital  investment.  This  helps  in  reducing  unemployment  and 
underemployment, especially in rural and semi-urban areas.

Another  important  role  of  SSI  is  in  promoting  balanced  regional  development.  Large 
industries are usually concentrated in urban or developed regions, whereas SSI can be easily 
established in backward and rural areas. This helps in reducing regional disparities and ensures 
a more even distribution of income and economic activities across the country.

SSI also contribute significantly to industrial output and GDP growth. Despite their small 
size, collectively they account for a substantial share of manufacturing production and national 
income. They act as a backbone of the industrial sector by supporting large industries through 
the supply of components and intermediate goods.

In addition, SSI play a vital role in export promotion. Many small industries produce goods 
such as handicrafts, textiles, leather products, and agro-based items that have high demand in 
international markets. This helps in earning foreign exchange and improving the country’s 
balance of payments.
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SSI encourage entrepreneurship development by providing opportunities for individuals to 
start their own businesses with limited capital. They foster innovation, creativity, and self-
reliance, which are essential for long-term economic growth.

Another key role is  utilization of local resources. SSI use locally available raw materials, 
skills, and labor, which reduces dependency on imports and ensures efficient use of resources. 
This also supports sustainable development.

Furthermore,  SSI contribute to  poverty reduction and income distribution.  By creating 
employment and income opportunities for low-income groups, they help in improving living 
standards and reducing economic inequalities.

However, their role is not without challenges. SSI often face issues such as limited access to 
finance,  outdated  technology,  and  strong  competition.  Despite  these  constraints,  their 
contribution to economic development remains highly significant.

In conclusion, SSI are vital for inclusive growth, employment generation, regional balance, 
and industrial development, making them an essential component of a country’s economic 
progress.

Table. Role of Small Scale Industries (SSI) in Economic Development:

Role / Importance Description
Employment Generation Creates  large  employment  opportunities  with  low  capital 

investment, especially for unskilled and semi-skilled labor.
Balanced  Regional 
Development

Promotes  industrial  growth  in  rural  and  backward  areas, 
reducing regional disparities.

Contribution to GDP Contributes  significantly  to  national  income  and  overall 
industrial output.

Support  to  Large 
Industries

Acts as ancillary units by supplying components, spare parts, 
and intermediate goods.

Export Promotion Produces goods like handicrafts, textiles, and agro-products that 
earn foreign exchange.

Entrepreneurship 
Development

Encourages  self-employment  and  development  of  new 
entrepreneurs.

Utilization  of  Local 
Resources

Uses local raw materials, labor, and skills effectively, reducing 
dependency on imports.

Poverty Reduction Generates income for low-income groups and improves living 
standards.

Flexibility  and 
Innovation

Adapts quickly to market changes and encourages innovation 
and creativity.

Industrial Growth Strengthens the overall industrial base of the economy.

2.5:  PROBLEMS FACED BY MSME/SSI’S AND THE STEPS TAKEN TO SOLVE 
THE PROBLEMS

MSMEs and  Small  Scale  Industries  face  several  challenges  that  affect  their  growth  and 
sustainability. One of the major problems is the lack of adequate finance, as these enterprises 
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often struggle to access formal credit due to lack of collateral and credit history. To address 
this,  governments  and  financial  institutions  provide  easy  loan  facilities,  microfinance 
options, and credit guarantee schemes to improve access to funds.

Another significant issue is the use of outdated technology, which reduces productivity and 
product  quality.  This  problem  is  tackled  through  technology  upgradation  programs, 
subsidies for modern machinery, and promotion of digital tools. Similarly, MSMEs face a 
shortage of skilled labour, which affects efficiency. Governments respond by offering skill 
development  programs,  vocational  training,  and  entrepreneurship  development 
initiatives.

MSMEs also suffer from limited market access and intense competition from large firms. To 
overcome this,  support  is  provided  through  e-commerce  platforms,  trade  fairs,  export 
promotion  schemes,  and  marketing  assistance  programs.  Additionally,  raw  material 
shortages and high input costs create operational difficulties; this is addressed by facilitating 
bulk purchasing systems and ensuring supply chain support.

Poor  infrastructure,  including  unreliable  power  and  transportation,  is  another  constraint. 
Governments  work  to  improve  this  by  developing  industrial  estates  and  better 
infrastructure  facilities.  MSMEs  also  face  managerial  and  organizational  challenges, 
which  are  mitigated  through  business  training,  consultancy  services,  and  mentoring 
programs.

Lastly,  complex regulations and lack of awareness about government schemes hinder 
growth.  Simplification  of  procedures  through  single-window  systems  and  awareness 
campaigns helps in resolving these issues.

Overall, while MSMEs face multiple structural and operational problems, continuous policy 
support, financial inclusion, and technological advancement are key steps taken to ensure their 
development and contribution to the economy.

Problems  Faced  by 
MSMEs/SSIs

Steps Taken / Solutions

Lack of Finance Easy access to bank loans, microfinance, government credit 
schemes, subsidies

Outdated Technology Technology  upgradation  programs,  adoption  of  modern 
machinery, digitalization support

Lack of Skilled Labour Skill development programs, training workshops, vocational 
education

Limited Market Access Promotion through e-commerce platforms, trade fairs, export 
support programs

Raw Material Shortage Government  support  for  raw  material  supply,  cooperative 
purchasing systems

Competition  from  Large 
Firms

Policy  protection,  incentives,  niche  market  focus,  quality 
improvement

Poor Infrastructure Development of industrial estates, better transport and power 
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facilities
Lack of Managerial Skills Entrepreneurship  development  programs,  business  training, 

consultancy support
Regulatory Burden Simplification  of  registration,  single-window  clearance 

systems
Low  Awareness  of 
Schemes

Awareness  campaigns,  MSME  support  centers,  advisory 
services

2.6 POLICIES GOVERNING MSME & SSI’S.

In  Tanzania,  the  development  and  regulation  of  Micro,  Small,  and  Medium Enterprises 
(MSMEs) and Small Scale Industries (SSIs) are guided by several government policies aimed 
at  promoting industrial growth, employment,  and economic development.  One of the key 
frameworks  is  the  Small  and  Medium  Enterprise  Development  Policy  (2003),  which 
provides a comprehensive strategy to support MSMEs through improved access to finance, 
business development services, and market opportunities. This policy focuses on creating an 
enabling environment by reducing regulatory barriers and encouraging entrepreneurship across 
the country.

The  government  also  promotes  MSMEs  through  industrialization  policies  such  as  the 
Sustainable Industrial Development Policy (SIDP 1996–2020), which emphasizes the role 
of small industries in achieving broad-based industrial growth. It encourages the use of local 
resources, development of human skills, and integration of MSMEs into the national industrial 
structure. In addition, the Integrated Industrial Development Strategy (IIDS 2025) supports 
the transformation of Tanzania into a semi-industrialized economy, with MSMEs playing a 
central role in value addition and manufacturing.

Financial inclusion policies are another important aspect. The government, in collaboration 
with institutions like the Bank of Tanzania, promotes access to credit through microfinance 
regulations, credit guarantee schemes, and support for savings and credit cooperative societies 
(SACCOS). These initiatives aim to address the major challenge of limited financing faced by 
MSMEs.

Furthermore,  regulatory  reforms  such  as  the  Business  Environment  Strengthening  for 
Tanzania (BEST) Program aim to simplify business registration, licensing, and taxation 
procedures.  These  reforms  reduce  bureaucratic  obstacles  and  make  it  easier  for  small 
businesses to formalize and grow.

Support institutions like the Small Industries Development Organization (SIDO) play a crucial 
role  in  implementing  these  policies  by  providing  training,  technical  assistance,  and 
infrastructure such as industrial estates. Export promotion policies also encourage MSMEs to 
participate in international trade through incentives and market linkage programs.

In  conclusion,  Tanzania’s  policy framework for  MSMEs and SSIs  focuses  on creating a 
supportive environment through financial access, industrial development strategies, regulatory 
reforms, and institutional  support,  ensuring that these enterprises contribute effectively to 
national economic growth and employment generation.
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Table. Policies Governing MSMEs & SSIs in Tanzania:

Policy / Initiative Description Objective / Role
Small  and  Medium 
Enterprise  Development 
Policy (2003)

Main  policy  framework 
supporting  MSMEs  through 
finance,  training,  and  market 
access

Promote growth of MSMEs 
and  create  an  enabling 
business environment

Sustainable  Industrial 
Development  Policy 
(SIDP 1996–2020)

Focuses  on  industrial  growth 
with  emphasis  on  small 
industries

Encourage  use  of  local 
resources  and  balanced 
industrial development

Integrated  Industrial 
Development  Strategy 
(IIDS 2025)

Long-term  strategy  for 
industrial transformation

Strengthen  MSMEs  for 
value  addition  and 
industrialization

Financial  Inclusion 
Policies  (via  Bank  of 
Tanzania)

Supports  access  to  credit, 
microfinance, and SACCOS

Improve  access  to  finance 
for MSMEs

Business  Environment 
Strengthening  for 
Tanzania  (BEST) 
Program

Regulatory  reform  program 
simplifying  business 
procedures

Reduce  bureaucracy  and 
improve  ease  of  doing 
business

Support  by  Small 
Industries  Development 
Organization (SIDO)

Provides  training,  technical 
support,  and  industrial 
infrastructure

Develop  skills  and  support 
small industries

Export  Promotion 
Policies

Encourages MSMEs to engage 
in international trade

Increase exports and foreign 
exchange earnings

Year Policy
1996 SIDP
2000 SIDO Support (approx.)
2003 SME Development Policy
2005 BEST Program (approx.)
2010 Financial Inclusion Policies
2015 Export Promotion Policies
2025 IIDS 2025

Future Plan 

Year Future Plan / Initiative Focus Area Expected Outcome
2025 Industrial Strategy 

Implementation (IIDS 2025)
Industrial growth, MSME 
strengthening

Increased 
manufacturing output

2026 Digitalization of MSMEs ICT, e-commerce 
adoption

Improved efficiency 
and market reach

2027 Financial Inclusion 
Expansion

Loans, microfinance, 
SACCOS

Easier access to capital

2028 Skill Development 
Programs

Training, 
entrepreneurship

Skilled workforce
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2029 Infrastructure Development Industrial parks, energy, 
transport

Better production 
environment

2030 Export Promotion Programs Global trade, quality 
standards

Increased exports

Exam practice questions:

1. How do MSMEs contribute to economic development beyond employment 
generation?

2. Compare MSMEs and large industries—are MSMEs still relevant in a globalized 
economy?

3. Analyze the role of technology in transforming small-scale industries.
4. Why do many MSMEs fail despite government support?
5. Evaluate the effectiveness of MSME policies in Tanzania.
6. How can MSMEs improve competitiveness against multinational corporations?
7. Discuss whether financial constraints are the biggest challenge for MSMEs.
8. How do ownership patterns influence business growth and sustainability?
9. Examine the role of SSI in reducing regional economic inequality.
10. Suggest innovative strategies for MSMEs to achieve long-term sustainability.
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