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ABSTRACT 

 

Although various microfinance institutions (including Government programs and 

Development partners) have been supporting entrepreneurs in Tanzania (URT, 2000; 

Kuzilwa, 2005; Kushoka, 2013; Stevenson & St-Onge, 2005) through broad range of 

services including loans, trainings, business advice, market assistance counseling, but 

the development is still slowly while others have remained weak and some of them 

fail to exist. 

 

The aim of this study was to determine the factors that affect the growth of small and 

medium enterprises in Tanzania and try to suggest solutions to these factors. The 

study was carried out in Dar es Salaam, in IlalaMunicipality.  

 

This study was an analytical exploratory research design because the main purpose 

was to gain familiarly with a phenomenon and find new insights. The researcher used 

mixed approaches in conducting this research which are qualitative and quantitative. 

Qualitative approach was used in collecting respondents’ views during the interviews 

and observation while quantitative approach was used to collect information from 

respondents through questionnaires. 

 

The study have shown that most of the SMEs lack access to finance for starting, 

operating and expanding their businesses, therefore, access to finance is always 

quoted as themain constraint for all SMEs and can seriously affect their ability to 

survive, upgrade the technology in their business, increase their capacity and even in 

many cases, expand their market, increase productivity as well as profitability.Other 

factors include lack of education and training, lack of business plan, to work as a sole 

proprietor and corruption were extremely reviewed. 

 

Lastly, the study recommends that a government should make a reform of SMEs 

policy, a search of an adequate business education by small business community and 

maintenance of good relationship with business owners and stakeholders like 

financial institutions. 
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CHAPTER ONE 

 

1.0  Introduction 

It is now increasingly recognized that the small and medium enterprises (SMEs) play 

a crucial role in employment creation and income generation in Tanzania. SMEs all 

over the world and in Tanzania 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 (Ministry of Industry and Trade, 

Tanzania, 2002). 

 

The importance of small and medium sized enterprises (SMEs) in contributing to job 

creation and output growth is now widely accepted in both developed and developing 

countries, the main objective is the expansion of those enterprises from very small 

into medium sized and become large sized that make their most tangible contribution 

to economic growth and job creation. 

 

In this chapter the researcher reviews the factors which affect the growth of SMEs in 

Tanzania, case study Ilala Municipality. The review investigates the structural 

characteristics and the financial constraints of SMEs development in different growth 

stages of the business. The researcher also touched on different areas such as the 

definition, characteristics and nature of the small and medium firms. This was 

discussed by looking on the contents of small firms and what makes them different 

from other firms.  

 

1.2  Background Information to the Problem 

In Tanzania, the full potential of the SME sector has yet to be tapped due to the 

existence of a number of constraints hampering the development of the sector. The 

number of Tanzania entrepreneurs is increasing very rapid in Small and Medium 

enterprises (SMEs), but this group of entrepreneurs need greater access to affordable 

technical and entrepreneurship training. If we compare with developed countries, the 

developing countries seem to require Market needs and exposure to broader trading 

areas or premises. 
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According to SMEs policy 2002, state that Small and medium enterprises have 

played a major rule in the growth and development of all the leading economies in 

Asia. The Asian experience clearly shows that it is mainly the growth oriented 

medium sized enterprises among the SMEs that have a high propensity to apply 

technology and training and serve specialized niche markets. 

 

However, a similarly robust and dynamic SME sector is absent in many developing 

countries, particularly in the least developed countries (LDCs). The enterprises sector 

in many LDCs shows a distinct dual structure. At one extreme there exist a few large 

modem capitals intensive, while at the other extreme there are small and informal 

sector enterprises that use very simple and traditional technology and serve a limited 

local market.  

 

Micro-and small Enterprises account for a very large share of the active enterprises 

in Tanzania and this has created more employment opportunities for many youth. 

However, despite the increase of SMEs sector over the past few years many 

enterprises are found to be at low levels of   performances and some of them are 

growing slowly while others are declining (SMEs Policy, 2003). 

 

1.3  Statement of the Problem 

Although various microfinance institutions (including Government programs and 

Development partners) have been supporting entrepreneurs in Tanzania (URT, 2000; 

Kuzilwa, 2005; Kushoka, 2013; Stevenson & St-Onge, 2005) through broad range of 

services including loans, trainings, business advice, market assistance counseling, but 

the development is still slowly while others have remained weak and some of them 

fail to exist. It is due to this growth gap that the research was attempt to discover 

what constraints/affect the growth of micro and small enterprises in Tanzania. 

 

1.4  Research Objectives 

1.4.1  Main Research Objective 

The general objective of the research was to examine the constraints affecting the 

growth of small and medium enterprises in Tanzania. 
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1.4.2  Specific Research Objectives  

The following were research objectives: 

(i) Identify factors which affect the growth of SMEs in Tanzania. 

(ii) Determining the extent to which small and medium enterprises try to achieve   

their goal. 

(iii) Identify the role played by the supporting environment (MFI &Government) 

in facilitating the growth small and medium enterprises in Tanzania.   

 

1.5  Research Questions  

This study was guided by three research questions as follows: 

(i) What are determinant factors which affects the growth of small and medium 

enterprises in Tanzania? 

(ii) To what extent small and medium enterprises try to archive their goal? 

(iii) What are the roles to be played by the supporting environment in facilitating 

the growth of small and medium enterprises in Tanzania? 

  

1.6  Significance of the Study 

Findings of this study are expected to be most important and useful as follows: 

(i) Knowledge Contribution: The study will be useful for other researchers 

who would like to do research on the same topic.  

(ii) Policy Contribution:  The study will be useful and point for references by 

policy makers when reviewing the SMEs policy in case of happening 

implications. 

(iii) Personal benefits: The research paper will increase the capacity of research 

and sharpen her knowledge in solving managerial problems in business 

undertaking and it is the requirement to get a certificate of Master Degree. 
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CHAPTER TWO 

 

LITERATURE REVIEW 

 

 2.1   Introduction 

This chapter provides the surveyed literaturepresented by different authors on the 

same topic regarding to the constraints affecting the growth and sustainability of 

micro and small enterprise in Tanzania.The chapter aims at finding what other 

researchers have said in relation to the study topic and to identify the literature gap.  

 

2.2   Small and Medium – Sized Enterprise (SMES)  

According to Ngowi (2006) there remains to be no universally or agreed definition of 

SMES. Every country has its own definition and various authors have their own 

definitions.   

 

Wangwe (1999) argues that the definition of micro and small Enterprises (MSE) is 

slippery and has not been universally agreed. He defines micro enterprises are those 

engaging 1-5 persons and small enterprises as those which engage 6 – 20 persons.  

MSEs therefore are all those enterprises which engage between 1 and 20 persons. 

  

Masawe (2003) as quoted by Ngowi (2008) defines Small and Micro Enterprises as 

those employing up to 4 persons, small scale enterprises as those employing between 

5 and 49 persons and Medium Size Enterprises as those employing between 50 and 

99 persons. 

 

2.3   Definition of SMEs in Tanzania 

In the context of Tanzania, micro enterprises are those engaging up to 4 people, in 

most cases family members or employing capital amounting up to Tanzanian 

Shillings (Tshs) 5 million. The majority of micro enterprises fall under the informal 

sector. Small enterprises are mostly formalized undertakings engaging between 5 and 

49 employees or with capital investment from Tshs 5 million to Tshs 200 million. 

Medium enterprises employ between 50 and 99 people or use 6 capital investments 
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from Tshs 200 million to Tshs 800 million (Ministry of Industry and Trade, 

Tanzania, 2002). 

This has been illustrated from the table below: 

 

Table 2.1: Categories of SMES in Tanzania 

Category of 

Enterprise 

Number of Employees Capital investment in Machinery (Tshs) 

Micro 1-4 Up to 5 million 

Small 5-49 Above million to 200mil 

Medium 50-99 Above 200mil to 800 mil. 

Large 100  Above 800 million 

Source: Tanzania SME. 

Policy, 2003 

  

(Source, SMEs policy 2002) 

 

SMES all over the world are known to play a major role in social economy 

development.  This is apparently the case of Tanzania, where SMES contribute 

significantly to employment creation, income generation and stimulation of growth 

in both urban and rural areas.   

 

According to the small and medium enterprises policy of 2002 by the ministry of 

Industry and Trade of the United Republic of Tanzania, The SMEs nomenclature is 

used to mean, micro, small and medium enterprises (MSMEs).  The SMEs cover 

non-farm economic activities mainly manufacturing, mining, commerce and services.  

 

2.4     Definition of Growth 

The process of improving some measure of an enterprises success, growth can be 

archived either by boosting the top line or revenue of the business with grater 

product sales or services income, or by increasing the bottom line or profitability of 

the operation by minimizing costs. 
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2.4.1 Definition of Business Growth 

Generally, the term ‘business growth’ is used to refer to various things such as 

increase in the total sales volume per annum, an increase in the production capacity, 

increase in employment, an increase in production volume , an increase in the use of 

raw material and power. These factors indicate growth but do not provide a specific 

meaning of growth. Simply stated, business growth means an increase in the size or 

scale of operations of a firm usually accompanied by increase in its resources and 

output. 

 

Sonia Sabharwal defines business growth as a natural process of adaptation and 

development that occurs under favorable conditions. The growth of a business firm is 

similar to that of a human being who passes through the stages of infancy, childhood, 

adulthood and maturity. Many business firms started small and have become big 

through continuous growth. However, business growth is not a homogenous process. 

The rate and pattern of growth varies from firm to firm. Some firms grow at a fast 

rate while others grow slowly. Also, not all enterprises survive to grow big. This may 

be due either to the nature of the firm or the entrepreneur. Some entrepreneurs do not 

want to grow their ventures, choosing instead to pursue other interest, spend more 

time with family or develop other business activities. 

 

2.4.2 Need for Business Growth 

According to Sonia Sabharwal, business enterprise is like a human being growth is a 

necessary stimulant to most of the business firms. As a matter of fact, growth is 

precondition for the survival of a business firm. An enterprise that does not grow 

may, in course of time have to be closed down because of its obsolete products. 

There for the reasons which drive business enterprises toward growth are described 

below: 

 

Survival: In a competitive market no single enterprise can have monopoly. The 

competition can be direct or indirect. Direct competition comes from other firms 

manufacturing the same product. For example, there are many brands of shampoos 

available in the market. To survive the competition the manufacturer of each brand 
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of shampoo has to continuously bring new versions of basic product to maintain an 

edge over his competitors. Indirect competition may come from availability of 

cheaper substitute. 

 

Economies of Scale: Growth of a firm may provide several economies in 

production, purchasing, marketing, finance, management etc. A growing firm enjoys 

the advantages of bulk purchase of materials, increased bargaining power, spreading 

of overheads, expert management etc. This leads to low cost of production and 

higher margin of profit. This also ensures full utilization of plant capacity. 

 

Owner’s mandate: The owners of a company get the ultimate benefit of growth in 

the form of higher profits. They may direct the management to reinvest a substantial 

portion of the earnings in the business rather than paying them out. Capable 

management may on its own like to take carefully calculated risk and expand the size 

of the company. 

 

Expansion of the market: Increase in demand for goods and services leads business 

firms to increase the supply also. Population explosion and transportation led to 

increase in the size of markets which in turn resulted in mass production. Business 

firms grow to meet the increasing demand. Expanding markets provide opportunity 

for business growth. 

 

Latest Technology: Some business firms invest in research and development 

activities to create new products and new techniques, while others try to acquire 

latest technology from the market. Rationalization and automation results in more 

efficient use of resources and a firm may grow to obtain them. 

 

Prestige and Power: The more the size of the business firm increase he more is the 

prestige and power of the firm. Businessmen satisfy their urge for power by 

increasing the size of their business firm. 
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Government Policy: In a planned economy like India, business firms operate under 

a large number of rules and restrictions. A big firm is in a better position to carry out 

the various legal formalities required to obtain licenses and quotas. Business firms 

may plan for growth to make use of the incentives provided by the government. The 

government provides certain subsidies and tax concessions to the new industrial units 

in the backward areas and those producing goods for export only. 

 

Self-sufficiency: Some firms grow to become self-sufficient in terms of marketing of 

raw material or marketing of products. Growth in either or both of these forms 

reduces the dependency of the firm over other firms. 

 

2.4.3  Advantages of Business Growth 

When business starts to grow there are a number of advantages that will be crucial to 

a business’s survival and future development. According to Nic Windley the 

following are the advantage of business growth. 

(i) You are able to change your lifestyle from a small business which revolves 

around you (and your customers of course) and wouldn’t exist without you, to 

a business that no longer needs you to be their permanently, allowing you to 

step back and enjoy life more. 

(ii) With more customers you can spread your risk, because even customer can go 

out of business, fall on hard times, move, change loyalties or leadership. 

(iii) With growth should come increased income generation capabilities from 

more customers who will make your more profitable and increase your 

customers’ reliance and loyalty on you as a service provider. 

(iv) Economies of scale give you more buying power, more resources and more 

skills allowing you to do 

(v) more. 

(vi) Growth gives you more choice about which customers you choose to work 

with and enables you to be more selective about the business you take on, 

ensuring that you select the best and most profitable projects for you and your 

customers. 
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(vii) A growing business is a valuable going concern which is worth more when 

sold or used as a vehicle for acquisitions and mergers if you choose at a later 

date. 

(viii) As you grow and touch more prospects and customers you build awareness 

and influence that acts like an unpaid external sales force. 

(ix) The businesses accumulate, build and develop assets from the tangible like 

premises and infrastructure to the intangible such as intellectual property and 

know how, which is leveraged in many ways. 

(x) You and your business develop skills and market intelligence that allows you 

to see opportunities and new markets to develop your business in. 

(xi) People and other businesses will start to take you more seriously and are more 

willing to do business with a successful growing business that any other. 

 

2.4.4  Limitations of Business Growth 

Business firms cannot grow indefinitely. Growth has its own limitations which are: 

Shortage of Resources: Some firms try to grow faster than their profitability allows. 

They are likely to be financially embarrassed in the long run. Some firms also try to 

grow faster than their resource base allows. Growth must be within the bounds of 

organization capabilities. The most severe limitations on these capabilities are people 

and money. Adequate capital for financing the expansion programme must be 

available. 

 

Scope of Market: some firms try to achieve growth in situations where the market 

does not warrant it. In such a case, the firm is likely to incur heavy losses as it will 

not be able to sell its entire production. Thus, where the scope of market is limited, 

growth will not be possible. 

 

Non-availability of Competent Mangers: Whenever growth through merger takes 

place, there are problems of managing the affairs of acquired concerns. There may 

also be a problem of finding and developing broad gauged manager who can handle 

new divisions efficiently. Therefore, it is essential to develop competent executives 
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before taking over another firm. If it is not done, there will be a problem of finding 

competent mangers.  

 

Lack of Adequate Knowledge: Sometimes, the growth rate falls because some 

managers feel that they can manage anything, anywhere. In case of conglomerate 

mergers, such managers know little about the new business, but they think they know 

everything. Lack of knowledge and skills has been the cause of downfall of the firms 

managed by such managers. 

 

Problem of Human Relations: If the size of a firm grows beyond a limit, human 

relation problems emerge which creates industrial unrest. The communication 

between the top management and the operative workers may be very poor because of 

a large number of layers of management in between the two. The workers may feel 

dissatisfied and their morale may go down. This will effect productivity adversely in 

the long-run. 

 

Social Problems: A big firm is undesirable from social point of view if it leads to 

concentration of economic power and creation of monopolies which may exploit the 

various sections of the society. In its urge to grow, a big firm may take over small 

firms which may end completion in the market. Large firms may become monopolies 

and charge higher prices for their products from the customers.  

 

2.4.5 Forms of Growth 

Business growth can take place in many ways. Broadly, various types of growth can 

be divided into two broad categories which are organic and inorganic growth. 

 

Organic Growth: It can also be termed as internal growth. It is growth from within. 

It is planned and slow increase in the size and resources of the firm. A firm can grow 

internally by ploughing back of its profits into the business every year. This leads to 

the growth of production and sales turnover of the business. Internal growth may 

take place either through increase in the sales of existing products or by adding new 

products. Internal growth is slow and involves comparatively little change in the 
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existing organization structure. It can be planned and managed easily as it is slow. 

The ways used by the management for internal growth include: (I) intensification (ii) 

diversification and (iii) modernization. 

 

Inorganic Growth: This can also be termed as external growth. It involves a merger 

of two or more business firms. A firm may acquire another firm or firms may 

combine together to improve their competitive strength. External growth has been 

attempted by the business houses through the two strategies (a) mergers and 

acquisitions and (b) joint ventures. Merger again can be of two types: (i) a firm 

merges with other firm in the same industry having similar or related products. This 

type of merger leads to coordination problem between the two firms (ii) a firm 

merges with another firm in altogether different lines of business and have little 

common in their products or processes such a merger is known as conglomerate 

merger. Inorganic growth is fast and allows immediate utilization of acquired assets. 

There is no risk of overproduction as the capacity of the industry as whole remains 

unchanged. Merger leads to combination of independent units to control competition, 

to gain economics of scale and also sometimes, to modernize production facilities. 

But merger also leads to social problem of monopoly, problem of coordination, strain 

on capital structure, etc. Thus, external growth involves problem of reorganization. 

 

2.4.6  Business Growth Strategies for Small Business 

Meaning of Business Growth Strategy 

The term strategy means a well-planned, deliberate and overall course of action to 

achieve specific objectives. According to chandler, “strategy is the determination of 

the basic long term goals and objectives of an enterprise and the adoption of courses 

of action and the allocation of resources necessary to carry out these objectives”. The 

concept of strategy has been derived from military administration wherein it implies 

‘Grand’ military plan designed to defeat the enemy. As applied to business, strategy 

is a firm’s planned course of action to fight competition and to increase its market 

share. 
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‘Growth Strategy’ refers to a strategic plan formulated and implemented for 

expanding firm’s business. For smaller businesses, growth plans are especially 

important because these businesses get easily affected even by smallest changes in 

the marketplace. Changes in customers, new moves by competitors, or fluctuations in 

the overall business environment can negatively impact their cash flow in a very 

short time frame. Negative impact on cash flow, if not projected and adjusted for, can 

force them to shut down. That is why they need to plan for their future. Small 

entrepreneurs generally feel that strategic planning is for large business houses; but it 

is very necessary for small and medium enterprises. Strategic Planning gives a 

formal direction to the business. Strategic planning is necessary to take care of the 

additional efforts and resources required for faster growth. 

 

2.4.7  Types of Growth Strategy 

          Every small business wants to grow into a big one someday, according to James 

Clear, the following are major five strategies can use in order to grow. 

 

(i)  Market Segmentation 

Market segmentation simply means picking a sub-set of the entire marketplace that 

you can organize your sales efforts around. Out of all the people in the world, who 

will you try to sell to? Most big businesses are good at carving out their corner of the 

market. Then they do whatever they can to own that space. Some of the examples 

below: 

 

Pepsi was losing its battle with Coca-Cola to become the heavyweight cola company. 

Instead of trying to beat Coke at its own game, Pepsi focused on a young, fun-loving 

demographic. Many Pepsi commercials show younger music stars, celebrities or 

other young status symbols. 

 

In other words, Pepsi stopped targeting the over-30 crowd and segmented its market. 

Coke is still the top dog, but thanks partially to market segmentation; Pepsi has built 

a very successful brand as well. 
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Most small business owners would be happy with building the next Pepsi, but many 

are afraid to eliminate part of a potential market. It can seem scary, but you need to 

focus on your core customer if you want a clear path to growth. Segmenting your 

market comes down to making choices. Who will you serve? Who will you avoid? 

And which segment can you focus on to improve profitability? 

(ii)  Leveraging Partnerships 

Some small business owners love to complain about how they can't compete with the 

vendor relationships that the big guys enjoy. It’s true you can't "pay to play" like the 

Fortune 500s, but you can leverage partnerships in a savvy way. 

 

For example, let's say your small business makes tennis balls and you have a 

technology that makes the balls bounce better and last longer. You have a great 

product, but you don't have a manufacturing facility, a distribution channel or any of 

the other parts of the tennis-ball supply chain. All you have are great tennis balls. 

 

You may not be able to compete with the big industry players like Wilson, Penn or 

Prince for sponsorships or tournament partnerships, but you could partner with a 

tennis-ball factory and a distribution company. In fact, you could partner with them 

without having to pay a cent for your own factory or distribution. Just pay your 

partners a portion of the profit every time you sell a tennis ball. As a result you 

negotiate for mainstream production and distribution without paying the huge 

upfront cost of building a plant or hiring a shipping company. Now you can focus on 

selling tennis balls instead of worrying about making them. 

 

Big businesses can pay for partnerships up front. Small businesses have to negotiate 

for partnerships that pay per sale. 

 

(iii) Use Checklists 

Big businesses have massive facilities, complex supply chains and large equipment. 

Managing the day-to-day operations in these environments is too complex for one 

person. There are too many variables to track and Small businesses are the same 

way. Small business owners have to wear many hats. If you don't hold yourself 
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accountable and remind yourself to do something that "brings home the bacon," then 

it's easy to get caught up doing things that aren't essential. In the rush of a normal 

day, it's also easy to forget to do a critical task. 

Take a page from big business and develop process lists or check list for specific 

tasks and jobs. Give yourself a guide to success and a reminder to do the essentials 

each day. 

 

(iv)  Acquisitions 

A single acquisition refers to one company buying the assets and operations of 

another company and absorbing what is needed while simply discarding duplicated 

or unnecessary pieces of the acquired business. "Split and sell" acquisitions involve 

buying an entire business in order to gain one or two pieces of the business. The 

acquiring business may wish to retain the customer list and a product line, while 

moving manufacturing and other production related duties to an existing line. In this 

case the excess is often sold off to recapture some of the acquisition cost. 

 

(v)  Become a Leader in the Industry 

Big businesses often make their name by leading an industry. They make moves 

when other businesses sit by the wayside. 

 

2.4.8  Crisis of Business Growth 

All organizations pass through various stages of growth and at each stage the 

organization is required to solve some specific problems. A very useful model of 

organizational growth has been developed by Greiner (in Havard Business reviews, 

1972). He argues that each organization moves through five phases of development 

as it grows. These phases are organizational growth creativity, direction, delegation, 

coordination and collaboration followed by a particular crisis and management 

problems. 

 

Creativity Stage. Growth through creativity is the primary phase. This phase is 

conquered by the entrepreneurs of the organizations and the emphasis is on creating 

both a product and a market. However, as the organization grows in size and 
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complexity, the need for greater efficiency cannot be achieved through informal 

channels of communication. Thus, many managerial problems occur which the 

entrepreneur may not solve effectively because they may not be suited for the kind of 

job or they may not be willing to handle such problems. Thus, a crisis of leadership 

emerges and the first revolutionary period begins. Such questions as ‘who is going to 

lead the organization out of confusion and solve the management problems 

confronting the organization; who is acceptable to the entrepreneurs and who can 

pull the organization together arise. In order to solve the problems a new 

evolutionary phase – growth through direction – begins. 

 

Direction Stage. When leadership crisis leads to the entrepreneurs relinquishing 

some of their power to a professional manager, organizational growth is achieved 

through direction. During this phase, the professional manager and key staff take 

most of the responsibility for instituting direction, while lower level supervisors are 

treated more as functional specialists than autonomous decision making managers. 

Thus, directive management techniques enable the organization to grow, but they 

may become ineffective as the organization becomes more complex and diverse. 

Since lower level supervisors are most knowledgeable and demand more autonomy 

in decision making, a next period of crisis – crisis for autonomy begins. In order to 

overcome this crisis, the third phase of growth – growth through delegation – 

emerges. 

 

Delegation Stage. Resolution of crisis for autonomy may be through powerful top 

managers relinquishing some of their authority and a certain amount of power 

equalization. However, with decentralization of authority to managers, top 

executives may sense that they are losing control over a highly diversified operation. 

Field managers want to run their own show without coordinating plans, money, 

technology or manpower with the rest of the organization and a crisis of control 

emerges. This crisis can be draft with the next evolutionary phase – the coordination 

stage. 
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Coordination Stage. Coordination becomes the effective method for overcoming 

crisis of control. The coordination phase is characterized by the use of formal 

systems for achieving greater coordination with top management as the watch dog. 

The new coordination system proves useful for achieving growth and more 

coordinated efforts by line managers, but result in a task of conflict between line and 

staff, between head quarters and field. Line becomes resentful to staff, staff 

complains about uncooperative line managers, and everyone gets bogged down in the 

bureaucratic paper system. Procedure takes precedence over problem solving; the 

organization becomes too large and complex to be managed through formal 

programmes and rigid systems. Thus, crisis of red – tape begins. In order to 

overcome the crisis of red-tape, the organization must move to the next evolutionary 

stage – the collaboration stage. 

 

Collaboration Stage. The Collaboration stage involves more flexible and behavioral 

approaches to the problems of managing a large organization. While the coordination 

stage was managed through formal systems and procedures, the collaboration stage 

emphasizes greater spontaneity in management action through teams and skilful 

confrontation of interpersonal differences. Social control and self – discipline take 

over from formal control. Though Greiner is not certain what will be the next crisis 

because of collaboration stage, he feels that some problems may emerge as it will 

centre round the psychological saturation of employees who grow emotionally and 

physically exhausted by the intensity of team work and of the heavy pressure for 

innovating solutions. 

 

2.5  Importance of Small and Medium Enterprises 

According to SMEs policy 2002, it is estimated that about a third of the GDP 

originates from the SME sector. According to the Informal Sector Survey of 1991, 

micro enterprises operating in the informal sector alone consisted of more than 1.7 

million businesses engaging about 3 million persons that was, about 20% of the 

Tanzanian labor force. Though data on the SME sector are rather sketchy and 

unreliable, it is reflected already in the above data that SME sector plays a crucial 

role in the economy. 
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Also, since SMEs tend to be labor-intensive, they create employment at relatively 

low levels of investment per job created. At present, unemployment is a significant 

problem that Tanzania has to deal with it. SMEs policy 2002 estimates show that 

there are about 700,000 new entrants into the labor force every year. About 500,000 

of these are school leavers with few marketable skills. The public sector employs 

only about 40,000 of the new entrants into the labor market, leaving about 660,000 to 

join the unemployed or the underemployed reserve. Most of these persons end up in 

the SME sector, and especially in the informal sector. Given that situation and the 

fact that Tanzania is characterized by low rate of capital formation, SMEs are the 

best option to address this problem. 

 

SMEs tend to be more effective in the utilization of local resources using simple and 

affordable technology. SMEs play a fundamental role in utilizing and adding value to 

local resources. In addition, development of SMEs facilitates distribution of 

economic activities within the economy and thus fosters equitable income 

distribution. Furthermore, SMEs technologies are easier to acquire, transfer and 

adopt. Also, SMEs are better positioned to satisfy limited demands brought about by 

small and localized markets due to their lower overheads and fixed costs.  

 

Through business linkages, partnerships and subcontracting relationships, SMEs 

have great potential to complement large industries requirements. A strong and 

productive industrial structure can only be achieved where SMEs and large 

enterprises not only coexist but also function in a symbiotic relationship. However, 

the linkages between SMEs and large enterprises are very weak in Tanzania. SME 

development Policy, therefore, creates the potential for enhancing linkages within the 

economy. In addition, SMEs serve as a training ground for entrepreneurship and 

managerial development and enable motivated individuals to find new avenues for 

investment and expanding their operations. 
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2.6  Effort taken by the Government  

In recognition of the importance of SME sector, the Government has continued to 

design and implement a number of policies and programmed supportive to the 

development of the sector. 

 

2.6.1 Policy Development 

Tanzania Development Vision 2025seeks to transform from a low productivity 

agricultural economy to semi-industrialized one lead by modernized and highly 

productive agricultural activities which are buttressed by supportive industrial and 

service activities through actively mobilization of people and other resources towards 

the achievement of shared goals. In the Poverty Reduction Strategy, the Government 

has decided to promote private sector participation including Small and Medium 

Enterprises. 

 

The Sustainable Industrial Development Policy - SIDP (1996 - 2020) places 

specific emphasis on promotion of small and medium industries through the 

following measures: supporting existing and new promotion institutions, 

simplification of taxation, licensing and registration of SMEs and improve access to 

financial services. In addition, SIDP encourages informal sector businesses to grow 

and be formalized.  

 

The National Micro Finance Policy covers the provision of financial services to 

small and micro enterprises in rural areas as well as in the urban sector that are 

engaged in all types of legal economic activities. Furthermore the Agricultural and 

Livestock Policy is aimed at the development of agricultural and livestock activities 

that are performed by both small farmers and livestock keepers.  

 

The Minerals Policy of Tanzania identifies the artisanal and small scale mining 

operations as a major target group to be promoted through improved access to 

finance and availability of tools, equipment and consumables, supportive extension 

services, simplified licensing and enhanced marketing opportunities. The National 

Employment Policy recognizes that the private sector including SMEs is the major 
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source of employment in Tanzania and outlines policies that will contribute to the 

creation of an enabling environment for private sector development. 

 

2.6.2 Institutions 

The Institutions and programmed established in support of the SME sector in 

Tanzania include:- 

 

 Small Industries Development Organization-SIDO 

 The first major attempt to promote the small industries sector in Tanzania was 

undertaken in 1966 when the National Small Industries Corporation (NSIC) was 

formed under the National Development Corporation (NDC). The NSIC set up small 

industrial clusters, which were basically training cum production workshops. 

Thereafter, the Small Industries Development Organization (SIDO) was established 

in 1973 by Act of Parliament to plan, coordinate, promote and offer every form of 

service to small industries. 

 

SIDO in collaboration with other stakeholders supported establishment of SME 

association to empower the private sector. Some of those associations include 

Tanzania Food Processors Association (TAFOPA), Tanzania Small Industries 

Organization (TASISO) and ‘VikundivyaBiasharaNdogo’ (VIBINDO). These 

associations have been useful in involving the members in all issues related to 

advocacy as well 

 

2.7  The Opportunities of SMEs in Tanzania 

       Tanzania is endowed with a rich natural resource base. Even with all these resources 

Tanzania is still a least developed country. The challenge lies in the ability to 

transform efficiently and effectively the resources into goods and services that can be 

availed to the market at competitive prices. One of the major limiting factors is the 

lack of entrepreneurs at different levels. Some of the tradition, perceptions and 

values have tended to create a culture that is ant – entrepreneurial. Furthermore, past 

policies limited individual entrepreneurship initiatives. In addition the education 
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system has tended to create employment seekers rather than job creators (Gran, 

1993). 

 

2.8  Constraints faced by SMEs in Tanzania 

According to SMEs Policy 2002, SMEs are confronted with unique problems 

including heavy costs of compliance resulting from their size. Other constraints 

include insufficient working premises and limited access to finance. In addition, 

Business Development Services, namely services related to entrepreneurship, 

business training, marketing, technology development and information are 

underdeveloped and not readily available. On the other hand, SME operators lack 

information as well as appreciation for such services and can hardly afford to pay for 

the services. As a result, operators of the sector have rather low skills. Also, there is 

no umbrella association for SMEs. At the same time, the institutions and associations 

supporting SMEs are weak, fragmented and uncoordinated partly due to lack of clear 

guidance and policy for the development of the sector. 

 

2.9  Gender and Entrepreneurship Experience 

         Men and women have had different experience in all societies. Most of the 

predominant beliefs, values and norms of a society about gender roles have evolved 

from this continued socialization. These gender relations impact the way men and 

women think and act as well as the positions they end up with in society. 

 

 The concept of gender is used as a contrast to the term sex, that is, it depicts what is 

socially constructed as opposed to what is biologically given. From this perspective 

gender and sex are treated as separate in that gender refers to personality traits and 

behaviors as distinct from the body. It has been suggested that using “gender” as a 

social construct, rather than a biological category, allows to be focused on, which 

have different “engendering” or articulations in different social, economic and 

political contexts.  

 

Gender relations vary in different historical and socio-economic contexts. Men and 

women in societies are given different roles, activities, responsibilities, and authority 
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and levels of power and have different values. The result has been the gendered 

division of labor, gendered access to resources such as land and education, the more 

powerful control of men over decision-making processes and a discourse on 

“tradition” or the ideology which legitimizes and justifies this male control. 

Therefore “sex differences” may correspond to genuine “gender” differences 

attributable to the action of socially determined forces that differentiate the sexes 

(Lorber and Farrel, 1991). 

 

In many societies women are still expected to be home makers. Even when they are 

involved in economic activities outside the home, they still have to handle almost the 

entire role of maintaining the household and the family in terms of child care, 

cooking, cleaning, etc. They are in some cases not allowed to own property or even 

to inherit property left by their husbands or parents. Often, they cannot make 

decisions about their own lives without the consent of their elders, fathers or 

husbands. Even where the family runs a business, girls are not involved, as much as 

boys. Women still have less access to educational opportunities and are therefore 

under-represented in formal employment, leadership and other decision-making 

positions compared with their male counterparts. Partly as a result of this, they also 

have limited access to some economic services, including finance, training, etc.  

 

All of these have major implications for their involvement in business; choice of 

business activities as well as their perception of and chances of success the context in 

which women find them is not conducive to the development of entrepreneurial 

values (strong sense of independence, proactive tendency locus of control, etc). 

Awareness that she will have no control over or right to proper may diminish her 

need for achievement.  

 

2.9.1 Women in Business  

According to Mujukwa IL., (2002), when discussing women in business, it is 

essential to recognize that they are not a homogeneous group. They differ in many 

ways in terms of the role and control they have in the business, level of wealth, 
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education, marital status, experience, entrepreneurial capacity In terms of role and 

control in business, a woman may:  

(i) Own and run her own business independent of her husband, parents other 

family members and has full control of the income generated. 

(ii) Own and run her own business independently but another party has a strictly 

say how the income is used. 

(iii) Run a business owned and controlled jointly with her husband or another 

party. 

(iv) Operate or participate in a business where she has little or no say in decision  

making and the use of the income generated. 

 

ILO (2003), Most African women-owned enterprises are either group based or sole 

proprietorships. Although this is true for men also, a high proportion of male owned 

businesses are partnerships and limited liability companies. Where women owned 

businesses are partnerships, they are normally informal. Where women are involved 

in limited liability companies, they are typically minority shareholder in their 

spouses’ businesses. There are very few cases of women owning Limited Liability 

Company.  

 

2.10  Financial Condition on SMEs in Tanzania 

Many studies have shown that most of the SMEs lack access to finance for starting, 

operating and expanding their businesses. In Tanzania, the demand for credit is so 

high, whereby it is estimated that about 2.5 million borrowers are demanding for 

loans or credits compared to only 50,000 borrowers who are served recently. Also, 

the range of the credit which is largely demanded by the SME is between Tshs 

50,000 to 500,000. There are mostly small and short term credits that are available 

from several MFIs, such as MEDA (Mennonite Development Associates), PRIDE-

Tanzania and Poverty Africa Credit Shops, in which these institutions are mostly 

prominent and widely spread. They typically raise credits in stages from Tshs 50,000 

to 500,000 per SME recipient or group, with the repayment period of about 6 to 12 

months which is a very short time. This means that in this situation, only the micro 
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enterprises benefit from these loans such as those primarily engaged in trade, food 

vending as well as agriculture. 

 

Another condition is that most of the loans from the MFIs attract an interest rate of 

between 25 and 40% per year, which is over and above the commercial lending rates 

of 20-25%. Therefore due to these high interest rates from the MFIs, the SMEs are 

discouraged not to take long term borrowing even if they were available (UDEC, 

2002). 

 

In Tanzania, there are also some Government departments or agencies which provide 

credit to the SMEs such as the District Community Development Officers that 

manage the Youth Development Fund (YDF) and the Women Development Fund 

(WDF), in which they provide micro credits in rural areas and mostly to the 

economic groups. SIDO remains to be the main government arm for promoting 

SMEs within the country, whereby it manages National Entrepreneurship 

Development Fund (NEDF), which also provide micro credits to the SME operators 

in the regions. In addition to MFIs and NGO, there are also informal moneylenders 

in which the SME operators also rely on them. However these moneylenders charge 

extremely high interest (as high as 130% per year). Therefore these informal 

moneylenders are considered to have extremely high lending rates (UDEC, 2002). 

 

According to the MFIs there is another condition for the entrepreneurs in accessing 

the small credits or loans, whereby it is now easy for these entrepreneurs or SMEs to 

access small loans (up to Tshs. 2,000,000) from MFIs as long as they are ready to 

follow the group lending requirements. This model of group lending requires the 

borrowers to formulate a group and meet every week so as to obtain this type of a 

loan. The loan in which the group will be given to start the business with is so small 

(Tshs 50,000) and gradually the loan will be increasing as the business proceeds 

(UDEC, 2002). 
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2.11  Barriers to financing SMEs in Tanzania 

Wang (2003), explain the following as the main barriers to financing SMEs in 

Tanzania. 

 

Financial institutions assess the SMEs as being inherently high-risk borrowers which 

are owing to their low capitalization and limited assets, they are vulnerable to market 

the fluctuations and have high mortality rates 

 

Financial institutions charge higher interest rates to SMEs than to larger companies 

in order to compensate for the higher costs of information collection, the smaller 

volume of external financing and the greater risk of failure. 

 

Lending to SMEs is more likely to be backed by collateral than lending to larger 

firms so as to reduce moral hazard and adverse selection. This may lead to situations 

in which the decision to extend loans is based not on expected returns but rather on 

access to the necessary collateral. Many SMEs lacking access to “good collateral” 

suffer from credit rationing. In the case of new enterprises, experienced bankers or 

other specialized financial intermediaries can, in many cases, assess the risks 

involved with the activities proposed better than the relatively inexperienced SME 

owners. A specific disadvantage of young firms is that they cannot point to credit 

histories that provide important signals and help to facilitate access to debt financing 

 

The significant administrative and transactions costs associated with lending or 

investing small amounts do not make SME financing a profitable business for private 

commercial banks. 

 

External financial institutions usually do not possess better information about the 

expected profits of established SMEs than the entrepreneurs or managers connected 

with those enterprises. This lack of information leads to higher market rates to 

compensate for risk, which may crowd out low-risk, low return borrowers, leaving a 

relatively greater number of high-risk, high-return borrowers in the market. Charging 

higher interest rates may not, however, be in the interests of the banks because low-
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risk borrowers, who are most likely to repay loans, are driven from the market 

(Wang, 2003). 

 

2.12  Causes of Business Failure 

The causes of business failure are many and varied and may stem both from the 

external environment and from factors internal to the business. Internal causes of 

business failure may in many cases be capable of being foreseen in advance, while 

on the other hand some external causes are not so predictable. In most cases, a 

complex mixture of causes contributes to business failure; it is very rare for one 

single factor to be involved. 

 

According to A Guide for SMEs October 2004 (A paper issued by the European 

Federation of Accountants (FEE)) ,the following are the  internal and external threats 

to the survival and growth of the SMEs. 

 

Internal Causes of Business Failure 

By definition, problems that are ‘internal’ to a business are more likely to be 

predictable than matters which are external to the business and over which the latter 

may have no control. Accordingly, ‘internal’ threats to the viability of a business are 

more capable of being anticipated and planned for than threats from outside. 

 

Poor Management 

The most commonly occurring ‘internal’ factor in business failure among SMEs is 

poor management. Even other internal causes of business failure are often inevitably 

linked to poor management. This term is used here in a broad sense to refer to the 

failure of the management of an SME to be able to ensure that problems are 

identified promptly and the correct solutions applied, so as to give the company the 

best possible chance of survival and growth. Management competence is clearly an 

issue for businesses of all sizes, since it is management which is invariably 

responsible for making all the important commercial decisions in the company. 

However, the smaller the business, the less likely it is that a company will have, in-

house, the specialist financial skills and experience which are vital for ensuring that 
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the decisions made are ones which will best serve the company’s financial interests. 

Most small businesses are established by one entrepreneur, or a small group of them, 

who have what they believe, is a good idea for creating a specific product or 

providing a particular service. They will usually have skills and experience in the 

area of activity for which the new business is formed. But however good their 

products and services may be, many SME entrepreneurs do not always have skills 

and experience in areas such as business planning financial reporting, marketing, 

customer relations and financial management. Managing a successful SME requires 

not only good creative and operational skills but good business skills too. Many 

SMEs do not appreciate until it is too late that, if they do not have these skills in-

house, then the success of their business may well depend on them importing those 

skills from specialist advisors from outside the company or quickly developing basic 

business skills themselves. Start-ups businesses are inherently more risky than more 

established businesses. The first three years of the life of a new business are usually 

particularly difficult, and a high proportion of new businesses fails during that 

period. The risk stems from the fact that the business has to prove itself quickly to 

customers and suppliers, providers of finance, employees and possibly outside 

investors too. 

 

Deficit in Accounting 

Business decisions need to be supported by good quality financial information, 

which needs to be relevant, user-friendly and available in a timely manner. Poor 

accounting and reporting and decisions based upon inaccurate or incorrect financial 

information can actually cause problems which may threaten the solvency of the 

business. Where a business operates poor bookkeeping practices which do not 

comply with recognized accounting principles, it risks incurring penalties from the 

regulatory authorities. This can apply in many areas, going from general ledger, 

receivables and payables, to indirect and direct tax (VAT books, VAT returns, other 

indirect taxes, and income return). In some Member States poor accounting can 

cause an inspection from fiscal authorities, which can last for a few months and 

cause considerable burdens on the business, slowing down routine activities. In 

addition, poor accounting increases the risk of the business of not being aware of 
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significant problems or of it recognizing them too late. Elements such as excessive 

fixed and variable costs, incorrect revenue recognition, decrease in sales, etc, if not 

promptly recognized, can lead in the long run to damage to the solvency of the 

business. 

 

Poor quality or misleading accounting information can result essentially from two 

factors: either it depends on mistakes of the management or can be driven by tax 

considerations. In the long-term inappropriate accounting treatment not in 

accordance with recognized accounting principles (in areas such as depreciation, bad 

debt, stock, etc) can lead to a decline in business performance. 

 

Poor Cash Flow Management 

Poor cash flow management, amongst the most common internal causes of business 

failure, implies an imbalance between the payment terms taken by debtors and those 

given to creditors. The most obvious outcome of defective cash flow management is 

a significant decline in cash, with the business being unable to cover its repayment 

obligations, either to banks for loans, or towards suppliers for purchased goods and 

services. Inadequate management of inventory and Work In Progress (WIP) can also 

lead to cash flow problems. The ultimate result of poor cash flow management is 

lack of working capital to run day-to-day activities. 

 

Inappropriate Sources of Finance 

An unbalanced mix of risk capital and loan capital represents a threat to the solvency 

of the business. An extreme reliance on loan finance can test the company’s cash 

flow position, leading to excessive obligations for the company to repay capital and 

associated interest, especially when loan conditions allow the lender to vary interest 

rates.  If the company starts to experience financial difficulties, insufficient risk 

capital will only worsen the situation, as the existing loan capital may prevent raising 

further debt finance. In addition, unsuitable financing options result in an 

inconsistency between the liquidity of assets and the sources of financing, i.e. 

financing short-term assets with long-term loans, instead of short-term debt, or 

borrowing short to invest long. 



28 

 

Dependency on Customers or Suppliers 

Excessive reliance on only one customer, or alternatively only one supplier, poses 

very high risks to a business. In the event of the only customer’s insolvency or 

withdrawal of orders, the gross margin will drop significantly owing to the sudden 

reduction in sales. The whole future of the business is put at risk, as there may be no 

market for its products or services. 

 

Impending Bad Debt 

Impeding bad debt is one of the possible causes of business failure that is capable of 

being predicted in advance. Bad debts may increase significantly, due to the 

insolvency or disappearance of a customer. This often leads in the long run to 

insolvency. The main problem for SMEs, though, may be in actually identifying 

potential bad debts and being able to reduce them. In many SMEs, there will not be 

an in-house credit collection department which is able to undertake regular credit 

control activity and follow up matters of going-concern. For this reason, bad debts 

may have a more dramatic impact on SMEs than on larger businesses 

 

Overtrading 

When the company expands excessively and grows rapidly by taking on more 

commitments than it is able to cope with, the survival of the business is put at risk. 

 

Poor Marketing and Research 

Amongst start-up businesses a frequent cause of businesses failure is a lack of 

adequate and appropriate market research. Market research is required to help 

businesses to identify their customers and inform them of the size of the potential 

customer base, to determine what price customers might be prepared to pay and to 

suggest how demand for the product or service will change according to the price 

charged. Research will also inform them about their competitors and their likely 

reaction to a new entrant to the marketplace. 
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In a new business this information is vital to enable the company to calculate 

whether it will make sufficient gross margins to cover its overheads and financing 

costs and make an adequate profit. More established businesses will have addressed 

some of these issues. However they need to be constantly aware of how their 

marketplace is changing, what their competitors are doing and planning, who can be 

the potential new entrants to the marketplace and how they will affect their trade. 

 

Fraud/Collusion 

Finally, fraud and collusion, where not detected in good time, can also cause 

significant financial loss and reduction of business performance. The most typical 

case of fraud is the one committed by employees, namely by falsifying expense 

reports or by stealing small unit-value items, such as stationery or cleaning products. 

When such thefts happen regularly, and are left uncontrolled, they can lead to 

significant losses. Collusion with the stakeholders of the business can also have 

serious consequences. The employee may make a secret agreement with a supplier 

whereby the delivery is lower than that indicated by the invoice, and the employee is 

paid remuneration for the so-called ‘favour’. Similar secret agreements can be made 

by an employee and a customer, arranging that the latter receive more goods or 

services than that indicated by the invoice, in return for compensation to the 

fraudulent employee. Other secret deals can be made by the employee responsible for 

treasury with the banks operating with the business. 

 

External Causes of Business Failure 

External factors which in the long run may cause SMEs to fail cannot always easily 

be predicted, since they may involve extraordinary or unusual events happening in 

the region or country where the company operates, events over which the business 

has no influence. The most frequent unpredictable external causes are listed below: 

 

Economy 

A recession in the economy at national level, represents one unpredictable event, as 

well as a sudden decline in the specific field of activity of the business may also 
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cause insolvency of the business. Other possible issues generally related to market 

economy, which might threaten business failure, are indicated as follows: 

(i) Change of buying patterns: likely to be influenced by socio-political 

developments (i.e. increasing importance of environmental compatibility of 

industrial products); 

(ii) Decreasing purchasing power of consumers or groups of consumers: could 

produce as a consequence decreasing wages or unemployment. 

 

(iii) Shortage of raw materials: often linked to a significant increase of costs, it 

may cause deadlines related to production and supply not to be met. 

 

(iv) Customers’ strikes: they may provoke significant damages at the level of the 

supplying Enterprises. 

 

(v) Low price competitors: they usually try to convert market segments by using 

dumping prices, they produce cheaper than other competitors or are 

subsidized. 

(vi) Substitution products: they often lead to changes in the market and in the 

preferences of consumers. 

 

Catastrophic Unpredictable Events 

Natural disasters such as fire, floods, earthquakes and terrorism cannot normally be 

foreseen in advance. The only possible way to cover such risks is to prudently insure 

against them, especially if the region in which the business operates is frequently 

subject to environmental disasters. Even in this case, a delay in obtaining the 

indemnity from the insurance company may damage the business’s cash flow. 

 

Governmental Measures and International Developments 

Strict governmental measures may affect specific sectors of business activity and 

impose stringent burden on SMEs. International developments, like war treaties or 

trade agreements, may have similar effects. Such developments cannot always be 
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predicted, although the entrepreneur can keep himself always up to date following 

the financial press. 

 

Bankruptcy of Main Customer or Supplier 

Whenever the customers or suppliers concerned are experiencing financial problems, 

they will pass on their problems to the business. For instance, if the sole customer is 

no longer able to pay its bills on time, the seller will be short of cash, and will start 

having problems in paying back its own suppliers. Similarly, in the case of 

manufacturing companies, where the sole supplier goes bankrupt, no more goods will 

be received, causing a stop in the production process; the same will apply in the case 

of services or retail companies, which will no longer be able to meet their sales and 

delivery commitments whenever the sole supplier experiences failure. The 

bankruptcy of a sole supplier will obviously threaten the on-going relationships of 

the business with its customers. 

 

2.13 Previous Studies on SMEs in Africa  

The major constraints identified by various studies on MSEs in Africa is relatively 

similar which are associated with , finance problems ,shortage or absence of 

marketing skills, poor quality of products, absence of marketing research, shortage of 

market information and shortage of selling places.  

The follwing are the previous studies  concerning on SMEs in some countries of 

Africa. 

Eshetu and Zeleke,conducted a longitudinal study to assess the impact of influential 

factors that affect the long-term survival and viability of small  enterprises by using a 

random sample of 500 MSMEs from 5 major cities in Ethiopia. According to this 

research, that lasted from 1996-2001, the factors that affect the long term survival of 

MSMEs in Ethiopia are found to be adequacy of finance, level of education, level of 

managerial skills, level of technical skills, and ability to convert part of their profit to 

investment. This is so because the findings of the study revealed that businesses that 

failed, during the study period were characterized by inadequate finance (61%), low 

level of education (55%), poor managerial skills (54%), shortage of technical skills 

(49%), and inability to convert part of their profit to investment (46%). The study 
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further indicated that participation in social capital and networking schemes such as 

Iqub3 was critically helpful for long-term survival of the enterprises. Businesses that 

did not participate in Iqub schemes regularly were found to be 3.25 times more likely 

to fail in comparison with businesses that did, according to the study. 

 

Another major cities of Ethiopia namely Adama, Hawassa, Bahirdar and Mekelle, 

Tegegne and Meheret’s research was conducted with the intention of assessing the 

contribution of the MSE strategy to poverty reduction, job creation and business 

development. The raised causes for this gloomy prospect of business were not 

growing (33%), lack of finance (13%), lack of market (11%), and lack of working 

space (4%).  

 

Moreover, another research was done by Shafeek Sha, of an investigation into 

problems facing SMEs in archiving growth in Easten Cape. The findings of this 

research suggests that those SMEs who have managed to successfully reach the 

growth phase of the organizational life cycle, that they have indeed overcome the 

significant obstacles posed during the introductory phase where the mortality rate is 

significantly high in South Africa as well as other parts of the world. The overriding 

reason for failure is the lack of management skills to manage the businesses. The 

business environment also contributes to the success or failure of the SMEs but this 

study focused on the factors controlled by the owner-manager, that is, the 

management skills. 

 

Policy makers the world over have indicated the significance of the small to medium 

sized enterprise and the contribution they make to the wellbeing of a country. It is the 

policy makers who must also play a role in contributing to the success of the SME 

sector by putting policies in place that will enable SMEs to thrive. They also need to 

provide the necessary support entities to assist start-ups in getting through the first 

three years of their existence since these are the critical years for future success. 

Research has provided models and frameworks to highlight the potential threats to 

the continued existence of SMEs. 
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This study has managed to capture the extent of management practice of owner-

managers who have successfully reached the growth phase of the organizational life 

cycle. Research has also indicated that the age of the firms has a significant role to 

play in its continued existence. 

 

From the research evidence done by Rashid M. Mfaume And Wilhelm Leonard 

according to Small Business Entrepreneurship in Dar es salaam -Tanzania: 

concluded that,  the democratic profile such as education background and age of 

people engaging in small business there is less doubt that these people might need 

some action oriented Policy. The Policy that will address such key archetypical 

issues constraining the development of informal sector. The minimum package of 

issues revolving around institutional issues such as regulations, authority dedicating 

designated customer availability places for their venture, environmental issues like 

creating safe environment for them to conduct their venture, and Policies and 

regulation concerning entrepreneur’s personal factors such as business skill, planning 

and development programs and the like. It is important also that the state authorities 

entrusted to enforce law and order exercises the trust with some restraints. Even if 

there could be good reasons and justification for acting and sometime harassing the 

small traders, but balancing of interest is very important.  

 

2.14  Conceptual Framework 

Conceptual framework means that concepts that relate to one another were used to 

explain the research problem. Since business performance is influenced by both 

internal and external factors, operators need to understand what influences businesses 

to reach peak performance. The external factors include shortage of 

finance,corruptionand government policy. The influence of these factors to the firm 

performance is very important. Therefore, the factors must be closely monitored to 

ensure that stringent measures are taken within the best time to take advantage of the 

opportunities or combat the threats found in the external environment. The internal 

factors that influence the firm’s performance are business plan,record 

keeping,education and training, 
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In this study, there are six independent variables and one dependent variable. The 

independent variable is shortage of finance, corruption,government policy,business 

plan,record keeping,education and training,anddependent variable are business 

performance. 

 

Four among those seven of independent variables were used by another study done 

by Mfaume and Wilhelm Leonard and Kuzilwa, 2003, which is shortage of finance, 

government policy, record keeping and education and training. 

 

The relationship can be expressed and shown in the following figure. 

 

Figure 2.1: Conceptual framework (own model) 
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CHAPTER THREE 

 

RESEARCH METHODOLOGY 

 

3.1  Introduction 

This chapter explains the overall research methodology which was used in this study.  

It presents research design, data collection methods, population sample, and data 

analysis. It also represents area of study and sampling techniques which was applied 

in this study and how to analyze data and presentation. 

 

3.2  Research Design  

This study was an analytical exploratory research design because the main purpose 

was to gain familiarly with a phenomenon and find new insights. The researcher used 

mixed approaches in conducting the research. These are qualitative, and quantitative. 

Qualitative approach was used in collecting respondents’ views during the interviews 

and observation while quantitative approach was used to collect information from 

respondents through questionnaires. 

 

3.3 Study Area  

The study was conducted at Machinga complex premises situated in Ilala 

Municipality in Dar es Salaam region. Ilala Municipality is chosen for an in depth 

study since it is relatively the densely populated Municipality with about 1 223 419 

of population compared to the other two municipalities such as Temeke which has 

864 298 and Kinondoni with 713 958 people (Tanzania Service Availability 

Mapping Regional Repots, 2006). At the same time the place is suggested to lead on 

number of small and medium enterprises in the region. According to business survey 

of 2008, the Municipality has the highest number of premised businesses (NBS, 

2008). This was attracted the researcher to have a reason and select the Municipality 

to be a sampling frame which the representative sample of the population can be 

drawn. 
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3.4  Population Size 

The target population was the entrepreneurs in Ilala Municipality. 

 

3.5  Sampling Procedures 

The stratified sampling technique was used in this study. This is because the 

population was big and divided into a number of sub-populations which include 

small and medium enterprises of strata or different categories of respondents. Twenty 

five small entrepreneurs from different strata and 25 medium entrepreneurs from 

different strata were selected which make a number of respondents to be 50. From 

these groups, each of the major subdivisions of the population was adequately 

represented. To obtain each individual respondent in each stratum, a non probability 

sampling procedures was used where by consideration was   given to respondents 

who are ready and willing to spend some time in depth interviews. 

 

3.6  Sample Size 

A total of 50 respondents were used in the study for small and medium enterprises. 

Twenty five (25) small enterprises from different groups and another twenty five for 

medium enterprises from different strata which make a total number of respondents 

fifty (50). 

 

3.7 Data Collection Methods 

This part shows the methods which was used by the researcher to collect data. In this 

study primary and secondary were collected and used for analysis. The study utilized 

the following data collection methods.  

 

Primary data were collected using questionnaire and interviews and documentary 

reviews were used for the secondary data 

 

3.8 Sources and types of Data  

For this study questionnaires and interviews were used as a primary tool and the 

secondary sources were the written materials such as, books, reports, journals and 

articles. 
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3.8.1  Questionnaires 

Questionnaire was administered to both small and medium enterprises. This included 

two types of questions, namely; open-ended and close ended questions. The 

advantage of using open-ended questions was that respondents had opportunities for 

unlimited expression of their perspectives. Closed ended-questions were also useful 

because they allowed respondents to answer the given items by cross checking the 

categories. 

 

3.8.2  Interviews  

Interviews were conducted to owners of the business which were the small and 

medium enterprises of Ilala Municipality. The method was advantageous because it 

allowed direct questions to respondents about their activities. In other words, it 

allowed the researcher to gather subjective opinion as well as factual information. 

This is because during the interview, the researcher and respondents were both 

present and the questions were being asked and answered. Also, it was possible to 

raise other spontaneous questions emerging from the interview. 

 

3.9 Data Analysis  

Aspects indicated on the questionnaire on the growth of small and medium 

enterprises were examined. Data were analyzed to measure the rate of growth, 

constraints and the weakness which made them to grow slowly while other failed to 

exist. Growth was measured in terms of number of enterprises that were successfully 

introduced to the market in the previous five years. Therefore, the study used 

qualitative and quantitative methods for data analysis. Upon completion of the field 

process, all data obtained were organized and analyzed according to the research 

objectives and research questions. 
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CHAPTER FOUR 

 

INTERPRETATION OF FINDING 

 

4.1       Introduction 

This chapter presents empirical findings in reference to research objectives in chapter 

one. These findings were obtained from both primary and secondary sources. They 

were presented and analyzed using frequency tables, percentages (graphs) according 

to the research questions. 

 

4.1 General Question 

Table 4.1:  Provides Information About the Age of the Respondents 

PERIOD FREQUENCY PERCENTAGE 

18-24 YEARS 15 30 

25-35 YEARS 27 54 

ABOVE  35 YEARS 8 16 

TOTAL 50 100 

Source : Primary Data 

 

Figure 4.1: Age of the Respondents  

 

From the above table, it can be seen that majority of the respondents (54%) fell 

within the age range of 25-35 years and these were the youth who were actively 
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involved in small and medium enterprises. These groups have the energy of growing 

their businesses that leads to the growth of the economy as a whole and have the 

ability to better their standard of living as compared to 16% of the respondents who 

were above 35 years. These groups have less strength. The remaining 30% of the 

respondents fell within the age ranges 18-24 years, which implies that this group is 

still at school age and are not actively involved in the business activities. From these 

results it implies that SME owners are generally active between the ages of 25-35 

years. 

 

4.2 Factors which Affect the Growth of Small and Medium Enterprises in 

Tanzania 

Table 4.2:  Provides Information About  the Form Of The Business 

TYPE FREQUENCY PERCENTAGE 

SOLE  TRADE 27 54 

FAMILY  BUSINESS 4 8 

PARTERSHIP 19 38 

COMPANY 0 0 

TOTAL 50 100 

Source primary data 

 

Figure 4.2: Business Ownership Structure 
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Fifty four  percent (54%) of the respondents are sole proprietorships (Sole traders). 

Thirty eigth  percent(38%) are partnerships and only eight percentage (8%) are 

family business. This indicates that most of the SMEs are sole proprietorshipsand 

partnerships. This could be attributed to the fact that sole proprietorships are easy 

toform.A sole proprietorship is a business that is owned and managedby one 

individual. It is a simple form of business, and the least costly form of ownershipfor 

starting a business.  

 

Table 4.3:  Provides Information of The Business Records 

RESPONDS FREQUENCY PERCENTAGE 

YES 18 36 

NO 32 64 

TOTAL 50 100 

Source (primary data) 

 

 

 

Figure 4.3: Business Records  
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Thirty six  percent (36%) of the respondents are keeping business records while sixty 

four percent (64%) are not  keeping their recods. This result indicates that  most of  

the SMEs are not interested of  keeping  their  business recods.This also indicates 

that most SMEs have inadequate education and training in business, because of this a 

firm loses track of its cash flows and in turn leading to cost control and liquidity 

problems. 

 

Table 4.4:  Provides Information About the Source of Capital   

Source Of Capital Frequency Percentage 

Mfi  Loan 8 16 

Commercial  Bank 0 0 

Spouse 0 0 

Loan From Relatives 9 18 

Grants From Relatives 0 0 

My Own Saving 33 66 

Total 50 100 

Source : primary data 

Figure 4.4: Source of Capital 
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The study identified the various sources of funds of the business which could be 

financed either through personal savings, borrowing from moneylenders, and 

borrowing from family members. From the above results, majority of 

respondents(66%)of the SMEs sectors finance their business through personal 

savings. The minority (16%) of the respondents finance their business through 

borrowing from moneylenders. This was because majority of entrepreneurs were not 

enlightened on how they can expand their business using other sources of fund. In 

addition, there was the fear of not being able to pay back the borrowed funds as the 

survival of the family was depending on profit generated from the business. 

 

Furthermore, the few who were aware of the funds especially with the micro-finance 

provided by financial institution were denied of the access.Only 18% of the 

remaining respondents finance their business through borrowing from family 

members, which do not attract any interest. 

 

 

 

Table 4.5: Provides Information if They Are Using Loan from Microfinance     

RESPONDENTS FREQUENCY PERCENTAGE 

YES 11 22 

NO 39 78 

TOTAL 50 100 

Source primary data 
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Figure 4.5: Loan Form MFIs 

 

 

From the results above twenty two percent (22%) of the respondents concur that they 

are using loan from microfinance while seventy eight percent (78%) they are not 

using loan, majority of them have said that sources of finance which are available to 

SMEs such as bank loans are expensive which results in an increase in the cost of 

their producion. This shows that the Microfinance  had strictly condition which made 

SMEs to failed to borrow money from them. 

 

Table 4.6:  Provides Information on the Level of Education 

LEVEL FREQUENCY PERCENTAGE 

PRIMARY 28 56 

SECONDARY 20 40 

CERTIFICATE 2 4 

DIPLOMA 0 0 

TOTAL 50 100 

Source (primary data) 
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Figure 4.6: Level of Education 

 

         

        

        

        

        

        

        

        

        

        

        

        

        
Fifty six (56%) of the respondents have primary education, forty (40%) have 

secondary education and four  percent (4%) have certificate. The results indicate the 

majority of SMEs owners in the study area are not well educated.This impedes the 

gathering of information regarding their business and goes a long of hindering the 

progress of their operation. 

 

Table 4.7:  Provides Information If The SMEs Have Business Plan  

RESPONDENT FREQUENCY PERCENTAGE 

YES 8 16 

NO 42 84 

TOTAL 50 100 

Source (primary data) 
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Figure 4.7: Business Plan 

 

 

Sixteen percent (16%) of the respondents concur that they have business plan and 

about eigthty four percentage (84%) have no idea about business plan. This result 

indicates that  most of  the SMEs have noenough skill aboutthe importance of  

business plan, because most of them they even don’t have the intrest to establish it. 

 

Table  4.8:  Provides Information Concering the Objective of The Business 

REASONS FREQUENCY PERCENTAGE 

POVERTY ERADICATION 15 30 

CREATE EMPLOYMENT 16 32 

TO BECOME FINANCIALY INDIPENDENT 8 16 

TO EARN LIVING 11 22 

TOTAL 50 100 

Source (primary data) 
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Figure 4.8: Objective of the Business 

 

 

Thitry percent (30%) of the respondents indicated that they started their business as a 

tool to alleviate poverty. Thirty two percent (32%) alluded to the fact that they 

started their businesses in order to create employment and sixteen percent (16%) 

started their businesses in order to be financially independent. Twenty two percent 

(22%) started their own businesses so as to earn a living.Based on this result it can be 

concluded that most SMEs in Tanzania were started to address socio-economic 

aspects such as unemployment and poverty. This can be attributed to the fact that 

most developing countries are faced with the challenge of high rates of 

unemployment and high levels of poverty. 

 

Table  4.9:  Provides Information of Having More Than one Business 

RESPONDENTS FREQUENCY PERCENTAGE 

YES 12 24 

NO 38 76 

TOTAL 50 100 

Source (primary data) 
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Figure 4.9: Types of Business 

 

 

Twenty four percent (24%) of the respondents indicated that they have another 

business. Seventy six percent (76%) indicate that they have no other business.This 

results indicate that  most of  the SMEs are not interested of  having more than one 

business, they prefer to constranted with one business, because even those 24% of 

having more than one business they deal with similar business. 

 

4.3 The extent to Which Small and Medium Enterprises Try to Archive 

Their Goal 

 

Table 4.10:  Provides Information on Which Type of of Training/Workshop 

Are Interest for SMEs 

TYPE FREQUENCY PERCENTAGE 

ACCOUNTING/BOOKEEPING  

SKILLS 

31 62 

MARKETING 15 30 

FINANCIAL SERVISES  4 8  

TOTAL 50 100 

Source: primary Data 
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Figure 4.10: Training/Workshop 

 

 

Sixty two percent (62%) of the respondents viewed bookkeeping skills as important 

forthe growth of their businesses. Thirty percentage (30%) of the respondents felt 

that the marketing knowlege is important for the future success of theirbusinesses. In 

addition, a total of eight percent (8%) indicated that knowledge of fiancial sevices is 

important for the growth of their businesses.  

 

A closer analysis of the results shows that the knowledge of accounting and 

bookeeping skill are the most important financial management skills for the growth 

of SMEs.The respondents’ views are driven by the fact that for financing purposes 

from possible lenders proper financial statements is a prerequisite. In addition, SMEs 

also need to be in a position to control debts and credits. 

 

Table 4.11: Provides Information About Hours of SMEs Operated Per Day 

HOURS FREQUENCY PERCENTAGE 

9HOURS 11 22 

12 HOURS 39 78 

TOTAL 50 100 

Source : Primary data 
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Figure 4.11: Hours Operated 

 

 

From the above table, Twenty two percent (22%) of the respondents operate their 

businesses using nine hours effectively and about seventy eight percentage 78% used 

twelve hours to operate their business. This result shows that most of SMEs in 

IlalaMunicipality try harder to make sure that they make more sales and archive their 

goal. 

 

4.4  The roles to be played by the supporting environment in facilitating the 

growth of small and medium enterprises in Tanzania 

 

Table 4.12:  Provides Information on MFIs 

Source: Primary Data 

 

 FREQUENCY PERCENTAGE 

HIGHLY SATISFIED 6 12 

NEITHER SATIFIED 30 60 

DISATISFIED 14 28 

TOTAL 50 100 
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Figure 4.12: Information About MFIs 

 

 

Twelve  percent (12%) of the respondents were highly satisfied, sixty percent (60%) 

were neither satisfied however, twenty eighty percentage (28%) were dissatisfied 

with MFIs. 

 

This indicates that the majority of the respondents were not  satisfied with the roles 

being played by these supporting institutions. This is supported by the responses 

from the respondents which were neither satisfied and disatisfied. 

 

Table 4.13:  Provides Information on Things to be Changed So as to Increase 

Satisfaction 

Source :Primary Data 

 

Factor 1: Open more branches to reduce distance from my business premises to 

MFI’s office 

Factor to be 

revised 

Not important at all 

to be revised 

Slightly 

important 

Important Total Percentage 

Factor 1 2 40 58 100 

Factor 2 10 65 25 100 
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Factor 2: Reduce the number of meeting 

 

Figure 4.13: Factor to be Revised 

 

 

Fifty eight percent (58%)  and (40%) percentof the respondents have found that 

opening more than one branch to reduce distance from their premises will be the 

most helpful policy to increase business success.  However, 2% of the responds have 

no interest at all.On the other sidesixty five percent (65%)  and (25%) percent of the 

respondents have found that to reduce the number of meeting will be the most 

helpful policy. 

 

These results indicate the existence of micro finance is very importance of business 

sucess and development.  In order for SMEs to archive their goal a number of more 

branch should be open and reduce the number of meetings . 
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Table 4.14: Provides Information SMEs if they Know Anything About Micro 

Finance 

RESPONDENTS FREQUENCY PERCENTAGE 

 

YES 18 36 

NO 32 64 

TOTAL 50 100 

Source (primary data) 

 

Figure 4.14: Information About Microfinance  

 

 

Sixty four percent (64%) of the respondents have no idea about micro finance, only 

thirty six  percent (24%)  knows about micro finance. This result indicates that  most 

of  the SMEs of IlalaMunicipalityare not  aware to the existence of this microfinance. 
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Table 4.15:  Provides Information if There is any Support from Government    

RESPONDENTS FREQUENCY PERCENTAGE 

YES 20 40 

NO 30 60 

TOTAL 50 100 

Source: Primary Data 

 

Figure 4.15: Government Support 

 

 

Approximately Forty percent (40%) of the respondents concur that the Tanzania 

government have support to encouraging the growth of SMEs in IlalaMunicipality. 

However, sixty percent (60%) of the respondents said that the government is not 

doing enough to promote investment. This result shows that the goverment  has less 

effort in promoting the the success of small and medium enterprises or their effort 

does not reach to all SMEs. This can be attributed to the fact that most of the 

respondents saying that that tax payments reduce the returns of a businessand 

discourages SMEs from expanding their operations. 
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CHAPTER FIVE 

 

DISCUSSION, CONCLUSION AND RECOMENDATIONS 

 

5.1  Inroduction 

In this chapter the writer attempts to analyze the data/results presented in the 

previous chapters, by basically critically examining, summarizing and providing 

interpretations in relation to the research question posed earlier. The following below 

is the discussion of the results obtained. 

 

 5.1  Discussion of the major finding 

5.1.1  To Identify Factors Which Affect the Growth of SMEs in Ilala 

Municipality (Tanzania) 

Findings indicated that SME development is severely affected by a shortage of 

finance. For expansionpurposes SMEs require adequate finance, majority of the 

respondents said that, the situation is madecomplex by banks and credit institutions 

which have stringent requirements whenSMEs want to borrow from them, primarily 

in the form of collaterals. Alsosources of finance which are available to SMEs such 

as bank loans are expensive which results in an increase in the cost of production. As 

we see in the views of the respondent, table 4 shows various source of funds for the 

enterviewer where by majority (66%) of SMEs use personel saving to finance their 

business, only 16% from money lender, and 18% of the remaining borrowing from 

their family. 

 

In addition , we can see in table 5 that 78% percent of the respondent are not using 

loan from microfinance, they prefer to have other sources of funds due to conditions 

which are made by microfinance institution. 

 

This is an important area to consider  as most SMEs are severely affected by a 

shortage of financial resources andhave limited access to financial resources 

available to smaller enterprises compared to larger organisations and the 

consequences for their growth and development. Typically, smaller enterprises face 
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higher transaction costs than larger enterprises in obtaining credit, insufficient 

funding has been made available to finance working capital have hampered the 

ability of smaller enterprises to raise finances . 

 

Findings are in agreement with studies by (Kuzilwa J.A, 2005) who state that, there 

are a few things that arise making it hard for entrepreneur(s) to be able to have access 

to proper financing. These things are such as collateral constraint, inadequate 

business plan, state of the economy and bureaucratic procedures in applying for 

loans/finances. Collateral constraint and bureaucratic procedures being cited mostly 

as major factors; these constrain the attainment of funding from financial institutions. 

 

Another factor is education and training, Education is a key constituent of the human 

capital needed for business success. It is argued that education and training provides 

the basis for intellectual development needed by entrepreneurs in business to be 

successful. Moreover, they provide the entrepreneurs with confidence to deal with 

clients. As seen in the study table 6, about 56% percent of the respondents have 

primary education and 40% percent have secondary education, only few possess 

certificate and no one has diploma, this result the improper record keeping, which is 

also found in one way or another to affect SMEs to grow, because of this improper 

records keeping a firm loses track of its cash flows and in turn leading to cost control 

and liquidity problems. As we see in the table 3, majority of the respondents do not 

keep records of their business, about 64% they said no and only 36% they keep, 

therefore if the records of the transactions a business undertakes are not kept 

properly, growth cannot be achieved since the firm loses track of where it is heading.  

 

Furthermore the study shows that majority of SMEs prefer to work as sole 

proprietorship, this can be another factor which can affect the growth of SMEs.As we 

see in table 2 of our data, 54% of the respondent is sole proprietorship, 38% are 

partnership, and 8% are family business. Therefore, if they manage to organize 

themselves and share the capital, their business will be growing and they can manage 

to obtain loan easily. This is because smaller enterprises face higher transaction costs 

than larger enterprises in obtaining credit. 
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Findings are in agreement with studies by Kuzilwa A.J, 2005 which suggests that 

small entrepreneurs are reluctant to sharing ownership which leaves them opting to 

short term debt financing which may constitute a constraint upon the growth of the 

business. It has been argued that the businesses which shared or were willing to share 

part of their ownership with other parties were likely to grow or have grown rapidly 

than the businesses which didn’t share equity. 

 

The study also shows thatcorruption is one among the things where by majority of 

the respondent mentioned it during the interviews. As a constraint, corruption 

prevents fairness to prevail and therefore, it is to a large extent a cost to a business 

owner or individual, the community and the government as a whole. As corruption 

deprives people their rights, this means businesses cannot be established by 

deserving individuals, because the prices become high since businessmen want to 

compensate for the money paid out as bribery, as a result productivity is lowered. In 

this case customer loyalty and demand falls and therefore growth of small firms 

affected in a negative way. The problem of corruption has been raised by many of 

the interviewees as a barrier to growth in business. 

 

In our results we have also observed that majority of the respondents have no 

business plan. It is evident that firms which have no proper business plans at start 

face the most challenges during the course of their business. It is emphasized that a 

formal plan for a business is needed in order for proper goals and objectives of the 

firm to be laid out so that the teams in the business work together in order to reach 

their goals. This is important in monitoring the extent to which these plans are 

successful in terms of materialization and also it provides the opportunity to review 

why the plans and outcomes differ. A business plan is also an important tool in 

securing loans from financial institutions.This conclusion is based on the fact that 

eigthty four percent (84%) have no idea about business plan andthey even do not 

have the intrest to establish it as shown in table 7. 
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5.1.2 To Determine what Extent to Which Small and Medium Enterprises Try 

To Achieve Their Goal 

The study  shows that majority of the SMEs enterprises do their best  to make sure 

they survive in their business, apart from the major challenges they face. As we see 

in the table 10, about sixty two percent (62%) of the respondents viewed that they are 

willing to have bookiping skill in order for their business activities to be successful. 

Also table 11 shows how many hours they take in one day to operate their business, 

twenty two percent (22%) of the respondents operate their business using nine hours 

effectively and about seventy eight percentage (78)% used twelve hours to operate 

their business. This result shows that most of SMEs in IlalaMunicipality try harder to 

make sure that they make more sales and archive their goal, this is  because the 

ability to open early will enhance the competitiveness of SMEs since the majority of 

customers do not prefer queuing. Also  ensure that they close their businesses late in 

the night  to cater for those customers that might be busy during normal business 

hours. Therefore those SMEs who are able to open until late will increase their 

turnover and this will result in the positive performance of these SMEs. An increase 

in turnover isa growth indicator. This conclusion is based on the fact that seventy 

eight  percent (78%) of the respondents concurred that closing late and opening 

early. 

 

5.1.3 To identify the Role Played by the Supporting Environment (MFI 

&Government) in Facilitating the Growth Small and Medium Enterprises in 

Tanzania  

Government and MFI has shown to play a major role to enhance the SMEs to grow, 

but there is a matter of government policy concerning SME’s, the policies are there 

but they are not effectively benefiting the majority of SMEs.For example the 

government has discovered the importance of small firms in boosting the economy 

and therefore, it has an SME reform policy. In this policy the main aim is to provide 

government support promoting growth to SME’s in the form of loans at subsidized 

interest rates, free or subsidized information and advice, ensuring smaller firms get 

shares of government contracts. Many organizations have been established to ensure 

these activities run smoothly, for example, SIDO, TCCIA etc. But the major problem 
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remains that many small owners are not made aware of these services and surprising 

enough, the minority ones benefiting from these schemes or services are the large 

scale businessmen. In this study, Forty percent (40%) of the respondents concur that 

the Tanzania government have support to encouraging the growth of SMEs in 

IlalaMunicipality. However, sixty percent (60%) of the respondents said that the 

government is not doing enough to promote investment. 

 

In addition, Table12shows how SMEs satisfied with the role being played by MFIs. 

Majority of the respondents were not satisfied with the roles being played by these 

supporting institutions. This has been proved by the respondents that, sixty  percent 

(60%) and (28%) were neither satisfied nor disatisfied with MFIs, only twelve  

percent (12%) of the respondents were highly satisfied . 

 

5.2     Conclusion 

This study has attempted to identify the factors that affect the growth of small and 

medium enterprises to growth in Ilala Municipality.  

 

From this study it has been found that most of the SMEs lack access to finance for 

starting, operating and expanding their businesses, therefore access to finance is 

always quoted as a main constraint for all SMEs and can seriously affect their ability 

to survive, upgrade thetechnology in their business, increase their capacity and even 

in many cases, expand theirmarket, or increase productivity as well as profitability. 

 

Also the  study shows that most of the people enter into SME sector becausethey do 

not have adequate education, thus it is difficult for them to find alternative paid 

job.This implies that SMEs seem to be the last resort to the majority due to the 

abovereasons. On the other hand most of SMEs prefer to work as a sole owner which 

can make them to incour higher cost. 

 

Futhermore, the study also shows thatcorruption is one among the things where by 

majority of the respondent mention it during conversation, as a constraint, corruption 
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prevents fairness to prevail and therefore it is to a large extent a cost to a business 

owner or individual, the community and the government as a whole. 

 

It has been also found that the Government and MFI play a major role to enhance the 

SMEs to grow, but they are not really benefiting the majority of SMEs, many small 

owners are not made aware of these services and surprising enough the minority ones 

benefiting from these schemes or services are the large scale businessmen. 

 

The experience shows that the issue of constraints to small firm to growth is not only 

a problem to small firm owners, but this impacts the Tanzanian community and the 

economy of the country as a whole. This is so because if small businesses fail to 

grow it accelerates unemployment, lowers productivity; hence lowering savings and 

investment, therefore  the government loses money that it would have made as tax 

revenue. This means national income deteriorates. 

 

5.3      Recommendation 

5.3.1 To Small and Medium Enterprises 

First to seek an adequate knowledge of business before rushing into doing any kind 

of business idea they have. Small business owners can do this by enrolling into 

training programs and courses on business administration conducted by various 

educational institutions in the country. Also there are a number of training programs 

on small business management subsidized by the government run by organizations 

like SIDO, BIT and TCCIA.  

 

Furthermore apart from undertaking courses and training, small firm owners can first 

acquire experience in running a business by working first in a similar line of business 

for a number of years before establishing their own businesses.  

 

They should also try to work with what best suits them and their personalities as this 

will ensure good motivation and drive making their own businesses a success. 

Training and education will motivate and strengthen small business owner’s views of 

running successful businesses while equipping them with adequate business 
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knowledge. This will eliminate the problems of lack of education and training, 

improper record keeping and business plan unawareness. 

 

Secondly, It is important for small business owners to seek and maintain good 

relationships with credit providers like banks and other financial institutions. Adding 

to this is the importance of small firms not only considering loans as to increase 

equity, but also they should be ready to opt for selling equity or part ownership of the 

business. This will improve the issue of in-access to finances and capital constraint 

 

5.3.2 To the Government 

First, make a major reform on SME policy which will harness the breeding 

environment for small firms to grow. This can be by reducing corporate taxes 

charged to small firms, reducing fees for registering small firms etc. Government 

policy constraints would be curbed to a large extent if these reformed policies are 

implemented in the economic system and they are non-discriminatory and non-

exempted to all SMEs in the country. 

 

Second, the government should invest in research and development so as to explore 

what can be done to improve the small firm’s situations either by looking into what 

other developing countries have done or by coming up with new ideas. This in 

general will help in improving the challenges faced by small businesses in the 

country. 

 

Lastly the government should develop parastatal organizations which oversea 

activities of small firms and address to their problems. These organizations will 

provide financial assistance, information/advice and also conduct training courses for 

small firms. If these are adhered to by the government, it is a good starting point for 

the small firms to start growing rapidly as the grounds for growth are improved.  
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5.3.3To Other Stakeholders 

Financial institutions should develop better lending terms enabling small firms to 

benefit from them. In this also the services of financial institutions should be 

improved to ensuretheir reliability and stability eliminating the problem of financial 

constraints to small firms while increasing the goodwill of these particular 

institutions. 

 

Also, other stakeholders should develop institutions or organizations that would be 

reference centers for SME’s for information and advice, consultancy and acting as 

important meeting points for small firm owners to discuss matters that affect them 

and their particular industries. This will harness the business environment by 

providing common meeting place for different suppliers/producers and 

buyers/consumers of different products 

 

5.4      Areas For Further Research 

The research work suggests some lines of enquiry for further research. Firstly, 

further research could determine if the findings of this research are consistent across 

different sectors. In addition, there is the need to duplicate the research in other parts 

of Tanzania and in other sectors to confirm if the results of this research can be 

generalised across the whole country. Finally, this study can also be carried out in 

other parts of Africa for comparison purposes.  

 

 

 

 

 

 

 

 

 

 

 



62 

 

REFERENCES 

 

A Guide for SMEs October( 2004)A paper issued by the European Federation of 

Accountants (FEE) 

 

Bagachwa M. (1995) The informal sector under adjustment in Tanzania. 

 

Gupta C.B., Modern Business Organization’, Mayor Paperbacks, New Delhi 2001. 

 

http://www.mindtools.com/pages/article/newLDR_87.htm#sthash.tOK7v1Hb.dpufH

arvard Business Review, July – Aug 1972 

 

ILO (2002) Jobs, Gender and Small enterprise in Tanzania.Factors affecting women 

entrepreneurs in the MSE sector. 

 

Kothari C.R (1992) Research Methodology, methods and techniques, second ed. 

New Delhi. 

 

Kuzilwa, Joseph Andrew. "The Role of Credit for Small Business Success A Study 

of the National Entrepreneurship Development Fund in 

Tanzania." Journal of Entrepreneurship 14.2 (2005): 131-161. 

 

Mujukwa IL (2002) Promoting women empowerment, University of Dar es Salaam. 

 

Nchimbi, M. (2002) Review of experience from interaction among donor agencies in 

small enterprise policy reform in the United Republic of 

Tanzania. 

 

Ngowi (2006) SMEs Competitiveness facility, SMEs export market. 

 

SMEs Policy   ( 2003)  United Republic of Tanzania, Ministry or Industry and Trade 

 



63 

 

SMEs Policy (2002) United Republic of Tanzania, Ministry or Industry and Trade 

Stevenson, L., & St-Onge, A. (2005).Support for growth-oriented women 

entrepreneurs in Tanzania. International Labour Office. 

 

Tanzania Service AvailabilityMapping RegionalRepots (2006)Ministry of Health and 

Social Welfare, Tanzania Mainlandand Ministry of Health 

and Social Welfare, Zanzibar in collaboration with the World 

Health Organization. 

 

University of Dar-es-salaam Entrepreneurship Centre, (UDEC). 2002. “Women 

Entrepreneurs in Tanzania.” 

 

URT (2001), Microfinance Institution Policy draft 

 

URT, (2000).National Micro Finance Policy, Ministry of Finance, Dar es Salaam  

 

Woller, G. and R. Parsons (2002). Assessing the Community Economic Impact of 

Microfinance Institutions, Journal of Development 

Entrepreneurship, 7 (2), 133 – 148. 

 

Wangwe (1999) Micro and Small Enterprises development and employment 

implication. 

 

Windley N. (2013) High Integrity, Accountable, Results Orientated Sales And 

Marketing For Hi-Tech & Knowledge Led SME’s. 

 

 

 

 

 

 

 



64 

 

APPENDICES 

 

Appendix  1: Questionnaire on growth of small and medium enterprises in 

Tanzania (SMES ) 

 

These questionnaires are aimed at collecting information on the above subject. It is 

administered by a student of the Mzumbe University Dar es Salaam Campus who is 

doing a research on the subject as part of her research dissertation. The study is 

collecting information and experience from various stakeholders regarding about the 

factors which affect the growth of SMEs . Data to be obtained will be used solely for 

academic purposes, only for this study. Persons who will provide information will 

not be disclosed in the report which will document findings of this study. We kindly 

request you to fill this questionnaire starting with the main questions and ending with 

your bio-data which will help the researcher to classify the results of all respondents. 

 

Research Question for Small Medium Enterprises in Ilala Municipal 

1.  Age of the respondent 

(i) 18—24  

(ii) 25—35 

(iii) Above 35 

 

2.  Level of education 

 

3.  Year of establishment of the business 

 

4.  Business ownership structure 

(i) Sole proprietorship 

(ii) Family business 

(iii) Partnership 

(iv) Company 
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5.  Types of business 

(i) Manufacturing 

(ii) Service 

(iii) Others Specify 

 

6.  What are the objectives of your Business………………………………… 

 

7.  Have you achieved them? 

(i) Yes 

(ii) No 

(iii) If no Why………………………………………………....................... 

 

8.  Did you engage in any other business activity before this one? 

(i) Yes in some other type 

(ii) Yes in the same type 

(iii) No 

 

9.  Do you have any future plan? 

 …………………………………………………………………………………. 

 …………………………………………………………………………………. 

 

10.  Do you keep business records?  

 …………………………………………………………………………………. 

 …………………………………………………………………………………. 

 

11.  Is your business registered? 

 …………………………………………………………………………………. 

 …………………………………………………………………………………. 

 

12.  How long do you think you will stay in this business 

 …………………………………………………………………………………. 

 …………………………………………………………………………………. 
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13.  Please state you average daily sale: Tshs 

 …………………………………………………………………………………. 

 …………………………………………………………………………………. 

 

15.  What was the main source of your star up capital? 

Source of capital  Amount in Tshs 

MFI Loan   

Commercial Bank  

Spouse  

Loan from relatives   

Grant from relatives  

My own savings  

 

16.  Do you have any other business? 

(i) Yes 

(ii) No, 

(iii) If yes many and in what type of business do you have 

 

17.  How many hours do you normally operate per day 

 …………………………………………………………………………………. 

 …………………………………………………………………………………. 

 

18.  Which type of training/workshop are interests in: 

(i) Accounting / bookkeeping skills 

(ii) Marketing 

(iii) Financial services a bank 

(iv) Others specify 

 

19.  Are you a member f trade association? 

(i) Yes 

(ii) No 
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20.  What are the challenges are you facing in conducting your    business? 

 …………………………………………………………………………………. 

 …………………………………………………………………………………. 

 

21.  How do you solve them? 

 …………………………………………………………………………………. 

 …………………………………………………………………………………. 

 

22.  Do you know anything about micro finance? 

 …………………………………………………………………………………. 

 …………………………………………………………………………………. 

 

23.  Are you using loan  

(i) Yes  

(ii) No  

 

If yes from which microfinance 

…………………………………………………………………………………. 

 …………………………………………………………………………………. 

 

24.  Is there any support from the Government?  

 …………………………………………………………………………………. 

 …………………………………………………………………………………. 

 

25.  How satisfied are you with MFIs services?  

(i) Highly satisfied 

(ii) Neither satisfied nor dissatisfied 

(iii) Dissatisfied d.) Highly dissatisfied 
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26.  What things do you think they need to be changed so as to increase you 

satisfaction? 

 Not at all 

important to be 

revised =1 

Slightly 

importan

t =2 

Important=3 Very 

important 

=4 

Extreme

ly 

importa

nt  

Factor to be 

revised  

     

Open more 

branches to 

reduce 

distance 

from my 

business 

premise to 

MFI’s 

office 

     

Reduce the 

number of 

meeting 

     

 

 


