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ABSTRACT 

 

Due to the financing gap between the larger enterprises and Small and Medium 

Enterprises (SMEs) in accessing the capital, there is a need for Tanzania by using its 

regulatory body in stock and security market to establish an alternative market which 

has relaxed rules and regulations for SMEs to participate in stock market.  

 

 Financial providers are reluctant on providing the finance that small businesses need 

for their development. Commercial banks are traditionally looking upon as powerful 

catalysts of economic development through resource mobilization and provision of 

credit to profitable ventures, but they do not normally finance small business. 

 

A case study of Temeke Municipal Council research design used. Interview has been 

done and questionnaires sent to CMSA, DSE, stock brokers and dealers and SMEs so 

as to find out if there is a need and the plans of CMSA in develop the stock and 

securities market in Tanzania for that establishment of AM. 

 

The study found that, SMEs are ready to go public if there will be a relaxation of 

rules and regulations for joining the market and suggested that CMSA should have 

rules that suite the character of SMEs in Tanzania and not copy from other developed 

countries. The study also found that, CMSA is in initial stages of establishing AM 

which it called Enterprise Growth market (EGM) so as to develop capital market and 

enable SMEs to participate in this market. But due to the nature of SMEs, more 

education is needed. 
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CHAPTER ONE 

 

PROBLEM SETTING 

 

1.1 Introduction 

This part attempts to introduce and conceptualize the research problem. It includes: 

background to the study, statement of the problem, research objectives, research 

questions and significance of the study. 

 

1.2 Background to the Study 

The performance of SMEs has for a longtime been an issue of growing interest 

throughout the worlds. This is because of its contribution towards economic 

development. Apart from creating jobs, SMEs are critical in growth of market 

economies. They provide potential for disadvantaged groups to gain access to 

productive, sustainable and equity employment (ILO, 1993). 

 

Small and Medium Enterprises (SMEs) are often the backbone of strong private 

sector in any country, developed or otherwise. SMEs in East African countries 

contribute significantly to the economy especially in the manufacturing sector both in 

terms of employment and of value added in Tanzania, SMEs provide employment to 

more than 56 per cent of the employed labour force in enterprises with one to nine 

workers and 7 per cent in enterprises with 10 to 49 workers (Liedholm and Mead, 

1987). Even in mature and industrialized economies such as Japan, SMEs are 

dependably creating new jobs and providing reliable and solid tax base for both 

central and local government.  As an emerging economy, Tanzania has since 2002, 

hatched a policy on SMEs has institutionalized the Small Industries Development 

Organization (SIDO) to oversee its implementation in all regions of Mainland 

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

Tanzania. SME’s in Tanzania can be easily established since their requirements in 

terms of capital and technology, management and even utilities are not so demanding 

as large enterprises. Not only that but also SMEs promote private ownership, 

stimulate innovations and develop entrepreneurial skills.  
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Their flexibility enables them to match quick changes in market demands. They 

generate the majority of jobs, promote diversification of economic activities, support 

suitable development and make a significant contribution and become the main 

engine in the economy and society (Szabo, 2002). 

 

 

It is globally recognized that SMEs contribute substantially towards poverty 

alleviation, expansion of employment support and commands a big share of Gross 

Domestic product (GDP) of the society (Bendera, 1997). However, in developing 

countries, the problem of financing small and medium enterprises (SMEs) is part of 

large problem of providing external assistance, which are lacking in that sector, mere 

finance in shape of capital and credit has not shown to provide desirable results in 

SMEs prosperity. Finance must go along with efficient production, good materials, 

superior quality (Service & products) and sound & marketing. This would imply the 

need for scientific technical and assistance besides financial (Rama Krishna, 1962).  

Most SMEs pay attention to which sources are available to meet their financial 

requirements. The main sources of finance to a business are owner’s fund (equity or 

common stock), credit (a Loan extended by financial institutions or development 

agency) and reinvestment of business proceeds (its retained earnings)  

 

The study done by Wangwe (1999), found that despite financial sector reforms in 

Tanzania adequate finance is not being provided to allow for the development of 

SMEs. Lack of capital was cited as most pressing need of SMEs sector operators. 

The survey further indicates working capital (necessary for business growth) was the 

most needed followed by Investment capital (for start up new business). The study 

further revealed that The SMEs lack access to capital because: 

(i.) Bank restructuring is taking place but the majority of financial institutions so 

not work a SMEs funding window. 

(ii.) Some banks operate in limited geographical areas. 

(iii.) Failure of borrowers to prepare and submit applications that meets up bank 

requirements. 

(iv.) The perceived risk of business failure of SMEs 
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(v.) Inability of SMEs operators to fulfill collateral requirements 

(vi.) Difficult bureaucratic procedures for registration of business documents 

(vii.) The rate of interest charged is high ranging from 16% - 30% per annum to 

annum 

(viii.) Restrictive and conditional working capital limits  

(ix.) Time consuming an cumbersome procedures 

(x.) Improper assessment of requirements. 

 

As it became evident that reforms have failed to deliver as anticipated the least 

developed countries (LDCs) decided to put more emphasis on developing capital 

markets. “Thus, many policy makers and government official began emphasizing the 

development of capital market” (Ziorklui, 1997).  

 

In Tanzania capital market and security authority (CMSA) established in 1994 as a 

regulating body and Dar es Salaam stock exchange (DSE) was also established in 

1996. 

 

1.3 Statement of the Problem 

It is discovered that financial providers are reluctant on providing the finance that 

small businesses need for their development. Commercial banks are traditionally 

looked upon as powerful catalyst of economic development through resource 

mobilization and provision of credit to profitable ventures (Chijoriga, 2000) but they 

do not normally finance small business (Kuzilwa and  Mushi, 1997). 

 

Currently there is a large interest in understanding firms’ access to finance and the 

financing of small and medium-sized enterprises (SMEs) in particular. In general, the 

SMEs sector comprises relatively younger, more highly leveraged, and more 

profitable and faster growing firms. This suggests that a new type of firm is emerging 

in transition economies that are more market and profit oriented. But at the same 

time, these firms appear to have financial constraints that impede their access to 

long-term financing and ability to grow (Klapper, Allende, and Sulla 2002). Despite 

the wide recognition of the dynamic role of credit, few micro enterprises or rural 
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households in Tanzania or other developing countries have access to and have 

benefited from the available financial services (Chijoriga 2000). Most banks regard 

low income household as too poor to save, and difficult to identify them, do not have 

business plans, do not keep written accounts and usually borrow small and 

uneconomical sum (Rutherford, 1999). Their stringent lending policies, collateral 

requirements, cumbersome procedures and the perception of small business and rural 

poor as risky often lead to the financial exclusion (Robinson, 2001; and Rutashobya, 

1991. 

 

Despite the financial sector in Tanzania undergone various development phases, 

growing small and medium businesses appear to be constrained in terms of financing 

accessibility. (Satta, 2002,)  

 

Some researchers such as Ngobi (1996) found insufficient access to funding as the 

common problem in SME’s. Informal financing is limited for Tanzania’s small firms. 

Firms of adequate size experience difficulty in borrowing from banks due to rules 

and regulations (Chijoriga and Olomi, 2002). Lack of access to finance forces SME’s 

to rely on self-financing more than large-scale enterprise (Shayo-Temu 1998). As 

such it forces SME’s to rely on finances from relatives and friends. Lack of access to 

credit from financial Institutions in some other countries thought to have driven 

SME’s to money lenders who charge high Interest rates, thus hindering growth and 

development of SME’s (Shayo-Temu, 1998). 

 

The study done by Wangwe 1999, showed that the inability of the banking sector to 

provide long-term credit to private sector has created the need for the development of 

the security market to fulfill the role of mobilizing and allocating of long-term capital 

to the private sector for growth. The establishment of the DSE in Tanzania has been 

considered as an important development to raise long-term capital especially in the 

form of equity by issuing to the public. In Tanzania Capital Market and Security 

Authority (CMSA), was established in 1994 after the capital market and securities 

Act was enacted in the same year. According to the act, the Capital Market and 

Securities Authority (CMSA) is charged with the responsibility of promoting and 



5 

facilitating the development of an orderly, fair and efficient capital market and 

securities industry in Tanzania. The Dar es Salaam stock exchange (DSE) which was 

incorporated in 1996 commenced its operation on 15th April, 1998 with only one 

listed company, the Tanzania Oxygen Limited (TOL). However there has been a 

modest growth in terms of listing, market capitalization and trading activities.  

 

Since the Institution started the operation none of the SMEs have tried to source for 

capital from the capital market. Rajabu (1996) in his study found that SMEs 

operators were skeptical to go public due to fear of personal ownership, disclosure 

requirements and unfamiliar with the use of the stock exchange. It is also argued that 

rules and regulation of capital market and listing requirements at DSE like listing 

fees, information disclosure, competent management and track records of profit 

discourage their participation. As a result there are no any SMEs that have tried to 

source equity capital and end up with inefficient resource allocation for the 

development of the most productive sector in the growing economy of SMEs. 

 

1.4 Objectives of the Study 

The primary intention of this study is to investigate how CMSA can establish Market 

for Alternative Investment in Tanzania for the purpose of financing SMEs. 

 

In addition to the above general objective, the study focused on the following 

specific objectives. 

(i.) To investigate why SMEs are not participate in the capital market and to 

know if they are ready to participate in capital market. 

(ii.) To explore the awareness of SMEs on possible rules and regulations of MAI 

and the advantages of being listed with MAI if established. 

(iii.) To investigate how regulatory bodies such as CMSA and DSE prepared to 

absorb AM and to develop a set of relaxed rules for SMEs for 

recommendation to CMSA. 
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1.5 Research Questions 

The main research question is how can CMSA establish market for alternative 

investment in Tanzania for the purpose of financing SMEs? 

Specific questions 

(i.) Why SMEs are not participating in capital market? Are they ready to 

participate in DSE?  

(ii.) Are SMEs aware on rules and regulations of DSE and what are the 

advantages of being listed with AM? 

(iii.) How regulatory bodies such as CMSA and the DSE prepared to absorb AM 

for SMEs and what are the recommendations of attractive rules for SMEs to 

CMSA? 

 

1.6 Significance of the Study 

This study is expected to contribute in the following areas 

(i.)  To supply necessary information to SMEs the possibility of being listed in 

DSE 

(ii.) The study is expected to have some policy implication on developing sound 

and efficient Market for Alternative Investment. 

(iii.) To create awareness to potential investors about AM and its benefit to them 

(iv.) To give pathway for CMSA in Tanzania for establishing AM 

(v.) Lastly, the study is expected to broaden the researcher’s knowledge on how 

SMEs can participate in Capital market. 

 

1.7 Scope of the Study 

This study covered various SMEs owners at Temeke Municipal Council, DSE & 

CMSA officials on how AM can be established in Tanzania. 
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CHAPTER TWO 

 

LITERATURE REVIEW 

 

2.1 Introduction 

This part evaluate information connected to issues arising from studies that have 

been carried out at arising from studies that literature review has been reviewed 

under the following subsections: Definition of key concepts, common sources of 

financing SMEs, financing gap and review of best practice in market for alternative 

investment (MAI). 

 

2.2. Theoretical Review 

2.2.1 Small and Medium Enterprises (SMES’s) 

The definition of SMEs varies from country to country, in defining small and 

medium enterprises both qualitative and quantitative criteria can be used to 

categorize the business. These criteria include number of employees, capital 

invested, total assets, turnover, market share, geographical coverage, organization 

complexity, composition of management and degree of formalization (Rutashobya 

and Olomi, 1999). 

 

According to SMEs Development Policy in Tanzania the SMEs cover non-farm 

economic activities mainly manufacturing, mining, commerce and service. 

Since different countries use various measures of size depending on their 

development, this study will prefer to the definition from Tanzania draft of SMEs 

policy (2001) because it is simple to understand and most appropriate to our 

environment. Thus  small enterprises is the one which has between 5 to 50 

employees with capital investment between T.shs. 5.1 million and 20 million T.shs. 

and turnover between T.shs. 12.1 million to 150 million while medium enterprise is 

the one with 50 to 100 employees. 
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2.2.2 Capital Market 

Capital market comprises of market source from which long-term capital is raised for 

the setting up the sustained growth of companies. The stock exchange is part of the 

capital market, not only because it readily provides money for new or existing 

ventures, but also because it helps investors to trade in their shares and maintain the 

liquidity of investments. Capital market is distinct from money market (banks and 

lending institution which provides short term finance (S.Bhatt, 2011). 

 

Capital market is divided into two subdivisions which comprise of primary market 

and secondary market. The primary market deals with initial issue of shares, bonds 

and securities (Initial public offer IPO) while the secondary market deals with the 

subsequent trading of already issued securities (Dasey, 1998). 

 

2.2.3 Stock Exchange 

Is to market where large and small investors can buy and sell securities (shares, 

bonds etc). It is an organized market where buyer and sellers of securities meet and 

function. 

 

Securities transactions involve dealers and brokers. A dealer maintains an inventory 

and stands ready to buy and sell at any time. In contrast a broker brings buyers and 

sellers together but does not maintain an inventory (Ross et al, 2008). 

 

2.2.4  Financial Market 

Financial market refers to institutional arrangement for the exchange of capital and 

credit. Financial market includes money market, capital market, bond market, equity 

market, foreign exchange market domestic market, foreign markets, derivative 

markets. Examples of financial market include Dar es Salaam stock exchange, New 

York stock exchange. 

 

2.2.5 Initial Public Offer 

This is when firm sell securities for the very first time. 
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2.2.6  A Public Offers 

This is one of the main methods of raising funds by issuing shares. It is usually made 

at a fixed price. It is normally used for a large issue when a company is coming to the 

market (Seeking a listing) for the fist time (Ross et al 2008) 

 

2.2.7  Over the Counter Market (OTC) 

OTC refers to a stock exchange where securities transactions  are made in telephone 

and computer rather than on the floor of an exchange. The shares of publicly traded 

companies that are not listed on a stock exchange may still be traded on an OTC 

market. It is a network of brokers and dealers that trade stock and bonds that are not 

listed on an exchange. Sometime companies prefer to be listed on an OTC market 

instead of listing on a stock exchange (Dasey, 1998). 

 

2.2.8 Market for Alternative Investment (MAI) 

This is a market which is used by small companies which are unable to seek a listing 

on the main market. This market does not have any qualifying restrictions on a 

market capitalization, length of trading records or percentage of shares required to be 

held in public hands (Denzil and Head, 2007). 

2.2.9 Banks 

Banks are financial institutions that involve all activities relating to safekeeping of 

money, advancing loans and overdraft, facilitation of international loans trade, 

controlling and monitoring the amount of money in circulation and advancement of 

economic activities of a country (BOT, 2012). 

 

2.2.10 Credit 

Is a device for facilitating temporary transfer of purchasing power from one 

individual or organization to another (Oyatoye, 1993). This can be of long-term, 

medium term or short repayment. 

 

2.2.11  Primary Market 

Primary markets is the market in which new security are originally sold to investors. 

Here companies sell securities to raise money (Ross et al, 2008) 
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2.2.12 Secondary Market 

The market in which previously issued securities are traded among investors (Ross et 

al, 2008). 

 

2.2.13 Listing 

Stock that trade on an organized exchange are said to be listed on that exchange. To 

be listed, firms must meet certain minimum criteria concerning for example asset 

size and number of shareholders. The criteria differ from one exchange to another’s 

(Ross et al, 2008). 

 

2.3   Contribution of SME’s in the Economy 

SMEs are playing an important role in the economic development of the country. Not 

only promote private ownership, stimulate innovation and develop entrepreneurial 

skills but also their flexibility enables them to match quick changes in market 

demand. They generate the majority of jobs, promote diversification of economic 

activities. Support sustainable development and make a significant contribution to 

exports and trade. SMEs are vibrant and innovative and they can adapt to changing 

circumstances and become the main engine in the economy and society (Szabo, 

2002). 

 

SMEs contribute to increase national income, savings and encouragement of business 

and management at enterprises level. At about 70% of people in sub Sahara Africa 

rely on small and medium enterprises for their livelihood (Massawe 2002) 

 

In Chile, Thailand and Greece SMEs employ 80% of the formal workforce (SMEs 

news data base) In India it is estimated that there are 400 modern SMEs and 2000 

rural artisan based cluster exists in India. These contribute to 60% of India’s 

manufacturing export (Raju 2002). 

 

SMEs are better positioned to satisfy Limited demand brought about by small and 

localized market due to their lower overheads and fixed costs. In additions SMEs 

people tend to show to greater resilience in the face of recessions by holding on to 
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their businesses, as they are prepared to temporarily accept lower compensation 

(Chijoriga, 2002) 

 

The Tanzania SMEs contribute to the national economy because they produce goods 

and services for both internal and external market, generate income and employment, 

utilize available domestic resources, creation of new products and well as 

entrepreneurs and facilitate tapping and upgrading of simple technology (Mbamba, 

1999). 

 

2.4    Objectives of Small and Medium Enterprises (SMEs)  

According to Satyanarayana (1999), defines the following universal objectives of 

SME’s 

(i.) To create immediate and permanent employment on large scale at relatively 

small cost producer goods 

(ii.) To meet a substantial part of the increased demand for consumer goods and 

simple producer goods 

(iii.) To facilitate the mobilization of resources of capital and skill which might 

otherwise remained unutilized 

(iv.) To ensure equitable distribution of national income 

(v.) To effect decentralization of industries by creating industrial estates, and  

(vi.) To raise the standard of living of the people. 

 

2.5     Challenges facing Small and Medium Enterprises (SMEs) 

Finance: Sources of funds appear to be main challenge of SMEs. SMEs do not have 

adequate funds of their own fixed capital investment nor can they get needed 

resources from institution agencies. The limitation in accessing financial resources 

required starting, surviving and maintenance or growing business is the major 

restraint of SMEs development and growth. 
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Training 

Many SMEs do not trained; even if they are trained the quality of the facilitator is 

questionable and hence could not help them in their development. Most of these 

training are available in urban centers. 

 

Managerial Capacity 

Limited managerial capability demonstrated by lack of formal planning appraisal 

reporting systems and structure Planning and reporting is done to meet statutory 

requirements (Olomi, 2002) 

 

Political Instability 

Political instability is also setback to SMEs development, the genocide in Rwanda 

(1994) paralyzed the entire SMEs sector. 

 

Taxes and Regulation Obstacle: SMEs experience problems arising from regulatory 

frame work. In Tanzania land act, 1999 for example, excessively protect borrowers 

by specifying nearly impractical foreclosure procedures, ambiguous definitions of 

spouse’s recognition of the customary marriages. 

 

Lack of Appropriate Identification System 

There is no reliable identification system to some SMEs operators (Bagachwa, 1990) 

 

Corruption Obstacle 

Corruption is one of the major challenges to SMEs development in most of the 

developing countries. 

 

Availability of Raw Materials 

Due to their small size, small networking, less experience, SMEs owners find it 

difficult to have access to raw materials. (Olomi). 
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Global Recession 

The economic down turn has contributed significantly to the challenges faced by the 

SMEs sector for example, the CIT, one of the America’s leading SMEs loan 

providers has filed for  protection (BBC Word news 02-11-2009 05.00 GMT). 

 

Poor Record Keeping  

SMEs operators do not keep record properly; this means that they could not 

demonstrate a tract record of good business performance. 

 

2.6    Sources of Financing SMEs 

Sources of financing can be divided into internal and external finance. But this 

depends on the nature of finance which can be in form of equity or Debts.  

 

2.6.1    Internal Financing 

By internal finance we mean cash generated by the company which is not needed to 

meet operating costs, interest payments, tax liabilities, cash dividends or fixed assets 

replacement. This surplus cash is called retained earnings (Denzil, Head, 2007). 

 

2.6.2    External Financing 

There is multitude of different types of external finance available which can be split 

broadly into debt and equity finance. External Finance can also be classified 

according to whether it is short-term (Less than 1 years), medium term (between one 

year and 5 years) or long-tern (more than 5 years) and according to whether it is 

traded (e.g ordinary shares) or un traded (e.g bank loans). An indication of the range 

of financial investment associated with external finance and their interrelationships. 

 

2.7    Global impact of SME’s 

An assessment of the impact of the Bangladesh Rural Advancement Committee 

(BRAC) conducted by Levistky (1998) BRAC is an NGO in Bangladesh involved in 

poverty alleviation. A study compared 50 male and female members from random 

chosen branches who received loans and control group who had not received loans 

from BRAC. Both groups were drawn together from similar socio-economic 



14 

backgrounds. The study revealed per capital annual income of the households for 

borrowers from BRAC was 26% higher than that of the control group; again, the 

showed that 50% of the borrowing households had an annual income of more that 

19,000 taka (Bangladesh currency) per annum where this was true for barely 29% of 

the control group. Another finding was that barrowing households had higher 

employment creation ratio of 1.61 compared to 1.38 for non borrower households. 

 

An additional impact from the study by Levistky (1988) to compare the income of 

BRAC members with baseline showed increase in real in real incomes, 84% increase 

in employment and 135% increase in the possession of assets. 

 

Levisky (1993) reports on Colombia and Mexico on the impact of programs called 

the Function Crvajal and Asesoria Dinamica a Micro-emoresas (ADMIC). Both 

programmes assist micro-enterprises in Colombia. An evaluation of the impact of 

funacion Crvajal programmes suggest average employment increase by around 1 

employee per micro-enterprise, family income tends to go up and family business 

increases by 45% in commerce and 57% in production (Levistky, 1993). According 

to the report between 1980 and 1991, ADMIC has given 8,500 loans, created 10,400 

jobs through business growth and assisted to sustain 10,000 existing jobs. 

  

From Bolivia, Mosley (1996) carried out a study on Banco Solidario (Bancosol), a 

private bank created in 1992 from PRDEO. A Non-Government Organization giving 

loans to micro, small and medium entrepreneurs. The study took a sample size of 36 

borrowers 50% of the respondents were old customers who have barrowed more than 

six loans from Bancosol while the remaining 50%, consisted new barrowers who had 

not been granted loans though their loans had been approved.  

 

The later acted as a control group. The study found that 91% of the borrowers 

experienced increase in income since the previous year. The effect was remarkable 

within the low income section of the sample 29% of the sample crossed the poverty 

line of 250 Bolivians per month. 
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Hulme et al (1996) researched on the impact of the Federation of the Thrift and 

Credit Cooperative (known by the Sri-Lanka short form of SANASA). The study 

used 151 barrowers from two societies of Kurunegala and Moneregala. The study 

revealed that, household incomes rose by 15.8% in real terms after taking the loans 

whereas 25% household are below the official poverty line improvements in income 

by the time of field work. 

 

According to the study commissioned by steeling committee for the evaluation of the 

Netherlands Company Financing Programmes in 2002 on assessing the overall 

changes of borrowers’ lives before and after taking loans from Kenya Women’s 

Finance Trust (KWFT). The following were revealed 85% borrowers improved their 

living conditions, 10.9% of the business expanded, creation of employment for 

family members were also pointed out as an important positive change that had 

occurred since joining KWFT. 

 

The study also reported an increase in business assets. A case was on Alice 

Nyathiyo, KWFT barrowers for the last twelve years; Alice been able increase her 

assets significantly over the period. 

 

Alice Nyathiyo 34 years of age lived in small trading centre outside Karatina. In 

1988, Alice started a business of selling household goods at the open-air market. She 

took her first loans of K.shs 20,000 (US$ 250), for the purpose financing working 

capital particularly business stock. In 1997, Alice took another loans of K.sh 100,000 

and opened another shop at Kiamariga trading center, she repaid the loans within a 

year. In 1998, she took a loan of K.shs 150,000, part of which was used to purchase a 

plot of land as well as increasing the range of products in the shop. In 2002 Alice 

also trading as Alice General Merchants was worth around K.shs 400,000 (US$ 

5,000) at the same time owned shop premises and a piece of land.                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                    

 

2.8 Financial Constrains to SMEs in Tanzania 

Some researchers such as Ngobi (1996) found lack of access to finance as the 

common problem in SMEs. Poor performance of many SMSs among other factors is 
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due to the lack of access to finance (Charles, 2001). Informal financing is limited to 

Tanzania’s small firms. Firms of small size experience difficult in borrowing from  

banks due to rules and regulations (Chijoriga and Olomi, 2002). Lack of access to 

finance force SME’s to rely on self financing more than large scale enterprises 

(Shayo-Temu. 1998). As such it forces SME’s to rely on finances from relatives and 

friends. Lack of access to credit from financial institution in some other countries 

thought to have driven SME’s to money lenders who charge high interest rates, thus 

hindering growth and development of SME’s (Shayo- Temu, 1998). 

 

Despite the importance of SME’s in Tanzania; access to finance is one of the key 

constraints to growth especially internal term financing and in particular equity 

financing. Equity financing has significant influence on growth, credit status, and 

performance of any firm. Financing large enterprises is not so much of a problem in 

Tanzania because these firms have the capacity to meet the requirements for 

accessing loans or being listed at DSE or other forms of financing (Chijoriga and 

Olomi, 2002). Access to finance for start-up, operating and expansion is one of the 

problems facing the business operators, and particularly SMEs due to the fact that for 

the most part operators of these business have neither the collateral nor sophistication 

(knowledge, skills) to prepare elaborated business plans and loans proposals required 

to access bank loan. As a result, most rely on savings or informal sources. A study 

done by Chijoriga and Olomi found out that Access to external term financing by 

SMEs is made extremely difficult because the financial institutions  have very 

stringent requirements for borrowing relative to SMEs operators’s capacity to meet 

the requirements. They further noted that financing by loan is still very expensive in 

terms to interest rates; Interest rates are still as high as 25%. To make the matter 

worse, some of the accessible finance is in foreign currency, meaning that borrower 

is exposed to the risk of depreciation of Tanzania shilling. Another cited problem is 

that it takes too long for lending institutions to decide to give loan. As a result, it 

because very expensive to make follow-up and this leads to despair. Sometimes, by 

the time they get loan, the opportunity credible investor, especially from developed 

countries to bring in the badly needed funds, vision and international networks. 

However, they have no way of locating interested investors or reliably assessing their 
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credibility. In addition the capital market structures in its present form are not 

suitable for SMEs to raise securities. 

 

2.9 Financing Source of SMEs in Tanzania 

A study done by Chijoriga and Olomi (2002), found that the most common source of 

finance for SME’s in Tanzania at  the start of the business majority (40.61%) of the 

firms were financed from personal savings. Few firms got financing from 

commercial banks. Also a few (26.20%) of the firms used equity finance from other 

individuals/institutions/Partners while when business grows, 58.08% of the SME’s 

financed personal savings, 20.96% used loans from commercial banks whereas, 

44.10% financed by retained earning. 

 

Table 2.1   SMEs Sources of Finance in Tanzania 

Sources of financing When the 

business started 

When business grow 

 Total % Total % 

Personal saving 93 40.61 133 58.08 

Retained earnings 30 13.10 101 44.10 

Commercial banks-term loan 48 20.96 48 20.96 

Commercial banks-overdraft 51 22.27 93 40.61 

Development Banks 33 14.41 64 27.95 

Equity contribution from other 

individual/institution/Partners 

60 26.20 74 32.31 

Venture capital funds 35 15.28 26 11.35 

Micro-finance institution 37 16.16 9 3.93 

Family/friends 61 62.64 72 31.44 

Money lenders 44 19.21 44 19.21 

Equity from foreign investors 39 17.03 63 27.51 

Total 229 100.00 229 100.00 

Source; Chijoriga and Olomi 2002 “Survey of small and medium enterprise in 

Tanzania” 
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2.10    The Financing Gap 

Usually SMEs depends on raising capital from retained earning, loans, overdraft as 

well as savings due to the difficulties in engaging in stock market while large 

enterprises can engage in stock market and so form a gap  between SMEs and larges 

companies as show in the figure 2.1 below: 

 

Figure 2.1: The Financing Gap 

 

 

 

 

 

 

 

 

Financing Gap 

 

 

 

 

 

 

Source; Basic, M, (2001) “Corporate financial management” 

 

To help fill this gap there are number of financial sources most of which have rapid 

development in Western economies in the past two decades. One of them is 

establishment of MAI which makes possible for SME’s to raise equity capital 

through capital market. 

 

In Tanzania due to the fact that SMEs are facing financial difficulties especially 

equity finance, its high time for CMSA to make SMEs to participate in stock market. 

By doing SMEs will be in a position to fund their growth by raising equity on the 

Small and medium firms: 

Owner/manager’s money, 

family or friends’ savings, 

overdraft, loans retained 

earnings etc 

 

Mature large firms 

Stock market, overdrafts, 

loans, retained earnings etc 
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Stock Exchange and access funds outside traditional fund providers such  as banks. 

They can spread and share the risk of high growth strategies by sharing equity 

ownership. The Stock Exchange facilitates marketable shares to acquire other 

companies. It provides exit strategies for the founding family members. Listing on 

the Stock Exchanges can increase corporate profile and provide high growth, 

innovative companies with a means of raising large amounts of long-term capital by 

selling company shares to outside investors and is the best ways financing their 

continued growth. In order to attract SMEs to participate in stock market there is a 

need of establishing an alternative market for alternative (AM). This will create a 

new opportunities for SMEs to raise fund without the burden of interest costs. The 

market will need to have flexible listing requirements to suite the character of SMEs. 

 

With AM, SMEs in Tanzania will have access of long-term funds through efficient 

way of raising fund that will encourage a better corporate image and promote the 

company. Listing of MAI will create royalty and will encourage responsibility and 

professionalism. 

 

2.11    Stock exchanges around the World  

Stock exchanges are markets where government and industry can raise long-term 

capital and investors can buy and sell securities. Stock exchanges grew in response to 

the demand for funds to finance investment and (especially in the early days) 

ventures in overseas trade. The risky sea-voyage trading businesses of the sixteen, 

seventeenth and eighteenth centuries often required the raising of capital from large 

numbers of investors. Until the Napoleonic Wars the Dutch capital markets were pre-

eminent, raising funds for investment abroad and loans for governments and 

businesses, and developing a thriving secondary market in which investors could sell 

their financial securities to other investors. This transferability of ownership of 

financial assets was an important breakthrough for the development of sophisticated 

financial systems. It offered the investor liquidity, which encouraged the flow of 

funds to firms, while leaving the capital in the business venture untouched.  
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The Napoleonic Wars led to a rapid rise in the volume of British government debt 

sold to the public. Trading in this debt tended to take place in coffer houses in 

London and other cities. Much of the early industrialization was financed by 

individuals or partnerships, but as the capital requirements become larger it was clear 

that joint-stock enterprises were needed, in which the money of numerous investors 

was brought together to give joint ownership with the promise or a share of profits. 

Canal corporations, docks companies, manufacturing enterprises, railways and 

insurance companies were added to the list of firms with shares and bonds traded on 

the London Stock Exchange in the first half of the nineteenth century. 

 

The second major breakthrough was the introduction of limited liability for 

shareholders in 1855. This meant that the owners of shares were not responsible for 

the debts of the firm – once they had handed over the money to purchases the shares 

they could not be called on to contribute any further, regardless of the demands of 

creditors to a failed firm. This encouraged and even greater flow of funds into equity 

(ownership) capital and aided the spectacular rise of Victorian Britain as an 

economic powerhouse. Similar measures were taken into other European and North 

American countries to boost the flow of funds for investment. Outside the Western 

economies the value of a stock exchange was quickly recognized – for example, 

Bombay and Johannesburg opened stock markets in the nineteenth century. 

 

Today the important contribution of stock exchanges to economic well-being has 

been recognized from Moldova to Botswana. There are now over 100 countries with 

officially recognized exchanges and many of these countries have more than one 

exchange focuses on the share trading aspect of a number of these markets. Shares 

will be the main concern of this and the following chapter, but it is important to note 

that stock markets often do much more than trade shares. Many also trade 

government debt securities and a wide array of financial instruments issued by firms, 

for example corporate bonds, convertibles, preference shares, warrants and 

Eurobonds. Total (or market) capitalization is the total value, at market prices, of all 

the shares in issue of the companies quoted on the stock market. 
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The past 20 years have been a dynamic period for global financial markets. The shift 

in political and economic philosophies and policies towards free markets and 

capitalism produced a growing demand for capital. Following the successful example 

of the West and ‘Tiger’ economies of Asia, numerous emerging markets promoted 

stock exchanges as major pillar of economic progress. The liberalization and the 

accelerating wave of privatization pushed stock markets to the forefront of 

developing countries’ tools of economic progress. The collapse of communism and 

the adoption of pro-market policies led to the rise of share exchanges in dozens of 

former anti-capitalist bastions. Even countries which still espouse communism, such 

as China and Vietnam, now have thriving and increasingly influential stock 

exchanges designed to facilitate the mobilization of capital and its employment in 

productive endeavour, with – ‘horror-of-horros’ to some hard-line communists – a 

return going to the capital providers. In the emerging countries alone there are now 

over 26,000 companies quoted on stock exchanges. The total value of all companies 

quoted on all the stock exchanges in the world amounts to more than #25,0000 

billion. 

 

Clearly stock markets are an important element in the intricate lattice-work of a 

modern and sophisticated society. Not only are they a vital meeting place for 

investors and a source of investment capital for businesses, they permit a more 

appropriate allocation of resources within society that is, a more optimum mix of 

goods and services produced to satisfy people. 

 

There has been a remarkable increase in the number of officially recognized stock 

exchanges around the globe in the last five to ten years. Even Africa has 21 

exchanges, one-half of which were opened in the past 12 years. 

 

China is a wholehearted convert to the virtues of stock markets. Over 20 million 

Chinese hold shares in over 1,400 companies quoted either on the stock exchange in 

Shanghai or on the one in Shenzhen. The former president of China, Jiang Zemin, no 

less, spoke with the fervor of the recent convert, describing them as a vital 

component of a modern economy. 
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Traditionally many European countries, such as France and Germany, were less 

focused on equity capital markets than the Anglo-Saxon economies (the UK, the 

USA, Australia, etc.) but this is starting to change. Privatization and a greater 

concern for generating shareholder value is leading to an increasing appreciation of 

equity markets shows that, in Frances, shares are seen as having a role in the 

provision of pensions and in encouraging employees to take an interest in their 

company’s profitability. 

 

Thailand too is keen to develop an ‘equity culture’ it can be seen form Exhibit 9.1 

that the dominant financial centers form a ‘golden triangle’ in three different time 

zones: USA, London and Tokyo. America is the largest source of equity capital, The 

New York Stock Exchange (NYSE) (now merged with Euronext to form NYSE 

Euronext) is the largest in terms of market capitalization. However, the NASDAQ 

(National Association of Securities Dealers Automated Quotations) market has more 

companies listed, but its market capitalization is much less. The laggard is the 

American Stock Exchange. In terms of domestic company share trading the NYSE is 

the world leader. However, in terms of trading in non-domestic (foreign) shares, 

London is pre-eminent. (Arnold 2008)  

 

2.12    Empirical Review 

2.12.1  Review of Best Practice in Alternative Investment Market (AIM) 

AIM was created in 1995, for the last ten years (1995-2005), to allow companies to 

access public capital with a regulatory burden in comparison, for example, the LSE 

Main Market (LSE white page Ltd, 2005). AIM succeeded to the Unlisted Securities 

Market and was meant to cater to smaller and fast growing companies. 

 

Smaller companies which are unable to seek a listing on the main market of the LSE 

can apply for a listing on Alternative Investment market (AIM), which has operated 

on LSE. Market capitalizations on the AIM are typically operated between 2m and 

100m. The Aim is both primary and secondary for the shares of small and growing 

companies and has been quite successful to date. Unlike the LSE’s main market, 

AIM does not have any qualifying restriction on market capitalization,  
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Length of trading records or percentage of shares required to be held in public hands. 

The increasing important of the AIM can be seen that the number of companies listed 

on market has increased every year since its inception. One reason for this is 

companies transferring to AIM from the main market. Total market value of equity 

peaked in 2000, declined by 31 per cent to 2002, and then increased by 79 per cent in 

2003 and 73 per cent in 2004 to a new record value of 3173m. The book value of 

debts has tended to decline since 1999. The improvement in prospects for economic 

growth mentioned earlier is again a possible explanation for the upward trend in total 

market value of AIM equity (Denzil and Head 2007) 

 

AIM has attracted an increasing number of companies, the number of companies 

listed on AIM went from 10 in 1240 in June 2005 (TSX Group, June 2005), about 

half of the companies listen on AIM have the market capitalization ranging from 

$25. Million to $250 million. 

 

Table 2.2: The Growth of the Alternative Investment Market 

Year Number of companies Market value of Equity 

(£m) 

Book Value of Debts 

(£m) 

1995 121 2382 66 

1996 252 5298 82 

1997 308 5655 93 

1998 312 4438 94 

1999 347 13468 102 

2000 524 14935 69 

2001 629 11607 36 

2002 704 10252 39 

2003 754 18358 44 

2004 1021 31753 23 

Source: London Stock Exchange Market Information and analysis 2006 

 

AIM has attracted a number of foreign companies; number of foreign companies 

listed on MAI has increased from 3 in 1995 to 157 in June 2005. 
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Stock exchanges worldwide has tried to replicate AIM’s Europe for instance, has 

experienced an outbreaks trading venues. The Borsa Italiana launched its Mercato 

Expand in December, 2013; the analogous Irish Enterprise Exchange was created in 

April 2005; Euronext has been promoting its AlterNet has been promoting its 

AlterNet segment since 2005; the Deutsche Borse set forth its Entry standard 

segment in December, 2005. AIM’s model has also served as a prototype for the 

New Zealand Alternative Market (November, 2003) (JS Mendoza, August, 2007). 

There is a long recognized need for equity capital by small young companies which 

are unable to afford the cost of full official listing. Many stock exchanges have 

alternative equity market that set less stringent rules and regulations for joining or 

remaining quoted (often called second tier market). 

 

Lightly regulated or unregulated market have continuing dilemma. If regulation is 

too lax scandals of fraud or incompetence will arise, damaging the image and 

credibility of the market and the reducing the flow of investor funds to companies. 

(This happened to the German market for small companies, neuer market, which had 

to close in 2002 because of the loss of investor’s confidence.) On the other hand if 

the market is too tightly regulated, with more company investigations, more 

information disclosure and a requirement for longer trading track record prior to 

flotation, the associated cost and inconvenience will deter many companies from 

seeking a quotation. 

 

The driving philosophy behind AIM is to offer young and developing companies  

access to new source of finance ,while providing investors with the opportunity to 

buy  and sell shares in a trading  environment run regulated and marketed by the LSE 

.Efforts are made to keep the costs down and  make  the  rules  as simple  as  possible 

.in contrast to the  Main  Market  there is no requirement for AIM  companies  to be  

minimum size ,to have trade for a minimum period of three year or for a set 

proportion of their shares  to be in public hands – if  they wish to sell a mere I per 

cent or 5 per cent of the shares  to outsiders then that is acceptable  . They do not 

have to ensure that 25 per cent of the shares to outside then that is acceptable .They 

do not have to ensure that 25 per cent of the share are in public hands (that is, not in 
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the hands of dominant shareholders or connected persons). However, investors have  

some  degree of reassurance  about  the quality of companies coming to the  market 

These firms have to appoint ,and  retain at all times, a nominated  adviser and 

nominated broker .The nominated  adviser  ( ''nomad') is  selected by the corporation 

from a stock  Exchange  approved register  .These  advisers have demonstrated  to be 

Exchange that they have sufficient experience  and qualifications to act as a 'quality 

controller ' confirming to the LSE that the  company  has complied with the rules . 

Unlike  with  Official List  companies there is no pre- vetting of  admission 

documents  by the  UK  Listing  Authority (or the Exchange ) as a lot of weight is 

placed on the nominated  advisers' investigations and  informed  opinion  about the 

company. 

 

Nominated brokers have an important role to play in bringing buyers and sellers of 

shares together. Investors in the company are reassured that at least one broker is 

ready to trade or do its best to match up buyers and sellers. The  adviser and  broker 

are  to be retained  throughout the company's  life  on AIM  .They have  high 

reputations and it is  regarded  as a very bad  sign if either  of  them  abruptly refuses 

further association with a firm  AIM companies are  also  expected to comply with  

strict rules regarding  the  publication of price –sensitive  information and the quality 

of  annual and  interim  reports .Upon  flotation  an AIM  admission document ' is 

required: this is similar to a prospectus  required for companies  floating  on the  

main market, but  less detailed  . The admission  documentation  even  goes  so far as  

to state  the  directors' unspent  convictions and all bankruptcies of companies where 

they  were  directors. The  LSE charges  companies an  annual  fee of  £4, 535 to 

maintain  quotation on AIM .If  to  this  is  added  the  cost  of financial adviser 's, 

broker and  of management time spent  communicating  with  institution and 

investors the annual cost  of being  quoted on AIM runs  into tens  of thousands of 

pounds. This can be a deterrent for some companies 

 

However , there  are   cost  saving  compared  with  the  Main  Market . The  flotation  

prospectus is less detailed  and therefore  cheaper .The  annual  expense  of managing 

a quotation is less .For  example AIM   companies  do not  have  to disclose  as much 
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information as companies  on the  main  market . price-sensitive  information  will 

have  to be  published  but normally this  will require  only  an electronic  message  

from  the  adviser  to the  Exchange  rather than a circular to shareholders.AIM  

companies   are not  bound by the  listing  Rules administered by the  UKLA but 

instead are subject  to the  AIM  rules ,written and  administered by the LSE. 

Note also that  there  are  tax advantages  for  shareholders  investing in AIM  

companies via venture capital trusts  and  the Enterprise Investment  or  through the  

reduction in  inheritance tax some  investors. 

 

Offsetting  the cost advantages AIM  has over  the  Official List  is the  fact that  the 

higher  level of  regulation and related enhance image , and  prestige  and security  of 

Official  list  companies  means  that  equity capital can  usually be  raised  at a lower  

required  rate of return (the  shares  can be  sold  for more unit of project profit). 

However, AIM has pretty high standards of regulation anyway 

AIM is not just a stepping – stone for companies planning to graduate to the Official 

List .It has many attractive features in its own right. Indeed, many Official  list  

companies  have  move to AIM  in recent years  .Also  over  300 new  companies 

each year have  joined the market in recent years, compared with fewer than  100 

joining the main   market ( Arnold 2008) 

 

In order to give a clear image of how of how MAI is operated, the study  used 

London stock exchange market to show a global situation and Thailand stock 

exchange to give an insight of developing country, which is assumed to have 

environment as Tanzania and can justify the possibility of having MAI in Tanzania. 

 

2.12.2. London Stock Exchange Market 

AIM is the Landon Stock Exchange’s global for smaller, growing companies. Good 

companies from different sectors and different countries are welcome on AIM. There 

are no specific suitability criteria for companies to qualify for AIM. The 

requirements for admission to AIM are straightforward. Under the AIM rules, all 

companies must produce an admission.Document making certain disclosures about 
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such matters as their directors’ backgrounds, their promoters, business activities and 

financial positions. 

 

Importantly, all AIM companies are required to have a nominated adviser (NOMAD) 

from the register of such advisers’ publisher by the Exchange. 

 

Once admitted to AIM, a company has certain ongoing disclosure requirements and 

needs to retain a nominated adviser at all times. Ordinarily, once company has been 

on AIM for 2 years it 

will have the opportunity to seek admittance to the main market by using a special 

expedited procedure (Arnold,2008) 

 

 

Each Company Applying to AIM Must 

(i.) Appoint a nominated adviser: The London Stock Exchange maintains a 

register of firms approved for this purpose. 

(ii.) Appoint a broker: A securities house which is a member of the London Stock 

Exchange, and which may be same firm as the nominated adviser. 

(iii.) Have no restrictions on the free transferability of shares. 

(iv.) Prepare an admission document: This must include all relevant information 

on your company and its activities. 

(v.) Pay flat annual fee to the Exchange which will cover all further issues. 

(vi.) No minimum record is requires 

(vii.) No minimum requirement as to the percentage of shares that must be into the 

hand of public-The Company can float 1% or 100% of the business 

 (Arnold, 2008) 

 

Once the company has being listed, the overriding obligation is to ensure 

communication exists between the company and market. 

(i.) Immediate notification of any developments that may have an impact on the 

company’s share price. 
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(ii.) The market must be informed of changes in the performance of the 

company’s business. 

(iii.) Annual audited financial statements must be publisher within six months of 

the years end, and un-audited interim accounts to be published within four 

months of the period end. 

(iv.) Regular reviews of any publisher forecasts or estimates must be undertaken, 

and notification given of any significant differences between forecast 

performance and actual performance and any changes in shareholdings in the 

company, and granting, acquisition, disposal  or exercise of any options in the 

company’s shares in respect of directors and connected people information 

must be given of any substantial transactions.(Arnold, 2008) 

 

Paperwork that is required at AIM 

An admission of a company’s shares to AIM is accompanied by a number of forms; 

(i.) A detailed due diligence report on the company to assist in the drafting of the 

Prospectus and determining the suitability of the company for admission to 

AIMI. 

(ii.) The short form report (or Accountants’ Report) that summarizes the historical 

trading results of the company, if applicable, for inclusion in the admission 

document. 

(iii.) The working capital report which outlines the availability of sufficient 

working capital for its present requirements, that is for at least twelve months 

subsequent to admission of the company’s shares to AIM. 

(iv.) A declaration by the NOMAD, which includes confirmation of the 

responsibilities of the NOMAD. 

(v.) An application by the company, which includes confirmation of the 

responsibilities of the company as set out in the AIM Rules. (Arnold G,2008) 

 

2.12.3 Thailand Stock Exchange Market 

Market for Alternative Investment (MAI) as a business unit of the stock Exchange of 

Thailand was officially launched 0n 21st June 1999. This is efficient secondary 

market facilitating the fund rising of SMEs, particularly from strategic industries. It 
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creates new opportunities for SMEs as well as provides a greater range of Investment 

alternative for investors. It is geared towards a modern and dynamic market 

providing g varieties of products in terms of sizes and natures of industry and 

business; trading systems and flexibility to enhance liquidity while maintaining 

fairness to all parties involved. MAI also support of debt restructuring through debt 

equity conversion between financial institutions and/or new investors thereby 

enhancing the liquidity of securities acquired by financial institutions. 

 

In addition MAI support the development of SMEs companies both before and after 

listing, in order to enhance their readiness for further investment and strengthen their 

competitive adage. MAI has two categories of listing requirements, where second 

category listing requirement are more flexible. Category 1 is designed for high 

potential growth businesses with a track record. Due to the different between the 

unique nature of potential companies to get listed on MAI under the second category 

and that of the first category, the listing requirements are, therefore more flexible in 

terms of paid-up capital, financial standings and track record where the applicant is 

required to have net profit form operations in the last fiscal year, to be in operation 

for at least two consecutive years and to retain name management for at least one 

years before listing. In addition applicant is supported to have a financial advisor and 

an audit committee. Table 2.2 show listing requirements and how they differ from 

being listed at Main stock exchange of Thailand (SET) and being listed at MAI. 
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Table 2.3:  Listing Requirements of MAI 

SET MAI  

1. Paid-up Capita (Mil Baht) ≥ 200 40 ≤ x < 200 

2. Equity (Mil. Baht) ≥ 200 ≥ 40 

3. Public Offering-No. of shares 

cumulatively offered for sale 

Paid-up Capital (Mil. Baht) No. 

of shares  < 500 

≥15%   ≥ 500 ≥ 10% / 7.5 mil. 

Shares whichever is higher 

 

 

 15% 

4. Distribution of Minor Shareholders  

• Definition of minor shareholder. 

 

No- Strategic Shareholder  

• No. of shareholders 

• Listing Requirement 

• Continuing Obligation 

≥ 600 s shareholders 

≥ 150 shareholders 

≥600 shareholders 

≥150 shareholders 

• No. of share held  by minor shareholders. 

• Listing Requirement. 

 

 

• Continuing Obligation 

20% (For large companies with 

paid-up capital of 10 billion and 

above: Timeframe for 

distribution may be extended) 

 

15% 

20% 

 

15% 

5. Business Operation 

• Track Record 

≥ 2 years before the application date 

• Same Management  ≥ 1 year 

• Performance Net profit from normal operation > 0 

6. Financial Advisor (FA) Must appoint FA with qualification as required by the 

SET. 

7. Audit Committee ≥ 3 Directors  with qualifications as required by the 

SET 

(Source; regulations of the stock exchange of Thailand, April, 2007) 

  

Before Deciding joining MAI, the company is advised to carefully consider the 

issues involved in joining the stock market. The company must be ready to accept the 

disciplines inherent in having shares traded publicly and in having outside 

shareholders whose interests must be taken into account. In particular, the company 

must be aware that flotation on a public market brings with it the uncertainty of 

market conditions and a number of factors to be taken into account. The company’s 
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share price may be affected by factor beyond its control, including economic 

condition or developments in the sector. Floatation will inevitably lead to closer 

scrutiny of the company, its performance and its directors. 

 

The board must be prepared for greater exposure and openness, in terms of finance 

and business strategy and in promptly announcing new developments, both positive 

and negative (Arnold, 2008) 

 

With MAI SMEs enjoy the benefit of; 

(i.) Easier entry criteria, giving a wide range of companies access to a public 

market at an earlier stage of their development. 

(ii.) A less stringent regulatory regime, allowing business to learn to experience 

life as a public company without the full disciplines of the Listing Authority’s 

rules 

(iii.) Easies acquisition rules, facilitating growth through acquisition 

(iv.) Certain tax benefits which may be advantage for some companies 

(Arnold, 2008) 

 

2.12.4    Benefits of joining MAI 

Flotation on a public market is first and foremost an opportunity to raise funds for 

further growth. However, there are many reasons why the company might consider 

going public. 

(i.) To provide access to capital for growth, giving the company the opportunity 

to raise finance for further development-both at the time of floatation and 

later, through further capital raisings. 

(ii.) To create a market for the company’s shares, broadening the shareholder base 

and potentially giving shareholder the chance to exit. 

(iii.) To place an object market value on company’s business. 

(iv.) To encourage employee commitment by making schemes more attractive, this 

can act as an incentive for employees’ long-term motivation. 

(v.) To increase the company’s ability to make acquisitions, using quoted shares 

as currency. 
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(vi.) To create a heightened company, stemming from increased press coverage 

and analysts’ reports, helping to maintain liquidity in your company’s shares. 

(vii.) To enhance status with customers and suppliers, who are reassured by the 

regulatory processes involved in the company’s quotation on MAI. 

(viii.) MAI provides the benefits of being traded on a public market and also allows 

the company to develop within a flexible regulatory environment. 

 (Arnold, 2008) 

 

2.13 Capital Market in Tanzania 

The growth of the capital market in Tanzania is vital or raising the level of domestic 

savings and attracting more investment. Stock market is conduits for channeling 

long-term funds to productive sectors. The stock market route has become a credible 

alternative source of supporting equity and long-term investment financing for 

modernizing economies (Emenuga, 1994). For developing countries like those of the 

sub-Saharan Africa and particular Tanzania small size and few listed companies, 

infrequent trading and illiquidity characterize Stock market. This thin market and 

small number of share traded on stock exchange limit the potential for diversification 

(Emenuga, 1997). It is also argued the coasts of listing and ongoing compliance costs 

combined with requirements for continuing disclosure have been a disincentive to 

small growing companies with limited management skills. The high-risk nature of 

these businesses and the limited information they can provide has not attracted from 

the broking community (Emenuga, 1997). 

 

DSE is a body corporate incorporate in 1996 in under the companies act, 2002 (cap. 

212) as a company limited by guarantee without a share capital (DSE Hand book, 

June 2009), with following functions; 

 

(i) Provides a Market for Listed Securities 

It enables those wishing to join or leave the listed companies to do so and those 

wishing to leave to do so as well. The DSE therefore provides liquidity by way of 

providing a continuous market for securities whereby securities are exchanged for 

cash. 
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(ii) Facilitates Price Discovery 

The pricing mechanism ensures that buyers and sellers can do so at a price 

determined by demand and supply forces. Neither the exchanges nor brokers 

determined the prices of the securities traded on stock exchange. 

 

(iii) Facilitator of Transparency 

Disclosure recruitments put in place by the DSE require listed companies to 

promptly disclose all price sensitive information so that investors may make 

informed decisions. This is achieved at two levels, first, at the initial offering period 

when companies have to meet stringent listing requirement relating to offering 

documents and second through continuous listing obligations. In this context, the 

DSE becomes information clearing point between listed companies’ investors 

(information hub). 

 

(iv) Facilitate Privatization and Wider Ownership of Resources 

The DSE has facilitated and continue to facilitate the privatizations of the same 

parastatal organizations which were hither to under the control of the Government 

through the DSE. 

 

(v) Facilitate Raising of Capital For Enterprises 

The DSE facilitates companies to sell new shares/bonds at better prices which lower 

the cost to such companies and improves their chances of increasing operating 

profits. Experience has shown that investors accept higher prices for shares and 

lower interest rates for bonds, when the companies selling these securities are well 

known and have met stringent listing conditions and reporting requirement as 

opposed to lesser known enterprises where the investors are faced with a greater 

amount of uncertainty and as a result demand lower prices for shares or higher yield 

as a compensation for this increased risk. 
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(vi) Creation of Wealth Through Investing in Listed Securities 

It has been provided in many occasions that shares offer investors the real return 

because shares out-form inflation on average and have done so consistently since 

share markets came into existence. Shares listed at the DSE have performed very 

well above the inflation rate when compared with bank deposits. Shares are not 

passive store of value like banks’ deposits to do not increase in size during the lock-

in period but shares do increase in value over-time. 

 

(vii) Contribute to the Cultural Transformation of Tanzanians 

At the time the DSE was established, only a handful of Tanzanians could claim to be 

knowledge with stock market operations. Operationalization of the DSE has 

contributed substantially towards public enlightenment exercise is a continuous one 

and will continue while taking into account past experiences. It is the DSE’S goal 

that Tanzanians appreciate and eventually adopts a thrift culture that thrive an equity 

ownership in successful business concerns (DSE Hand book, June 2009) 

 

Since the establishment of the DSE fifteen years ago only eleven Tanzania 

companies which are TOL Gases Ltd listed on 15th April, 1998, Tanzania Breweries 

Ltd listed on 9th September, 1998, Tanzania Tea Packers Ltd listed on 17th 

December, 1999, Tanzania cigarette Co Ltd listed on 16th November, 2000, Tanga 

Cement Co. Ltd, Swiss port Tanzania Ltd listed on 26th September, 2003, Tanzania 

Portland Cement Co. Ltd listed on 19th September, 2006, National Investments Co. 

Ltd on 15th July, 2008, Dar es salaam Community Bank Ltd listed on 16th September, 

2008, National Microfinance Bank listed on 6th November, 2008 CRDB Bank listed 

on 17th June 2009. The cross border listing companies in DSE include Kenya 

Airways (KA) listed on 1st October, 2004, East African Breweries Ltd listed on 29th 

June, 2005, Jubilee Holing Ltd listed on 20th December, 2006 and Kenya 

Commercial Bank listed on 17th December, 2008 and none of SME’ have been listed 

in this and raise capital, this shown that the DSE has no comprehensive financial 

instrument to SMEs and end up not attracting small growing firms. Through DSE, 

SMEs are yet to attract and utilize opportunities. Shortage of investment bank,  

underwriters and venture capital firms constrain the development of the primary and 
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secondary capital market for raising long –term capital though IPO especially for 

SMEs. 

       

In order to minimize the problem of market shallowness, narrowness and illiquidity, 

there is a need to increase number of participant in the capital market. One of the best 

ways CMSA can do is attract SMEs to raise equity capital from the public. This can 

be done by establish MAI that will have rules and regulations that suite the character 

of SMEs with more listed companies will facilitate secondary market trading of 

securities and thus provide the necessary liquidity required on the market  and will 

facilitate fast growth of SMEs by equipping then with enough funds to increase 

capacities, upgrading of technologies ,and even them with enough funds to increase 

capacities of technologies, and even in many cases expand their market and improve 

management or raise productivity and this will fill the financing gap, with investors 

having the advantage of diversifying the risk.  

  

Currently for a company to be allowed to list equities at DSE, it must fulfill certain 

condition. DSE has developed a three-tier scheme of listing securities. Securities may 

be listed in the first list, second list or over the counter list. However, it is listing in 

the first, which have so been active.  

 

The Conditions Applicable to This List Include     

(i.) The company has to be dully incorporated in the united Republic of Tanzania 

with its shares being fully transferable;     

(ii.) The company must have been in existence and operation for a period of not 

less than 3 yeas to facilitate the availability of information for values by 

investors.   

(iii.) The company must have track records of profits and dividends payments over 

at least three years. 

(iv.) The Company must have minimum of T.sh. 50 million of issued share capital 

and fully paid up; 

(v.) At least three consecutive years of audited accounts; 
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(vi.) The public must hold at least 25% of the issued share capital. Share held by 

employees are not to be counted as part of the 25%; 

(vii.) The company must have a minimum of 1000 share holders or the potential of 

achieving this requirement after a listing. 

(viii.) The company must submit a memorandum and articles of association 

(ix.) The company must demonstrate that it will have sufficient working capital, 

and  

(x.) The company must show that it has a competent board of directors and senior 

management. 

(xi.) The procedure which have to be followed for the listing of equity securities at 

the  

    

2.14 Conceptual Framework 

A conceptual framework is used in research to outline possible courses of action or 

to present a preferred approach to an ideal or thought. (N. Makuru et al, 2011)    

 

The underlying concepts behind the establishment of AM are as follows                                                                      

(i.) Investors’ Risk Diversification   

(ii.) Long Term funding for SMEs growth  

(iii.) Fill Financing Gap 

(iv.) Improve capital market liquidity                                                                                                                       

(v.) AM Operation     

(vi.) To create public awareness of SMEs participation in capital markets  

(vii.) To create public awareness of SMEs  

(viii.) SMEs must be ready to go public  

(ix.) Regulatory bodies of capital markets to set rule& Regulation that suits the 

characters       

                                                                                                             

Basing on the literature review, the best practice of MAI and research problem as 

well as research questions, the following framework of relationship is developed.   
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Figure 2.2: Conceptual Framework Relationship 

  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: Researcher 2013 

For SMEs to participate in the capital market to raise equity capital, there is need of 

regulatory bodies of capital market to relax rules and regulations (requirements) that 

will suit the character of SMEs themselves. Together with, SMEs must be ready to 

go public by being ready to share ownership, adhering to disclosure recruitments and 

other rules and be in a situation to deal with uncertainty of the capital market. In 

addition, public awareness must be created so as to stimulate trading activities. With 

all these features, the best AM operation is possible. With AM operation, more firms 

that is SMEs would be participating in the capital market, this would improve capital 

market liquidity and giving an opportunity to SMEs to raise long-term funds as well 

as stimulating their growth and end up filling the problem of financing gap.  

 

To investors, would be provided with varieties of product that will enable them to 

minimize their risks by diversifying their portfolios. 
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CHAPTER THREE 

 

RESEARCH METHODOLOGY 

 

3.1 Introduction  

This part addressed on how the whole study was carried, highlighting on the scope, 

mode of operation as well as techniques used in data analysis. It describes the 

sampling techniques/procedures and states the main instrument used in data 

collection from field. It further describes the model used in estimating various 

variables and brief limitations. 

 

3.2 A Research Strategy and Design 

There are a number of crucial research choices which include case study design, 

survey design and experiment design. The researcher employed a case study design 

in this study. The adoption of this method to know the need for establishment of a 

market for alternative investment in Tanzania for the purpose of financing small and 

medium enterprises is based on the fact that the design provides a researcher with 

more detailed and specific information rather than generalization of information 

since the design deals with only one single unit. 

 

3.3  Population of the Study 

Population of the study was 450 SMEs in Temeke municipality, 36 officials from 

DSE, 42 officials from CMSA and 38 stock brokers or dealers. 

 

3.4 Area of the Study and Rationale for Choosing It 

This study was conducted in Temeke Municipality. This municipal council is among 

the  3 councils that constitute Dar es Salaam City.  

 

The reason behind choosing the area is due to the fact that Temeke is a commercial 

center in Dar es Salaam which is highly growing.  
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3.5  Sample and Sampling Technique 

3.5.1  Sample 

The sample was 40 SMEs, 3 DSE officials and 4 CMSA officials together with 3 

stock brokers who were interviewed.  

 

Table 3.1:   Sampling Distribution 

CATEGORY NUMBER OF 

RESPONDENTS 

PERCENTAGE 

1.SMEs CHARACTERS 40 80% 

2.DSE OFFICIALS 3 6% 

3.CMSA OFFICIALS 4 8% 

4.STOCK BROKERS 3 6% 

 50 100% 

Source: Field Data 2013 

 

3.5.2 Sampling Procedures and Sample Size 

Population of the study includes various SMEs, DSE officials, CMSA officials and 

stock brokers. During sampling stage, both probability and non-probability sampling 

methods were employed in order to get a representative sample. Probability method 

used was simple random sampling which provide equal chance of respondent 

selection and appropriateness for qualitative analysis of data. 

 

For non-probability technique, purposive sampling technique was also employed in 

selecting CMSA, DSE and stock brokers official because they have different roles in 

capital market development. 

 

A total of 50 respondents were involved in this study where as 40 respondents were 

drawn from SME characters at the sampled area, this is 80% of the total respondents. 

Another category of the respondents include 3 DSE officials who were purposely 

selected due to their roles. This category constituted 6% of total respondents. 4 

CMSA officials were also purposely selected due to their roles that constituted 8% of 

total respondents. 3 stock broker officials were also included in the sample that also 

constituted 6%, of the total respondents. 
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3.6 Types of Data 

The study used primary data gathered directly from respondents. 

 

3.7  Sources of Data 

The study includes two sources of data. Primary source and Secondary source 

 

3.8  Methods of Data Collection 

The information in this study gathered through the following major processes:- 

3.8.1  Questionnaire 

The questionnaire with both structured and unstructured questions employed in 

collecting information. The structured question used to collect the standardized data 

so as to allow easy processing of data. The unstructured questions used to collect 

data which require respondent personal news subjected to content analysis.  

 

3.8.2    Interview 

 In this study the interview used when the researcher wants to fully understand 

someone’s impression or experience, or learn more about something. The interview 

used to CMSA, DSE and stock broker officials. 

 

3.9 Research Hypotheses 

Hypothesis I 

Capital Market and Security Authority and Dar es Salaam Stock Exchange rules and 

regulations hinder small and medium enterprises to participate in the capital market. 

 

Explanation of Hypothesis I 

It is believed that, among the factors, which hinder SMEs to participate in the capital 

market are stringent rules and regulations that do not suit SMEs character. By 

soothing rules and regulations in the capital market will induce SMEs to raise Equity 

capital through capital market as alternative source of capital. 
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Hypothesis II 

Due to shortage of Equity capital for SMEs in Tanzania, there is a significant need 

for SMEs to prepare to raise equity capital through capital market. 

 

Explanation of Hypothesis II 

SMEs in Tanzania are facing financing problem, by participating in the capital 

market, will provide an opportunity to raise large amount of capital. This will 

stimulate fast growth. In order to take this opportunity, first SMEs themselves must 

be ready to go public that require sharing of ownership with public, be ready to 

release information on timely basic and run the business professionally. 

 

Hypothesis III 

Participation of SMEs in the capital market will facilitate their fast growth and create 

more liquidity in the capital market.  

 

Explanation of Hypothesis III 

Raising equity capital through public enables to obtain large amount of money that 

can be used for development program. But at the same time increase number of 

participant in the capital market will improve efficiency ad liquidity of the market. 

 

3.10.   Data Processing and Analysis 

The data collected was analyzed by using statistical methods for descriptive statistics 

such as mean standard deviation, variance analysis and correction of coefficient. The 

interpretation of the results will be done with the help of different statistical 

measurements 
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CHAPTER FOUR 

 

DATA ANALYSIS AND PRESENTATION OF FINDINGS 

 

4.1 Introduction 

This chapter presents the findings and analysis of the information gathered from the 

field survey. The selected sample has the characteristics that can help the reader to 

understand sample. Hypotheses are also tested and findings are given.  

 

4.2 General Profile of the Respondent 

Data discussed here were collected from 50 respondents using questionnaire and 

interview. Whereas 40 SMEs were given the same kind of questions from 

questionnaire and 10 respondents were capital market regulators and brokers/dealers 

who are CMSA, DSE, and stock brokers/dealers who were interviewed. 

  

4.3 Capital Market Regulation Profile 

This study takes CMSA, DSE, and broker /dealers as regulator of the capital market, 

where by each has different roles in capital market. CMSA is a security regulator and 

was mainly established to enhance savings and efficient allocation of savings to 

productive sector, privatization and co-coordinative development of securities 

industry. DSE is security market. 

 

4.4 Findings Analysis 

4.4.1 Business Type 

The research finding discovered that SMEs business type found in the sites included 

30%   production business 40% doing retail or wholesale business and 30% of 

business doing service business. 
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Table 4.1 Type of Business 

 No. of SME’s % of SME’s 

Production 

Retail/whole sale 

Services 

12 

16 

12 

30 

40 

30 

Total 40 100 

Source: Field Data 2013 

 

4.4.2 Authorized Share Capital 

Among the surveyed SMEs 12.5 percent has authorized share capital between 

500000 to 5000,000/=, 40 percent, were those with 5m-10mlm, 37 percent with 10m-

100m and 10 percent with 100m or  above as shown in the table under 4.2. 

 

Table 4.2   Authorized share capital 

 No. of SME’s percentage of SME’s  

500,000 – 5m 

5ml – 10m 

10m – 100m 

100m or above 

5 

16 

15 

4 

12.5 

40 

37.7 

10 

 40 100 

Source: Field Data 2013 

 

4.4.3 Number of Employees 

During the survey, the surveyed firms with employees between 20 or less were 55 

percent. Those with employees between 21 and 100 were 35 percent and only 10 

percent with employees between 101 and 250 as table 4.3 shows. 

 

Table 4.3    Number of Employees 

 No. of SME’s  percentage of SMEs 

20 or less 

21-100 

101-25 

22 

14 

4 

55 

35 

10 

 40 100 

Source: Field Data 2013 
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4.4.4  Estimated Turnovers 

The study discovered that 10 percent of SME’s has 200,000-5m per year, 30 percent 

has turnover of between 5m-10m, 20 percent has turnovers between 10m-100m and 

40 percent has turnover per year above 100m. These indicate that most SMEs has 

satisfactory turnover which implies if they get more capital will generate more sales. 

 

Table 4.4:  Estimated Turnovers per Years 

 No. of SMEs percentage of SMEs 

200,000w-5m 

5m-10m 

10m-100 

Above 100m 

54 

12 

8 

16 

10 

30 

20 

40 

 40 100 

Source Field Data 2013 

 

4.5  Form of the Business 

65 percent  of SMEs surveyed were sole proprietorship, 10 percent were partnership 

while only 5 percent were family business and 20 percent were limited company as 

shown in the table 4.5 below. 

 

Table 4.5:  Form of the Business Organization 

Form of business 

organization 

Frequency Percentage 

Sole proprietorship 

Partnership 

Family business 

Limited company 

26 

4 

2 

8 

65 

10 

5 

20 

 40 100 

Source: Field data 2013 

 

4.6 Sources of Business Finance 

SMEs are facing problem in accessing funds from different source. The funds needed 

are mainly for starting up, daily operations and growth of the firms. Firms get those 
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funds from different sources.  The study results shows that 35 percent of the firms 

obtain funds owners of the business which are mainly equity capital arising from 

personal savings. 20 percent finance business through retained earning where as 12.5 

percent is financed by bank loan. Those obtained funds from money lenders account 

for 10 percent and those from friends or family account for 7.5 percent. Firms obtain 

funds from micro-finance institutions were 7.5 percent.5 percent and 2.5 percent 

were from foreign investors and venture capital funds respectively (see table 4.6) It 

has been found that SMEs depends on a major sources of fund has are owners capital 

arising from earnings arising from the business. This is become of lack of access to 

credit as reported by ngobi (1996) and Temu (1998) 

 

Shareholders equity through public is not popular source of capital to SMEs due to 

the fact that the capital structure in its present form is not suitable for SMEs to raise 

equity securities.  

 

Other raised their funds as credit from money lenders and family/friends and 

financial institutions and share with foreigners. Thus the study can establish that 

financial institution play fewer roles in SMEs financing. 

 

Table 4.6:  Sources of Business Finance 

 Frequency percentage 

Owner’s capital 14 35 

Retained earnings 8 20 

Bank loan 5 25.5 

Money lenders 4 10 

Family/Friend 3 75 

Microfinance institutions 3 7.5 

Equity from foreigners 3 5 

Venture capital find 1 2.5 

 40 100 

Source: Field Data 2013 
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4.6.1 Loan Applications 

The survey also discovered that firms which did not apply for the loan were because 

of high interest rate and complicated producer in applying the loan furthermore, loan 

was not needed and others have no knowledge of how to apply and other saw their 

business are small which cannot men by debts because they cannot afford to pay 

them. However other respondents tried to apply for the loan succeeded and others 

fail due to lack of collateral mistakes made when applying the loan, poor business 

performance, it takes longtime loans is given and failure to convince lenders that the 

business can repay the loan.  

This shows that, most SMEs are failing when applying for the loan because of 

complicated procedures or even they do not apply at all because of high interested. 

 

4.6.2 Shortage of Equity Capital 

About the shortage of equity capital 70 percent of the firms surveyed found they 

have the shortage of equity capital where as 30 percent of the firms have no problems 

of shortage (See table No. 4.7). This shows that most of sampled SMEs are facing 

equity problem, some its owners bring more capital to solve the problem other means 

which include doing nothing. This result indicates there is a need for finding solution 

to equity problem. 

 

Table 4.7:  Shortage Equity Capital 

 No of SMEs percentage of SMEs 

Yes 

No 

28 

12 

70 

30 

Total 400 100 

Source: Field Data 2013 

 

4.7      Why SMEs are not participate in capital market? 

Respondents were asked about the reasons of not participating in capital market, they 

responded as follows, 22.5 percent of the respondents said they don’t want to lose the 

ownership of the business, 17.5 percent is because of the disclosure requirement and 

15 percent were unfamiliar with the use of stock, 15 percent is because of the fees 
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involved up to be listed at DSE and 10 percent is because of the lack of track records. 

7.5 percent is because of incompetent management, while 7.4 percent is because of 

taxes and lastly 5percent is because of other stringent requirement to be listed at 

stock exchange. The results shows that the most reason is the ownership followed by 

disclosure requirements and unfamiliar with the use of stock exchange and then fees 

involve up to be listed at stock exchange. This result implies that there is still need to 

educate SMEs owners on the advantages of being listed and the whole issues of 

capital market. Table 4.8 show the results of the reasons for SMEs not participating 

in the capital market. 

 

Table 4.8:   Reason for not participating in capital Market 

 No. of respondents Percentage of respondents 

Loss of personal ownership 9 22.5 

Disclosure requirement 7 17.5 

Unfamiliar with the use of 

stock exchange 

6 15 

Fees involved up to be listed at 

stock exchange 

6 15 

Lack of track records 4 10 

Incompetent management 3 7.5 

Taxes 3 7.5 

Other stringent requirements 

to be listed at stock exchange 

market 

2 5 

 40 100 

Source: Field data 2013 

 

4.7   Possibility of being participating in capital market 

In order to get insights of the possibility of SMEs being participating in the capital 

market given the corporate culture and historical background of companies in 

Tanzania, 67.5 percent of the respondents agree and 32.5 percent disagree. Those 

who agree they suggest to make them participate there is need to have appropriate 

regulatory set up and specially designed market for this particular segment and SMEs 
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need to be enlightened further on the existing potentials at the DSE and provide more 

support to prepare for this segment. 

 

Table 4.9: Possibility of being participating in capital market 

 No. of SMEs Percentage  

Agree 27 67.5 

Disagree 13 32.5 

Total 40 100 

Source: Field Data 2013 

 

4.8   Capital Market with SMEs 

The responded as follows, 83.3percent of the respondent agrees is because of the 

stringent listing requirements where 16.7 percent disagree. 100 percent disagree due 

to unavailability the SMEs. 100 percent disagree is because of the availability of the 

other better source of capital other capital market and lastly 50 percent agree other 

factors and 50 percent disagree. This indicates the main reason that hinders SMEs to 

go public is because of the listing requirements. 

 

Table 4.10: Reasons that hinder SMEs to go public and list shares at DSE 

Reasons No. of SMEs Percentage of SMEs 

Ignorance of SME’s proprietors Yes 72 

 No 28 

Stringent listing requirements Yes 83.3 

No 16.7 

Unavailability of SME’s Yes 0 

No 100 

Availability of better source of 

capital 

No 50 

Yes 50 

Other No 50 

Source: Field Data (April-May 2013) 

 

4.9   Readiness of SMEs to go Public 

It was further examined that 75 percent of the firms showed they are ready to trade 

their shares at DSE while 25 percent are not ready. This indicates most SMEs are 
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ready to go public and trade their shares at stock exchange. So what is required is to 

give them the chance to participate by providing the relaxed rules and regulations 

and procedures for joining. 

 

Table 4.11  : Readiness of SMEs to go Public  

 No. of SMEs Percentage of SMEs 

Agree 30 75 

Disagree 10 25 

Total  40 100 

Source: Field Data 2013 

 

 

4.10    Are SMEs aware on rules and regulations of DSE and what are the 

advantages of being listed with AM ? 

To check awareness of DSE 75 percent agreed to have knowledge and 25 percent not 

have knowledge about DSE, these shows that, still there are some firms which are 

not aware of DSE that can support their growth. This implies that more education is 

needed. 

 

Table 4.12     Awareness of DSE 

 No. of SME’s Percentage of SME’s 

Yes 

No 

30 

10 

75 

25 

Total 40 100 

Source: Field data 2013 

 

4.11 Advantage Being Listed at AM 

To get the news of respondent on level of the advantages if their organization decide 

to be public company and listed at AM if it were to be established 77.5 percent of the 

respondent believe it will improve capital market liquidity, 90 percent of SMEs will 

obtain a long term funding for growth and expansion of the business, 75 percent of 

the respondents believe public will get opportunity to participate as shareholders of 

SMEs and 77.5 percent believe it will promote the firms image through publicity and 
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advertisement. With this results it indicates that majority of the respondent believes 

that with AM their organizations will expand because will get more funds for 

expansion. Furthermore they also believes that capital market liquidity will improve 

and more outsiders will get chance to own SMEs at the same time improve 

company’s image. 

 

Table 4.13: Advantage of being listed at AM 

Advantage No. of SME’s Percentage of 

MAI 

Improve capital market liquidity. 31 77.5 

SME’s obtain long-term fund growth and business 

expansion. 

36 90 

Public will get an opportunity to participate as 

shareholder of SMEs. 

30 75 

Promotion of firm’s image through publicity and 

advertisement. 

31 77.5 

Source: Field Data 2013 

 

4.12 Rules and Regulation 

Respondents were asked about their awareness of some rules and regulation of DSE 

70 percent of the respondent agreed to have knowledge and 30 percent disagreed to 

have knowledge. This was mainly asked to check their awareness so that if AM 

establish they can differentiate its rules and regulations easily and capital market 

regulators will use minimum efforts to educate them the difference between main 

market and AM. From the result it indicate it will require somehow efforts to educate 

SMEs on the rules and regulations of DSE and AM as to convince SMEs to 

participate in the capital market due to relaxation of rules and regulations. 
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Table 4.14: Awareness on Rules and Regulations of DSE 

 No. of SME’s Percentage of SME’s 

Yes 

No 

28 

12 

70 

30 

Total 40 100 

Source: Field data 2013 

 

4.13   Readiness of SMEs of being listed with AM if established 

To obtain the readiness of the SMEs of being listed at AM, respondent were asked if 

AM established with minimum rules and regulation 85 percent of the respondents 

agreed to be listed at it where as 15 percent disagree. This indicates that most of the 

SME’s are ready to be listed at AM.  

 

Table 4.15:  Readiness of SMEs being listed with AM if established 

 No. of SME’s Percentage of SME’s 

Agree 34 85 

 6 15 

Disagree 40 100 

Source: Field data 2013 

 

It was further examined the readiness by looking the variables that is rotated to 

discipline inherent to the organization whose shares are traded publicly. 80 percent of 

the responded agreed they would be ready to take into account the interest of outs 

shareholders while 20 percent disagreed 72.5 percent agreed they would open and 

expose business in terms of finance and strategy announcing promptly new 

development and they would be ready to absorb the uncertainly of share price where 

as 27.5 percent disagreed. 82.5 percent of the respondents agreed they would run the 

company in accurate transparent and adequately disclose information while those 

who disagreed account for 7.5 percent agreed they would give an opportunity to 

outsiders to scrutinize performance of the company and its directors while 25 percent 

disagreed. These results indicate that most of the SMEs are ready to trade their shares 
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if they get chance and would be ready to accept the discipline of being a public 

company. 

 

Table 4.16: Interest Discipline When Shares Are by Traded Public 

  No. of SME’s Percentage 

of SME’s 

Interest of outside shareholders must take care Yes 32 80% 

No 8 20% 

The company’s must be open and expose business in 

terms of business finance and strategy and promptly 

announce new development. 

Yes 29 72.5 

No 11 27.5 

The company’s must be accurate transparent and 

adequate in disclosing information. 

Yes 33 82.5 

No 7 7.5 

There company’s share price may be afforded by factors 

beyond its control 

Yes 29 72.5 

No 11 27.5 

Outsiders will more scrutinize the performance of the 

company and directors 

Yes 30 75 

No 10 25 

  40 100 

Source: Field data 2013 

 

4.14    How regulatory bodies such as CMSA and DSE Prepared to Absorb AM? 

Respondent were asked to recommend on the state of development of the capital 

market and all of them which is 100 percent recommended the positive change in the 

development of capital market which implies that the capital market is developing in 

the right direction and more effort is needed to develop so that it become one of the 

major sources of capital in Tanzania business. 

 

Respondents were also asked to suggest what should be done to develop the capital 

market. They suggest to have more user friendly regulations due to the fact that most 

of the current regulations are copied from advanced economies, more publicity is 

needed to create public awareness, develop new instruments to be traded in the 

market, income creation to facilitate savings is needed, more incentives especially 

fiscal incentives for listing and bring more players in the market in terms of listed 

companies, savers etc. The respondent further suggested to provide special incentives 
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to attract SMEs to participate in the capital market and in particular AM by availing 

them with education on its listing advantages and disadvantages, reduce floatation 

costs by CMSA providing guidelines on maximum fees to be paid to Tanzania 

Advisers, tax amnesty for lack of disclosure in the past and fiscal incentives like tax 

reduction 

 

CMSA showed is not satisfied with the current state of capital market in Tanzania. It 

was further asked if CMSA is not satisfied with the situation what the plans to 

improve the place the pace is. The plans are as follows, firstly, to increase both 

tradition and new productions. New products include equity securities to be listed in 

the alternative segment, operationalisation of the OTC facility, listing of municipal 

bonds together with increased IPO’s equity and securities in the main market 

segment. Secondly, modernization and electronization of the trading platform at 

DSE, Thirdly public education programs will also be employed to stimulate both 

demand and supply side of the market. Fourthly, carry out research activities will be 

geared toward facilitating growth and fifthly, capacity building training to CMSA 

staff and staff of the market intermediaries would be provided to harness and oversee 

increased activity in the market. 

The study also found that CMSA is in initial stages of establishing alternative market 

for SMEs which it calls Enterprises Growth Market (EGM). What remain was 

special launch so that nominated advisors can start to educate SMEs to join the 

market. 

 

4.15     What are the recommendations of possible attractive rules by SMEs to 

CMSA? 

The respondents were also asked to suggest the possible rules and regulations that 

can be applied in AM.  32.5 percent of the respondents suggested AM should adopt 

the best practice of international rules and regulations, 45 percent suggested AM 

should have its own rules and regulations and 2.5 percent suggested AM should 

adopt rules from the country with the same economic conditions. This implies that, 

CMSA should formulate its own rules and regulations according to Tanzania’s 

economy.  
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Table 4.17 : Suggested Possible rules and regulations of AM 

Rules and Regulations No. of SMEs Percentage of SMEs 

Adopt the best practiced 

International rules and 

regulations. 

 

13 32.5 

To formulate our own rules 

and regulations 

18 45 

To adopt from the country 

which has the same economic 

conditions 

9 22.5 

 40 100 

Source: Field Data 2013 

 

4.16    Hypotheses test 

This part is covered for the purpose of testing whether results obtained are 

significantly provides evidence to reject null hypothesis. Because of the qualitative 

and quantitative nature of this study, hypotheses are tested using inferential statistics; 

(Chi-square (x2)) and qualitative data. 

 

4.16.1  The Chi-square (x2) Test 

The chi square test is an important test amongst the several tests of significance 

developed by statisticians (Kothari, 1990). The test is, in fact technique through the 

use of which it is possible for all researchers to (i) test goodness of fit; (ii) test 

significant of association between attributes, and (iii) test the homogeneity or 

significance of population. 

 

The test therefore (a) based on frequencies and not on the parameters like mean and 

standards deviation (Non-Parametric test), (b) used for the hypothesis and is not 

useful for estimation, (c) possesses the additive property, (d) can also be applied to a 

complex contingency  table with several classes and as such very useful in research 

work, (e)  is an  importance no parametric  test as no rigid assumptions are necessary 
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in  regard to the type of population, no need of parametric values and relatively less 

mathematical details are involved. 

 

The test is therefore applied only when the individual observations of sample are 

independent which means that the occurrence of one individual observation (event) 

has no effect upon the occurrence of any other observation (event) in the sample 

under consideration (Kothari, 1990). 

 

If the probability of the test statistic having occurred by chance is very low, (usually 

0.05 or lower), then there is a significant relationship; if the probability of obtaining 

the test statistic is higher that 0.05, then the conclusion is that the relationship is not 

significant (Saunders et al, 2000) 

 

4.16.2  of Hypothesis I 

This was hypothesized that, there is need for regulatory bodies of capital market to 

accept SMEs to participate in the capital market. This was qualitatively through a 

number of questions posed to the respondent. 

 

One of the future plan of CMSA is to improve the pace of capital market 

development through having alternative market that cater for SMEs and the study is 

being contemplated to recommend among other conditions. Where as DSE is also 

ready to absorb AM and become one of its market segments and relax and 

regulations that will attract SMEs to raise equity capital through public. DSE further 

suggest that the second tier market is currently inactive while its requirements are not 

stringent as the first tier so it can be stimulated and attract more SMEs. In addition, 

BRELA also shows that on its part on SMEs would be required to amend some of it 

clauses in the article of association to give them the permission to become public 

company,  being private company is not allowed to issue prospectus which invites  

the public to buy shares. The respondents show their readiness of introducing AM 

and gave their views of what changes will happen if AM will be introduced, the 

market will have more listing companies that will provide a wider choice to the 

investing consequently the market will be deepened. In addition SMEs will have 
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access to equity capital that will enable them to grow fast and thereby graduating to 

the main market. It would release the energy of SMEs executives to cultivation of 

business and sourcing of markets, rather than spending too much time looking for 

(expensive) overdrafts. Such listing would force the SMEs to improve their corporate 

governance because they would need to respondent to the needs of investors rather 

than family members and lastly would increase productive capacity of SME’s, 

employment and contribute to government tax. 

 

4.16.3 Test of Hypothesis II 

This was hypothesized that due to shortage of Equity for SMEs in Tanzania, there is 

a need for SMEs to be ready to raise equity capital through capital market. 

The support of shortage of equity came from 70 percent of  the respondent (see table 

No. 4.7) whereas the readiness of being raising equity capital through capital market 

was supported 80 percent for being ready to take into account the interests of outside 

shareholders, 72.5 percent by being to expose business information and 

accommodate the uncertainty that may arise from share price changes, 82.5 percent 

would be accurate, transparent and adequate in disclosing information  and 75 

percent being ready to let outsides to scrutinize the performance of the firm and its 

directors (see table No 4.16) 

 

4.16.4   Test Hypothesis III 

This was hypothesized that participation of SMEs in the capital market will faceplate 

their fast growth and creates more liquidity in the capital market. 

This is true hypothesis as is supported by the results in table 4.7 shortage of equity 

capital and table 4.13 Advantage of being listed at AM. 

 

4.17 Summary of the Major Findings 

From the above discussion it shows that capital  market in Tanzania is developing in 

the right direction and indicate the good sign of having developed market in the 

future if effort is going to be made stimulate more the market as proposed by 

respondent to have more user friendly regulations due to the fact that most of the 

current regulations are copied from advanced economies, more publicity is needed to 
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create public awareness, develop new instruments to be traded in the market, Income 

creation to facilitate saving s is needed, more incentives especially fiscal incentives 

for listing and bring more players in the market in terms of listed companies, savers, 

etc. It was further discovered that one of the future plans of the CMSA is to develop 

the new products in the capital market where market for alternative investment 

segment is among them and normally this market is catered for SMEs. In addition 

due to SMEs to depend much on funds which are owners capital arising from 

personal savings, follow another source which are retained earnings arising from the 

business as a major sources of  business finance most of the SMEs (70 percent) 

showed to have suffered the problem of the shortage of equity capital. The 

respondent who tried to look for bank loan for business finance most of those who 

applied did not get the loan due to complicated producer when applying the loans or 

some the respondent decided not apply at all because of high interest etc. 

 

To solve the problem of the shortage of equity capital the study establishes that there 

is a need for SMEs to use capital market through AM to raise equity capital for 

business growth. 

 

The study tried to check the knowledge of the respondent about the DSE and 

majority the respondent showed to have the knowledge and they are ready to trade 

their shares at the stock exchange. Those who were not ready provided the reasons 

that most of the SMEs not to ready to trade their share at stock exchange and to be 

taken care before giving an opportunity to SMEs to participate in the capital market. 

In addition the majority (85 percent)  respondents showed their readiness of being 

traded at AM if AM were to be establishes with the rules and regulations that is 

affordable to them this was indicated by  most of the respondent being ready to 

absorb variables that is related to  discipline inherent to the organization whose 

shares are trade publicly. 

 

It was further establishes that majority of the respondents believe that with AM their 

organization will expand because will get more funds for expansion and capital 

market liquidity will improve and more outsiders will get to own SME’s at the same 
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time improve company’s image. Top get the view of the respondent about suggested 

rules and regulations 32.5 percent of the respondents suggest AM should adopt the 

best-practiced international rules and regulations 45 percent suggest AM should have 

its own rules and regulations that are formulated within Tanzania by capital market 

authorities and 22.5 percent suggest AM should adopt rules and regulations from the 

country that is practicing AM but with same economic conditions as Tanzania.  
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CHAPTR FIVE 

 

SUMMARY, CONCLUSIONS AND RECOMMENDATION 

 

5.1 Summary 

The objective of this study was to establish the possibility of having an alternative 

Market for the purpose of financing SMEs. The research intended to examine the 

reason why SMEs are not participating in the capital market, to explore the possible 

rules and regulations of AM, to investigate if SMEs are ready to go public and to 

investigate to what extent regulatory bodies that are CMSA and DSE were ready to 

absorb AM. 

 

The study found the evidence that one of the future plan of CMSA is to improve the 

pace of capital market development. One of  the improvement of  capital market is to 

have an alternative market, where  by up to the time of data collection, CMSA is was 

in initial stages of establishing alternative market where  they call  it Enterprises 

growth market (EGM) rules regulations and procedures have already set and what 

remain was official launch. 

 

The research hypotheses show that SMEs are ready to raise equity capital through 

capital market due to shortage of equity capital they are facing and believe that if 

they get chance of participating in the capital market through AM, it will fasten their 

business expansion and growth at the same time improve capital market liquidity. 

Majority of SMEs show the interest of being listed at AM by accepting the discipline 

inherited when you became a public company and at the same time suggested having 

rules and regulation of AM that is formulated within g the country and not copied 

from other countries. 

 

It was also revealed that stringent rules and regulations and ignorance of SMEs 

proprietors were the factors that hinder SMEs to participate in the capital market in 

Tanzania. Those SMEs who did not show the interest of being public company and 

listed at DSE most of them claimed they do not want loose ownership of the 
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business, because of the disclosure requirements and unfamiliar with the use of stock 

exchange. 

 

So it was suggested that there is need to have appropriate regulatory set and specially 

designed market for this particular segment and SMEs need to have enlightened on 

the existing potentials at the DSE and provide more support to prepare for this 

segment. The respondent further suggested to provided special incentives to attract 

SMEs to participate in the capital market and in particular AM by availing them with 

education on listing advantages and disadvantages, reduce flotation costs by CMSA 

providing guidelines on maximum fees to be paid to Tanzania Advisers, tax amnesty 

for lack of disclosure in the past and fiscal inceptives like tax reduction. 

 

The research findings show an agreement with some of what has been written by 

people in the literature reviewed. The study found that, some of the SMEs have the 

shortages of equity capital. This agrees with Chijoriga and Olomi (2002) that SMEs 

in Tanzania access to finance is the one of the key constraints to growth especially 

external financing and in particular equity financing. 

 

It was also revealed that most of the SME’s failing when applying for the loan 

because of complicated procedure or even they do no apply because high interest. 

This agrees with Chijoriga and Olomi (2002)  that access to external terms financing 

by SMEs is made extremely difficult because the financial a institutions have very 

stringent requirements for borrowing relative to the SMEs operators capacity to meet 

the requirements and they further  noted that financing by loan is still very expensive 

in terms high interest rate. 

 

The finding s also shows that most of the SMEs are ready to trade their shares if they 

get chance and would be ready to accept the discipline of being a public company. 

 This is in disciplines inherent in having shares publicly and having outside 

shareholders whose interest must be taken into account. 
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5.2 Conclusion 

The objective the study was to investigate the possibility having AM in Tanzania for 

the purpose of financing SMEs with equity capital. The study find out that CMSA 

can establish AM in Tanzania due to the fact that most of SMEs are facing with 

shortage of equity capital and they show their readiness to participate in the capital 

market if they get chance. AM that is to be established should make sure it has rules 

that suite the character of SMEs themselves and the best way is to formulate rules 

and regulations within the country and not to copy from other countries. To have 

more SMEs listed at AM, there must be a need to educate SMEs on the advantage 

and disadvantages when listed at AM and further provide them with education on the 

listing procedures. There is also a need for CMSA to set a standard of fees that would 

be charged by different advisor so as to attract more and avoid SMEs being 

overcharged which will discourage them to be listed at AM. In orders to attach more 

SMEs, there is also need of a tax exemption to SMEs those who might have been not 

disclosing records so as accommodate even those who might fear of being caught 

due to disclosing false information. Further more taxes would also need to be 

considered having in mind that using the same rate of corporate tax would discourage 

SMEs to be a public company. 

 

The different corporate tax as is used in the UK depending on the level of companies 

should be applied. For example, SMEs should not taxed the same tax as the big listed 

corporate like TBL, Twiga Cement or TCC. 

 

DSE has shown the interest of AM to be part of its market and that is ready to let 

SMEs be listed at AM within its tracking. The implementation is on the process and 

the pubic is waiting for the outcome. The fast tracking of this is highly recommended 

as this will help in spending up the economic growth and support the government 

policy of creating more employment. So this will need CMSA to create this 

awareness to SMEs if be listed at AM. 

 

To sum up, currently it shows there is much need for to have AM this was 

demonstrated by SMEs themselves where the study found they were very much 
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interested with the market so as to expand their business, but at the same time 

because CMSA is in initial stages of establishing Enterprise Growth Market (EGM) 

as an alternative market for SMEs to participate in capital market, it’s high time for 

CMSA to educate SMEs and Advisors so as to fulfill its dreams for SME’s 

engagement in capital market. 

 

At the minimum, the government should ensure a more conductive macroeconomic 

environment that can support the institutional framework that is necessary for the 

development of a well functioning capital market. 

 

5.3 Recommendations 

In order for Tanzania has an efficient and effective AM that is attractive and active to 

SMEs and general public on the research findings and cited literature the researcher 

recommend the following; 

 

SMEs show the interest of being listed at AM if it were to be established in Tanzania. 

Hence CMSA should take this into account by executing its plan of having 

Alternative market that caters for small growing companies. This would also require 

the creative of awareness to the public and SMEs by exerting more efforts on 

promotional and education programmes for the purpose of building sustainable 

growth of AM. To increase a number of listing companies, the authorities of capital 

market would need to open the campaign to create public awareness about AM and 

should encourage SMEs to develop and strengthen them to become the listed 

companies. The strategy will need to focus on increasing SMEs understanding of 

listing requirements and education program for SMEs to SMEs owners and managers 

that a public offering does not necessarily means a loss of control of the company by 

existing management.  

 

Depending on capital requirements, an offering might involve less than a majority of 

the ordinary shares. Moreover, an offering need not consist entirely of ordinary of the 

offering that combines ordinary shares, preferred shares, and debenture could raise 

the needed capital with relatively little dilution of initial ownership interest. At the 
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same time, it will need to support SMEs in a listing preparation process as well as to 

reduce cost by providing exemptions for registration and by relaxing listing 

requirements in the medium term. Prospective listed companies will need to be 

assisted to standardize their operations and management in pre-listing stages. In 

addition flourishing of capital market depends greatly on the fiscal and monetary 

policies a particular economy is practicing issues like interest rate determination, tax 

framework. Treatment of dividends and capital gains for tax purposes is another area 

that may boost or backslide share trading. Waiver of the above fundamentals could 

attract more prospective investors to bring their funds in the capital market. 

Improved monetary and fiscal policies helps to develop vibrant market, increased 

number of stock brokers and listed companies, this should go hand in hand with 

wooing more individuals and intestinal inventors to buy shares of the listed 

companies. 

 

AM would also need to allow all SMEs from different sectors to be listed. The 

requirements for admission to AM would need to be straightforward. Furthermore 

listing will need to be granted based on accuracy, transparency and adequacy of 

SMEs information disclosure. To ensure regulatory standards would be maintained, 

AM disclosure retirements will to be the same as those for the main market. AM also 

will need to emphasize management flexibility and cooperation with the consented 

agencies in orders to assist SME’s to enter the capital markets. 

 

Stock brokers and other investment advisors would need to provided support and 

advice to SMEs by charging reasonable fees taking into account the financial ability 

of SMEs in Tanzania and at the same boost the trading of their shares by encouraging 

their client to buy SMEs shares. 

 

DSE would need to accommodate AM as part of its market and promote highly the 

market so as to increase capital market liquidity through having more number of 

participations in the market. Automation of the DSE is very important due to the fact 

that adequate and quality of information flow in the market is establishing g centers 

in some regions to facilitate participation of more people and firms in the country 
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rather than expecting that event people or firm in the country at whichever locality 

has to communicate in Dar es Salaam. This is not only costly but also reduces the 

feeling that firms or people in other parts of the country are also part and parcel of 

population required to participate in the capital market. 

 

CMSA may create An Over- The-Counter Market in which brokerage firms assume 

responsibility for creating and operating trading market for SMEs and other unlisted 

companies. OTC transactions are therefore not subject to exchange trading hours, 

price or spread limitations. Creation of an OTC market will have to overcome current 

restrictions in brokers trading in equity securities of the exchange. 

 

To speed up the development of SMEs in Tanzania, the Government must consider 

the possibility of having a different ministry from Trade and Industries which will 

particularly deal with SMEs. The good example is UK where they have such kind of 

ministry and has proved successful. 

 

This study looked only at AM as an alternative to public equity for SMEs but OTC 

can be another form where a study can be carried on to look at the readiness of SMEs 

to participate. 
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APPENDICES  

 

QUESTIONNAIRE 

 

 

INTRODUCTION  

This research is conducted looking forward for problem solving as the information 

which will be obtained will help the establishment of an alternative market for the 

purpose of financing SMEs 

With due respect you are requested to make your contribution towards this end by 

kindly and honestly filling these forms. 

 

PART 1 

Please circle the relevant answer (s) 

1. Type of business 

(i.) Manufacturing 

(ii.) Retail / whose/sale 

(iii.) Services 

(iv.) Others     ......... 

 

2. From of business 

(i) Sole owner 

(ii) Partnership 

(iii) Company 

(iv) Others      .............. 

 

3. Ownership of the business 

(i) Family  

(ii) Group 

(iii) Shareholders 

(iv) Government 
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4. What is the authorized  share capital of your organization (T.sh) 

(i) 500000-5m 

(ii) 5m - 10m 

(iii) 10m -100m 

(iv) 100m – above 

 

5. What is the number of employees in you company? 

(i) 20 or less 

(ii) 21 -100 

(iii) 101 -250 

(iv) 251 or above 

 

6. What is the estimate turnover (sales) per year in T.shs? 

(i) 200.000 -5m 

(ii) 5m -10m 

(iii) 10m -100m 

(iv) 100m and above 

 

7. What  are the sources of business finance 

......................................................................................................................... 

....................................................................................................................... 

..................................................................................................................... 
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PART 2  

 

Why SMEs are not participating in capital market? 

 

 

1. Is the management of your company ready to go public and be listed at DSE? 

(Yes ............................................... b) No................................ 

 

2. If  no, what are your views on the importance of each of the following 

reasons : 

Please tick for reason only one represents your opinion or the organization `s 

view. 

The key 1= very unimportant .2 = unimportant .3 =neither important nor 

unimportant, 

4=important. 5 very important  

                                                                               1 2 3 4    5 

(a) Loss of personal ownership  

    

(b) Disclosure requirements 

 

(c) Unfamiliar with the use of stock exchange 

 

(d) Initial with public and listing fees to  

     DSE, CMSABrokers etc. 

 

(e) Lack of track records 

 

(f) Incompetent management 

 

(g) Other stringent requirements to be listed at  

       DSE 

 

(h) Taxes 

 

(i) Other (Specify)                                                              
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PART 3 

Are SMEs aware on rules and regulations of DSE? And what are the 

advantages of being listed with AM? 

 

1. Are you aware of some rules and regulation of DSE? 

a)Yes …………….. b) No ……………….. 

 

2. If within the DSE there is established Department called market for 

alternative investment with a minimal requirements, will your organization be 

ready for to trade shares so as to raise equity. 

(a) Yes …………………………. (b) No …………………………… 

 

3.  In your view what are the level of advantages of each of the following if your 

Organization decide to go public and listed at the DSE within Market for 

alternative investment department. 

(a)  Will improve capital market liquidity 

(i) Very unlikely  

(ii) Unlikely  

(iii) moderate likely  

(iv) likely  

(v) very likely  

 

(b) Obtain a long term Equity funding for growth and expansion of business 

(i) Very unlikely  

(ii) Unlikely  

(iii) Moderate likely 

(iv) likely  

(v) Very Likely 

 

(c) Public will get an opportunity to participate as shareholders of small and 

medium enterprise. 

(i) Very unlikely  
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(ii) Unlikely  

(iii) Moderate likely  

(iv) likely  

(v) Very likely 

 

(d)  Promotion of firm’s image publicity and advertisement    

(i) Very unlikely  

(ii) Unlikely  

(iii) Moderate likely  

(iv) likely  

(v) very likely 

 

PART 4 

What are the recommendations of attractive rules for SMEs to CMSA? 

1. What is your opinion on rules and regulations of AM if established in 

Tanzania? 

         Circle only one opinion: 

(i) To  adopt the best practiced international rules and regulations 

(ii) To formulate our own rules and regulations 

(iii) To adopt from the country with the same economic conditions   

2      The following are some of suggested possible rules and regulations of an 

alternative Market so as to attract SMEs to raise equity capital through DSE: 

Based on the rank given, for each item circle only one. 

The key is  

1=very unimportant  

2= Unimportant  

3= neither important nor unimportant  

4= Important  

5= Very Important. 

Rules and Regulations 

(a) Company’s shares must be freely transferable 

 

5 1 2 3 4 
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(b) The company can float 1% or 100% of  

        The business 

 

(c) The Company can pay a flat rate of annual fees  

        to the exchange which will cover further issues. 

 

(d) The company can have less than 300  

       share holders 

 

(e) The company can have less than 300  

       shareholders   

 

 

(f) The company might have in existence for  

          less than one year 

 

(g) The company can have less than T.sh. 25 mill of  

         issued share capital and fully paid 

 

(h) The company can have minimum track record of 

      profits 

 

(i) Other, (please specify) ………………………. 

 

(j) Any other comments 

____________________________________________________________________ 

___________________________________________________________________ 

___________________________________________________________________ 

 

 

APPENDIX II: INTERVIEW GUIDE 
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Due to cumbersome rules and regulations of DSE in engaging in capital market, 

SMEs fail to afford them e.g. Number of shareholders required, share transferability, 

existence of the company, large amount of issued and paid up share transferability, 

existence of the company, large amount of issued and paid up share capital, profit 

records etc. 

 

How regulatory bodies such as CMSA and DSE prepared to absorb AM 

1. What is the state of development of capital market in Tanzania?   

 

2. What should be done to develop capital market in Tanzania? 

 

3. Is capital market and Security Authority (CMSA) satisfied with the 

situations? 

 

4. What are CMSA’s plans to improve capital market? 

 

 

 

 

 


