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ABSTRACT 

 

Small and medium enterprises are important for the growth of the developing countries 

like Tanzania. In Tanzania, small and medium enterprises have been facing a number of 

problems that limited their growth. One among those constraints is lack of capital 

necessary to start-up or expands their business ventures.  

The researcher investigated whether the access of capital enhance the performance of 

Small and Medium Enterprises in Zanzibar. The study was conceptual research design 

and both qualitative and quantitative methods were used. In the study seventy six (76) 

respondents were involved and the requisite data collection methods the questionnaires, 

Interviews and Observation methods have been used. 

The collected data have been analyzed by using SPSS and then transferred to Microsoft 

Excel to create some charts and diagrams. Other quantitative and qualitative have been 

presented and analyzed through tables so as to avoid the unnecessary complications. 

The overall findings indicate that it is undisputable fact that the accessibility of financial 

capital from different financial institutions has never improved the performance of 

many SMEs in Zanzibar. 

 The study shows that in many places particularly urban district there are only few 

known entrepreneurs who were able to meet the maximum performance of their 

businesses despite of many external sources available to finance their businesses. Many 

SMEs do not prefer to apply for loans from whether public or private financial 

institutions believing that the overall access of financial capital would not help them to 

meet at the maximum performance. 

To overcome the overall factors hindering the performance of SMEs the researcher has 

recommended that; a complacent behavior among the people should be removed, 

advised to build the hard working behavior to their people.  
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Suppressive credit requirements should be removed and the interest rates are advised to 

be lowering so as to benefit both sides. Not only that but also collaterals requirements 

are advised to be removed so as to enable more SMEs to acquire loans. Financial 

institutions are advised to hire the technical and operational experts for provision of 

technical advises to the borrowers. NACTE is advised to modify the education 

curriculum that will enable secondary livers to have the entrepreneurship literate. The 

tax policies should be also modified so as to enable the micro and very small enterprises 

to survive and grow.  
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CHAPTER ONE 

INTRODUCTION OR PROBLEM SETTING 

 1.1 Introduction 

This chapter presents background of Zanzibar, background of the study, statement of 

the problem, objectives of the study, research questions, and significance of the study, 

delimitation and limitations of the study.  

1.2 Back ground information of Zanzibar 

Zanzibar: 

Zanzibar comprises with two isles which lay at the east coast at Tanzania mainland at 

the Indian Ocean. The islands had a combined population of over 1 million people by 

the end of 2003, and growing at the rate of 3.1% per annum (Census, 2003).The GDP 

was estimated to 282.7 billion, and the average of per capita income was estimated 

to$268, which is less than one dollar in 2003.The economy is highly dependent on three 

primary sectors; namely agriculture, trade and services. In 2003 agriculture as a 

dominant sector contributed 21% of the total GDP, while economic sectors had 

contributed 13% with service sector contributing52%. Tourism has grown significantly 

in the past few years, driven by new private sector initiatives (mainly foreign 

investment), but manufacturing and value added production, comprising a tiny portion 

of 60% of overall economic activity, has declined over the past decade.( Zanzibar 

Manpower survey, 2001/02)  

Urban District-Zanzibar 

Since 18
th

 century Zanzibar town was popular in trade affaires. At that time the business 

was involved with the urban dwellers with the traders from the Arabian, Persian, Indian 

states through the Indian Ocean and the few European countries were involved.  
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The goods which were exported at that time were slaves and ivory and the goods such 

as building equipments, clothes and other domestic utensils were imported. At that time 

the major entrepreneurial activities were concerned in retailing business and other 

activities such as blacksmithing and carpentering were most marketable and profitable. 

Because of trade activities that existed and sustained in Zanzibar, in 1896 Sultan Said 

bin Said of Oman established his ruling power in Zanzibar Islands and cloves and 

coconut plantations were established. So the Urban District became headquarter of 

Sultan’s empire. At that time the entrepreneurial activities such as wood crafting and 

other artificial activities such as painting and furniture designing were most marketable 

and profitable because of Arabian culture. 

 

In this present time because of the history of the urban district of Zanzibar, different 

tourists from different countries visit Zanzibar to see the historical sites in urban district 

such as Stone Town and other tourist attractions, during their holidays. The 

entrepreneurs now have concentrated in making the business by portraying different 

artificial pictures, wood crafting and curving, and selling them to the tourists who arrive 

at Stone Town area. Other entrepreneurs outside the Stone town make equipments and 

domestic utensils. Such entrepreneurial activities play the important role in increasing 

the personal income of citizens and Government income through taxation. 

 

Organization Structure of Urban District -Zanzibar  

The Urban District is the part of the West Region of Unguja Island and it is under the 

supervision of the Regional Commissioner of west region assisted by the District 

Commissioner of the Urban District. On the other hand the Urban District is also 

supervised by the Mayor of the Zanzibar city. All these leaders have the responsibilities 

of supervising the District affaires. 
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1.3 Back Ground of the Study 

Since 1990s after falling the socialism policy in Tanzania, the country has been 

experienced many economic problems which include the massive unemployment rate 

which increase day to day. According to the last labor force survey of 1991, the 

unemployment rate was 10.6% (UNDP, 2002; Bureau of Statistics, 1999). The 

retrenchment exercise and the collapsing of most state enterprises that have thrown 

most energetic people out of sustainable and reliable income all add to the problem of 

unemployment. It is the fact of the day that majority of retrenches remain in town trying 

to pursue other means of earning income. They resort to self-employment ventures in 

the form of entrepreneurship and small business. The major causes of this mass was 

ongoing economic reforms which required the state to withdraw the monopoly 

economic power and conduct the capitalist economy which encourage the privatization. 

Small and Medium Enterprise Development in Zanzibar  

Zanzibar conducted Manpower Survey for 2001/02, which covered all types of 

establishments, both public and private. The results of that survey showed that there 

were 45,900 active labor forces formally employed within the public and private 

sectors. The public sector employed approximately 60% of the total formal labour force 

and the remaining was in the private sector engaged in different kinds of activities. 

Available statistics on the business registration from the central Register of 

establishments showed that only 6% of the 1,541 establishments on the register in 2002 

employed more than 10 people, confirming that most businesses in Zanzibar were in the 

SMEs category. Leading manufacturing sectors are woodworking and furniture 

production, manufacturing of bakery products, mineral water and wheat flour, lime 

making, recycling of used wearing apparel and small amount of traditional 

weaving.(Zanzibar Manpower survey 2001/ 2002). 

SMEs Support Services in Zanzibar 

Private business services are limited in scope and quantity in Zanzibar. There are few 

management consultancies and about ten private book-keeping and accounting 
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consultancies. Other private service providers consist of a small number of legal 

consultants and the government advisory office held by ministry of Trade, Industry and 

Marketing (Zanzibar Manpower survey 2001/ 2002). 

Participation of Trade faire and Exhibitions: 

Trade fairs and exhibitions are one of the major pillars which assist the development of 

SMEs in Tanzania. In Zanzibar town many SMEs participate in the different trade 

exhibitions which held in the different places, the most powerful trade fair are the 

SABASABA Trade Faire held annually at SABASABA Faire ground in Dar-es-salaam 

other JUA Kali(Zanzibar Trade Information Journal,2011) 

Government’s National and Sector Policy: 

 The Government has adopted a number of policies and plans to address the 

development of this country. These include national and sect oral policies, some of 

them initiated and implemented soon after liberalization policy in mid80s.The bulk of 

the financial and economic sect oral policy reforms have been initiated since the late 

1990s.TheSMEs policy encompasses key elements of this reforms and fully compatible 

with the following national objectives: 

i. Vision2020 

ii. Zanzibar Poverty reduction 

iii. Zanzibar Industrial policy 

iv. Zanzibar agricultural policy 

v. Zanzibar Investment Policy 

vi. Tourism Master Plan 

vii. Trade policy 

viii. Financial and Economic Reforms 

Overall above policies has been established in supporting the development of the SMEs 

(Zanzibar SMES development policy, 2006).  
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The Role of the SME Sub-sector to Tanzania's Economy:  

The SME sub-sector's contribution to the national and socio-economic development can 

be seen as follows:-  

 It generates income and employment.  

 Is a major supplier of goods and services to people 

 It contributes about 50% of industrial products' GDP.  

 It is a main creator of new products, new services, and new entrepreneurs.  

Challenges Facing SMEs Sector in Zanzibar:  

According to the Zanzibar Manpower survey (2001/02) the report shows that there are 

several challenges faced by SMEs in Zanzibar, as mentioned below: 

i. Existing Legislative Environment Governing businesses  

All businesses in Zanzibar, but specifically SMEs due to their smaller size and 

limited resources, are affected by a wide range of legislation and implementation 

of the regulations in national, district and municipal levels.  

Also businessmen are confronted with the numerous administrative barriers at 

point of entry and exit from customs area, importers and exporters have to deal 

with a multitude of institutions at the Zanzibar port namely; Zanzibar Port 

corporation, TRA, Port Health authority, Tanzania Central Freight Bureau, 

Shipping Lines, Shipping agents etc, following the procedures to deal with all 

this institutions become very cumbersome, time consuming and expensive. 

Furthermore, business licensing is mandatory for all businesses in Zanzibar, 

with a few exceptions, under the Trade Licensing Act No. 3 of 1983. The major 

problems perceived by entrepreneurs on this activity include the cumbersome, 

expensive and time consuming licensing procedures, revenue than business 

control oriented and multiplicity licensing agencies and steps.     
 

ii. Competition 
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The ministry of youth development, women and children affaires has complaints 

that failure to compete in the market against the imported goods and services is 

one among the major issues which hinder the SMEs development in Zanzibar. ( 

Zanzibar employment policy  of 2009) 

iii. Limited Public and Private SMEs’ support Organizations 

In general the level of development of business organization which support 

SMEs is weak, and there is an absence of the key organized group initiatives in 

the major role internationally, though group initiatives in the development of 

SMEs. 

iv. Education and training institutions 

The general education system in Tanzania has not focused to date on enterprises 

or entrepreneurial skills, most of training institution meant to prepare the pupils 

to be employed rather than running their own enterprises. 

v. Lack of access to capital  

Generally, there are several sources of SMEs capital available in Zanzibar; these 

can be categorized into three categories: 

  Equity;(Personal source, profit, angel capital, venture capital ect.). 

  Debt:   Financial institutions, other (Home equity, Loan from the family) 

Other local community grant: Government programs, other (customer, suppliers) 

However in world wide the most reliable source for SMEs venture capital is 

loan from the bank and other financial institution, this is because through these 

institutions most of SMEs would expected to have the equal opportunity to 

finance their ventures. However, most of banks and other financial institutions 

in Zanzibar provide the short-term loans to SMEs with high disparity of interest 

rates. At the same time the current deposit rates are too low compared with 

extremely high lending rates and the collateral needed thereby creating un-

conducive financial environment. Zanzibar does not have developed financial 

institutions that would be able to tap into the long term financing and that would 

support manufacturing industries with medium long term financing.   
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1.4 Statement of the Problem 
 

Small and medium enterprises are important for the growth of the developing countries 

like Tanzania.  

According to the World Bank Investment climatic survey (2004) it has indicated that 

most of small and medium enterprises in Zanzibar failure to grow to the large 

enterprises. Like other places in Tanzania many researchers have experienced these 

facts in Zanzibar. One among those constraints is lack of capital necessary to start-up or 

expanding their business ventures. According to Temu(2000) the formal financial 

institutions, such as commercial banks have not been willing to provide credit facilities 

to the SMEs due to a number of factors, such as lack of collateral among the SMEs, too 

high transaction costs incurred by the formal institutions to process and monitor the 

small volumes of credit that are normally demanded by the SMEs, lack of track records 

upon which the credit rating can be based and perception that SMEs are risky customers 

(Temu, 2000). Zanzibar SMEs Development policy (2006) has concurred with Temu 

that access to finance both formal and informal business sectors is very limited in 

Zanzibar. Some of banks provide only short term loans to SMEs from 3 months to 9 

months, and occasionally up to 12 months. The big problem of these banks is that they 

provide only short term loans with high interest rate and collateral requirement which 

hindering the entrepreneurs to acquire loans. (Zanzibar SMEs Development 

policy,2006). 

 

On other hand since 2000s many Micro finance institutions (MFIs) have been 

established as the alternate  sources of capital to SMEs’but many protest have been 

experienced since they have been established. Some Micro Finance Institutions (MFIs) 

are claimed to acquire higher interests rate. (Zanzibar SMEs Development policy,2006) 

A number of studies have been carried out on finance accessibility in Tanzania. Makwi 

(2007) has investigated banks customer’s access unsecured credit from banks.  
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Kalinga (2007) investigated the impact of post business start-up training on 

performance of SMEs, etc. But the purpose of this study was to investigate whether the 

access of financial capital has affected the performance of SMEs in Tanzania Zanzibar. 
 

1.5 Research Objectives 

General Objective 

The general objective of this study was to investigate whether the access of capital 

enhance the performance of Small and Medium Enterprises in Zanzibar. 

Specific Objectives 

 To identify the available capital access in relation to the performance of SMEs. 

 To evaluate the level the performance of small industries resulted by 

 accessibility of financial capital to SMEs.  

 To examine the level of incompetence of small and medium enterprises as a 

 result of poor accessibility of financial capital to SMEs. 

 To determine factors which hindering the availability of capital to SMEs. 

 1.6  Research Questions 
 

In order to achieve the above mentioned study objectives, the research was guided by 

the general questions: 

 What are sources of capital available to SMEs? 

 Does the access of capital enhance the performance of SMEs? 

 To what extent the access of capital enhances the SMEs performance? 

 What are the obstacles on access of financial capital to SMEs? 

1.7 Significance of the Study 

Findings of this study will be useful toward improving the access of capital to the Small 

and Medium Enterprises from any sources of funds. Secondly the research findings will 
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be useful to the Government and other policy makers together with academic 

researchers and other stakeholders to determine how the availability of funds may 

contribute the SMEs performance. Specifically, the findings will be useful to financial 

institutions such as commercial banks, microfinance institutions and NGOs including 

National Bank of Tanzania schemes that implement the Government strategy of 

providing the access of funds to SMEs. The study findings will contribute towards a 

greater understanding of the subject matter of the study. The research findings was  also 

expected to help the researcher in his carrier as the Entrepreneurs’ development 

program staff due to his involvement with the society specifically in entrepreneurship 

promotion. Completion of the study was also expected to help the researcher to fulfill 

the requirements for the Degree of Master in Science in Entrepreneurship. 

1.8 Rationale of the Study 

 The main reason for conducting the study specifically was to show the necessity to the 

government and financial institutions such as commercial banks, microfinance 

institutions and NGOs including National Bank of Tanzania and other SMEs 

development stake holders improve the government strategy of providing the access of 

funds to SMEs together with improving other factors which resulted to the performance 

improvements of SMEs in Tanzania. 

1.9 Scope of the Study  

While cross-country research sheds doubt on a causal link between SMEs and economic 

development, there is substantial evidence that small firms face larger growth 

constraints and have less access to formal sources of external finance, potentially 

explaining the lack of SMEs’ contribution to growth. There is a need to review the 

access of financial capital to the performance of SMEs. The aim of this study was to 

analyze if the access of financial capital affect the performance and how, furthermore 

the research intended to investigate any present constrains which hindering the 
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accessibility of financial capital to Zanzibar SMEs particularly at Urban District in 

Zanzibar.  

The study was a conceptual research design and both qualitative and quantitative 

methods were used. In the study seventy four (74) respondents were selected, fifty four 

(54) from urban district SMEs in Zanzibar, ten(10) respondents from credit institutions; 

five (5)loan officers from the commercial banks that provide loans to SMEs . 

furthermore  other five (5) respondent are expected to be selected from SACCOSS and 

NGOs include Zanzibar Chamber of commerce which provide funds(including loans, 

credits if any or financial aids to SMEs) and  five (5) senior officers and directors from 

the government institutions concerned with SMEs’  development programs (were be 

personally interviewed). For the determination of the performance of the SMEs about 

twenty (20) were observed through directly visiting and thirty four (34) different SMEs 

were interviewed through questionnaires respectively. The requisite data collection 

methods the questionnaires, Interviews and Observation method were used. The study 

results will help to determine if there is a need to review the lending rates downwards 

with a view to attracting more borrowers in the scheme and hence increase multiplier 

effects of the loans and create employment opportunities and higher income generation 

particularly among the poor together with removing certain obstacles to the SMEs 

performance despite of accessibility of financial capital among them.   

1.10 Justifications of the Study 
 

The study was covered only urban district in Zanzibar due to the time and resources 

constraints and sampling method was used so as to get few people who present others. 

Furthermore the researcher was concentrated on studying only access of financial 

capital from financial institutions and to the SMEs side the researcher has only 

investigated the performance of only few numbers of Small Scale Manufacturing 

industries.  
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On relation to the access of financial capital from both formal and informal 

microfinance institutions in Zanzibar, only few details have been provided from the 

access of financial capital from families and friends. Not only that but also the 

researcher work was based in particular micro and small enterprises, only because the 

many large business enterprises in Zanzibar are regarded as medium enterprises 

according to SIDO. 
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CHAPTER TWO 

LITERATURE REVIEW 

2.1 Introduction 

 

This chapter represents the literature review or what other authors have written related 

to the subject of this study. The first part focuses on the theoretical part, empirical part 

and the second part represents the conceptual frame work. 

2.2 Theoretical Reviews (Definition of the terms) 

2.2.1 Small and Medium Enterprises 
[ 

The literature shows that there is no common definition of a small business. Different 

scholars and institutions have different definitions of what constitute a small business. 

Small business has been defined from different scholar to scholar and from country to 

country (Kilewo, 1978). 

  

Different countries use various measures of size depending on their level of 

development. The commonly used yardsticks are total number of employees, total 

investment and sales turnover (Small and Medium Enterprises Development Policy, 

2002).  

 

In Tanzania context, Small Industries Development Organization (SIDO) has classified 

business enterprises into the following classes: 

 Micro Enterprises; are those engaging up to 4 people, in most cases family members or 

employing capital amounting up to Tshs.5.0 million. The majority of micro enterprises 

fall under the informal sector.  
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 Small enterprises; are mostly formalized undertakings engaging between 5 and 49 

employees or with capital investment fromTshs.5 million to Tshs.200 million. 

 Medium enterprises; employ between 50 and 99 people or use capital investment from 

Tshs.200 million to Tshs.800 million.  

Table 2.1: Categories of SMEs In Tanzania 

Business Enterprise Number of employees Capital InvestmentTz.sh) Turnover(Tz.sh) 

Micro enterprise 1 – 4 Up to 5 mil. 

 

12.0Mil. 

Small enterprise 5 – 49 Above 5 mil. to 200 mil. 

 

12.1-150.0Mil 

Medium enterprise 50 – 99 Above 200mil.to 800 mil. 

 

150.1-300 Mil 

Large enterprise 100 +  Above 800 mil. 

 

Above 300.1 Mil 

Source; Small and Medium Enterprises Development Policy (2002) 

 2.2.2 Importance of Small Business to Economy 
 

The contribution of small and medium enterprises (SMEs) to the GDP is as big as in 

other transition countries (Ezekiel, 2007). The economy of Tanzania has been grown at 

the average rate of 6.3 % in the past five years to 2006 (BOT, 2006).Small business has 

contributed in creation of employment opportunity to about 57% of the total Tanzania 

population. SMEs are also making important contribution to the export effort to the 

Tanzania economy. A successful business can create new jobs and adds an important 

product or services in a community through innovation. However, advancement of 

technology, especially in communication, has given many SMEs a substantial leg up 

into foreign markets( Schaper and Volery, 2004). About one third of Tanzanian’s GDP 

is coming from small and medium business sector and the sector employs 

approximately 20 percent of the Tanzanians (URT, 2000).  
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SMEs form a large part of private sector in many developed and developing countries. 

While cross-country research sheds doubt on a causal link between SMEs and economic 

development, there is substantial evidence that small firms face larger growth 

constraints and have less access to formal sources of external finance, potentially 

explaining the lack of SMEs’ contribution to growth. Financial and institutional 

development helps alleviate SMEs’ growth constraints and increase their access to 

external finance and thus levels the playing field between firms of different sizes. 

Specific financing tools such as leasing and factoring can be useful in facilitating 

greater access to finance even in the absence of well-developed institutions, as can 

systems of credit information sharing and a more competitive banking structure(source: 

Ayyagari et al. (in press).  

 

The Zanzibar SMEs’ policy (2006) has mentioned the SMEs’ contribution to the 

national and socio-economic development, and the role played by SMEs sub-sector has 

been mentioned as following:  

 It generates income and employment.  

 Is a major supplier of goods and services to the people.  

 It contributes about 50% of industrial products' GDP.  

 It is a main creator of new products, new services, and new entrepreneurs.  

 2.2.3 Concept of Venture Financial Capital: 

What is Venture Financial Capital? 

Venture capital is money provided by an outside investor to finance a new, growing, or 

troubled business. The venture capitalist provides the funding knowing that there’s a 

significant risk associated with the company’s future profits and cash flow. 
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General Sources of Financial Capital to SMES: 

There are several sources of SMEs capital; these can be categorized into three 

categories: 

1.Equity:  Personal source. 

Profit 

Angel capital 

Venture capital 

 

2. Debt:    Financial institutions 

Other (Home equity, Loan from the family) 

 

                         Other local community grant: Government programs 

                                   Other (customer, suppliers) 

Source ;( Dick Karomerlioglou.2008) 

Types of Capitals Funds According to the Stages of Business Life Span 

Dick Karomerlioglou (2008) has categories types of capital funds into five stages as 

following: 

i.  Seed Capital; if the company’ business is just starting out and have no 

product or organized company yet, it would be seeking seed capital. Few 

VCs fund at this stage and the amount invested would probably be small. 

Investment capital may be used to create a sample product, fund market 

research, or cover administrative set-up costs. 

ii.  Startup Capital; at this stage, the company would have a sample products 

       available with at least one principal working full-time. Funding at this           

      stage is also rare. It tends to cover recruitment of other key management, 

      additional market research, and finalizing of the product or service for      

      introduction to the market place. 
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iii.       Early Stage Capital; two to three years into the business, the entrepreneur 

has gotten his company off the ground, a management team is in place, and 

sales are increasing. At this stage, VC funding could help the company to 

increase sales to the break-even point, improve productivity, or increase 

company’s efficiency. 

iv.  Expansion Capital; the company is well established, and now it is looking to 

a VC to help take the business to the next level of growth. Funding at this 

stage may be helpful to enter into new markets or increase marketing efforts. 

The company should seek out VCs that specialize in later stage investing. 

v.  Late Stage Capital; at this stage, the company has achieved impressive sales 

and revenue; also it would have a second level of management in place. 

Therefore it may be looking for funds to increase capacity, ramp up 

marketing, or increase working capital. 

2.2.4 Sources of Finance for SMEs 
 

While not all of the sources that will be discussed here are appropriate for, or accessible 

to, all of the different types of SMEs, there is a general consensus that two specific 

theories can help explain the funding choices of entrepreneur or owner-managers: 

Pecking Order theory and Trade-off theory.  

Pecking Order theory suggests that it is the owner-managers or entrepreneurs’ 

individual decision as to which finance sources to approach at any given point in time. 

The theory posits that there is a pecking order, i.e. ranking, of preferred sources of 

finance, whereby entrepreneurs tend to prefer own, internal sources of finance over 

external debt, which in turn is preferred over external mezzanine finance, and external 

equity is the least preferred source of all (Shyam-Sunder and Myers, 1999).  

Trade-off theory, on the other hand, takes into account the benefits and disadvantages of 

funding a business through debt rather than equity.  
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This theory acknowledges that taking on more debt into the business increases the tax 

shield effect of the interest payable, which reduces a ventures tax burden – in contrast, 

however, taking on more debt increases the risk of over-gearing, financial distress and 

bankruptcy, which involves a variety of costs to the business. The theory therefore, 

proposes that entrepreneurs choose finance sources based on a trade-off between 

increased tax shield and increased bankruptcy costs (  Shyam-Sunder and Myers, 1999).  

However, independent from the owner-managers or entrepreneurs desires for specific 

types of finance, not all types of finance are suitable for all SMEs (as indicated above). 

Relying on the ranking of financiers explained by Pecking Order theory, this section 

now briefly discusses the suitability of the different funding sources available to SMEs. 

      Internal Sources of Finance 

This refers mainly to retained earnings (i.e. capital generated by the venture itself), as 

well as to the so-called 3F investors – founder, family and friends (Mitter and Kraus, 

2011). Investment of own capital and an ability to obtain capital from a very close circle 

of friends and family tends to send a strong signal to outside investors, suggesting 

commitment from the entrepreneur (Prasad et al, 2000). Generally, any business can 

benefit from internal finance, independent from the stage of development, nature of 

foundation or growth intentions/potential. However, the larger the business becomes, 

the more likely it is that the entrepreneur has already invested all available capital 

and/or the entrepreneur’s capital resources do not suffice to continue to fund the 

business, especially if it is a high-growth business and/or in the expansion stage. 

Using trade credit can also be considered part of internal sources because businesses use 

their interactions with suppliers and customers to fund their operations, e.g. through 

asking for pre-payment from customers but at the same time making use of the 

maximum trade credit period until suppliers are paid (Mitter and Kraus, 2011).  
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Another internal source of finance, which is often discussed in academic literature, and 

which may include some of the above-mentioned sources, is „bootstrap finance‟ – this 

refers to any activity which enables entrepreneurs to obtain resources (mostly, but not 

exclusively, financial resources) at a lower cost or even for free (Van Auken and 

Neeley, 1999. 

 External Sources of Finance 

Debt, mostly provided through banks, is seen as the entrepreneur’s second-favorite 

funding type. The reasons lie in the tax shield effect, as well as the fact that no 

ownership needs to be relinquished.  

 

Generally, it is the later-stage businesses (which already have a proven track record) 

and the lifestyle and imitation-based businesses, which can more easily attract debt 

finance because they might possess assets that can be used as security. Additionally, 

they are less risky than, for instance, a seed-stage venture, which is generally based on a 

novel, „disruptive‟ technology that has very high growth potential but at the same time 

has very high risks attached. 

2.2.5 Capital Model in Relation to Business Performance 

SMEs Performance; is the accomplishment of a given task measured against preset 

known standards of accuracy, completeness, cost, and speed. In a contract, performance 

is deemed to be the fulfillment of an obligation, in a manner that releases the performer 

from all liabilities under the contract.( business dictionary.com) 

Erikson (2002) introduced the entrepreneurial capital model which defined as the 

multiplicative function of entrepreneurial competence and entrepreneurial commitment 

or motivation. University of Pretoria has developed the Erikson’s model and 

represented the Erikson’s model in a mathematical form as following:  

Equation 1: Performance =f(ability, motivation) X E(opportunity); where f= function 

and E =entrepreneurial 

http://www.businessdictionary.com/definition/task.html
http://www.investorwords.com/8787/against.html
http://www.businessdictionary.com/definition/cost.html
http://www.businessdictionary.com/definition/contract.html
http://www.investorguide.com/definition/performance.html
http://www.businessdictionary.com/definition/deemed.html
http://www.businessdictionary.com/definition/fulfillment.html
http://www.investorguide.com/definition/obligation.html
http://www.businessdictionary.com/definition/release.html
http://www.investorwords.com/6221/all.html
http://www.businessdictionary.com/definition/liability.html
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Therefore: Performance= E(opportunity)x ability x Motivation 

As our interest is based on the access of financial capital to the performance of SMEs 

we can use Ability in the Eriksson model to determine the logical point to our 

discussion, Ability can be formulated as: 

Ability=Business skills + Opportunity X Resources. 

Resources: Tutor 2u.net (May, 2005) categorized the business resources into; human 

resources, physical resources, intangible resources and financial resources. 

Financial Resources: (financial capital) 

Financial resources concern the ability of the business to "finance" its chosen strategy. 

Financial resources would include assessment of the following factors: 

Existing finance funds  

- Cash balances 

- Bank overdraft 

- Bank and other loan 

- Shareholders' capital 

- Working capital (e.g. stocks, debtors) already invested in the business 

- Creditors (suppliers, government) source ;( Tutor 2u.net) 

2.3 Access of financial capital to Tanzania SMEs 

In the past one decade according to Obiro (2005), substantial progress has been made 

by the donor community in the developing financial services to poor households in 

Tanzania on sustainable basis. Most donor interventions have concentrated on Micro-

finance as an innovative tool for financial expansion among poor house hold s in 

Tanzania. 

The Government with deliberate aim to provide loans to entrepreneurs has established 

the SMEs credit Guarantee Scheme (SME- CGS). The Bank of Tanzania (BOT) 

supervises the scheme.  
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The SMEs Credit Guarantee Scheme has a role to promote and support development of 

the SME sub-sector by creating an enabling environment for expanding and facilitating 

access to finance for the small and medium businesses and enabling them institutional 

support.(BOT;2006)  

  

Some commercial banks have entered into special arrangements with micro-finance 

institutions and introduced wholesale lending though SACCOS for on-lending to their 

members (BOT, 2007)  

 

The overall micro-finance movement in Tanzania has served more than 5 million 

Tanzanians who over the years had been excluded from formal banking sector owing to 

the lack of collateral or high credit rating. For example PRIDE-Tanzania and SEDA 

continue to extend micro finance services to poor households in Tanzania with the aim 

of poverty reduction (Mbura, 2008) 

2.4  Factors Hindering the Access of Financial Capital to SMEs 
 

A number of literatures have indicated that there are several factors hindering the access 

of financial capital to SMEs. T. Bec (2006) complaints that there is substantial evidence 

that small firms face larger growth constraints and have less access to formal sources of 

external finance, potentially explaining the lack of SMEs’ contribution to growth. 

Financial and institutional development helps alleviate SMEs’ growth constraints and 

increase their access to external finance and thus levels the playing field between firms 

of different sizes. 

World Bank‘s Small and Medium Enterprises survey (2004) has mentioned the 

following constraints: 

Lending infrastructure; this means that the rules and conditions set up mostly by 

governments that affect financial institutions and their abilities to lend to different 

potential borrowers. 



 

21 

 

Different policies among financial institutions in the markets 

The presence of different types of financial institutions that provide credits as well as 

the competition among them may significantly affect the availability of funds to SMEs 

by affecting the practicability with which financial institutions may employ, and the 

different lending techniques in which they have comparative advantages with. 

The hard information is required to be disclosed by borrower; that may include: 

 financial ratios calculated from certified audited financial statements; 

 credit scores assembled from data on the payments histories of the SME and its 

owner provided by credit bureaus; or information about accounts receivable from 

transparent, low-risk obligors that may pledged as collateral by the SME or sold to 

the financial institution.( World Bank;2004). 

Small and medium enterprise development policy (2002) complaints that the SME 

sector in Tanzania has limited access to finance due to the following factors:  

o The sector is perceived as a high risk. 

o Inability of the SME operators to fulfill the collateral 

requirements. 

o Most banks do not operate an SMEs financing window. 

o Some of the banks operate in limited geographical areas. 

o Inexperience of Bank Staff in issues related to Micro-finance. 

o Lack of a guarantee scheme to back up banks financing SMEs. 

o High cost of screening and administering small loans spread over 

big areas. 

o Inabilities of borrowers to prepare and present applications that 

meet bank's requirements. 

There is a need to review the lending rates downwards with a view to attracting more 

borrowers in the scheme and hence increase multiplier effects of the loans and create 

employment opportunities and higher income generation particularly among the 

poor.(Zanzibar Strategy for Growth and Reduction of Poverty, 2007) .  



 

22 

 

However all these institutions seemed to dissatisfy the availability of that fund, because 

among thousands of SMES who apply for the fund may be one or three may able to get 

the fund annually. An increasing amount of cross-country empirical research has been 

conducted in the past 10 years on this question. This research builds on the 

encyclopedic assembly of data by the pioneer of this topic, Raymond Goldsmith (e.g. 

Goldsmith [1969]). That research is directly relevant to the topic of access because the 

question in the title is normally phrased in terms of whether a bigger financial system, 

that provides greater volumes of credit and mobilizes larger volumes of deposits, is a 

positive influence on economic development. 

2.5 General Sources of Capital to SMEs in Zanzibar Islands: 

There are several sources of SMEs capital; these can be categorized into three 

categories: 

1. Equity: Personal source 

  Profit 

  Angel capital 

  Venture capital 

2. Debt:   Financial institutions 

  Other (Home equity, Loan from the family) 

3. Other local community grant: Government programs 

       Other (customer, suppliers) 

 Source ;( The Zanzibar SMEs policy;.2006) 

2.6Theories of Organization Performance and its Measurement   

According to Neely et al. (2002), PMS area balanced and dynamic system which gives 

a holistic view that uses different measures and perspectives. The various measurements 

and perspectives are tied together and continuously monitor the internal and external 

context of organizations.  
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Despite the extensive research that has been carried out to investigate the needs and 

characteristics of PMS in large organizations, there is a scarcity of published research 

relating to SMEs (Hudson et al.,2001).  

Basically, PMS models and frameworks are designed to support management in 

measuring their performance, analyzing and improving their performance through better 

decision making. Tatichi et al. (2008) mentioned that SMEs have used financial 

measurement tools such as ROI, ROE, and ROCE, which are basically used by large 

firms. Particularly, it is important to remark on the evolution of focusing on 

performance from a financial perspective to a non-financial perspective (Tatichi et al., 

2008). Based on Garengo et al. (2005), there are eight previous PMS models that have 

been widely used and discussed in the literature. The models considered are six of the 

most popular generic models; i.e. those which make no reference to company size, 

developed in the last 15 years, and two PMS models created specifically for SMEs.  

Garengo et al. (2005) summarized these PMS models as below:  

i) Performance measurement matrix (Keegan, et al., 1989).  

ii) Performance pyramid system (Lynch & Cross, 1991)  

iii) Performance measurement system for service industries (Fitzgerald, et al., 1991)  

iv) Balanced Scorecard (Kaplan & Norton, 1992, 1996)  

v) Integrated performance measurement system (Bititci, et al., 1997)  

vi) Performance Prism (Neely, et al., 2002).  

vii) Organizational Performance measurement (Chennell et al., 2000)  

viii) Integrated Performance measurement for small firms (Laitinen, 1996, 

2002) 

2.7 Related Empirical Literature Reviews  

A number of studies have been carried out on capital accessibility in Tanzania. Kalinga 

(2007) investigated the impact of post business start up training on the performance of 

SMEs who had acquire loans from commercial banks, where he found out the training 
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greatly contributed toward the improvement of  business performance among SMEs 

who secured loan.  
 

 

Nkouabi (2009) Investigated problems facing youth entrepreneurs’ access to credit from 

Commercial Banks where he found out that they had limited access to credit from 

Commercial Banks due to high collateral requirements. Moreover Kimia (2007) 

investigated accessibility to bank loans by manufacturing SMEs and found out that they 

had limited access due to high collateral demand. Makwi (2007) investigated bank 

customers’ access to unsecured credit from banks in Tanzania where he found out that 

since the establishment of private banks, customers who are formally employed had 

access to bank credit in the absence of collateral rather than self employed customers.  

2.8A Conceptual Frame Work 

The literature on access of financial capital relates to the growth of Small and Medium 

Enterprises based on venture equity, loans from commercial banks, Loans from other 

microfinance institutions which include SACCOSS, Government aids funds and NGOs 

which support SMEs. On the other hand the SMEs performance includes overall 

performance indicators which represent the venture performance. It include profit 

maximization, technology advancement, quality improvement, new market penetration, 

innovation improvement production capacity improvement ect.  

The chart below represents an interaction between the accessibility of financial capital to 

SMEs performance. 
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Fig 2.1Effect of Access to Financial Capital on Performance of SMEs 
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2.9 Relationship of variables in the conceptual framework 

Table 2.2 Independent variables: 

Independent variables: Measurements: 

Access of Financial Capital: 

 Owner equity 

 Debt 

 Family and Friend financial support 

 SMEs‘ Support Funds 

 

 

Increase/decrease 

Increase/decrease 

Increase/decrease 

Increase/decrease 

Increase/decrease 

Increase/decrease 

 

 

Table 2.3 Dependent variables  

Dependent variables: Measurements: 

SMEs’ performance indicators: 

 Sales and profit 

 Quality  

 Technology  

 New Market Penetration 

 Innovation Improvement 

 Production Capacity  

 

 

Increase/decrease 

Increase/decrease 

Increase/decrease 

Increase/decrease 

Increase/decrease 

Increase/decrease 
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CHAPTER THREE 

RESEARCH METHODOLOGY 

3.1 Introduction 

Research methodology refers to a systematic way applied to solve the research 

problems (Kothari, 1990). This chapter describes the methodology which the researcher 

used in conducting the study. Specifically, it focuses on the research design, population, 

sample size, sampling techniques, data collection methods, as well as data analysis 

procedure, among others. 

3.2    Research Design 

The study was a conceptual research design. The research may be conceptual or 

Empirical design. Conceptual research is that related to some abstract idea(s) or theory. 

It is generally used by philosophies and thinkers to develop new concept or interpret 

existing one(s).While empirical research relies on experience or observatory alone, after 

without due regard for system and theory.(R.Kumar,2008). 

 

The study has employed both quantitative and qualitative research designs. Quantitative 

research approach is based on positivism philosophical outlook, which advocates that a 

researcher should focus on fact, look for causality and fundamental laws, reduce 

phenomenon to simplest elements, formulate hypotheses and then test them (Eatery and 

Johnson, 1991). The preferred methods for positivisms include operational zed concepts 

so that they can be measured (Saunders and Thomas, 2007). 

 

On the other hand, qualitative research approach relies on post-positivism, which 

assumes that the world is socially constructed and subjective. Post positivism researches 

are researches that the observer is part of what observed (Easter by and Johnson, 

1991:27).  
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Post- positivisms assumes that the researcher should focus on meaning, try to 

understand what is happening and looking at the totality of each situation. In post 

positivism research, a researcher develops ideas through induction from data.  

The preferred method for post positivism is using multiple methods to establish 

different views of phenomena. Post positivism researchers use a small sample which 

they investigated in depth or over time. 

3.2.1 Quantitative vs. Qualitative 
 

The study has adopted both research philosophies due to the fact that qualitative 

research approaches (post positivism) which has enabled researcher to give complete, 

detailed description of observed phenomenon, while quantitative research approaches 

(positivism) has enabled researcher construct statically models in an attempt to explain 

what would be observed. 

 

In using qualitative research design, a case study approach was used. According to 

Kothari (1990), a case study design deals with specific area which could represent the 

whole or part of the study area. A case study is a unit of analysis; it can be an 

individual, a family, a work team, a resource, or intervention. It is an in depth study of 

individual/ are/ setting. The design had offered an opportunity to study a limited number 

of unit, while the variables and situation under which the area to be studied are 

diversified. 

3.3 Area of Study  
 

The study was conducted at Urban district in Zanzibar. The study area was based on the 

SMEs’ support institutions on one hand (Banks, credit funds, Government SMEs 

support institutions) and on the other hand a number of different SMEs that were 

available at that area.  
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3.4 Population of the study 
 

Population is the aggregate of all the cases that conform to designated set of 

specifications. (Leady;1998).The population of this study was involved the number of 

SMEs who do the different entrepreneurial activities within the urban district in 

Zanzibar, loan officers from participating financial institutions (PFIs) particularly the 

commercial banks, Chamber of commerce officers who are involved in loan provisions, 

NGOs which provide funds(including loans, credits if any or financial aids to SMEs and 

SACCOSs ) and other from the government offices which involved in SMEs credit 

development.  

3.5 Sample Size 
 

According to Kothari (1990), a sample of over 30 would be sufficient for most purpose. 

In the study overall seventy six  (76) respondents were selected, over twenty (20) SMEs 

from urban district who acquire the loan from different institutions were visited in their 

premises so as to observe their performance or short comes of their performance after 

receiving loan from those institutions. Also the researcher thought the importance of 

examining other different  SMEs so as to know their opinions, therefore other thirty six 

(36) respondents from different area in urban were interviewed through the 

questionnaires. Twenty(20) officers were also involved, ten (10) loan officers from the 

financial institutions (including loans, credits if any or financial aids to SMEs and 

SACCOSs ), five (5) from NGOs that involved on SMEs’ support, (and five (5) from 

the government officers who deals with SMEs development.  

3.6 Sampling Techniques 
 

Sampling is the process of selecting units (eg. people, organizations) from a population 

of interest so that by studying the sample we may fairly generalize  our results back to 

the population from which they chosen(Trochim, 2006).  
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The study used random sampling techniques. Radom sampling techniques allows each 

unit in a population to have equal opportunity to be included in the sample 

(Koothari1990). This sampling techniques was used to select SMEs (loan beneficiaries). 

 

In using this sampling technique, the researcher firstly listed the beneficiaries from 

public and private financial institutions like CRDB,NBC,PBZ and ZCCIA SMEs loan 

forum, Fanikiwa Microfinance Company, Capacity building fund,etc. and from each 

institution the equal number of SMEs were selected. 

3.7 Sample frame 
 

The study has involved the sample of different number of respondent according to the 

deeded data as indicatd at the table below:  

Table: no. 3.1 Sample frame of the Respondents. 

Respondent group Frequency Percentage 

SMEs benefited by loans from financial institutions. 20 26 

Ordinary SMEs in urban area 36 47 

Loan officers from financial institutions 10 14 

Officers from SMEs’ support institutions 5 6.5 

Officers from Government SMEs support institutions 5 6.5 

Total 76 100 

Source: Research findings, 20 
 

3.8 Data Collection Methods 

3.8.1 Secondary Data 
 

Secondary data are data used for a research project that were originally collected for 

some other purposes (Saunders and Thomas, 2000).  
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The study’s secondary data were collected through review of documentary sources, in 

which books, journal articles and reports, both published and unpublished, and 

reviewed.  

3.8.2 Primary data 

Primary data were collected through the questionnaires (See Appendices, I) and 

personal interviews (See Appendices, II ). Also the observation method was used.  

3.9 Data Collection Tools 

3.9.1 Questionnaires Design 
 

According to Kombo and Tromp (2006) questionnaires is general term including all 

data collection techniques in which person is asked to respond to the same set of 

questions in a predetermined order. Questionnaires were administered to thirty six (36) 

SMEs. (see appendix I ) Another  questionnaires were provided to ten  (10) loan officers 

from SMEs ‘credit services providers which include; the commercial banks which serve 

SMEs, Government institutions which provide credit and aids to SMEs, Other non-

governmental institutions which provide loans to SMEs (see Appendex III and IV) 

 According to Kidder (1981), questionnaires are advantageous in terms of economy, 

lack of interviewer bias, and the possibility of anonymity. The questions were both 

closed-ended and open-ended in order to increase the validity of the responses. 

3.9.2 Face to Face Interviews 
 

Face to face interviews were administered to, five (5) senior officers from GOs which 

assist the SMEs’ development  and five (5) officers from the government SMEs 

development institutions. The prepared interview questions were used so as to simplify 

the interview process. (see appendix  V). 



 

32 

 

3.9.3 Observation  

In this study the qualitative data collection method (observation) was used to 

supplement other data collection methods, specifically questionnaires and interview.  

The researcher has visited twenty (20) premises of the SMEs so as to determine their 

performances, especially to those who are reported to acquire high access of financial 

capital from financial institutions on comparing to those who do not. The list of points 

to be observed has been prepared so as to obtain the needed information. (See appendix 

II).   

3.9.4 Pilot Study 
 

Before field work, the data collection instruments were first tested so as to determine if 

the questions that were provided in the research instruments have convened the needs 

and objective of the study. The pilot study was intended to find out if the questionnaires 

are understandable to the respondents in order to find out which areas that needed to be 

improved before distributing to other respondents. The interview questions were asked 

to two (2) loan officer at PBZ banks and five (5) SMEs at Stone Town area. 

3.10 Data Analysis 
 

According to Saunders and Thomas (2007), qualitative is predominantly used as a 

synonym for any data collection techniques (such as a questionnaire) or data analysis 

procedures (such as graphs or statistics) that generates of uses numerical data. 

According to R. Kumar (2008) analysis of data involves a number of closely related 

operations that are performed with the purpose of summarizing the collected data and 

organizing these in such manner that they will yield answer to the research questions or 

suggest hypothesis.  
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The list of the questions provided into the questionnaires and the questions for 

interviews will be first edited and coded. However, to make things easy, the pre-coded 

method will be used (the questions were coded within questionnaires). See Appendix I. 

The editing process helped to correct all errors and omission in collected data. 

 

 Furthermore the quantitative data were classified according to the code number so as to 

be easily analyzed and interpreted. The quantitative data have been analyzed by using 

SPSS and then transferred to Microsoft Excel to create some charts and diagrams. Other 

quantitative and qualitative have been presented and analyzed through tables so as to 

avoid the unnecessary complications. On other hand, the qualitative data were edited to 

detect any errors that may occur and the content analysis had been used. To present 

findings, the statistical data presentation like tabulation, figure and diagrams were used 

according to the nature of data. 
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CHAPTER FOUR 

RESEARH FINDINGS; PRESENTATON AND ANALYSIS 

4.1 Introduction 
 

This chapter presents the findings, the mode of the data, analysis and discussion. As 

presented before, the major objective of the study was to determine the effect of access 

to financial capital on performance of small and medium enterprises in Tz-Zanzibar 

specifically on the small scale manufactured industries at urban district of Zanzibar. 

Purposely the research aimed at finding out how the accessibility of financial capital to 

SMEs from different sources has improved or unimproved the business performance of 

the SMEs. As mentioned at the chapter three the researcher has gathered information by 

using both primary and secondary data to support the primary data. The primary data 

gathering engaged questionnaires, personal interviews, as well as personal observation. 

Secondary data gathering involved on published and unpublished records obtained from 

different stake holders. 

4.2 Profile of the Respondents 
 

The study had involved overall seventy six  (76) respondents which were divided into 

four groups and each group different number of respondents were selected as mentioned 

at the below table: 

Table: no. 4.1 number of respondents by groups 

Respondent group Frequency Percentage 

SMEs benefited by loans from financial institutions. 20 26 

Ordinary SMEs in urban area 36 47 

Loan officers from financial institutions 10 14 

Officers from SMEs’ support institutions 5 6.5 

Officers from Government SMEs support institutions 5 6.5 

Total 76 100 

Source: Research findings, 20 
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4.2.1 Activities which are involved with 
 

As it has been mentioned before, the study meant to study about SMEs which are direct 

involved on the small scale industries. On the above table it has been mentioned that 56 

among 76 respondents were the SMEs other twenty were stake holders who have 

contributed on other required data. The below table indicate the production activities of 

each small scale producer who were involved in the study: 

 

Table no.4.2 Activities held by respondent SMEs 

Activities Frequency 

Food processing 6 

Food and Bakery 5 

Cloth tailoring 6 

Soap production 8 

Handcrafting 6 

Furniture (carpentry) 8 

Spices product and herbalist 5 

Coal making 1 

Iron smith 5 

Shoe makers 6 

Total 56 

Source; Research findings,2013. 

4.2.1 Number of respondents by sex 

The study had involved a total number of fifty six (56) respondents (SMEs owners 

/directors), Out of that number, .respondents were males and …..were females as 

mentioned on the below table: 
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Table no.4.3 number of (SMEs) respondents by sex 

Gender Frequencies Percentage 

Male 31 55 

Female 25 45 

Total 56 100 

 Source; Research finding, 2013 

4.3 Research Findings; Analysis and Discussions 

4.3.1 Sources of Financial Capital available in Zanzibar 
 

The researcher wanted to survey overall financial institutions which provide the SMEs 

credit and loans. The survey was based to the government financial institutions and 

private financial institutions, the obtained data were as follows: 

4.3.2 Government Credit Schemes 
 

Peoples’ Bank of Zanzibar‘s Economic Reform SMEs Loan Report (AK& JK fund) up 

to 31 March, 2013. The relationship between the amount borrowed and unpaid amount: 

Table 4.4 Overall Brief Descriptions 
 

Unguja 148 365,220,000.00 182,153,408.80 

Pemba 117 227,450,000.00 132,780,590.15 

Total 365 592,670,000.00 314,933,998.95 

Source People’s Bank of Zanzibar ltd. 

4.3.3 Interpretation and Discussion 
 

The researcher has found that AK and JK fund is the most favored credit fund available 

in Zanzibar. This fund has been raised by The Tanzania President horn.  
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Jakaya Kikwete and further supported by Zanzibar President horn. Amaan Abeid 

Karume and given the name of AK and JK fund, under this fund many SMEs have been 

given the loan without collateral and lower Interest rate, some of them were given at 0% 

interest rate. Normally under this fund The Peoples’ Bank of Zanzibar has given the 

duty of providing funds to the SMEs under the supervision of senior Credit Officer from 

the Ministry of Labour. 

Through the personal Interview with AK & JK fund officer from both Ministry of 

Labour PBZ the Researcher has found that the loan has been give to the wrong people 

and many of them have been given the wrong believes that the money given would not 

be returned, Some officers complained that Politicians have taken opportunities to build 

their political competitive advantage to their people in their provinces. The last of the 

above tables has shown that  the  number of debtors that declared to impossible to 

secure their loan were about 365 of the total number of debtors which was 512 which 

made the percentage of 71.The overall debt for  Zanzibar Isles was592,670,000.00. But 

the amount declared to be bad debt was 314,933,998.95 which is about 53% . This 

means that it was declared that nearly about 53% of the 2012 /2013 provided loan 

would not be returned. On the other hand many SMEs complained that this fund was 

full of discriminations and nepotism as raised on later discussion s which was 

considered as one among the other factors hindering the performance of SMEs despite 

of availability of financial capital from Government institution. 

4.3.4 Capacity Building Fund (Ministry of Labor) 

This fund is one among the Government established funds purposely to enhance the 

access of financial capital to Zanzibar SMEs. Under this fund the borrower is obliged to 

return the loan monthly with the interest of  20% annually, the payment should made on 

monthly basis and only 2 months are given before the repayment process.  The 

challenge of this fund is that the grace period given by the borrower is very short 

period, hence it doesn’t provide the enough periods to expand the capital. 
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4.3.5 Direct Aids from the Government Institutions 
 

Zanzibar Chamber of Commerce Industry and Agriculture 

Through Zanzibar chamber of Commerce Industry and Agriculture the Zanzibar’s 

Government has recently established the different aids schemes which operate directly 

operate with the provision of different technical training together with needed aids 

funds to the trainees to support them on working with the entrepreneurial knowledge 

provided. For the year 2012-2013 the government has already provided 627mil. to 209 

trainees. 

4.3.6   Sources of Funds Available from Private Institutions 
 

Several private institutions are available at Urban District were surveyed so as to obtain 

any possible information, such institutions include banks and credit institutions. On the 

bank side CRDB, NBC, AKIBA BANK, FBME, Islamic bank were involved and 

primary data were collected through personal interview and on the side of secondary 

data, researcher has applied for any possible data from those financial institutions. The 

problem of unavailability of data was also existed to some banks, and certain data were 

considered as confidential. And many of them have no even a credit schemes for SMEs. 

On other hand certain NGOs were involved, such institutions were PRIDE, JUMKIN 

SACCOSS, KIKWAJUNI SACCOSS, MAGOMENI SACCOSS, Fanikiwa 

Microfinance Company Limited and PRIDE. Some data were available through 

personal interviews and non secondary data were provided. 

4.3.7   Sources of Financial Capital that is Likely to be undertaken by SMEs in 

Zanzibar 

To determine the different sources of capital that most of SMEs prefer to acquire in 

Zanzibar the Researcher firstly has investigated the average sources of capital that 

normally the SMEs prefer to invest in their business at different stages. The frequency 

table below indicates the details: 
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Table 4.5 Sources of Financial Capital that is Likely to be undertaken by SMEs in 

Zanzibar 

Parcenta

ge 

 

EQUIT

Y 

BAN

K 

SACCO

SS 

NGO

s 

AIDS 

FROM 

INT.INS

T 

AIDS 

FROMGOV

NT 

PERSONA

L 

LOAN/GI

FT 

0   -  10        

11  - 20 1 4 1     

21  -  30 1 1 4    3 

31 -  40  5 1     

41  -  50 1 1    2  

51   - 60 3       

61   - 70 6       

71  -  80     1   

81  - 90        

91 – 100 15    1   

Source; Research findings, 2013 

4.3.8 Interpretations and Discussion 

The above table indicates the common sources of capital used to finance their 

businesses. The table no. 4.6 indicates that 15 respondents were experienced to use their 

money by average of ninety (90) to hundred (100) percentages in their businesses.  

Other sources seemed to have few appliers. This indicates that despite of many sources 

of finance available in Zanzibar most of SMEs particularly Micro, Small enterprises 

prefer to use the own money to finance their businesses, other seek loans and aids from 

their relatives and their friends.  
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Many SMEs regarded the other available sources from private institutions and Public 

Institutions as the toughest options to be used due to some constraints that hindering the 

accessibility of financial capital to SMEs, such constraint have been analyzed on the 

later discussions. 

4.3.9 Access to Finance and the Performance of Micro, Small and Medium 

Enterprises 
 

Through the previous discussion the researcher meant to observe the overall constraints 

which may hindering the accessibility of financial capital to SMEs, but at this portion 

the researcher wanted to observe the relationship between accessibility of financial 

capital and the SMEs performance, the data was obtained through the questionnaire 

interviews to the different SMEs who could access the finance whether from financial 

institutions, personal loan from friends family and government loan and even from their 

own personal savings. The available data were as following: 

Table 4.6 Access to financial capital and SMEs performance 

No. NAME NATURE OF 

BUSINESS 

SOURCE OF 

FUND 

PERFORMANCE 

INDICATORS 

1. JUMKIN 

SACCOSS 

Credit and hand 

works 

Capacity building 

fund (Ministry 

Social Affaires) 

Expansion of the business, 

Profit growth, able to serve 

more members at the same 

time.  

2. TUFIKIRIANE 

KINAMAMA 

Small scale trade 

and making paper 

product 

AK&JK FUND 

Ministry of Labor  

Able to employ more people 

by rising group members. 

3. ISHARA NJEMA CREDIT 

SALES&COAL 

MAKING  

Capacity building 

fund (Ministry 

Social Affaires) 

Able to increase production 

and Profit growth 

4. GULIONI HIMA 

HIMA 

SOAP MAKING Capacity building 

fund (Ministry 

Able to increase production, 

applying new technology 
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Social 

Affaires)Able to 

adopt  

which improved business 

competitiveness, serve more 

customers and Profit growth 

5. FAHARI YA 

SEBLEN 

SOAP MAKING Capacity building 

fund (Ministry 

Social 

Affaires)Able to 

adopt 

Able to buy more 

technological advanced 

equipments which lead to 

improve market share and 

competiveness   more 

6. HAMTUWEZI HANDCRAFTING Capacity building 

fund (Ministry 

Social 

Affaires)Able to 

adopt 

Able to more advanced 

production equipments and 

improved quality and 

production capacity. 

7. MTUFIKIRIAVYO HANDCRAFTING Capacity building 

fund (Ministry 

Social 

Affaires)Able to 

adopt 

Able to more advanced 

production equipments and 

improved quality and 

production capacity. 

8. NIASAFI                                  Women SACCOSS 

group and 

handcrafting                

LOAN FROM 

PBZ BANK 

Expansion of the business, 

Profit growth, able to serve 

more members at the same 

time. 

9. MOTO.HAND 

CRAFT    

Hand crafting    LOAN FROM 

BANKS 

Buying new equipments 

Expansion of the business, 

Profit growth. 

10. AZHAF    Food products and 

bakery  

Loan from 

Kikwajuni 

SACCOSS 

Expansion of the business, 

Profit growth. 

11. ZANZIBAR 

SPICES 

Produce overall 

spice made goods 

and herbal soap 

BANKS Able to adopt new 

technology and penetrate on 

external market 
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and gel 

12. TUPOPAMOJA SACCOSS PBZ loan Able to serve more members 

at the same time. 

13. YAMUNGU 

MENGI 

Women co-

operative society 

Hand crafting 

Capacity building 

Fund (MINISTRY 

OF LABOR) 

Expansion of the business, 

Profit growth. 

14. SASU  SACCOSS Expansion of the business, 

Profit growth. 

15. BIO GAS Bio gas project 

financed by 

UNIDO through 

MTIM 

Ministry of Trade Fail to perform 

16. MODERN 

TAILORING 

Tailoring and 

Training institute 

SACCOSS Expansion of the business, 

able to adopt new 

technology, production 

improvement Profit growth. 

17. SASIK  GOVERNMENT 

AID(MTIM) 

Able to adopt new 

technology and penetrate on 

external market 

18. MOTO 

HANDCRAFT 

Hand work LOAN From 

AK&JK 

Expansion of the business, 

Profit growth. 

19. MNAZI Carpentry; produce 

furniture using 

coconut logs. 

AK&JK Able to adopt new 

technology, production 

improvement, and able to 

penetrate on external market 

20. R.J Entertainment  AK&JK FUND Able to adopt new 

technology, production 

improvement, and able to 

penetrate on external market 

Source; Research findings, 2013  
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4.3.10 Interpretations and Discussion 
 

By joining the SMEs survey section team the researcher was able to survey 20 SMEs 

who were benefited by acquiring the loan from different sources together with their 

business successes after receiving loans and aids from the different available sources at 

urban district in Zanzibar. The above table represents the number of different opinions 

provided by them which in general were as following: 

a) Some entrepreneurs were able to expand their businesses and improve their 

profitability soon after receiving loans or aids from institutions. 

b) After acquiring the loan some SACCOSS groups were able to serve more 

members at the same time and benefit their members, the big example was the 

Tupo Pamoja and NIA Safi SACCOSS groups.  

c) Some entrepreneurs were able to adopt new technology; hence they were able to 

improve the quality of their goods and production improvement. 

d) Other entrepreneurs were able to penetrate new external market, the big example 

on that was Zanzibar Spice Corporation. 

Later on the through the questionnaires the researcher was able to collect more 

information  from different SMEs at the Urban district concerning with their perceptions 

on pleading loans to finance their businesses, therefore 36 questionnaires was submitted 

to different MSMEs so as to make further investigations, finally the following 

information was obtained:-  

 

4.3.11 Access to Financial Capital from Private Financial Institutions and the SMEs 

Performance 

At this point the researcher had involved the different type of respondents into different 

style of collecting the needed data. The first style was through questionnaire interview 

which involved only SMEs at different area.  
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The second style was through personal interviews and open discussion which involved 

the different SMEs Performance stake holders which include officers from financial 

Institutions, Officers and Directors from Government Ministries which directly concerned 

on SMEs development issues. The obtained data are as following: 

Table no. 4.7 Access to financial Capital from Private Financial institutions and 

the SMEs Performance   

 Number of 

 

Respondents 

from SMEs 

No.Respondents 

from financial  

institutions 

No. of 

 respondents  

from non- 

financial NGOs 

 involved in 

 SMEs’ support 

No.of Respondents  

from the  

Government  

officers involved  

in SMEs support  

activities. 

Total Percenta

ge 

(%) 

Yes  5 2 - - 7 11.5 

Someho

w 

6 4 4 5 19 31.5 

Never 21 9 1 - 31 54 

Nil 2 - - - 2 3 

Total 34 15 5 5 61 100 

Source: Research findings, 2013. 
 

4.3.12 Interpretations and Discussion 
 

The above chart represents the comments from different  from SMEs and other SMEs 

stake holders concerned with question on whether the access to financial capital has 

enhance SMEs performance the overall levels. 21 of 34 respondents argued that the 

accessibility of finance from Non-pubic financial institutions has never led to the 

improvement of SMEs performance .On other hand 9 among fifteen (15) officers 

concurred the SMEs’ comments.  
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This has been opposed by Government and Non-government SMEs stake holder where 

nine (9) among interviewed respondents commented that for some how the access of 

financial capital from SMEs has slightly improved the SMEs performance.  

4.3.13 Access to Financial Capital from Public Institutions and the SMEs 

Performance 
[ 

On other hand the researcher found out through questionnaires and personal interview 

about personal opinions on whether the provision of credit funds or aids from 

government institutions have lead to SMEs’ performance. The results are shown and 

discussed below: 

Table no. 4.8 Access to Financial Capital from Public Institutions and SMEs 

Performance 

Comments from SMEs No. of Respondents   Percentage(%) 

Yes  0 0% 

Somehow 10 28% 

Never 24 67% 

Nil 2 5% 

Total 36 100% 
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Total number of comments from respondents. Total Total 

(%) 

Yes 3 5% 

Some how 31 51% 

Never 25 41% 

No comment 2 3% 

Total 61 100% 

Source: Research findings, 2013 
 

4.3.14 Interpretations and Discussions 
 

The above table represents the number of sixty one 61 respondents from the different 

SMEs and other stake holders from different Government and Non-Government 

institutions. The table indicates that; 67% among thirty six 36 interviewed respondents 

commented that access of financial capital from government institutions have never 

improved the performance of SMEs, and only 28% commented that the access has 

somehow improved the performance of SMEs. This has shown the slight difference on 

the other stake holders’ side; about eighty four percent (84%) among twenty five(25) 

respondents have agreed that the access of finance from Government institutions have 

for somehow improved the SMEs performance.  

Respondent

s comments 

No. Respondents  

from public funds 

 Institutions 

No. of respondents  

from non-financial  

NGOs involved  

in SMEs’support 

No. of Respondents  

from the Government 

 officers involved in 

 SMEs support activities. 

Total Total 

 (%) 

Yes 2 0 1 3 12% 

Some how 12 5 4 21 84% 

Never 1 0 0 1 4% 

No 

comment 

0 0 0 0 0% 

Total 15 5 5 25 100% 
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The political interest, Nepotisms, Lack of seriousness and knowledge were mainly 

believed to be the obstacles of SMEs performance despite of accessibility of financial 

capital to SMEs from different Government Institutions. The detail of this has been 

discussed below. 

4.4 Factors hindering the MSMEs performance despite the Financial Accessibility 

in  Zanzibar 
 

On the previous discussions the researcher has investigated about the overall available 

sources of funds in Zanzibar. Secondly, the researcher has mentioned the different 

comments that have been obtained from the different stake holders concerned with 

whether the availability of financial capital has lead to SMEs’ performance. The figure 

below indicates the different comments provided by different SMEs at urban area. 

Figure 4.1 Factors that hindering the MSMEs performance despite of Financial 

accessibility in Zanzibar  
 

 

Source; Research  findings,2013 
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4.4.1 Interpretation and Discussion 

The above pie chart represents the 34 respondents who have been given the chance to 

choose one mentioned factor which hindering most, the SMEs performance, each 

respondent has given the chance to pick one factor which he /she think may hindering 

the SMEs’ performance in Zanzibar. 30 of 34 respondents were complained about the 

higher interest rate,31of 34 complained about  the collateral requirements,1oof 34 

respondents were complained on complication s on borrowing requirements, 9 of 34 

hesitated to borrow money because of  availability of short period required to repay the 

loan. Furthermore respondents were given the chance of mentioned other factors which 

did not be mentioned on the questionnaires, All respondents complained on other 

different reasons which hindering the access of finance. 

To verify the above information the researcher decided to investigate each of the above 

complained factors for further information from different financial institution available 

in Urban district in Zanzibar. Hence the following information has been obtained. 

4.4.2 Higher Interest Rate 

Average Interest Rate Levied to the SMEs in Zanzibar: 

Table no.4.9 Average Interest Rate Levied to The fund Borrower 

BANK/INSTITUTION TYPE OF  LOAN FOR SMEs INTEREST RATE  

(%)p. a 

NBC Commercial Loan 20 

CRDB Commercial Loan 20 

PBZ Commercial loan 20 

MINISTRY OF WORK ,EMPL,(PBZ) AK&JK FUND 10 

‘’ MFUKO WA UWEZESHAJI 12 

SACCOSS(AK&JK)  12-15  =13.5 

PRIDE SMEs LOAN 20 

FANIKIWA (SMEs) GROUP LOAN 30 

        “ (SEMs) INDIVIDUAL LOAN 24 

KIKWAJUNI SACCOSS SMEs) GROUPS 20 

AVERAGE  = 20 

Source ; Research findings,2013 
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4.4.3 Interpretation and Discussion 
 

The above table represents three (3) Banks,two(2) Government financial institutions, 

two(2) NGOs and two(2) SACCOSS groups which provide the different  credit schemes 

to MSMEs. The study showed that most of the microfinance institutions in provide high 

lending rate, most bank provide the lending rates at minimum 20% and above. On the 

side of NGOs provide from20% to30% as lending rate. Only Government funds 

particularly AK&JK and few SACCOSS groups which borrowed from AK&JK fund 

provide the lending rate of minimum10% to 15% which make the total average of 20%. 

On the study, many respondents picked the Higher interest rate as first constrain which 

hesitate MSMEs particularly those who operate the high risk businesses, the figure no. 

4.1 indicates that 33 among 35 respondents failure to achieve because of higher interest 

rate, Some respondents consider them as the way which enable the loan providers as to 

live on the cost of others in segregated way which most of them are poor. 

4.4.4 Collateral 
 

Some respondents complained about the requirement of collateral security to so as to 

qualify the loan accessibility .The researcher investigation which involved in 

interviewing the concerned officers from the different micro finance institutions has 

revealed the following: 

Table no.4.10 average collateral rate required to acquire the loan from different 

institutions 
 

NAME OFINSTITUTION  COLLATERAL INPERCENTAGE (%) 

PBZ 120% 

NBC 300% 

AK &JK 0% 

CRDB 150% 

AVERAGE 142.5% 

 Source; Research findings, 2013 
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4.4.5 Interpretation and discussion 
 

The above data indicate the different percentage rates that were obtained from different 

financial institutions. The security constrained was complained that they are not for the 

benefit of the debtors; most of the acceptable assets as collateral from different 

institutions are houses and premises which create fear to SMEs to loose their living and 

business places. Also some security rate is higher than the actual debt which deprive 

most beginners the chance of acquiring loans. 

4.4.6 Complications on Borrowing Requirements 
 

Respondent were also complained about complication of loan requirements as one 

among the constraints factor. In further finding the researcher had to investigate the 

overall loan requirements from different institution and the following were found: 

Requirements for Overdraft/ Term Loan Facility (PBZ): 

For the purpose of evaluating the application PBZ Bank requests to the loan, applicant 

should submit the following information: 

i. Director’s Reports. 

ii. Audited Financial Statement for the year 2010,2011 and 2012 prepared as per 

International Financial Report Standard(IFRS) and IAS i.e Income statement, 

Balance Sheet and Cash Flows Statement. 

iii. Cash Flows Projection for facility requested (should cover the period of the loan 

and should presented on monthly basis).  

iv. Management Accounts for year 2012. 

v. Certified copy of business License for year 2012. 

vi. Copy of certificate of Incorporation certified by the Registrar of Companies 

Zanzibar. 

vii. Copy of Memorandum of Articles of Association certified by the Registrar of 

Companies, Zanzibar.  
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viii. Board of Resolution signed by Directors and being registered by the Registrar of 

companies, Zanzibar. 

ix. Business Plan for the requested facility. 

x. Certified copy of Business Registration for Tax payer Identification Number 

(TIN). 

xi. Copy of tax returns from TRA and ZRB for the past two years including hotel 

levies. 

xii. Copy of Tax Clearance Certificate. 

xiii. Valuation report of the proposed security 

xiv. Copy of Title Deed(for the proposed security) 

xv. Company profiles. 

xvi. Director’s CV and IDs.   

Loan Requirements for SMEs from Islamic Division(PBZ):. 

 Should be the IB customer 

 Should have Business license 

 Should have the TIN number 

 Financial Statement for at least last two years. 

 Cash Flows Projection for facility requested (should cover the period of the loan 

and should be presented on monthly basis).  

 Valuation report of the proposed security 

 Any other required information 

Loan Requirements for SMEs CRDB Bank: 

i. Loan application letter stating the amount, purpose, duration, proposed security 

and source of repayment. 

ii. Certificate of registration 

iii. Extract from Register 

iv. TIN certificate 

v. Tax Clearance Certificate 

vi. Business License 



 

52 

 

vii. CVs of the key person 

viii. Audited Financial Statement for the past three years of Business 

ix. Management Account for the last three quarter 

x. Business Plan 

xi. Cash flow projection for the next twelve months 

xii. Copy of Title deed accompanied by valuation report by banks approved valuer. 

xiii. Letter of consent from the guarantor.(If the collateral is offered by close relative 

xiv. Land Rent Receipts (for a leased land). 

4.4.7 Discussion 
 

The above information indicate that the complication of loan requirements as shown at 

figure no. 4.1 is one among the factors which deprive especial micro and small 

enterprises to qualify on acquiring loan from many financial institutions in Zanzibar, 

many funds failure to meet the objective because of this constrain therefore it very 

important for institutions to release certain formalities so as to enable more MSMEs to 

acquire the loan.  

4.4.8 Short Grace Period 
 

Some respondents complained about the shortage of grace period has become one 

among the major constrain many larger enterprises and even public institutions are 

given enough time for being benefited with their loan through investing on their 

business and be able to make enough  preparations for repayment but for MSMEs. 

Many credit institutions provide less than three months to return the debt.   
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4.4.9 Other Factors 
 

At the figure no.4.1 the researcher has provided the chance to the respondent to identify 

other factors which did not be mentioned on the questionnaires. All respondents were 

given the chance to mention as more factors which they think may hindering their 

performance despite of the availability of funds, those factors where mainly found to be 

indirect concerned, the figure below re presents the information that has been found: 

 

Figure no.4.2 some other factor hindering the SMEs performance 
 

 

                 Source: Research findings, 2013 

4.4.10 Interpretations and Discussion 
 

The above pie chart represents thirty four ( 34)  respondents, Eleven(11)  respondents 

complained about limitation  of technical knowledge to run businesses has deprived 

them the chance to reach at performance level.   



 

54 

 

Other eight (8) respondents complained about nepotism among the loan officers from 

Government Credit Funds to SMEs. Other five(5) respondents complained about a 

complacent behaviors among SMEs has become the obstacle to perform their  business, 

and  five (5)  respondents complained on Political factors especially on the Government 

credit and aid funds like AK&JK fund and ZAKA aid fund. The last five (5) 

respondents complained about the higher tax rate and variety of taxes to the same 

person. 

 

4.4.11 Lack of Knowledge 
 

According to the above data many respondents complained about the limited knowledge 

to run their business has become the major reason which hindering their performance, 

respondents had further insisted that some time availability of capital will be useless if 

the given person have no knowledge to manage them. 

i) Nepotism among the Loan and Aid Provider: 

Some SMEs complained about nepotism among the loan and aid provider 

institutions particularly  from government institutions has become another major 

constraint, some well experienced and qualified entrepreneurs never get the 

chance to perform their business only because of unavailability of fund which 

caused by selfish officers. 

ii) Complacent Behaviors:   

Not only that but also other respondents denied that some obstacles are created 

by the SMEs themselves and complacent behaviors was one among many of 

them. The targeted people on these blames were to those who receive free or 

less interest and collateral free loans particularly from government institutions.  

iii) Political factor: 

The political factors were also mentioned by some respondents who blame the 

different politicians, particularly members of Parliament and member of House 
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of Representatives that they wrongly publicize that the loan funds are come from 

public money and they are non-refundable, the evidence of this has been shown 

of the table no. 4.5 where the AK&JK fund has provided a lot of money to 

support SMEs, but only few were retuned. 

iv) Taxation policies and other charges:  

Tax policies and charges were also mentioned to be the obstacle of the SMEs’ 

performance despite o the access of funds. Many SMEs complained about the 

regional, districts and municipal authorities on the common behavior of 

establishing more and more taxes and charges from day to day as the source of 

obtain more money without considering the survival of those who pay certain 

taxes and charges.  

4.5 Expert opinions 
 

On the hand the researcher also was interested on findings further expert opinions from 

different working and experienced officers from both Private and Public Institutions 

who were concerned whether in loan provision s or SMEs development programmes, 

twenty (20) respondent officers were involved; five( 5) from public funds, five (5) 

senior officers from five private institutions and five (5) senior officers  from NGOs that 

provide technical support to SMEs  and other five(5) respondents from senor officers 

and directors from deferent Government department s and institutions that are directly 

involved in SMEs issues. 

After long discussion the following information were obtained: 

i) Lack of knowledge: 

Some officers complained about the current education policy  operated through 

NACTE has been adopted by colonial system which meant to prepare the 

secondary leavers to work in government institutions, this policy was also 

appropriate to the past social policy.  
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But at this time the Tanzania has already adopted the capitalism policy that 

allowed the people to establish their own businesses. The entrepreneurship 

training are to provided to few people who got the qualifications of joining the 

colleges and universities,  those who are expected to be employed after 

graduating ,and left large number  people who are unable to join the universities, 

And still government insist them to employ themselves. 

ii) Complacent Behaviors:   

Some officers especial from AK&JK concurred with other SMEs that some 

complacent behaviors was one among basic performance constrains. The 

targeted people on these blames were to those who receive free or less interest 

and collateral free loans particularly from government institutions.  

iii) Political factor: 

The politicians blamed for limiting the performance by wrongly publicize that 

the loan funds are come from public money and they are non-refundable, the 

evidence of this has been shown of the table no. 4.5 where the AK&JK fund has 

provided a lot of money to support SMEs, but only few were retuned. 

iv) Misuse of funds  

Some respondents complained about the misuse of loan and aid funds some 

people denied that they are intend to establish their businesses and employ 

themselves, hence after receiving the loan or aid for financing their businesses 

they use the money for their personal domestic use, eg. marrying another wives, 

alcoholic, repair their houses etc. These cases have happened particularly on 

AK&JK fund and other aids funds. For example, someone persuaded his wife to 

apply for the loan, but soon after receiving, the husband left his wife with 

money.  
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CHAPTER FIVE 

SUMMARY, CONCLUSION, RECOMMENDATIONS AND LIMITATIONS 

5.0 Introduction 

In this chapter the researcher has summarized the overall discussions as mentioned at 

chapter four, conclusion on the discussed findings and recommendations which based 

on observations and analysis as stipulated in chapter four. On other hand the limitations 

and suggestions for further researches have been mentioned at the last discussion.   

5.1Summary Discussion 

According to the above data and analysis, it is undisputable fact that the accessibility of 

financial capital from different financial institutions has never improved the 

performance of many SMEs in Zanzibar. The study shows that in many place 

particularly urban district there are only few known entrepreneurs who were able to 

meet the maximum performance of their businesses. Although there are many external 

sources available to finance their businesses many SMEs do not prefer to apply for 

loans from whether public or private financial institutions believing that the overall 

access of financial capital would not help them to meet at the maximum performance. 

5.2 Conclusions 

The overall findings and discussions as discussed on chapter four have come with the 

evidence that there is the close relationship between the accessibility of financial capital 

from different sources to the SMEs performance, but on the case of Zanzibar in general, 

it has come on conclusion that only few of SMEs are given the chance to acquire   funds 

from other sources rather from their own equity because of certain factor s that 

hindering their chance to access them as discussed at chapter four . Secondly, even 

those who were able to meet the requirements and finally able to acquire the loan from 

public and private institutions only few were able to meet the maximum performance. 
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On relation to the above evidence the researcher has come on conclusion that the access 

of financial capital to SMEs at urban district has considerably led to SMEs 

performance. To overcome certain factors as discussed at chapter four the following 

actions are advised to be taken.  

5.3 Recommendations 

On relation to the overall findings and discussions, the researcher is recommending the 

following actions to be taken by different concerned stake holders: 

 Measures to be taken by SMEs and society in general: 

i) One among the stated obstacle which leads to failure to achieve the maximum 

performance to SMEs was a complacent behavior among the people in 

society. The dependent behavior among people in society has led them to 

establish many micro and small enterprises as a tool to acquire aids without 

working with them this has particularly happened on AK and JK fund and 

other aids funds. Therefore the researcher is advising some small business 

entrepreneurs to work hard for their achievement. 

ii) Corruption and gift behavior among the Member of Parliament and House of 

Representatives has leaded their followers to depend with them even on their 

own duties and responsibilities. This has leaded the politician to poison their 

people that the loan would not be refunded so as to give pleasure to their 

followers and achieve their political will, t his has evidently proved on the 

case of AK&JK fund. On this case the politicians are advised to build the 

hard working behavior to their people.  

 

Actions to be taken by public and private credit institutions: 

i)  Suppressive credit requirements should be removed and the interest rates are 

advised to be lowering so as to benefit borrowers and not for the lenders. 

This has created the feudalist culture that other people are benefited by the 

cost of others. 
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ii) The collaterals requirements should be minimized and possibly removed so as to 

enable more SMEs to acquire loans. 

iii) The financial institutions are advised to hire the technical and operational 

experts especially for provision of technical advises to the borrowers before 

and after acquiring the loan. The experts would visit the SMEs premises 

from time to time until the business improved; this approach was established 

by Haroun Yahya in Bangladesh. 

Measures to be taken by other SMEs support NGOs: 

 It have been realized that the non-financial SMEs support NGOs and projects do not            

collaborate with Financial Institutions. The researcher is advising the training 

institutions to communicate with financial institutions on providing the loan to the best 

graduated students. This will enable those who want and able to run business to 

benefited to both financial and technical support. 

Actions to be taken by Government Institutions: 

Some officers from private institutions had blamed the Government Institutions that 

they do not work near them, But even in the Government it self there are three 

ministries which each one do the same thing separately and non of them coordinate 

others. Therefore the researcher is advising the government to select one department 

under one Ministry to coordinate others, or even to be only one responsible for SMEs 

support programmes.  

5.4Policy Implications 

i) Many stake holders have mentioned the high interest rate charged to SMEs. The 

government is advised to establish one credit policy to SMEs, this will 

manage all stake holders to apply the same rate and avoiding the opportunity 

of other people to live on the costs of other by means of the credit 

provisions. 
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ii) For the purpose of improving the performance of SMEs, Tanzania is advised to 

up to date it Education policy, NACTE is advised to modify the education 

curriculum which will enable secondary livers to have the entrepreneurship 

literate. The current education policy has been adopted by colonial system 

which meant to prepare the secondary lever to work in government 

institutions, this policy was also appropriate to the past social policy. But at 

this time the Tanzania has already adopted the capitalism policy that allowed 

the people to establish their own businesses. The entrepreneurship training 

are to provided to few people who got the qualifications of joining the 

colleges and universities,  those who are expected to be employed after 

graduating ,and left large number  people who are unable to join the 

universities, And still government insist them to employ them selves. Do 

you think how they will achieve without knowledge? For that case the 

researcher is advising the government to establish the entrepreneurship skills 

in the primary and secondary level. 

iii) The tax policies should be also modified so as to enable the micro and very 

small enterprises to survive and grow. Many SMEs collapse at introduction 

level because of several taxes and charges to the same person. The 

government is advised to set the tax rate s on the favor of poor entrepreneurs 

rather than Larger and rich entrepreneurs. At this moment the government is 

providing tax free period and exemptions to the larger enterprises and 

suppresses the small ones. 
 

5.5 Limitations and Suggestions for further researches 
 

The study was based only on discovering the performance of SMEs on relation to financial 

capital accessibility from credit and aids institutions, the source like; gifts from friends and 

relatives were hardly been discussed because of limitation of time and inconvenience.  
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Furthermore the researcher did not include the equipment and tools support from 

government and private institutions. 

Also the researcher selected few sample of respondents for time and financial constrains. 

One the SMEs side only few small scale production industries were involved and left 

others who are involved on supplying businesses. There fore the research institutions are 

advised to make further census ‘researches. 

At last, the researcher is advising other students to measure the accessibility of 

entrepreneurial training services to SMEs on relation to their performance. 
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APPENDISES 

APPENDIX I 

QUESTIONNAIRE FOR SMEs 

Name………………………………………………………………………………. 

Occupation…………………………………………………………………………. 

Form of the venture: tick; Sole (   ) Partnership (   ) cooperative (   ) corporation (  ) 

Experience in the business (              ) years. 

Q.1 What was the source of your start-up capital? 

Equity (     )00 

Loan from the bank (          )01 

Other financial institutions (                )02 

Other sources (                              )03 

If the source of the business capital was the loan, what is the period required securing 

the loan? 

One month…………………………..six months   (         )010 

Seven months ………………………..one year (                )011 

More than one year ………………………two years (         )012 

More than two years t………………………five years (      )013 

Six years and above…………………………………… (      )014 

Q.2 Was there any collateral required to acquire that loan (      )  

Q.3 Any interest rate for each  ………………… ……………….. …………….. 

…………………..    …………………………..    …………………………… 
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Q.4 On your opinions what do you think are factors hinder the access of capital of 

SMEs? 

(020)collateral        (021)High interest rate          (022)Short period of repayment 

(023) Any other reasons (explain)………..…………………….…………………………  

……………………………………………………………………………………………

…………………………………………………………………………………………… 

 

Q.5 Do you think the access of capital   enhances the performance of the SMEs? 

Yes (     )  Some how(   )   Never (   ) 

Q.6 If the answer is (yes) explain how 

…………………………………………………………………………………………… 

……………………………………………………………………………………………

…………………………………………………………………………………………… 

 

If the answer is (some how) please explain how………………………………………… 

……………………………………………………………………………………………

……………………………………………………………………………………………. 

 

If the answer is (never) what do you think are the factors which hinder the availability 

of fund to SMEs? 

……………………………………………………………………………………………

……………………………………………………………………………………………

…………………………………………………………………………………………… 

 

Q.7 In your opinion what do you think should be done to improve the performance of 

Zanzibar SMEs. 

……………………………………………………………………………………………

……………………………………………………………………………………………

…………………………………………………………………………………………… 
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APPENDIX II 

List of things to be observed and interviewing the Loan beneficiaries SMES 

Name………………………………………………………………………………. 

Occupation…………………………………………………………………………. 

Nature of the institution 

(030) NGO (        )      (031) SACCOSS  (        ) (034) INTERNATIONAL  (            ) 

   (035)ANY OTHER (         ) 

Nature of goods produced:  [ ] 

                                              [ ] 

Type of fund received: 

Loan [        ]                              Credit   [       ]                                        Aids fund    [      ]    

Source of Loan: 

 

 Government [       ]  Loan from bank[          ]     International aids[         ] 

Lists of the performance indicators the business has achieved: 

1……………………………………………………………………………… 

2………………………………………………………………………………. 

3……………………………………………………………………………… 

4……………………………………………………………………………… 

5……………………………………………………………………………... 



 

68 

 

APPENDIX III 

QUESTIONAIRES FOR SMEs LOAN OFFICERS FROM PRIVATE 

FINANCIAL INSTITUTIONS 

Name  (………………….………………………………………………………………. 

Position  (…………………………………………………………………………………. 

Name of the institution   (……………………………………………………………) 

Type; Bank(    ), NGO  (   ), SACCOSS (      ) Company(                  )Other  (         ) 

Q.4 For how long have you required the loan to be paid?  

 tick 

One month          [         ]     .                  Six months                  [      ] 

Seven months      [         ]                        One year                    [       ] 

 More than one year   [        ]                    Two years                [       ] 

(059) More than two years   [        ]          Five years                 [     ] 

(061) Six years and above [     ] 

Q.5 Any interest rate per each [……]%s/year,   [        ]%/year   

                                                  [         ]%/month,  [       ]%month           

 

Q.6 Is there any collateral required to acquire that loan? Yes [        ]  No [      ] 

If yes what is the percentage value [      ]% 

Q.7 If yes please explain what kind of collateral are allowed?   ………………….. 

………………………………………………………………………………… 

 

On your opinion what do you think are factors that hinder the accessibility of capital of 

SMEs? 

 (i)……………………………………..(ii)…………………………………………… 

(iii)…………………………………… (iv)...………………………………………. 

(v)…………………….……………… (vi)………………………………………… 
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Do you think the access of capital   enhances the performance of the SMEs? 

Yes [      ]     No [       ] 

If yes Please explain how 

………………………………………………………………… 

……………………………………………………………………………………………

……………………………………………………………………………………………

…………………………………………………………………………………………… 

 

If no what do you think are the factors which hinder the performance of SMEs? 

………………………………………………………………………………………. 

………………………………………………………………………………………. 
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APPENDIX IV 

QUESTIONNAIRES FOR LOAN OFFICERS FROM GOVERNMENT FUNDS 

Name…………………………………………………………………………………. 

Position ..…………………………………………………………………………….. 

Institution …………………………………………………………………………… 

Q.1 Nature of services do you provide  

a)  Loan [              ]             b) Credit [        ]                 c) Aids fund     [        ]    

 Q.2 What is the source your institution’s fund? 

a) Government [         ]          b)  International aids [         ] 

 

Q.3If nature of service is loan/credit have provide any grace period before the loan to be 

paid? 

    Yes    [      ]      No   [       ] 

If yes indicate below: 

One month      to       six months          [     ] 

Seven months              to     one year   [     ] 

More than one year     to   two years    [     ]       

More than two years   to      five years [     ] 

Six years and above                              [     ]  

 

Q.4Is there any interest rate for each?  

From……………(shs)       to……………….(shs) [……]%  per [ ……]months.  

 

 From……………(shs)       to……………….(shs) [……]%  per [ ……]months 

 

From……………(shs)       to……………….(shs) [……]%  per [ ……]months 

From……………(shs)       to……………….(shs) [……]%  per [ ……]months 
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Q.5 Is there any collateral required to acquire that loan? Yes  (      )  No  (      ) 

Q.6 If yes please list down what kind of collateral are allowed?   ………………….. 

……………………………………………………………………………………….. 

             Please mentioned its percentage value [       ]% 

Q.7 On your opinions what do you think are factors hindering the access of capital to 

SMEs? (i)…………………………………(ii)  ………………………………… 

(iii)…………………………………… (iv)...………………………………………. 

(v)…………………….……………… (vi)………………………………………… 

 

Q.8 Do you think the access of capital   enhances the performance of the SMEs? 

Yes (     )    No (   ) 

If yes /No please explain how   

……………………………………………………………………………………………

…………………………………………………………………………………………….

.............................................................................................................................................

............................................................................................................................................. 

 

If no what do you think are the factors which hinder the performance of SMEs? 

……………………………………………………………………………………………

……………………………………………………………………………………………

……………………………………………………………………………………………

……………………………………………………………………………………………

…………………………………………………………………………………………… 
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APPENDIX V 

 LIST QUESTIONS FOR INTERVIEWING OFFICERS FROM DIFFERENT 

SMEs DEVELOPMENT INSTITUTIONS 

Name………………………………………………………………………………. 

Position ..…………………………………………………………………………. 

Institution …………………………………………………………………………… 

 

Q.1 On your opinions what do you think are factors hinder the access of capital of 

SMEs? (i)…………………………………      (ii)  ……………………………………… 

(iii)…………………………………… (iv)...………………………………………. 

(v)…………………….……………… (vi)………………………………………… 

 

Q.2  Do you think the access of capital   enhances the performance of the SMEs? 

Yes (     )    No (   ) 

 

Q.3 If yes please explain how  …………………………………………………………… 

……………………………………………………………………………………………

…………………………………………………………………………………………….

.............................................................................................................................................

............................................................................................................................................. 

 

Q.4 If no what do you think are the factors which hinder the performance of SMEs? 

………………………………………………………………………………………. 

……………………………………………………………………………………………

……………………………………………………………………………………………

……………………………………………………………………………………………. 
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Q5 On your opinion what do you think should be done to improve the access of 

financial capital to Zanzibar SMEs. 

……………………………………………………………………………………………

……………………………………………………………………………………………

……………………………………………………………………………………………

…………………………………………………………………………………………… 

 

Q.6 what thighs should be done to improve the SMEs’ performance in Zanzibar? 

……………………………………………………………………………………………

……………………………………………………………………………………………

…………………………………………………………………………….........................

. 


