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ABSTRACT

Small and Medium Enterprises (SMEs) is a critical sector that contributes to both
individual and national development. However, financial constraint or limited access
to finance is the major challenge hampering the development of SMEs. For instance
in Tanzania, many SMEs depend on their personal financial resources, loans from
family members and retained earnings to start and expand their business activities. In
other words, formal sources of finance are not easily attainable by SMEs. This is the
rationale of conducting this study focused on assessing the role of financial
institutions to the growth of SMEs.

Therefore, the main objective of this study was to assess the role of financial
institutions to the growth of SMEs in Dar es Salaam Region. Specifically, this study
examined the impact of loans to the performance of SMEs, determined the barriers
faced by SMEs in accessing credit from financial institutions, determined the
challenges faced by financial institutions in lending SMEs and assessed the strategies
on place to ensure credit availability among SMEs. Data was collected from 100
respondents (90 owners of SMEs and 10 bank staffs), who were selected using
judgmental/purposive sampling technique. Data were collected using questionnaires,
interview and documentary review methods. Statistical Package for Social Sciences
(SPSS) was deployed for analysis of quantitative data and content analysis was used
to analyze qualitative data.

The findings of this study revealed that loans help SME:s to raise capital, build assets,
create jobs and improve the living standards of the SMEs owners. On the side of
barriers hampering accessibility of credit among owners of SMEs, this study
revealed that; small cash flow, poor accounting practices and management, lack of
marketable collaterals, inadequate credit history, and high transaction costs are the
factors hindering credit accessibility among SMEs owners. Further, this study
revealed that high default rate, lack of collateral among owners of SMEs, seasonality
and lack of credit information among SMEs are the proved challenges facing
financial institutions in lending owners of SMEs. In order to have assurance of credit
accessibility among SMEs owners; prices such as interest rates and service fees
should be reduced; provision of group loans should be emphasized, banks should
concentrate on the provision of training, assistance, follow up and supervision to
SMEs and if possible, banks should be subsidized by the government for helping
owners of SMEs access affordable loans.

Vi
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CHAPTER ONE

INTRODUCTION
1.0 Chapter overview
This chapter covers several areas including background to the study, statement of the
problem, research objectives and questions, significance of the study and scope of
the study. In fact, this chapter provides the general overview of this study on the
issues concerning financing of small and medium sized enterprises and its related

challenges.

1.1 Background to the study

Small and medium-sized enterprises (SMEs) are the backbone of all economies and
are a key source of economic growth, dynamism and flexibility in developed and
developing countries like Tanzania (Nichter & Goldmark, 2009). SMEs are very
important and highly contribute to the employment creation. For instance, SMEs
contribute to the creation of two thirds of all jobs and they are the majority creators
of new jobs worldwide. In developing countries, SMEs contribute to 90% of all non-
agricultural firms, increase employment level and contribute highly to local and
foreign revenue (OECD report 2004). SMEs have been considered as an engine of
socio-economic development in Africa as they contribute to 70 % of Ghana's GDP
and 92% of its businesses. Further, they make up 91% of formalized businesses in

South Africa and 70% of the manufacturing sector in Nigeria (Frimpong 2013).

In Tanzania, Small and Medium Enterprises (SMEs) sector is one of the critical
contributor to the country’s long-term development as highlighted in the Tanzania
Development Vision (TDV) 2025.There is limited recent data on SME sector in
Tanzania, however, different information sources, including several surveys
conducted over the past decade and in the early 2010s demonstrated that large
proportion of businesses is considered informal; the estimated size of the informal
economy as a percentage of GDP has decreased over time: from 62.5% in 1991 to
43.6% in 2005 and 39.7% in 2010. Further, the estimated size of the informal sector
as a percentage of GDP excluding agriculture is lower and moved from 43.1% in
1991 to 30.1% in 2005 and 27.4% in 2010 (showing a gradual trend from informal to
formal) (UNIDO, 2013).According to Tanzania Chamber of Commerce, Industry and
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Agriculture (TCCIA), ninety five percent (95%) of businesses in Tanzania are Small
and Medium Enterprises, consisting of about 3 million enterprises. Most of them are

in the agricultural sector, and more than half are owned by women (Sitorus, 2017).

The size classification of SMEs differs across the countries depending on the level of
economy and its endowments (Lukacs, 2005). The base of classification commonly
varies with regards to the number of employees, capital investment,turnover,
production capacity andtotal amount of assets(Ayyagari, Demirgiic-Kunt, & Beck,
2003). In the context of Tanzania, the classification of SMEs relies on the number of
employees and capital investment. Hence, the SMEs in Tanzania fall under four
categories; Micro enterprises (1-4 employees and up to 5 million capital investment);
Small enterprise (5-49 employees and above 5 million to 200 million capital
investment); Medium enterprises (50-99 employees and above 200 million to 800
million capital investment); and Large enterprises (100+ employees and above 800

million capital investment) (URT, 2003).

Development of SMEs is vital as an effort to make Tanzania become a middle
economy country, taking consideration that the country’s economy grew by an
average of 6.5% per year in the past decade(Sitorus, 2017). Further, SMEs play a
remarkable role to the country’s economies and they are considered as the driving
force to the economic development in many developing countries. Firstly; SMEs act
as important elements in providing income to the local communities (Chen et al
2004). Since they mostly use labor intensive technologies, SMEs not only reduce the
problem of unemployment but also alleviate poverty because the people involved in
SMEs generate income, which in turn it improve their living standards (Singh et al,
2010). Secondly; SMEs provide training for beginning entrepreneurs (URT, 2002).
They act as a nursery or training ground for the larger firms of the future. SMEs
encourage and teach people to mobilize the few resources they own for their
livelihood(Authority, 2011). Thirdly; SMEs contribute to innovation which is very
important for economic growth. By adopting innovative practices generated
elsewhere or exploiting technological and commercial opportunities neglected by

larger businesses, SMEs use such practices in creating new customized products and



discovering niche markets(Baumol, 2002). Fourthly; SMEs help to diversify a

country’s economy and enable it to compete effectively in the global market.

Several initiatives have been done by the government of Tanzania to improve SMEs
including the establishment of Small and Medium Enterprises Development Policy
(2002) and Tanzania Development Vision (2025). Since that failure to access loans
has been ranked as the major constraint to the development of SMEs, some economic
changes were initiated including the establishment of the Government Economic
Structural Adjustment Program. This policy aimed to withdraw the direct
involvement of the government in the economy. This contributed to the growth of
private sector, which in turn the private owned financial institutions contribute to the

provision of micro loans to micro entrepreneurs (Kessy, 2011).

Financial institutions including commercial banks and micro-finance institutions
(MFIs) are enormous potential in enhancing credit availability among SMEs.
However, the circumstances that SMEs operate in along with the small business size
make it risky in terms of lending. For instance those who depend of agriculture have
their common setbacks including seasonality, further most traders have no
marketable collaterals like mortgage properties to pledge. This increases default risk,
which in turn the banking institutions opt to charge high interest rates which scares

away traders from borrowing funds(Madole, 2013).

1.2 Statement of the problem

In response to the government’s effort to make Tanzania become a middle economy
country, variety of studies have been conducted focused on understanding the
challenges of SMEs within the country as well as outside the borders. Empirical
evidence concerning the challenges of SMEs in various countries especially
developing countries suggested that financial constraint or limited access to finance
is the major challenge hampering the development of SMEs (Quartey, Turkson,
Abor, & Iddrisu, 2017). In Tanzania, many SMEs depend on their personal financial
resources, loans from family members and retained earnings to start and expand their
business activities (Sleuwaegen and Goedhuys, 2002). In other words, formal sources

of finance are not easily attainable by SMEs. This is because mostcreditors believe



SMEs are high-risk borrowers because not only do most SMEs lack adequate assets
that could act as collateral, but also they lack sufficient credit information due to
poor record keeping. Further, they use poor business tactics that subject them to
fluctuations in the market and jeopardizes their survival (MIT,2003). As a result,
SMEs fail to raise their capital and acquire the latest technologies necessary for
expanding their businessactivities (Osotirehin, et al, 2012).In addition to that,
financial institutions in Tanzania are unevenly distributed. In other words, most
financial institutions are concentrated in urban areas, hence failing to reach the vast

majority of SMEs located in rural areas.

Various efforts have been done by the Tanzanian government to address this problem
of poor financing. For instance liberalization of banks and other financial institutions
in the 1990s that in turn led to the introduction of new local and foreign banks
(Kessy, 2011). Through these initiatives, the government succeeded to slightly
improve the quality and quantity of financial services offered to SMEs. However,
there is no doubt that the problem is not over yet because despite the introduction of
new banks, it seems that SMEs still lack sufficient access to credit. This is because
empirical evidence suggest that financial institutions scares away the owners of small
and medium sized enterprises due to high interest rates. Further, financial institutions
request for marketable collaterals like mortgaged properties for loan security, which

most of owners of SMEs do not have (Madole, 2013).

Despite the fact that, limited access to finance has been established as the major
hindrance to SMEs performance in Tanzania, it appears that there is limited evidence
that confirms the contribution of financial institutions in SMEs growth and
development in the country. Hence, empirical evidence is needed to establish the real
role of financial institutions to the growth of SMEs. Further, in order to have tangible
solutions to this problem, this study is looking forward to tackle this problem
differently by considering the setbacks experienced by both SMEs and financial
institutions in loan agreements as well as assessing the strategies on place to ensure
credit availability among SMEs. Dar es Salaam region is the suitable area for this
study because the financial institutions as well as SMEs are highly available and well

distributed across the region compared to other regions in Tanzania.
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1.3 Research Objectives
1.3.1 Main research objective
The broad research objective is to assess the role of financial institutions to the

growth of SMEs in Dar es Salaam region

1.3.2 Specific research objectives
In order to achieve the general objective, the research set out to achieve the following

specific objectives:

i.  To examine the impact of loans to the performance of SMEs.

ii. To determine the barriers faced by SMEs in accessing credit from financial
institutions.

iii. To determine the challenges faced by financial institutions in lending SMEs.

iv. To assess the strategies on place to ensure credit availability among SMEs.

1.4 Research questions
1.4.1 Main research questions
What is the role of financial institutions to the growth of SMEs in Dar es Salaam

region?

1.4.2 Specific research questions
i.  What is the impact of loans to the performance of SMEs?
ii. What are the barriers faced by SMEs in accessing credit from financial
institutions?
iii. What are the challenges facing by financial institutions in lending SMEs?

iv. What are the strategies on place to ensure credit availability among SMEs?

1.5 Significances of the study

This study intended to provide an insight of the role played by financial institutions
on growth and development of SMEs in Tanzania. The study provided useful
information to SMEs owners on factors hindering their business’ ability to access
finance and provide remedies to improve the situation. Through this, the study
broadens the knowledge on appropriate strategies to aid financial institutions in
financing SMEs so as to improve their financial service and ensure the growth of

SMEs. Furthermore, the study provided information that can assist policy makers on
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the best ways to improve SMEs policies so as to maximize their performance and
increase their contribution to the national development. The study provided viable
options which were required to address the challenges faced by SMEs in Tanzania.
Lastly, this study also played a role of partial fulfillment for the award of the degree
of Masters of Business Administration in Corporate Management (MBA — CM) of

Mzumbe University.

1.6 Scope of the Study

This study focused only on banks, SMEs and other financial institutions like
SACCOS, both beneficiaries and non-beneficiaries loans found in SME sector who
are involved in various economic activities. In particular, this study based in Dar es
Salaam as the region has many financial institutions and SMEs compared to other
regions within the country. The variables that were considered in this study includes
the impact of loans to the performance of SMEs, barriers faced by SMEs in accessing
loans from financial institutions, challenges faced by financial institutions in
accessing loans and the strategies on place to ensure credit availability and

development of SMEs in Tanzania.

1.7 Limitations of the study

This study faced several limitations including delays of data collection due to the
interference with working hours. However, this was addressed by re-scheduling of
the time of data collection as the researcher was allowed to collect data at the time of
morning meeting before bank staffs start service provision. Also, the researcher
experienced limited cooperation from owners of SMEs as they regarded this research
is a time wasting, however the researcher devoted the time to explain the benefits of
this study to them, as it bring about awareness about the impact of loans to the

growth of SME:s.



CHAPTER TWO
LITERATURE REVIEW

2.0 Introduction

This chapter reviews related literature in the area related to SMEs financing and
financial institutions. The literature review has two parts; one part is theoretical
literature review and the second one is empirical literature review. Theoretical
literature review covers the theory and definitions of key concepts, factors hindering
the development of SMEs, theoretical relationship and policies related to SMEs and
financial institutions. The empirical part of literature review provides the discussion
of past studies and identifies the gap. This chapter winds up with the conceptual
framework, which provides the summary of what has been discussed in the whole

chapter.

2.1Theoretical literature review

2.1.1The stages of growth model

Before presenting the definitions of key concepts, it is important to discuss one
theory that impressed the researcher to conduct this study. This theory is known as
“The stages of growth model”. This model is commonly used to illustrate and
conceptualize changes in biology e.g. the growth and development of human life as
well as business e.g. product life cycles. From this perspective, change is imminent
once an organism is conceived, or a company is founded, it grows in a particular
fashion and linear, with development typically in a unitary sequence of stages or
phases, which is cumulative development builds from previous stages (UK Online

annual report, 2002).

In the context of the growth of small and medium sized enterprises, commonly
people start with small businesses characterized by small capital investment, no or
little number of employees as well as few assets. As a firm continues to study the
environment, it continues to grow, however, it may fall due to some challenges
including poor cash flow. Empirical evidence suggests that financial institutions play
a great role to the growth of SMEs as they help firms raise their capital, which in turn
build assets and create more jobs(Madole, 2013). However, several authors have

criticized the value of staged models to study the growth of SMEs. For
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instance,(Storey, 2016)suggests that the majority of firms do not progress in stages
and do not necessarily have a desire or need to move or progress in this way. Instead,
he suggests that progression occurs when the appropriate combination of three
components takes place, namely, the characteristics of the entrepreneurs, the

characteristics of the firm and their strategy or managerial actions.

2.1.2Definition of Key Concepts

(i) Financial Institutions

Financial institutions refer to establishments that conduct financial and monetary
transactionssuch as loans, deposits, investments and currency exchange. Financial
institutions act as intermediary between consumers and the capital or debt market.
They play a vital role in economic development of a country through saving,
mobilization and efficient resource allocation by channelingsurplus funds to the
deficit areas(Bell, 1990). This enables businesses and to access funds that enable

them to start new businesses, expand or acquire new technology.

In Tanzania financial institutions were state-owned until the 1980s. These institutions
comprised of CRDB,National Bank of Commerce andTanzaniaPostal bank).
However, during financial liberalization in the 1990s, most of thesefinancial

institutions wereprivatized and foreign institutions came into play(Aziakpono, 2011).
(ii) Small and Medium Enterprises (SMEs)

While there is no single definition of SMEs, the SMEs Development Policy in
Tanzania refers to them as micro, small and medium enterprises that involve non-
farm activities like manufacturing, commerce and services. These are categorized
into: Micro businesses that employ 1 to 4 people with approximate capital of 5
million, small businesses that employ 5 to 49 people with capital ranging from 5 to
200 million, medium businesses that employ 50 to 99 people with capital ranging
from 200 to 800 million and large businesses that employ above 100 people with
approximate capital of 800 million Tanzanian shillings (SMEs Development Policy,

2003).



Table 2.1 Categories of SMEs in Tanzania

Category Employees Capital Investment (Tshs)
Micro Enterprises 1—4 Up to Smillion

Small Enterprises 5—49 Above Smillion to 200million
Medium Enterprises 50—99 200million to 800million
Large Enterprises More than 100 More than 800million

Source: URT (2003); Small and Medium Development Policy.

(iii) Mortgage

Mortgage is an agreement that allows a borrower to use property as collateral to
secure a loan (Pritchard, 2017)Mainlya loan that is pledged by a house as a security
is referred to as a mortgage. Sometimes a mortgage refers to the house loan; that a
bank can lend a house to the borrower and pays for it in installments. This is
commonly applied in developed countries compared to developing countries; for

instance, in United States of America this is their major principle of purchase.
(iv) Loan

A loan is the act of giving money, property, or other material goods to another party
in exchange for future repayment of the principal amount along with interest or other
finance charges. Mostly a loan is secured by different types of collateral including

mortgage properties(Ajose, 2010).
(v) Collateral

Collateralis a property or other asset that a borrower offers as a way for a lender to
secure the loan.In this context, a matrimonial house (home) can be used as collateral
to secure a loan from the bank. However, the bank or any lender can seize the

collateral to recover his losses in case a borrower stops making loan repayments.



2.1.3 Factors Hindering the Development of SMEs
i. Lack of supporting governmental policies

For SMEs to thrive in any economy, the government should put in place reliable
policies and regulations that encourage SMEs activities (Berenbach 1992). However,
SMEs face unfair policiesin terms taxation for example;since SMEs taxes are set
based onbusiness type and size rather than income, large businesses pay income
taxes on their profit while SMEs are forced to pay tax whether they make profit or
loss. Therefore, lack of reliable policies that support SMEs activities in terms of
taxation, administrative costs and procedures as well as access to assistance from
government agencies may discourage SMEs development(Harvey & Lusch, 1995).

ii. Limited access to finance

According to Sleuwaegen and Goedhuys (2002), one of the major hindrances to
performance of most SMEs in developing countries is insufficient capital. Limited
access to capital is due to the fact that SMEs are considered high risk borrowers due
to their low profitability, poor credit history, Inability to provide the required
collateral,high transaction costs per service and lack of transparency in
operations(Harvie, 2005). This forces many SME ownersto depend ontheirlimited

personal financial sources to start and run their business.

iii. Limited Managerial skills
According to Vasant(1997), entrepreneurs need to possess certainset of skills to
effectively manage a business. These include; marketing, financial management,
research and development, sales, purchasing, inventory control and
production.However, most SMEs managers or owners in Tanzanialacknot
onlytheentrepreneurial skills and managerial knowledge toeffectivelyrun the
businesses, but also necessary skills for product innovation.Shortage of finance limits
the SMEs owners’ ability to hire experienced managers or consultants(Cook &

Nixson, 2000).
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iv. Limited Technology

According to Mbamba (1999), technology poses a great challenge to many small
scale businesses.To keep up with the current world and the ever growing
competition, the use of current technology in production, distribution and marketing
activities is necessary for any business’ survival. Many of small business ownersin
Tanzania are either unfamiliar with new technology or cannot afford it (Moshi,
2011). However, due their small size and limited financial ability, most SMEs lack
new and advanced technology that would enable them to gain competitive advantage

in the market (Karadag, 2016).

2.1.4 Theoretical relationship
Hypothesis 1: Loans have an impact to the performance of SMEs

After passing through past studies such as Quartey et al, (2017) and Madole, (2013),
there is no doubt that the performance of small and medium sized enterprises is
highly affected by financial constraints. This is the reason why it is assumed that
loans have an impact to the performance of SMEs in Tanzania. This study is looking
forward to assess several impacts of loan to the performance of SMEs including job
creation, building assets, raising capital as well as improving the living standard of

people involved in SMEs.

Hypothesis 2: SMEs face several barriers in accessing credit from financial
institutions

Different scholars have provided their empirical knowledge concerning the barriers
faced by SMEs in accessing credit from financial institutions. For instance,Quartey et
al, (2017), revealed that SMEs have their common problems that limit them in
accessing credit from financial institutions. These problems include small cash flow,
poor accounting practices and management as well as inability to provide the
required collateral to obtain loans. Further, Cook and Nixson, (2000) demonstrated
that inadequate credit history and high transaction costs are amongst the factors
hindering SMEs in accessing credit from financial institutions. This is the reason
why the study is looking forward to identify barriers faced by SMEs in accessing

credit from financial institutions.
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Hypothesis 3: Financial institutions face some challenges in lending SMEs

Taking into consideration to the notion of most creditors that SMEs are high risk
borrowers, it is assumed that ‘financial institutions face several challenges in
lending SMEs”. Empirical evidence suggests that SMEs are regarded as high risk
borrowers because they lack adequate assets that could act as collateral and they lack
sufficient credit information due to poor record keeping (MIT, 2003). Due to this
reasons, SMEs become vulnerable to market fluctuations and losses, which in turn
increases the risk of default. However, the response of financial institutions relies on
charging high interest rates and demanding marketable collaterals that most SMEs do
not have. This scares away the SMEs, as a result they prefer informal sources of
credit such as credit from their relatives, friends and so on (Sleuwaegen and

Goedhuys, 2002).

Hypothesis 4: Credit availability and development of SMEs in Tanzania can be

ensured if proper strategies are put in place

Development of SMEs is vital taking into consideration to their role in enhancing
individual as well as national development. Not only that SMEs reduce the problem
of unemployment as they are labor intensive, but also they alleviate poverty because
the people involved in SMEs generate income, which in turn improves their living
standards (Singh et al, 2010). In the context of serving national interests, SMEs
contribute to 27% of GDP and they encourage innovation which is vital for economic
growth of the country (URT, 2002). The government of Tanzania and other
stakeholders took some institutional as well as strategic measures as an effort to
boost development of SMEs in the country. For instance, the government has
undergone some economic changes including the establishment of the Government
Economic Structural Adjustment Program which aimed to withdraw the direct
involvement of the government in the economy. This contributed to the growth of the
private sector, which in turn the private owned financial institutions contribute to the

provision of micro loans to micro entrepreneurs (Kessy, 2011).
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However, empirical evidence shows that Tanzania still has a weak SMEs supportive
environment whereby the programs are poorly coordinated and fail to cover all
sectors of the SMEs sector. Examples of entities or programs that financially support
SMEs activities include; the National Income Generation Program (NIGP),the Small
Industries Development Organization (SIDO), Pride Tanzania, Mennonite Economic
Development Associates (MEDA),the Kilimanjaro Co-operative Bank (KCB), the
Savings and Credit Co-operatives (SACCOs) and the National Micro-finance Bank
(NMB). In terms of industrial support, SIDO, TIRDO, and TBS offer were put in
place whereas in terms of business and vocational training, VETA among other

institutions provide such services to SMEs (Tanzania SME Policy Proposals, 1999).

2.1.5 Policies related to financial institutions and development of SMEs
(i) Small and Medium Enterprise Development Policy-2002
This policy was deployed for the purpose of promoting the creation of new small and
medium sized enterprises and improving the existing ones in terms of performance
and competitiveness so as to increase their participation and contribution to job
creation, income generation and economic growth of Tanzania. The following are the
aims of the policy:-
i.  Reviewing and reconsidering public policies and regulations that discriminate
against or hinder the start-up, survival, formalization and growth of SMEs
ii.  Enhancing the growth of the sector
iii.  Identifying and assigning clear roles of key actors
iv.  Developing strategies that will facilitate provision of financial and
nonfinancial services to SMEs
v.  Developing and institutionalizing public-private partnerships for SME sector

development
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(ii) Sustainable Industrial Development Policy —SIDP (1996 -2020)

This policy was put in place to support SMEs in areas such as; taxation, access to
financial services, licensing and registration. In addition to the these, this policy
encourages businesses in the informal sector to become formalized and identifies
measures to enable women, youth and people with disabilities to take part in

entrepreneurship.
(iii)The National Microfinance Policy, 2000

This policy was put in place with the main aim of establishing an efficient and
effective micro financial system that serves the low-income segment of the society.
This policy used financial institutions as instrumentsfor reduction of poverty
byencouraging the provision of financial services to SMEs, small holder farmers and
households in both rural and urban areas of Tanzania. Examples of financial services
intended were; savings, credit and payment. All these aimed at making the good
banking environment for SMEs. As a result of this policy, many banks and other
financial institutions have introduced various packages of credits and deposits (URT,

2000).

2.2 Empirical Literature Review

Moshi, (2011)conducted a study that aimed at assessing the role of financial
institutions on the success of SMEs in the Tanzania. Data were collected from 10
financial institutions including commercial banks, microfinance institutions and
SACCOs. Also, 95 SMEs were randomly selected from the population of 93430
SMEs located in Dar es Salaam region.Questionnaires were used for data collection,
whereby there were two sets of questionnaire, one for financial institutions and the
second one for SMEs involved in this study. Data analysis method deployed was the
statistical package for social sciences (SPSS). The findings of this study indicated
that the financial support provided by financial institutions to SMEs is minimum, of
which the owners or managers of SMEs highly depend on the financial support
provided by retained earnings or profit and funds from relatives or close friends.

Therefore, this study concluded that self-financing (retained earnings or profit) and
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funds from relatives or friends are the major sources of finance among owners and

managers of SMEs as financial institutions have little financial support to SMEs.

(Ngeresa & Mokaya, n.d.)conducted a study that aimed at examining the factors
influencing access to credit by SMEs operators in Dar es Salaam. The survey method
was used since that this study was explorative in nature; hence data were thought to
meet descriptive and inferential analysis. Data were collected from 300 respondents
who were SMEs owners who are found in Dar es Salaam City. The method used to
collect t data was questionnaire. This study found that high interest rates and lack of
collaterals are the major factors behind inability of SMEs in accessing loans from
financial institutions. Other factors include poor knowledge of business among SMEs

and short-term repayment.

(Mori & Richard, 2012)conducted a study entitled “SMEs Access to Financial
Services: Tanzanian Bankers’ Eye” This study aimed at exploring the reasons of
This paper reports Tanzanian’s bankers for not giving SMEs the amount they request
as loans to finance their businesses. Data were collected using interview (Open ended
interviews), whereby, eight interviewees in six commercial banks that serve SMEs
were interviewed. These interviewees were selected based on experience, of which
the selected ones have been in operation for more than five years. Documentary
review method was also employed to collect secondary data, of which the documents
such as World Bank reports, brochures and websites. The findings of this study
indicated that SMEs are perceived as too risky by banks, poor documentation by
borrowers which make banks unable to assess their creditworthiness, lack or very
limited knowledge on financial management by SMEs,lack of understanding of why
SMEs are doing businesses they do, stagnant businesses, lack of awareness of
different products offered by different banks as well as lack of proper securities to
cover their loans are reasons behind banks are reluctant to provide loans to SMEs.
The results also pointed out that it is still difficult for new SMEs to access finance
from Banks in Tanzania. The existing SMEs are advised to put their houses in order

so that they can be used to access loans from financial institutions.
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Nendakulola, (2015)conducted a study on “the Impact of Microfinance Institutions
on the Growth of Micro and Small Enterprises in Tanzania: Case Study of Mwanza
City” This study aimed at assessing the impact of Microfinance Institution (MFIs) on
the growth of Small and Medium Scale Enterprises (SMEs) inMwanza City. In
particular, this study aimed at examining the detailed profile of SMEs in Mwanza
City,the challenges encountered by SMEs in accessing credit, the contribution of
MFIs to entrepreneurial growth and the rate of credit utilization by SMEs. The
findings of this study indicated that most SMEs are at their Micro stages. This is
because they have an ability to employ less than six people and this sector is largely
dominated by the commerce sub-sector. The findings also indicate that MFIs have
the positive effect on the performance and growth of SMEs. Furthermore, the
findings indicated that greater access to credit, financial and managerial training,
savings enhancement and provision of business are the contributions of MFIs. On the
side of challenges, this study revealed some challenges facing the operations of both
SMEs and MFIs. The major challenge faced by SMEs is uneasy accessibility of
credit including the failure to fulfill collateral security requirements and high interest
rate are regarded as major setback. In addition, the findings revealed that the MFIs
face some challenges relating to credit misappropriation and failure to disclose
critical and relevant information about their businesses. Finally, results of this study
indicated that MFIs have a positive effect on the growth SMEs. Hence, the study
recommended that loans should not be product oriented, instead it should be client
oriented. This shall enhance a sustained and accelerated growth in the operations of
SMEs. Furthermore, proper and extensive monitoring activities should be provided

for clients who are granted loans.

Barus, Singh, & Kaur, (n.d.)conducted a study on the role of financial institutions on
the growth of micro and small enterprises in Assosa Zone, Ethiopia. This study
assessed the role of financial institutions in the growth of Micro and Small
enterprises in Assosa zone. The descriptive study design was employed, of which the
respondents were sampled using stratified random sampling. Therefore, 57
respondents including the workers from financial institutions and Micro and Small

enterprises were selected from the population of 140 people. This study used
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questionnaires and interview tools for collecting data from the field useful for this
study. The findings obtained after analysis through descriptive statistics and
regression analysis indicated that contributes to the growth of Micro and Small

Enterprises, whereby the results had statistical significance.

Owenvbiugie and Igbinedion, (2015) conducted a study that aimed determined the
role of finance on the growth of small and medium scale enterprises in Edo State,
Nigeria. Descriptive statistics including mean and standard deviation was used to
provide the answers for one question raised in this study. The survey design was used
because this study was explorative in nature. Data were collected from 122
respondents who participated in this study. The reliability of data was measured
using Cronbach Alpha and yielded 0.89. The findings of this study indicated that
limited accessibility of credit from financial institutions hinders the growth of SME:s.
The study recommended assistance of the government and other stakeholders to the

growth of SMEs.

2.3 Research gap

The government of Tanzania and other stakeholders including researchers and
private sectors have been doing their best in job creation and income generation
through promoting the creation of new SMEs and improving competitiveness and
growth of the existing ones. After passing through past studies such as Quartey et al,
(2017) and Madole, (2013), it was noticed that financial constraints is the major
problem hindering the development of SMEs. Further, the financial institutions
consider SMEs as the high risk borrowers, thus people engaged in SMEs have
limited access of loans from financial institutions. As a result, people engaged in
SMEs opt to rely onfinancial support from unsustainable sources of finance such as
from family members so as to raise capital. Hence, the problem of financial
constraints was established by different scholars; however, there is limited evidence
to confirm the contribution of financial institutions to the performance of SMEs. In
response to this situation, empirical evidence is needed to establish the role of

financial institutions to the performance of SMEs.
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2.4 Conceptual Framework

Figure 2.1 below presents the conceptual framework for this study considering the
independent and dependent variables. Independent variables include the barriers
faced by SMEs in accessing loans, challenges faced by financial institutions in
lending SMEs, the impact of loans to the performance of SMEs and the strategies on
place to ensure credit availability among SMEs. On the other hand, the dependent
variable is the performance of SMEs. Independent variables are the main predictors
of the outcome which is considered as dependent variable. Therefore, it is assumed
that financial institutions have the role to play to the performance of SMEs through
provision of loans. Thus, it is assumed that barriers faced by SMEs in accessing
credit from financial institutions, challenges faced by financial institutions in lending
SMEs and strategies on place to ensure credit availability have an impact to the

performance of SMEs.
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Figure 2.1: Conceptual Framework

Independent variables

Simplicity in credit
accessibility

Size of loan

Duration of loan

Training and assistance
from financial institutions

Follow up and supervision
by financial institutions

Borrowing costs

Source: Researcher’s own design
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CHAPTER THREE
RESEARCH METHODOLOGY
3.0 Introduction
This chapter describes a systematic evaluation of research techniques that were used
in conducting this study; it includes the choice of research design, study area and
study population, sample size and sampling techniques, data sources and data

collection methods, plan for data analysis, reliability and validity.

3.1 Research Design

A research design is a strategy in which a researcher conveys how, when and where
data will be collected and analyzed during the study (Parahoo, 2014). This study used
survey research design because data in this study were gathered through asking
questions to owners of SMEs and staffs of financial institutions. According to
Mathiyazhagan and Nandan, (2010), survey research design is the method of
descriptive research used for collecting primary data based on verbal or written
communication with representative samples of individuals or respondents from the

target population.

3.2 Study Area

Dar es Salaam region was the study area for this research. This area was suitable for
this study due to its commercial potentiality and also becauseit contains the largest
number of banks and other financial institutions and SMEs which simplifies access
to information from targeted population. According to the business survey conducted
in 2007, major districts in Dar es Salaam region had SMEs distributed as
follows:Kinondoni District had 34,382 business establishments which was
approximately 37 % of the total businesses in the region.llala District had 34,275
business establishments which was approximately 36% and finally Temeke District
had 24,773 business which wasapproximately27 % of the total businesses in the
region (Business Survey; NBS, 2007)
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3.3 Study Population

Parahoo (1997:218) refers to population as “the total number of units from which
data can be collected”. A study population involves potential participants or objects
to which a researcher wants to generalize the derived results of a study (Martella et
al, 1999). The target population for this study was staffs fromfinancial institutions
and the owners of small and medium sized enterprises including those who are loan

beneficiaries and non- loan beneficiaries located in Dar es Salaam region.

3.4 Sampling Techniques

There are generally two sampling methods that can be used in research, probability
sampling methods and non-probability sampling methods (McDaniel & Gates 2004).
Due to the nature of the study; non-probability samplingtechnique was applied
whereby judgmental sampling was used to select owners of small and medium sized
enterprises (SMEs)andstaffs from financial institutions that were involved in this
study. The criteria for selecting owners of SMEs was based on their experience in
business. Hence, those who have three years of experience in business and above
were selected to participate in this study. On the side of bank staffs, only those who
are directly involved in loan provision were selected. Hence, loans officers, loan
managers and branch managers were included in this study. Judgmental/Purposive
Sampling technique is suitable for this study because owners of SMEs and staffs
from financial institutions have reliable knowledge about the subject under study. In
addition, this is a mixed study, it has both qualitative and quantitative elements, and
Kothari (2004) suggests that judgmental sampling can be applied in both qualitative

and quantitative study.

3.5 Sample size

The sample size for this study consisted of 100 respondents from three districts in
Dar-es-salaam region, whereby;90 respondents were the owners of small and
medium sized enterprises (SMEs) and 10 weresenior staffs from financial
institutions. The selection of this sample size was based on the researcher’s own
judgment as established byMalhotra& Dash, (2011) that non-probability sampling
relies on the personal judgment of the researcher rather than chance for the sample

elements to get selected.
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3.6 Data Source and Data Collection Techniques

The study used both primary and secondary data. The primary data was collected
from first-hand sources in form of questionnaires and interviews, while the
secondary datacomprised of second-hand information from published records and

reports.

3.6.1 Questionnaires

This is a data collection instrument in which the respondent reads the survey
questions and records his or her responses. Therefore, the questionnaires were
prepared and distributed to the owners of SMEs found within the study area. This
method of data collection was used because it enabledthe researcher to reach large

number of respondents in Dar esSalaam region.

3.6.2 Interviews

According to Kothari, (2004) interview is a way of collectingdata in the physical
presence of the respondent. Therefore, several interviews were conducted by the
researcher to the bank and other financial institutions’ officials. This method was
selected because it enabled the researcher to get clarification and in-depth

explanations from the respondents when needed.

3.6.3 Documentary Review

This data collection technique was used to collect secondary information, whereby
the studyreviewed various documents relating to SMEs and financial institutions
research, such as; reports of previous researchers, journals, articles, published and
unpublished materials, newspaper interviews, magazines, statistical reports as well as
government publications andreports from the internet and websites.This enabled the
researcher to understand different theories and empirical studies conducted on the

phenomena.
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3.7 Variables and Measurement

This part presents in summary the variables considered in this study to provide

empirical knowledge on matters regarding the role played by financial institutions to

the growth of SMEs in general. In addition this part demonstrates how the selected

variables were measured in order to reach to the reliable conclusion. The variables

and measurements are illustrated in table 3.1 below

Table 3.1: Variables and Measurements

Domain

Variable

Measurement

The
loans to the

SMEs

impact of

performance of

Loans help SMEs
to raise capital

Whether the owners of SMEs agree or
disagree that loans help them to raise capital

Loans help SMEs
to build assets

Whether the owners of SMEs agree or
disagree that loans help them to build assets

Loan help SMEs to
create jobs

Whether the owners of SMEs agree or
disagree that loans help them to create jobs

Loan help SMEs to
improve their living
standard

Whether the owners of SMEs agree or
disagree that loans help them to improve their
standard of living

The barriers faced
by SMEs in

Small cash flow

Whether the owners of SMEs agree or
disagree that small cash flow hinders their

lending SMEs.

accessing  credit accessibility to credit from financial
from financial institutions
institutions Poor accounting =  Whether the owners of SMEs agree or
practices and disagree that poor accounting practice and
management management hinder their accessibility to
credit from financial institutions
Lack of marketable =  Whether the owners of SMEs agree or
collaterals disagree that lack of marketable collaterals
hinder their accessibility to credit
Inadequate  credit = Whether the owners of SMEs agree or
history disagree that inadequate credit history hinder
their accessibility to credit
High  transaction = Whether the owners of SMEs agree or
costs disagree that high transaction costs hinder
their accessibility to credit
The challenges | High default rate =  Whether the financial institutions agree or
faced by financial | among SMEs disagree that high default rate among SMEs
institutions in challenges them in lending SMEs

Lack of collateral

Whether the financial institutions agree or

among SMEs disagree that lack of collateral among SMEs
challenges them in lending SMEs
Seasonality =  Whether financial institutions agree or

disagree that seasonality challenges them in
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lending SMEs

Lack of sufficient
credit history
among SMEs

Whether financial institutions agree or
disagree that lack of sufficient credit history
among SMEs challenges them in lending
SMEs

The strategies on
place to ensure
credit availability
among SMEs

Price reduction

Whether the owners of SMEs agree or
disagree that price reduction ensure credit
availability among SMEs

Provision of group
loans

Whether the owners of SMEs agree or
disagree that provision of group loans ensure
credit availability among SMEs

Availability of
private financial
institutions

Whether the owners of SMEs agree or
disagree that price availability of financial
institutions ensure credit availability among
SMEs

Provision of
government
subsidies to
financial
institutions

Whether the owners of SMEs agree or
disagree that provision of government
subsidies to financial institutions ensure credit
availability among SMEs

Follow up and
supervision from
financial
institutions

Whether the owners of SMEs agree or
disagree that follow up and supervision from
financial institutions ensure credit availability
among SMEs

Training and
assistance from
financial
institutions

Whether the owners of SMEs agree or
disagree that training and assistance from
financial institutions ensure credit availability
among SMEs

Source: Researcher, (2018)

3.8 Plan for data Analysis

Data was analyzed by qualitative and quantitative data analysis techniques using

relevant software. Qualitative data was analyzed using content analysis while

quantitative data was analyzed using Statistical Package for Social Science (SPSS).

The raw data was checked for legibility,omissions and consistency before being

coded for statistical analysis.Descriptive statistics such as frequency tables and

cross—tabulations was used to elaborate the basic features of the collected data.
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3.9 Reliability

According to Mugenda & Mugenda, (2003), reliability is referred to as the measure
of the degree to which a researcher instrument yields consistent results or data after
repeated trials. Before the actual data collection process, a pilot test was conducted,
where the tools for data collection including questionnaires and interview guide was
tested. This enabled the researcher to have appropriate questions in questionnaires

and interview guide that drawn a reliable conclusion.

3.10 Validity

Validity is the extent to which data adequately reflects the real meaning of the
concept or issues under consideration (Kumar, 2005). The researcher designed tricky
questions that were referred to as follow up questions so as to ensure the validity of
collected data. Further, the researcher concentrated only on the proposed variables so

as to have appropriate findings.
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CHAPTER FOUR
FINDINGS AND DISCUSSIONS

4.0 Introduction

This chapter presents and discusses the findings obtained through questionnaire and
interviews in respect to the specific objectives of this study. For the record, this study
aimed to examine the impact of loans to the performance of SMEs, to determine the
barriers hindering credit accessibility among SMEs, to assess the challenges faced by
financial institutions in lending SMEs and to assess the strategies in place to ensure
credit accessibility among SMEs. This chapter discusses the findings in relation with

previous studies related to this study.

4.1 Characteristics of respondents

Respondents of this study including owners of SMEs and senior bank staffs were
asked to disclose their age education level. Sex was also considered to study the
characteristics of respondents. Sampled owners of SMEs were asked to disclose their
marital status and occupation, while sampled bank staffs were asked to disclose their

positions in the banks they work for.

4.1.1 Sex

Among the owners of Small and Medium enterprises who participated in this study,
male respondents comprised of 56.7 percent and female respondents comprised of
43.3 percent. On the side of bank staffs, 60 percent were male and 40 percent were

female. This is shown in table 4.1 below.
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Table 4.1: Distribution of respondents by sex

Owners of SMES

Sex Frequencies Percentages
Male 51 56.7

Female 39 43.3

Total 90 100

Bank staffs

Age Frequencies Percentages
Male 6 60

Female 4 40

Total 10 100

Source: Field data, (2019)

4.1.2 Age

Respondents of this study (owners of SMEs and bank staffs) were asked to disclose
their age in years; their responses indicated that 15.5 percent of owners of SMEs
were between the age of eighteen and twenty five years, 18.9 percent were aged
between twenty six and thirty three years, 38.9 percent were between the age of
thirty four and forty one years, and 26.7 percent were between the age of forty two
and forty nine years. This implies that majority of sampled owners of SMEs were

between the age of thirty four and forty one years. Table 4.2 provides a summary of

these findings.
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Table 4.2: Distribution of respondents by age

Owners of SMEs

Age Frequencies Percentages
18-25 14 15.5
26-33 17 18.9
34-41 35 38.9
42-49 24 26.7
Total 90 100
Bank staffs
Age Frequencies Percentages
18-25 0 0
26-33 1 10
34-41 2 20
42-49 5 50
Above 49 2 20
Total 10 100

Source: Field data, (2019)

4.1.3 Marital status

Respondents of this study (owners of SMEs) were asked to disclose their marital
status. The findings revealed that 23.3 percent of the respondents were single, 29
percent were married, 31.1 percent were cohabiting, 14.4 percent were divorced, and
widows comprised of 2.2 percent (See table 4.3). For the record, bank staffs were not
asked to disclose their marital status as it has no direct relationship with the contents

of this study.
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Table 4.3: Distribution of respondents by marital status

Owners of SMEs

Marital status Frequencies Percentages
Single 21 233
Married 26 29
Cohabiting 28 31.1
Divorced 13 14.4

Widow 2 2.2

Total 90 100

Source: Field data, (2019)

4.1.4 Education level

Forty percent (40%) of owners of SMEs had primary education, 45.6 percent had
secondary level of education, while only 14.4 percent of them had college/university
level of education including certificate, diploma and bachelor degree. On the side of
bank staffs who participated in this study; majority (70%) had postgraduate degrees
particularly masters degree and 30 percent had bachelor degree. The sampled bank
staffs appeared to be highly educated because they hold high positions in banks they

work for, because this study included branch managers, marketing managers and

loan managers. Table 4.4 illustrates the findings.
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Table 4.4: Distribution of respondents by education level

Owners of SMEs
Education level Frequencies Percentages
Primary 36 40
Secondary 41 45.6
College/University 13 14.4
Total 90 100

Bank staffs
Education level Frequencies Percentage
Certificate 0 0
Diploma 0 0
Degree/Advance diploma 3 30
Postgraduate degrees(masters/PhD | 7 70
Total 10 100

Source: Field data, (2019)

4.1.5 Occupation of respondents

Small and medium enterprises include various types of occupations, however, in this
study only those who dealt with livestock keeping, farmers, business man and
women (particularly retail and whole sale traders), bodaboda/bajaji owners and food
vendors were included. The findings indicated that, majority (33.3%) of respondents
were food vendors, followed by business man/women (retailers and wholesalers)
who comprised of 32.2 percent, bodaboda /bajaji owners were 17.8 percent, 8.9 were

livestock keepers and 7.8 percent were farmers (See table 4.5 below).
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Table 4.5: Distribution of respondents by occupation

Occupation Frequencies Percentages
Livestock keeping 8 8.9

Farmer 7 7.8

Business man/women (Retail and wholesale) 29 32.2
Bodaboda/Bajaji owners 16 17.8

Food vendors 30 333

Total 90 100

Source: Field data, (2019)

4.1.6 Position

This study included bank staffs that hold senior positions including branch managers,
loan managers and loan officers. The findings revealed that, thirty percent were

branch managers. forty percent were loan managers and thirty percent were loan

officers (See table 4.6).

Table 4.6: Distribution of respondents by position

Position Frequencies Percentages
Branch manager 3 30

Loan manager 4 40

Loan officers 3 30

Total 10 100

Source: Field data, (2019)

4.2 The impact of loans to the performance of SMEs
This aimed to examine the impact of loans to the performance of SMEs, of which it
was established that loans helps SMEs to raise capital, build assets, create jobs and

improve living standards of the owners of SMEs and their employees/labors.
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4.2.1 Loans help SME:s to raise capital

The impact of loans to the performance of SMEs is valued when it help SMEs to
raise their capital and transform their business capacity from small, to medium and
possibly to large enterprises. For example in this study, the contribution of loans in
helping SMEs to raise their capital was measured by asking the respondents to agree
or disagree if loans help them to raise their capital because the impact of loans on
capital is diverse, sometimes the enterprises grow and sometimes they shake
especially when the amount of loan installments exceed the business gains.
Respondents (owners of SMEs) were asked to agree or disagree whether loans help
them to raise their business capital and their responses demonstrated that 45.5
percent agreed, 36.7 percent strongly agreed, 8.9 percent disagreed, 6.7 percent
strongly disagreed, while 2.2 percent said that they do not know. The total
summation of these agreed (strongly agreed and agreed) added up to 74(82.2%). This
implies that loan has an impact on capital raising in Small and Medium Enterprises.
The findings of this study are in line with other previous studies, for example; The
findings from the study conducted bySitorus, (2017) indicated that financial
institutions should establish easy accessibility of credit to the SMEs so as to raise
their capital, which in turn it shall enhance SMEs’ contribution to the country’
economy. The findings of this study based on this variable are as summarized in
table 4.7 below.

Table 4.7: Distribution of respondents on whether loans help SMEs to raise

capital
Variable/Question Variable categories Frequencies Percentage
Loans help SME:s to raise capital Strongly agree 33 36.7
Agree 41 45.5
Strongly disagree 6 6.7
Disagree 8 8.9
I don’t know 2 2.2
TOTAL 90 100

Source: Field data, (2019)
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4.2.2 Loans help SMEs to build assets

The role played by loans to the growth of SMEs is valued when loans help SMEs to
build assets. This is the positive indicate to determine that a business performs well
and being able to even increase the amount of assets invested. Hence, this study
measured the contribution of loans in helping SMEs to build assets by asking

respondents directly to provide their opinions on this phenomenon.

Therefore the respondents were asked to agree or disagree if loans help them to build
assets. The findings indicated that 50% of respondents (owners of SMEs) who
participated in this study agreed that loans health them to built assets. This was
followed by 28.9% who strongly agreed, 10% disagreed, 7.8% strongly disagreed
and 3.3% replied that they do not know. The summation of those agreed (strongly
agreed and agreed) added up to 71(78.9). These findings imply that loans help SMEs
to build assets. The findings of this study are in line with other previous studies, for
instance; The results from the study conducted by Baumol, (2002), indicated that
loans enables SMEs to have multiple advantages including raising capital and
building assets. This implies that smooth accessibility of loans is critical in uplifting
the owners of SMEs to built assets. These findings based on this variable are as

summarized in table 4.8 below.

Table 4.8: Distribution of respondents on whether loans help SMEs to build

assets
Variable/Question Variable categories Frequencies Percentage
Loans help SMEs to build assets Strongly agree 26 28.9
Agree 45 50
Strongly disagree 7 7.8
Disagree 9 10
I don’t know 3 33
TOTAL 90 100

Source: Field data, (2019)
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4.2.3 Loans help SMEs to create jobs

Job creation by SMEs is one amongst the indicators that the business is in a good
shape and actually growing. Hence, the value of loans on the performance of SMEs
is realized when the loans help SMEs to grow and in turn have the ability to create
jobs. Therefore, this study considered measured this variable so as to establish

whether loans help SME:s to create jobs or not.

The respondents were asked to agree or disagree if loans help them to create jobs.
The information sports out 43.3% of respondents (owners of SMEs) agreed that loans
help SME:s to create jobs. Also, 30% of respondents strongly agreed that loans help
them to create jobs, However, few respondents had different opinions, as 14.5%
disagreed that loans help SMEs to create jobs, 8.9% strongly agreed on that, while
3.3% said that they do not know. The total summation of those agreed (strongly
agreed and agreed) added up to 66(73.3%). This means that loan has an impact on
SMEs development as it enables the owners of SMEs to grow and being able to
create jobs. The findings of this study are in line with other previous studies, for
instance; The results provided by (Singh et al, 2010) indicated that SMEs are labor
intensive, hence they contribute in job creation and reduce unemployment rate in the

country. These findings are as summarized in table 4.9 below.

Table 4.9: Distribution of respondents on whether loans help SMEs to create

jobs
Variable/Question Variable categories Frequencies Percentage
Loans help SMEs to create jobs Strongly agree 27 30
Agree 39 433
Strongly disagree 8 8.9
Disagree 13 14.5
I don’t know 3 33
TOTAL 90 100

Source: Field data, (2019)

34




4.2.4 Loans help owners of SMEs to improve their living standards

The contribution of loans to the growth and performance of SMEs is valued when
loans help the owners of SMEs improve their living standards. The living standard of
business owners is the good indicator of the business performance. For example, in
this study we measured the contribution of loans in improving living standards by
asking the business owners to disclose the truth, whether, the amount of loan
repayment is not the problem to them or otherwise, that their business gains exceed
the amount of loan repayment or vice-versa, which in turn even their living standards

improved or otherwise.

Therefore, we asked the respondents to agree or disagree if loans help business
owners improve their living standards. The findings indicated that 46.7% of
respondents (Owners of SMEs) agreed and 23.3% of respondents strongly agreed
that loans help them to improve their living standards. Other respondents had
different opinions towards the question of whether loans improve their living
standards or not. This is because 18.9% disagreed that loans improve their living
standards, 6.7% strongly disagreed and 4.4% revealed that they do not know. The
total summation of those agreed (strongly agree and agree) added up to 63(70%).
These findings means that loan help owners of SMEs to improve their living
standards. The findings of this study are in line with other previous studies, for
instance; the findings from the study conducted by Chen et al (2004), indicated that
SMEs act as important elements in providing income to the local communities,
which in turn improve their living standards and reduce the problem of poverty. The

findings are illustrated in table 4.10 below
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Table 4.10: Distribution of respondents on whether loans help owners of SMEs

to improve their living standards

Variable/Question Variable categories Frequencies Percentage
Loans help the owners of SME to Strongly agree 21 233
improve your living standard
Agree 42 46.7
Strongly disagree 6 6.7
Disagree 17 18.9
I don’t know 4 4.4
TOTAL 90 100

Source: Field data, (2019)

4.3 Barriers faced by SMEs in accessing loans from financial institutions

This study aimed to determine the barriers faced by SMEs in accessing credit from
financial institutions. Five variables were considered, which are small cash flow
among SMEs, poor accounting practices and management among SMEs, lack of
marketable collaterals among SMEs, inadequate credit history among SMEs and high

transaction costs among SMEs.

4.3.1 Small cash flow

Financial institutions actually consider the business cash flow so as to track the
movement of cash of a particular business. The movement of cash portrays the
performance of business, if the cash flow is small means the movement of business is
also too slow, hence low performance. This is the reason why this study consider to
measure whether small cash flow is amongst the reason for limited accessibility of

loans among SMEs or otherwise.

Therefore, we asked the respondents to agree or disagree if small cash flow in the
hindering factor to their accessibility to credit from financial institutions. The
findings of this study demonstrated that 48.9% strongly agreed and 42.2% agreed
that small cash flow hinders accessibility to credit among owners of SMEs.
However, few sampled owners of SMEs had different opinion on the same variable

as 5.6% disagreed on that, 1.1% strongly disagreed, while 2.2% said they do not
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know. The total summation of those agreed (strongly agreed and agreed) added up to
82(91.1%). This implies that small cash flow in SMEs can be regarded as one of the
barriers hindering owners of SMEs to access loans from financial institutions. The
findings of this study are in line with previous studies, for instance; The findings
from the study conducted by Quartey et al, (2017) revealed that SMEs have their
common problems that limit them in accessing credit from financial institutions.
These problems include small cash flow, poor accounting practices and management
as well as inability to provide the required collateral to obtain loans. The findings of

this study based on this variable are as summarized in table 4.11 below.

Table 4.11: Distribution of respondents on whether small cash flow hinder

credit access among SMEs

Variable/Question Variable categories Frequencies Percentage
Small cash flow in SMEs hampers credit Strongly agree 44 48.9
accessibility among owners of SMEs
Agree 38 42.2
Strongly disagree 1 1.1
Disagree 5 5.6
I don’t know 2 2.2
TOTAL 90 100

Source: Field data, (2019)

4.3.2 Poor accounting practices and management

Financial institutions also consider the business accounting practices and
management so as to measure the capacity of business to repay the loan. Hence, the
value of business can be easily traced through accounting practices and management,
which we were not sure if the small and medium sized enterprises have this.
Therefore, we measured this by asking the respondents (owners of SMEs) if the poor
accounting practices and management is one amongst the setbacks they face when

they apply loans from financial institutions.

The respondents were asked to agree or disagree if poor accounting practices and

management hinders their credit access from financial institutions. The findings of
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this study indicated that 54.4% of the sampled owners of SMEs agreed that poor
accounting practices and management among them hinders their accessibility to
credit from commercial banks. This was followed by 22.2% who strongly agreed on
that, however, other respondents had different opinions, as; 12.2% disagreed on that,
3.3.% strongly disagreed, while 7.9% said they do not know. The summation of
those agreed (strongly agree and agree) added up to 69(76.7). This means that poor
accounting practices and management is amongst the setbacks faced by owners of
SMEs in accessing loans from financial institutions. The findings of this study are in
line with other previous studies, for instance; the findings from the study conducted
by Quartey et al, (2017) indicated that poor accounting practices and management of
SMEs is amongst the factors hindering their accessibility to credit from financial

institutions. These findings are as summarized in table 4.12 below.

Table 4.12: Distribution of respondents on whether poor accounting practices

and management hinder credit accessibility among SMEs

Variable/Question Variable categories Frequencies Percentage
Poor accounting practices and Strongly agree 20 22.2
management in SMEs hinders access to
credit among owners of SMEs Agree 49 544
Strongly disagree 3 33
Disagree 11 12.2
I don’t know 7 7.9
TOTAL 90 100

Source: Field data, (2019)

4.3.3 Lack of marketable collaterals

Marketable collaterals such as mortgage properties are highly considered by financial
institutions for loan security. In case a person fails to repay the debt, these collaterals
are used to compensate the loan delinquency. Also, the collaterals increase the
performance of loans that is characterized with minimum arrears because the bank
customers become more serious with on time repayment of loan installments when

they pledge the marketable collaterals. For example, this study investigated whether
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the lack of collaterals encountered by small and medium sized enterprises have

anything to do with limited accessibility of credit among them.

Therefore, we asked the respondents to agree or disagree if lack of marketable
collaterals in any way hinders accessibility of credit among owners of SMEs. The
results obtained from this study indicated that 54.4% of respondents (owners of
SMEs) strongly agreed and 37.8% agreed that lack of marketable collaterals
especially mortgage properties is a common setback hindering credit accessibility
among them. Only 2.2% disagreed on that, while 5.6% of respondents replied they
do not know. The total summation of those agreed (strongly agreed and agreed)
added up to 83(92.2%). These findings imply that lack of marketable collateral is the
great setback hampering owners of SMEs to access loans from financial institutions
like commercial banks. The findings of this study are in line with previous studies,
for instance; the findings from the study conducted by Madole, (2013) also
established that financial institutions request for marketable collaterals like
mortgaged properties for loan security, which most of owners of SMEs do not have.

These findings are as summarized in table 4.13 below.

Table 4.13: Distribution of respondents on whether lack of marketable

collaterals hinder credit accessibility among SMEs

Variable/Question Variable categories Frequencies Percentage
Lack of marketable collaterals amongst Strongly agree 49 54.4
owners of SMES hinders' the;ir access to Agree 34 378
credit from financial institutions

Strongly disagree 0 0

Disagree 2 2.2

I don’t know 5 5.6
TOTAL 90 100

Source: Field data, (2019)

4.3.4 Inadequate credit history

The financial institutions use credit history to measure the value of loan and
assurance of loan repayment. This is because, the credit history disclose the way that
customer used to repay the loan in respect to the agreed loan installments and
duration. Sometimes financial institutions collaborate by sharing information

spotting out the credit history of clients so as to reduce the chance of defaulting. For
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example, this study we measured the way inadequate credit history hinder credit

accessibility among owners of SMEs.

The respondents were asked to agree or disagree if inadequate credit history hinders
their accessibility to credit from financial institutions. The results of this study
indicated that 51.1% of respondents agreed that inadequate credit history hinder
credit accessibility among owners of SMEs. This was closely related to 45.6% of
sampled owners of SMEs who strongly agreed, while 3.3% said they do not know.
Apparently, no respondent strongly disagreed and disagreed that inadequate credit
history of SMEs hinders access to credit amongst the owners of SMEs. Therefore,
the total summation of those agreed (strongly agreed and agreed) added up to
87(96.7%). This implies that inadequate credit is one amongst the barriers hindering
smooth access to credit among owners of SMEs. The findings of this study are in line
with other studies, for instance; the findings from the study conducted by Cook and
Nixson, (2000) also established that inadequate credit history and high transaction
costs are amongst the factors hindering SMEs in accessing credit from financial

institutions. These findings are as summarized in table 4.14 below.

Table 4.14: Distribution of respondents on whether inadequate credit history

hinder credit accessibility among SMEs

Variable/Question Variable categories Frequencies Percentage
Inadequate credit history of SMEs hinders | Strongly agree 41 45.6
access to credit amongst owners of SMEs Agree 6 511

Strongly disagree 0 0

Disagree 0 0

I don’t know 3 33
TOTAL 90 100

Source: Field data, (2019)

4.3.5 High transaction costs

The respondents (owners of SMEs) were asked to agree or disagree if the high
transaction costs hinder their accessibility to credit from financial institutions. The
findings based on this variable indicated that 38.8% of sampled owners of SMEs
agreed that high transaction cost hinders their accessibility to credit, followed by

25.5% who strongly agreed. However, other respondents had different opinions on
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the same variable, as 15.6% disagreed on that, 3.3% strongly disagreed, while 16.7%
said they do not know. Therefore, the total summation of those agreed (strongly
agreed and agreed) added up to 58(64.4%). These findings mean that; high
transaction costs can be regarded as a setback hindering smooth accessibility of
credit among owners of SMEs. However; this factor is not that strong compared to
other setbacks such as lack of marketable collaterals and poor accounting practices
and management. The findings of this study are in line with other previous studies,
for instance; the findings from the study conducted by Cook and Nixson, (2000) also
indicated that inadequate credit history and high transaction costs are amongst the
factors hindering SMEs in accessing credit from financial institutions. These findings

are as summarized in table 4.15 below.

Table 4.15: Distribution of respondents on whether high transaction costs

hinder credit accessibility among SMEs

Variable/Question Variable categories Frequencies Percentage
High transaction cost hinders access to Strongly agree 23 25.5
credit amongst the owners of SMEs Agree 35 38.9
Strongly disagree 3 33
Disagree 14 15.6
I don’t know 15 16.7
TOTAL 90 100

Source: Field data, (2019)

4.4 The challenges faced by financial institutions in lending SMEs

This study also aimed to establish the challenges faced by financial institutions in
lending SMEs. High default rate among SMEs, lack of collaterals among SMEs,
seasonality, and lack of sufficient credit history among SMEs were the challenges

assessed in this study.

4.4.1 High default rate among SMEs

High default rate is regarded as a challenge because the financial institutions become
highly exposed to losses and actually it disturbs the banking operations. In case this
problem becomes severe, the banks may be subjected to close down or operating
under supervision or control from other financial institutions or central bank. This is

the reason why banks becomes more carefully when lending small and medium sized
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enterprises because these business enterprises are mainly unstable due to time to time
market fluctuations. Therefore, this study investigated if high default rate among
small and medium sized enterprises challenges financial institutions when lending

the SME:s.

The respondents (bank staffs) were interviewed so as to find out if high default rate
among SMEs impose the challenge to their banking operations. High default rate
among SMEs was reportedly through interview to be the challenge faced by financial
institutions in lending SMEs. The senior bank staffs who participated in this study
were asked through interview to elaborate the way high default rate among SMEs
challenges financial institutions in lending SMEs. One bank manager was quoted
saying that; “The business environment of SMEs is always unstable, faced by many
uncertainties such as seasonality, inflation and so on, which in turn it becomes a
threat to the financial institutions in lending the businesses that are not guaranteed
and have shown bad image of defaulting in this bank.” This is the reason why SMEs
are regarded as high risky borrowers, taking consideration that they use poor
business tactics that subject them to fluctuations in the market and jeopardizes their

survival (MIT, 2003).

4.4.2 Lack of collateral among SMEs

Financial institutions demand collaterals from clients in order to have assurance of
on time loan repayment. This is because these collaterals are used to compensate the
loan delinquency in case a client fails to repay the debt. The collaterals that are
highly demanded by financial institutions include mortgage properties like land and
house. That seems a lot of owners of small and medium sized enterprises fail to
pledge when are demanded by financial institutions. Hence, this study investigated
whether lack of collateral among small and medium sized enterprises is the challenge

faced by financial institutions or otherwise.

Therefore, we interviewed bank staffs and asked them to disclose if lack of
collaterals among small and medium enterprises is the challenge that financial
institutions encounter when lending the SMEs. The interview findings proved that

lack of collateral among SMEs challenges financial institutions in lending SMEs.
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One loan manger said that; The performance of loans is highly ensured by capacity
of business and its security is ensured by a marketable collateral such as mortgage
properties, however, it appears that majority of owners of SMEs lack marketable
collaterals, and taking consideration that their businesses also do not have a
consistency in performing well, it becomes risky to lend the SMEs.” The findings of
this study are in line with other previous studies, for instance; the findings
established by Sleuwaegen and Goedhuys, (2002) indicated that lack of marketable

collateral make financial institutions afraid of lending SMEs.

4.4.3 Seasonality

Seasonality is regarded as a challenge when it interferes with business performance;
for instance when seasonality cause market fluctuations in business, as a result the
businesses shake, fail to make profit or even to cover operations costs, which in turn
loose the capacity to repay the loan. For example, this study investigated whether
financial institutions are challenged by the problem of seasonality when lending the

financial institutions.

The results of this study that obtained through interviewing senior bank staffs
including branch managers, loan mangers and marketing managers from the selected
banks revealed that seasonality is amongst the challenges facing financial institutions
in lending SMEs. One loan manager was quoted saying that; “Majority of SMEs
encounters the problem of seasonality, especially those dealing with selling
agricultural products, however, the loan durations cut across different seasons, and
loan installments are always the same amount throughout the loan duration, hence
this becomes a challenge lending SMEs, as during the bad season, arrears increases
with high portfolio at risk, this is the reason why lending SMEs is considered as risky
to financial institutions.” The findings of this study are in line with the findings from
other previous studies, as an example; the empirical evidence established by Madole,
(2013) indicated that SMEs that deals with agriculture or selling agricultural products
have their own setback, which is seasonality, that is why financial insitutions
requires high security before providing loans to SMEs. Therefore, seasonality was
reportedly as a challenge by financial institutions when lending the small and

medium sized enterprises.
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4.4.4 Lack of sufficient credit information among SMEs

Insufficient credit information among small and medium sized enterprises is
regarded as a challenge when one business has been used to get multiple loans from
different financial institutions. The situation like this has a direct effect on loan
repayment because the capacity of business does not correlate with the amount of
loan to be paid; this means that business losses the capacity to repay the loan. For
example, this study investigated whether lack of sufficient information among SMEs
is the challenge facing financial institutions in lending the small and medium sized

enterprises.

Therefore, we interviewed the respondents (senior bank staffs) so as to have answers
if insufficient credit information among SMEs is a challenge faced by financial
institutions in lending the SMEs. The interview findings indicated that insufficient
credit information among SMEs is one the challenges mentioned by sampled bank
staffs. To put much emphasize in this, one sampled bank staff said that; “Record
keeping amongst the SMEs is mainly poor, and there is a tendency of owners of
SMEs taking loans from different banks, hence this becomes a challenge to financial
institutions as the chance of overfunding a business is increased due to insufficient
credit information, as a result they fail to repay the loans.” In this context, banks
should try to communicate so as to share client information so as to cut off the
chances of owners of SMEs to have multiple loans from different banks. The
findings of this study are in line with the findings from previous studies, for instance;
the findings from the study conducted by Sleuwaegen and Goedhuys, (2002)
established that insufficient credit information due to poor record keeping among
SMEs is the reason why financial institutions deny SMEs’ easy access to credit as

they are considered as high risky borrowers.

4.5 Strategies on place to ensure credit availability among SMEs

Further, this study also assessed the strategies on place to ensure credit availability
among SMEs, which in turn the growth of SMEs could be accelerated. The variables
considered included price reduction, provision of group loans, provision of

government subsidies to financial institutions, private banks increased, follow up and
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supervision from financial institutions emphasized as well as training and assistance

from financial institutions emphasized.

4.5.1 Price reduction

The role played by loans is valued when the financial institutions reduce the price,
for instance; reduction of interest rates and service fees. This simplifies accessibility
of loans even for small and medium sized enterprises, which in turn enhance the
performance of business. For instance, this study took the strategy of price reduction
into account by asking the respondents (owners of SMEs) to disclose whether they
see price reduction as a good strategy to be used by financial institutions so as to

increase their accessibility to credit.

Therefore, we asked the respondents to agree or disagree if price reduction by
financial institutions enhances their credit access. The results obtained through
questionnaires indicated that 57.8% of respondents(Owners of SMEs) strongly
agreed and 34.5% agreed that reduction of price such as interest rates and service
fees increases credit accessibility among owners of SMEs. Only few had different
opinions on this variable as 2.2% disagreed, 2.2% strongly disagreed and 3.3% said
they do not know. The total summation of those agreed (strongly agreed and agreed)
added up to 83(92.2%). The findings of this study are in line with other previous
studies, for instance; The empirical evidence established MIT, (2003) indicated that
price reduction including reduction of interest rates and service fees is the factor
driving customer switch from one bank to another, particularly; it was indicated that
customers switch from commercial banks to microfinance banks due to reduction of
interest and service fees. These findings should be regarded as an alert to the
commercial banks to consider reduction of prices including interest rates and services
fees as a means to enhance credit accessibility among owners of SMEs. This could
be an advantage to the banks also as they can increase the number of customers, loan
portfolio and foremost can ensure customer retention. The findings are illustrated in

table 4.16 below
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Table 4.16: Distribution of respondents on whether price reduction increases

credit accessibility among SMEs

Variable/Question Variable categories Frequencies Percentage
Reduction of price such as interest rates | Strongly agree 52 57.8
and service fees increases access to credit Agroc 31 345
among owners of SMEs g i
Strongly disagree 2 2.2
Disagree 2 2.2
I don’t know 3 33
TOTAL 90 100

Source: Field data, (2019)

4.5.2 Provision of group loans

The contribution of group loans is more valued when it enables all small and medium
sized enterprises that have different capacities to have access to credit in respect to
their capacity. Also, the group loans shall achieve the intended results when zero
collateral requirement by financial institution is put in practice, the group members
should guarantee themselves, in case one of them default, the group members should
be responsible for loans repayment. It is very rare for the group of 20 people all of
them at once fail to repay the loan, or in any case all of them have the intension to
escape from loan repayment after loan disbursement. For example, we measured the
contribution of this strategy on credit accessibility among small and medium sized

enterprises by asking the respondents about this phenomenon directly.

Therefore, we asked the respondents to agree or disagree if the provision of group
loans can increase loan accessibility among owners of small and medium sized
enterprises. The results shown that; 35.5% of sampled owners of SMEs agreed that
provision of group loans increases credit accessibility among them. This was
followed by 20% who strongly agreed on that, 18.9% disagreed, 16.7% strongly
agreed, while 8.9% said they do not know. The total summation of those agreed
(strongly agreed and agreed) added up to 50(55.6%). These findings imply that
provision of group loans increases credit accessibility among owners of small and
medium sized enterprises. The findings of this study are in line with other previous
studies, for instance; the findings from the study conducted by Korankye, (2014) the
provision of group loans by microfinance institutions like FINCA have increased
credit accessibility among owners of small and medium sized enterprises and
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actually enabled the microfinance institutions increase their number of customers and
impose competition to the big commercial banks including NMB and CRDB. The
same study indicated that group loans are characterized by minimal security
requirements including request for marketable collaterals, as group members
guarantees themselves, which simplifies loan accessibility among owners of SMEs.
This is the rationale of considering this factor as a strategy to improve credit
accessibility among owners of SMEs. The findings are illustrated in table 4.17

below.

Table 4.17: Distribution of respondents on whether provision of group loans

increases credit accessibility among SMEs

Variable/Question Variable categories Frequencies Percentage
Provision of group loans increases credit Strongly agree 18 20
accessibility among owners of SMEs Agree 32 355
Strongly disagree 15 16.7
Disagree 17 18.9
I don’t know 8 8.9
TOTAL 90 100

Source: Field data, (2019)

4.5.3 Availability of private financial institutions

The role played by financial institutions is vital and considered when it enhance the
customers’ choice of financial institutions, not necessarily for all bank customers
seeking for loans from merely government owned banks. For example, we measured
the contribution of financial institutions in enabling easy accessibility of credit
among owners of small and medium sized enterprises by asking the respondents to

provide their opinions about this.

The respondents were asked to agree or disagree if availability of private owned
financial institutions has any contribution to the accessibility of credit among owners
of small and medium sized enterprises. The results obtained from questionnaires
indicated that 42.2% of sampled owners of SMEs agreed that availability of private
financial institutions increases access to credit among them and 24.4% strongly
agreed. However, 14.5% disagreed on that, 10% strongly disagrees, while 8.9% said
they do not know. The total summation of those agreed (strongly agreed and agreed)

47




added up to 60(66.7%). These findings imply that accessibility of credit has been
increased due to the availability of private financial institutions.The findings of this
study are in line with the findings from other researchers, for instance; the findings
from the study conducted by Kessy, (2011) indicated that availability of private
owned financial institutions increased competition among financial institutions and

yet it increased access to credit among business owners.

The government has undergone some economic changes including the establishment
of the Government Economic Structural Adjustment Program which aimed to
withdraw the direct involvement of the government in the economy. This contributed
to the growth of private sector, which in turn the private owned financial institutions

contribute to the provision of micro loans to micro entrepreneurs (Kessy, 2011)

The findings of this study based on this variable are as summarized in table 4.18

below.

Table 4.18: Distribution of respondents on whether availability of private

financial institutions increase credit accessibility among SMEs

Variable/Question Variable categories Frequencies Percentage
Availability of private financial Strongly agree 22 24.4
institutions on board increases credit Agree 38 22
accessibility among owners of SMEs

Strongly disagree 9 10

Disagree 13 14.5

I don’t know 8 8.9
TOTAL 90 100

Source: Field data, (2019)

4.5.4 Provision of government subsidies to financial institutions

Financial institutions including the government owned and private owned are
watched and regulated by the central bank (Bank of Tanzania). Actually, a central
bank is a lender of last resort; hence if the financial institutions have undergone some
financial instability, the central bank becomes a rescue. The support provided by the
central bank to financial institutions could be more valued if the financial institutions
are provided with some kind of subsidies supporting the operations of the banks,

rather than waiting until an institution faces some financial difficulties.
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Therefore, the respondents were asked to agree or disagree if the provision of
government subsidies to financial institutions can increase accessibility to credit
among small and medium enterprises. The findings based on this variable indicated
that 26.7% agreed that credit accessibility among owners of SMEs could be
improved if financial institutions are subsidized by the government. Other responses
on the same variable demonstrated that; 23.3% strongly agreed on that, 21.1%
disagreed, 11.1% strongly disagreed, while 17.8% said they do not know (See table
4.19). The total summation of those agreed (strongly agreed and agreed) added up to
45(50%). Also, the total summation of those disagreed (strongly disagreed and
disagreed) added up 29(32.2%). These findings imply that the provision of
government subsidies to the financial institutions can enhance credit accessibility
among small and medium sized enterprises. The findings of this study are in line
with other studies, for instance; the findings from the study conducted byMori&
Richard, (2012) also established that the Government should consider providing
guarantee to SMEs sectors that are perceived as too risky by Banks and assistance in

a form of subsidies to the banking sector so as to provide loans that are affordable.

Table 4.19: Distribution of respondents on whether provision of government

subsidies to financial institutions increase credit accessibility among SMEs

Variable/Question Variable categories Frequencies Percentage
Credit accessibility among owners of Strongly agree 21 23.3
SMESs could be improved if financial Agree 24 26.7
institutions are subsidized by the Strongly disagree 10 11.1
government Disagree 19 21.1

I don’t know 16 17.8
TOTAL 90 100

Source: Field data, (2019)

4.5.5 Follow up and supervision from financial institution

The role played by loans provided by financial institutions could be more valued if
the financial institutions follow up and supervise the small and medium enterprises
before, during and after loan disbursement. This could build the good culture of
lending among small and medium enterprises by adherence to all loan requirements
provided by financial institutions. The close supervision of financial institutions to
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small and medium enterprise can increase credit information among SMEs, increase
on time repayment of loans, decrease arrears and default rate among SMEs and

foremost, it enhance credit accessibility among SMEs.

The responses of sampled owners of SMEs on whether follow up and supervision
from financial institution ensure proper use of loans or not indicated that; 41.1%
agreed, 28.9% strongly agreed, while 15.6% strongly agreed and 14.4% disagreed
(See table 4.20). The total summation of those agreed (strongly agreed and agreed)
added up to 63(70%). This implies that credit accessibility among owners of SMEs
can be improved by time to time follow up and supervision from financial
institutions. The findings of this study are in line with other previous studies, for
instance;  follow up and supervision from financial institution was also
recommended by Madole, (2013), who insisted that sometimes SMEs fail because
they lack close monitoring and supervision from financial institutions, hence this
factor should be considered so as to cover all angles that could enhance credit access

and performance among SMEs.

Table 4.20: Distribution of respondents on whether follow up and supervision

from financial institutions increase credit accessibility among SMEs

Variable/Question Variable categories Frequencies Percentage
Follow up and supervision from financial | Strongly agree 26 28.9
institutions ensures proper use of loans by
SMEs Agree 37 41.1
Strongly disagree 14 15.6
Disagree 13 14.4
I don’t know 0 0
TOTAL 90 100

Source: Field data, (2019)

4.5.6 Training and assistance from financial institutions

Provision of training and assistance from financial institutions is vital so as to
increase credit knowledge among small and medium sized enterprises. The role
played by training and assistance is valued when it enables to improve record
keeping among small and medium enterprises, ensure a proper use of loans for

business purposes only rather than other private uses like paying school fees, food
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and so on, ensure good loan repayment among SMEs and increase credit access

among SMEs.

The findings based on the opinions of sampled owners of SMEs on the question
whether training and assistance from financial institutions ensures the growth of
SMEs or not shown that; 45.6% agreed, 37.8% strongly agreed, 8.8% disagreed,
6.7% strongly disagreed and 1.1% said they do not know (See table 4.21). The total
summation of those agreed (strongly agreed and agreed) added up to 75(83.3%).
These findings imply that training and assistance from financial institutions is a vital
strategy that should be emphasized so as to enhance credit accessibility among
owners of SMEs. The findings of this study are in line with other previous studies,
for instance; The findings from the study conducted byQuartey et al, (2017) also
suggested that SMEs should be provided with technical support in a form of training
and assistance, and the best stakeholders to provide these training and assistance are
financial institutions because they are the ones who are directly involved with loan

provision to SMEs.

Table 4.21: Distribution of respondents on whether training and assistance from

financial institutions increase credit accessibility among SMEs

Variable/Question Variable categories Frequencies Percentage
Training and assistance from financial Strongly agree 34 37.8
institutions ensures the growth of SMEs Agree 41 456
Strongly disagree 6 6.7
Disagree 8 8.8
I don’t know 1 1.1
TOTAL 90 100

Source: Field data, (2019)
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CHAPTER FIVE
SUMMARY, CONCLUSION AND POLICY IMPLICATIONS

5.0 Introduction
This chapter covers the summary of this research, conclusion and policy
implications. In addition, this study winds up with the suggestions of the areas for

further study useful for the interested researchers in the future.

5.1 Summary

The first objective of this was to examine the impact of loans to the performance of
SMEs. The results of this study based on this objective demonstrated that loans help
the owners of SME:s to raise their business capital, to build assets, to create jobs and

to improve their living standards.

The second objective of this study was to determine the barriers faced by SMEs in
accessing credit from financial institutions. The results of this study demonstrated
that the barriers hindering credit accessibility among SMEs include small cash flow,
poor accounting practices and management, lack of marketable collaterals,

inadequate credit history, and high transaction costs.

The third objective of this study was to determine the challenges faced by financial
institutions in lending SMEs, The findings based on this objective indicated that
financial institutions face several challenges in lending SMEs. This study pointed out
the challenges, which are; high default rate, lack of collateral among owners of

SMEs, seasonality and lack of credit information among SME:s.

The forth objective of this study was to assess the strategies on place to ensure credit
availability among SMEs. The results of this study pointed out the strategies that
ensure credit accessibility among owners of SMEs. These strategies includes price
reduction (Such as reduction of interest rates and service fees), provision of group
loans, follow up and supervision of financial institution as well as provision of
training and assistance from financial institutions. In addition, the government’s
strategy to allow private financial institutions operate within the country also

enhances credit accessibility among owners of SMEs. Not only that, but also,
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respondents of this study suggested that the provision of government subsidies to
financial institutions is critical in enhancing credit accessibility among owners of

SMEs.

5.2 Conclusion

This paper concludes that loans help SMEs to raise capital, build assets, create jobs
and improve the living standards of the SMEs owners. On the side of barriers
hampering accessibility of credit among owners of SMEs, this study concludes that;
small cash flow, poor accounting practices and management, lack of marketable
collaterals, inadequate credit history, and high transaction costs are the factors
hindering credit accessibility among SMEs owners. Further, this study concludes that
high default rate, lack of collateral among owners of SMEs, seasonality and lack of
credit information among SMEs are the proved challenges facing financial
institutions in lending owners of SMEs. In order to have assurance of credit
accessibility among SMEs owners; prices such as interest rates and service fees
should be reduced; provision of group loans should be emphasized, banks should
concentrate on the provision of training, assistance, follow up and supervision to
SMEs and if possible, banks should be subsidized by the government for helping

owners of SMEs access affordable loans.

5.3 Policy implications
In respect to the findings, this study came out with the following policy implications
that should be taken into account so as to enhance credit accessibility among owners
of SMEs, which in turn shall improve the performance of SMEs.
i.  Financial institutions should consider reduction of prices such as interest rates
and service fees so as to enable easy accessibility of credit among owners of

SMEs.

ii.  Financial instructions including commercial banks should provide group
loans that have minimum requirements of marketable collaterals such as
mortgage properties. The group loans should have a risk sharing strategy, in
case one group member default, other members should ensure the outstanding

loan is repaid. This shall enhance credit accessibility among owners of SMES
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as well as an increased number of customers and portfolio to the financial

institutions.

iii.  Financial institutions should emphasize on provision of training and
assistance to the owners of SMEs who in either way took the business loan.
This shall enable the owners of SMEs use the business loan for an intended
objective.

iv.  Owners of SMEs should use the loan to accomplish business needs such as to
raise capital or business operations, rather than misallocation of business loan
for other private uses such as food, school fees, building private houses and
other insignificant expenditures like alcohol drinking. This shall reduce the

chances of defaulting among SMEs.

v.  Financial institutions should concentrate on follow up and supervision of
SME:s so as to enhance the performance of loans. This should be done before
loan provision and after loan provision. Before loan provision, bank staffs
should visit the business and conduct a business analysis so as to be assured
of the capacity of business to repay the loan requested. After the loans
imbursement, bank staffs should conduct follow up so as to be assured if the

loan was used to accomplish the intended objective.

5.4 Areas for further study

This study aimed to examine the impact of loans to the performance of SMEs, to
determine the barriers hindering credit accessibility among SMEs, to assess the
challenges faced by financial institutions in lending SMEs and to assess the strategies
on place to ensure credit accessibility among SMEs. This study opens the room for
further study for the areas that were not researched by this study. Those areas are as

summarized as follows:-
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ii.

iii.

1v.

A study to determine whether the physical infrastructures are conducive to
enable fast growth SMEs in thecountry.

A study in the growing deficit of skilled labor force in enterprises should be
studied effectively.

A gap of research exists in quality ofproducts and services provided by most
of enterprises in Tanzania.

A gap of researcher exists also to determine the impact of misuse of loans by

SME:s for private uses rather than business purposes.
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APPENDECES

QUESTIONNAIRE

I am MBA student from Mzumbe University MorogoroCampus carrying research
entitled “The Role of Financial Institutions to the Growth of SMES in Dar es Salaam,
Tanzania” This questionnaire is intending to fulfill the research objectives and the
responses will be useful in achieving the research objectives. Data collected through
this questionnaire will be used for strictly academic purposes only and your personal
information will be kept private and confidential. Your cooperation in filling this

questionnaire is highly appreciated.

No Questions Response Code

A:CHARACTERISTICS OF RESPONDENTS

Al Sex Male 1
Female 2

A2 Age

A3 What is your marital status Single 1
Married 2
Cohabiting 3
Divorced 4
Widow 5

A4 | What is your education level Informal education 1
Primary education 2
O level Secondary education 3
A level secondary education 4
University/college education 5

A5 | What is your occupation?

B:THE IMPACT OF LOANS TO THE PERFOMANCE OF SMEs

B1 Do you agree that loans help SMEs to raise | Strongly agree 1
capital?
Agree 2
Strongly disagree 3
Disagree 4
I don’t know 5
B2 Do you agree that loans help SMEs to build | Strongly agree 1
assets?
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Agree
Strongly disagree
Disagree

I don’t know

B3 Do you agree that loans help SMEs to Strongly agree
create jobs?
Agree
Strongly disagree
Disagree
I don’t know
B4 Do you agree that loans help you as the Strongly agree
owner of SME to improve your living
standard? Agree
Strongly disagree
Disagree

I don’t know

: BARRIERS FACED BY SMEs IN ACCESSING LOANS FROM FINANCIAL

INSTITUTIONS
Cl Do you agree that small cash flow in SMEs
hampers credit accessibility among owners
of SMEs? Strongly agree
Agree
Strongly disagree
Disagree
I don’t know
C2 Do you agree that poor accounting Strongly agree
practices and management in SMEs hinders
access to credit among owners of SMEs Agree
Strongly disagree
Disagree
I don’t know
C3 Do you agree that lack of marketable Strongly agree
collaterals amongst owners of SMES
hinders their access to credit from financial | Agree
institutions? Strongly disagree
Disagree
I don’t know
C4 Do you agree that inadequate credit history | Strongly agree

of SMEs hinders access to credit amongst
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owners of SMEs?

Agree
Strongly disagree
Disagree

I don’t know

C5

Do you agree that high transaction cost
hinders access to credit amongst the owners
of SMEs?

Strongly agree
Agree

Strongly disagree
Disagree

I don’t know

E: STRATEGIES ON PLACE TO ENSURE CREDIT AVAILABILITY AMONG SMEs

D1 Do you agree that reduction of price
increases access to credit among owners of
SMEs Strongly agree
Agree
Strongly disagree
Disagree
I don’t know
D2 | Do you agree that provision of group loans | Strongly agree
increases credit accessibility among owners
of SMEs? Agree
Strongly disagree
Disagree
I don’t know
D3 Do you agree that availability of private Strongly agree
financial institutions on board increases
credit accessibility among owners of Agree
SMEs? Strongly disagree
Disagree
I don’t know
D4 | Do you agree that credit accessibility Strongly agree
among owners of SMEs could be improved
if financial institutions are subsidized by Agree
the government? Strongly disagree
Disagree
I don’t know
D5 | Do you agree that follow up and Strongly agree
supervision from financial institutions
ensures proper use of loans by SMEs Agree
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Strongly disagree
Disagree

I don’t know

D6

Do you agree that training and assistance
from financial institutions ensures the
growth of SMEs?

Strongly agree
Agree

Strongly disagree
Disagree

I don’t know
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INTERVIEW GUIDE
INTERVIWEE INFORMATION

Gender: Male/ Female. ........oununn e

Department.........oooiiiiiiii i
No of years in your position............ceeeeeiviineenennenn.n.
OBJECTIVE OF THE STUDY

The main objective of the study is to assess the role of financial institutions to the
growth of SMEs specifically by assessing the barriers faced by SMEs in accessing
loans, challenges faced by financial institutions in lending SMEs, the impact of loans

to the performance of SMEs and the strategies on place to ensure credit availability

among SME:s.
QUESTIONS
1. Tell me about yourself.
2. Tell be about your experience as a banker
3. Tell me about the rate of default among SMEs, is it high or low?
4. Tell me how does high default among SMEs affect financial institutions?
5. How does lack of collateral among SMEs affect financial institutions in

lending SMEs?
6. How does seasonality in agriculture and business faced by SMEs affect the
performance of loans in financial institutions?

7. How do financial institutions affected by lack of sufficient credit information

among SMEs?
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