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ABSTRACT

This study investigated the factors that hinder the growth and survival of small and micro
enterprises (SMEs) in Tanzania; with Tanga City SMEs as a case study. This study
focused on three issues. These include the investigation of the major factors constraining
the growth and survival of (SMEs), exploration of the efforts made by the government to
deal with problems facing (SMEs) and an assessment of solutions to the problems.
The sample size was 180 respondents. The study used primary and secondary data. Data
were collected through questionnaires, interview and documentary review. Data were
processed and analyzed using Statistical Package for Social Science (SPSS) version 16.0.
This study identified major factors constraining the growth and survival of SMEs which
include of lack of adequate capital, high rent costs for business premises, inadequate
business skills, lack of a good market, high business competition, inflation effect and
hard conditions for securing loans from financial institutions. The study found out that
the government efforts has been making some efforts in supporting SMEs growth and
survival. These include providing business skills to some business owners, creating a
conducive environment for carrying out business and controlling inflation.
The study also identified measures which should be implemented to support the growth
and survival of SMEs. These include provision of appropriate business skills, creation of
more conducive environment and provision of better loan conditions.
The study recommends that the various stakeholders in the country should play their part
in enhancing the growth and survival of SMEs.
The study also recommends that SME business owners themselves should be creative and
pro active in running their businesses.
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CHAPTER ONE
BACKGROUND AND INTRODUCTION

1.1 Introduction
This chapter presents the introduction of the background of research problem as well as
statement of the problem on bank services and economic development. Furthermore, the
chapter presents the research objective, research questions, and the significance of the
study.

1.2 Background of the Problem
Africa is has been described as one of the poorest regions in the world. Poverty in Africa
is considerably higher than in other developing regions. The continent faces the daunting
challenge of reducing its high levels of poverty. Unlike most regions of the world,
poverty in Africa is extensive, severe, and rising in sub-Saharan Africa, while it has
declined in most other parts of the world (International Labor Organization, (ILO) 2004).
In 2003, the 46 percent of the sub-Saharan African population living on, $1 a day is a
level that is slightly higher than the percentages living on this amount during 1980 and
1990 (Economic Report on Africa (ERA) 2005). At the global level, however, the
percentage of the population living on $1 a day declined from 40 percent in 1980 to 20
percent in 2003.

Africa now exceeds the next poorest region, South Asia, by about 17 percentage points
(International Labor Organization, (ILO) 2004). As a result, while East, Southeast, and
South Asia, plus some countries in North Africa are generally on track to meet the
millennium development goal of halving poverty by 2015, little progress has been made
in sub-Saharan Africa towards achieving this goal (United Nations, (UN) 2004).
1

Historically, Tanzania did not have a record of a vibrant private enterprises sector. At
independence in 1961, there were a few isolated cases of Asian-dominated, privately
owned establishments in the areas of textile manufacturing, import-export trade,
insurance and commerce, mainly banks. Between 1961 and 1966 the Tanzanian
government tried to build its economy based on the capitalist ideology. The central
government assisted by its ministries, regional and district administration were
responsible for the delivery of public goods and services.

In 1967 Tanzania adopted the socialist ideology which led to the nationalization of
existing private enterprises that had managed to emerge in the country. Many Asian
owners left the country for Canada, United Kingdom, United States of America, India,
Australian and New Zealand. Between 1967 and 1970 public enterprises performed fairly
well in terms of delivering public goods and services. However, beginning with the early
1980s public enterprises started to exhibit all sorts of poor management. Industrial
production stood at 30% of installed production capacity. As a result, consumer items
became critically scarce on the local market and the ability of public enterprises to pay
taxes to the treasury dwindled.

The SMEs nomenclature is used to mean Micro, Small and Medium Enterprises. It is
sometimes referred to as micro, small and medium enterprises (MSMEs). SMEs cover
non-farming activities mainly manufacturing, mining, commerce and services. There is
no universally accepted definition of SME. Different countries use various measures of
size depending on their level of development. The commonly used yardsticks are number
of employees, total Investment and sales turnover.
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In the context of Tanzania micro is those engaging up to 4 people, in most cases family
members or employing capital amounting up to Tshs 5.0 million. Small enterprises are
mostly formal business undertakings engaging between 5 and 49 employees or with
capital investment from $3891 (Tsh 5mn) to $155642 (Tsh 200mn). Medium enterprises
employ between 50 and 99 people or use capital investment from $155642 (Tsh200mn)
to $622568 (Tshs 800 mn) (Business Africa Online, October 2007). The workshop
organized by World Intellectual Property Organization, in collaboration with Tanzania
Chambers of Commerce Industry and Agriculture; present a similar categorization of
Small and Medium Enterprises (SMEs) as follows:

Table 1: Definition of Small and Medium Enterprises (SMEs)
Category

Number of Employees

Capital Investment (000,000
Tsh)

Micro Enterprise

1–4

Up to 5

Small Enterprise

5 – 49

5 - 200

Medium Enterprise

50 – 99

200 – 800

100+

Above 800

Large Enterprise

Source: WIPO/Small and Medium Enterprises (SMEs)/DAR/05/8

The group of micro-enterprises that employ less than five people is the biggest employer
in Tanzania. A survey of 546 enterprises from five regions in Tanzania in 1991, revealed
that 204 (37 percent) were sole proprietorships employing no other workers, 226 (41
percent) employed 1-2 workers, 98 (18 percent) employed 3-5 workers, and only 18 (3
percent) employed 6 or more workers (Mboya, Bagachwa et al 1991). Clearly the sample
in that study suggests that most small-scale enterprises are indeed very small and account
for more than 80 percent.
3

According to statistics from Tanzania‟s Trade and Industry Ministry, the state of Small
and Medium Enterprises (SMEs) in Tanzania has continued to deteriorate despite
government efforts of initiating an enabling environment for their survival such as setting
up of a funding kitty to act as a guarantor in order to secure loans from financial
institutions. Tanzania boasts of over 1800 registered SMEs. In Tanzania, SMEs operate
at the lowest rank of the cash economy, competing and surviving on the basis of low cost,
low price and quality. However, despite their low rank in the development of the
country‟s economy, they account for a large share of the enterprises active in Tanzania.
In fact, SMEs are the emerging private sector and do form the base for private sector-led
growth.

1.2.1 Background of Tanga City
Tanga region is situated at the extreme North-East corner of Tanzania between 40 and 60
degrees below the Equator and 370-390 10'degrees east of the Greenwich meridian. The
region occupies an area of 27,348 sq Kms, being only 3% of total area of the country.
Tanga shares borders with Kenya to the North, Morogoro and Coast regions to the South,
Kilimanjaro and Coast regions to the South, and Kilimanjaro and Arusha regions to the
West. To the East it is bordered by the Indian ocean. Mligaji River also forms a large part
of the border in the South.

Administratively, the region is divided into 8 districts namely, Lushoto, Korogwe,
Muheza, Handeni, Pangani, Mkinga, Kilindi and Tanga District (City). The region has as
well 37 divisions, 136 Wards and 557 villages.
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Tanga District (City) is one of the eight districts in Tanga region, it has historically been
a gate way and continues being an entry point linking the interior of the country and
much of Eastern and Central Africa with the rest of the world across the Indian Ocean.
Tanga City is the Headquarters of Tanga Regional and District administration. The City
is subdivided into 4 divisions consisting of 24 administrative wards of which 14 are
periurban and 8 are rural wards. Tanga City lies between 38 53‟ and 39 10‟ E and 5 and 5
16‟ S in the North East of Tanzania. It extends 20 km inland from the coast between 0 –
17 meters above sea level. It has an area of 600 square km of which 62 sq km is covered
by water bodies.

The population of Tanga city was 242,640 people in 2002 (Population and Housing
Census, 2002) this accounted for about 14.8% of the regional population. As the major
urban centre of the region, Tanga City is the most heavily settled amongst the eight
districts with an average population density of about 451 persons per sq km of land area.
The economy of Tanga city is in the state of revival after the reversals associated with the
collapse of the sisal export market during the 1960-1970‟s. New large and small scale
industries and enterprises are being established, as facilitated by improved infrastructure,
growing markets, privatization and greater support from all levels of government to
investment. Growth in export and imports through Tanga‟s harbor has also contributed to
the revival.

Per capita income for the city is estimated to be about Tshs. 430,000 with almost 50% of
the urban employment in the informal sector and half the rural population depending on
agriculture, livestock rearing and fishing for their livelihood.

5

1.3 Statement of the Problem
Small and Medium Enterprises are necessary engines for achieving national development
goals such as economic growth, poverty alleviation, democratization and economic
participation, employment creation, strengthening the industrial base and local
production structure. However, the ability of Small and Medium Enterprises (SMEs) to
realize these economic and social objectives depend on the regulatory and policy
environment within which they operate (ILO, 2000). More often than not, regulatory
policies often aimed at developing other sectors of the economy have unintended
negative impact on SMEs. For instance, trade liberalization that is intended to boost
export revenue often stifles local production due to the increased imports of cheap local
substitutes. This argument is emphasized in the summary by the Organization for
Economic Co-Operation and Development (OECD) (1997) below:

“While some regulations may deliberately favor SMEs (many regulations exclude the
smallest firms), in general the adverse impact of regulation on SMEs can be particularly
harmful. This is because SMEs are less equipped to deal with problems arising from
regulations since they have less capacity than larger firms to navigate through the
complexities or regulatory and bureaucratic networks. SMEs are more likely to be
hampered by regulations because their strength stems from their flexibility.

Some

regulations designed to prevent entry into the market by dynamic SMEs are particularly
detrimental”.

In order to improve the economic conditions and poverty issues in Africa, small
businesses can play a vital role because SMEs have been generally regarded as the
driving force of economic growth and poverty reduction. They have been the means
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through which accelerated economic growth and rapid industrialization have been
achieved (Harris and Gibson, 2006; Sauser, 2005; Eeden et al., 2004; Arinaitwe, 2006;
Kiggundu, 2002; Yusuf and Schindehutte, 2000; Monk, 2000; Goedhuys and
Sleuwaegen, 2000; Birch, 1981, 1987). Any strategy for poverty alleviation in Africa
must include support, encouragement, and promotion of SMEs.

While the contributions of small businesses to development are generally acknowledged,
entrepreneurs are faced with many obstacles that limit their growth and survival.
Research on small business development has shown that the rate of failure in developing
countries is higher than in the developed world (Arinaitwe, 2006). It is also essential to
understand the problems facing small business development in Africa, including
Tanzania, because they are significantly different and unique from those being faced in
developed countries. Problems facing the growth and survival of SMEs in Tanzania can
be generally classified as follows: lack of appropriate knowledge and skills; limited
access to relevant information on technology; dependency on poor and obsolete
technology; SMEs capacity to innovate is limited to knowledge and available facilities;
limited access to finance; in adequate and inefficient infrastructural facilities which tend
to escalate costs of production , business development services are underdeveloped and
not readily available; weak demand for their products a rising from low and dwindling
consumer purchasing power as well as competition with similar imported products;
multiplicity of taxes/levies/charges.

Our literature search shows that to date, very little research has been conducted on the
factors constraining the growth and survival of small businesses in Tanzania in general,
and none in particular on this topic for Tanga City. Thus, gaps exist with respect to
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understanding SMEs in Tanzania and problems facing small business owners in
Tanzania.

1.4 Research Objectives
1.4.1 General research objectives
The purpose of this research is to investigate the factors that hinder the growth and
survival of small businesses in Tanzania.

1.4.2 Specific objectives
The following are specific research objectives:
i. To investigate the major factors constraining the growth and survival of Small and
Medium Enterprises (SMEs)
ii. To explore the efforts made by the government to ensure growth and survival of
Small and Medium Enterprises (SMEs)
iii. To assess the measures that could help the growth and survival of SMEs in Tanga
City.

1.5 Research Questions
i. What are the major factors constraining the growth and survival of Small and
Medium Enterprises (SMEs)?
ii. What are the efforts made by the government to ensure growth and survival of Small
and Medium Enterprises (SMEs)?
iii. What are the measures to be taken to growth and survival of SMEs in Tanga City)?
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1.6 Significance of the Study
The purpose of this study was to examine the challenges facing the growth and survival
of SMEs. Given the significance of small business to a nation‟s development, and also
the role that small business plays in poverty reduction. Therefore, postulate that
recognizing the challenges facing small business development in Tanzania is a critical
first step in managing and avoiding the massive failure of small businesses in Tanzania.
It is obvious that this study provides the knowledge base theoretically and practically on
SMEs and its effects on economic development in Tanzania. The study also stands as
reference tool to different groups of people who want to acquire knowledge of SMEs and
its role on economic development and encourage other academicians who use it for
further researches. Not only to other researchers but also the researcher of this study was
able to observe what is really happening in SMEs and assisted to be an entrepreneur in
the future. Through interviews the researcher was able to meet different people with
different

views

thereby

strengthen

researcher`s

knowledge

and

professional

understanding.

The research findings of this study are useful to policy makers. The policy makers can
use the study to improve policies on SMEs so as to make activities of those SMEs to
bring impact to the economic development of the country.

Moreover, to the Small Industries Development Organization (SIDO), the research
findings served as an input for the improvement of the services to SMEs offered by SIDO
so as to improve the products they produce and offer to the market. SIDO is an Institution
which was established by the act of Parliament No. 28/973. Its main objective is to plan,
coordinate, promote and offer every form of services to small industries. The main
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activities include entrepreneurship development and extension services, technology
development and technical services, marketing and information, financial services.

1.7 Limitations of the Study
The study was conducted in Tanga district (City) in Tanzania. This was done due to
financial constraints and also time limits for the research work itself because the
researcher lives in Tanga so it was easier for researcher to collect data. Due to small area
used to collect data the conclusion of this study cannot be generalized for other regions of
Tanzania as the business environment differs from upcountry regions and Tanga.
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CHAPTER TWO
LITERATURE REVIEW

2.1 Introduction
This chapter presents the review of related literature on the Factors Constraining the
Growth and Survival of Small and Medium Enterprises (SMEs) in Tanzania. It contains
the conceptual definitions, theoretical analysis, empirical analysis and Conceptual
framework for the study.

2.2 Conceptual Definitions
Small and Medium Enterprises: There is no single, uniformly acceptable, definition of a
small firm (Storey, 1994). Firms differ in their levels of capitalization, sales and
employment. Hence, definitions that employ measures of size (number of employees,
turnover, profitability, net worth, etc.) when applied to one sector could lead to all firms
being classified as small, while the same size definition when applied to a different sector
could lead to a different result. The first attempt to overcome this definition problem was
by the Bolton Committee (1971) when they formulated an “economic” and a “statistical”
definition (Quartey & Kayanula, 1999).

Presented in Table 2. is a summary of

alternative definitions.
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Table 2: Alternative Definitions
Definition
World Bank since 1976

Firms with fixed assets (excluding land) less than US$
250,000 in value is Small Scale Enterprises

Grindle et al (1989:9-10)

Small-scale enterprises are firms with less than or equal to
25 permanent members and with fixed assets (excluding
land) worth up to US$ 50,000.

USAID in the 1990s

Firms with less than 50 employees and at least half the
Output is sold (also refer to Mead, 1994).

UNIDO‟s Definition for Large
Developing Countries:

Medium – firms with 20 - 99 workers
Small

- “

“ 5 - 19 workers

Micro

- “

“ < 5 workers

UNIDO‟s Definition for Large
Industrialized Countries

- firms with 100+ workers

- firms with 500+ workers

Medium – firms with 100 – 499 workers
Small

“  99 workers

- “

Source: ILO, 2003.

From the various definitions above, it can be said that there is no unique definition for a
small and medium scale enterprise. In a study carried by the International Labour
Organization, more than 50 definitions were identified in 75 different countries, with
considerable ambiguity in the terminology used.

The enormous variety of criteria

applied includes size of workforce or capital, form of management or ownership,
production techniques, volume of sales, client numbers, levels of energy consumption etc
(Potobsky, 1992; Quartey & Kayanula, 2000).
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2.3 Theoretical Framework
The theoretical framework for this study is based on several prior studies (Okpara and
Wynn, 2007; Tushabomwe-Kazooba, 2006; Harris and Gibson, 2006; Eeden et al., 2004;
Goedhuys and Sleuwaegen, 2000; Mambula, 2002; Chrisman and Leslie, 1989; Ansoff,
1965). We adapted Ansoff‟s (1965) framework for classifying the types of decisions
needed to start and maintain a successful business and analyzing common problems faced
by small business owners. This framework categorized small business constraints as
administrative, operating, strategic, and exogenous. Administrative constraints focus on
the organizational structure and its capability to obtain and develop necessary resources.
These problems include personnel, finance, and management issues. Operating
constraints deal with issues of allocating resources in an efficient manner and are more
common in the functional areas of a business.

Examples include marketing, operations, and inventory management. Strategic
constraints involve the ability of small business owners to match their product or service
with the demands of the external environment (Harris and Gibson, 2006). This requires
that business owners understand the nature of their business and the needs of their
customers. Business owners with strategic issues will need assistance with general
management and marketing issues. Another area that has been identified in the literature,
which is particularly important to small businesses in Nigeria, is the area of exogenous
constraints. These constraints include infrastructure issues, corruption, technology, and
demand conditions.

Report by Small Business Research Centre of Kingston University (2005) affirmed that
regulation is widely argued by business lobby groups, policymakers and academics to be
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a key barrier to business start up, performance and growth. The World Bank (2004)
insists that, taking an international comparison; excessive regulation is associated with
lower rates of business start-up, lower employment and lower national economic
performance. Small businesses, in particular, are argued to suffer disproportionately
from business regulation with adverse consequences for their performance and growth
(Boys Smith 2004). Although the findings relate to SMEs in the United Kingdom, it is
likely that regulations may have the same or different impact in Tanzania. This study
will try to reveal the impact.

The Hampton report of United Kingdom (Hampton 2004) concluded that small business
owners often report too much information to digest and understand also that they are not
clear about what is expected of them. The report identified several problems which
increase the administrative costs associated with regulatory enforcement: excessive form
filling; emphasis on inspection rather than advice; inconsistent application of rules by
different regulators, or even different individual inspectors within the same regulator; and
duplication of information requirements from different regulators.

Regulations in

Tanzania may have the same impacts to business owners as in United Kingdom.

Previous studies show that regulation is key barrier to business start up in Jamaica
(Kinston University, 2005) and in the United Kingdom (Smith, 2004).

The Work

Programme report (2006) study on business constraints did not show any conclusive
evidence.

In Tanzania SME Development Policy recognizes problems facing development of SME
in Tanzania as persistent culture that has not recognized the value of entrepreneurial
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initiative in improving the lives of the people. Other factors include complex,
bureaucratic and costly legal, regulatory and administrative environment where Small
and Medium Enterprises (SMEs) are at a greater disadvantage than their counterparts that
are larger in size. The high cost of compliance to regulations may discourage potential
entrepreneurs from formally setting up their businesses, while driving some existing
enterprises out of business and those working for them into unemployment. Also due to
insufficient competition and inadequate information on the credit markets of Tanzania,
banks are discouraged and not willing to lend to Small and Medium Enterprises (SMEs).

Legislation and regulation on collateral exclude movable assets as mortgages, thereby
putting smaller businesses that own more of these assets into a disadvantaged position
vis-à-vis their larger business counterparts. However SME policy (2002) did not explain
why still SME suffer such impacts despite the government awareness of the problem and
despite the several initiatives taken to assist SME sector. This area will need a separate
study, as my study did not go for the reasons of such impacts.

The study on business constraints for micro-enterprises in Tanzania, by Chr. Michelsen
Institute (Work Programme report 2006:2) has different result. There do not appear to be
substantial differences in the ability of trade and service industries in getting the required
permits and licenses for their operations. It was further established in that paper that,
imports/export regulations appear to be much more of a problem for service than for
trade industries. This might have to do with the nature of the business conducted by the
different industries. According to that paper, service industries like tour operators;
insurance and fumigation might for instance have more of a need for imported inputs
than retail traders in food, which is mostly produced locally. One would, however,
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expect to see differences also within the trade sector, where the products traded range
from food, through building materials and motor parts, to garments. By splitting the trade
sample into food and non-food trade, the survey found a slightly higher incidence of
import/export regulation problems in non-food trade. However, the share of firms in nonfood trade that reports this to be a problem is far below that of the service industries.

The difference on the result of the Chr. Michelsen Institute (CMI) - (Work Programme
report 2006:2) and study from other studies could have been contributed by the method
used in data collection. The method used in this study was to ask respondents to rank the
variables basing on how serious the constraint was; thus even though the regulations
might be a problem, respondents might have perceived them to be not serious as other
constraints. And that does not justify that regulations do not have negative impact. A
specific study on impact of regulations may reveal the truth.

2.4 Empirical Literature
Previous studies have shown that a number of factors hamper the growth of small
businesses, including lack of capital or financial resources, however, the degree to which
limited financial resources alone are a major obstacle to business development is still
controversial. For example, findings show that additional capital is often not required to
carry out a successful business activity and that lack of capital can be compensated
through creativity and initiative (Dia, 1996; Godsell, 1991; Hart, 1972; Harper and Soon,
1979). In addition, Kallon (1990) found that the amount of capital needed to start a
business is significantly negative when related to the rate of growth for the business. He
also found that access to commercial credit did not contribute to entrepreneurial success
in any significant way, and if it did, the relationship would be negative.
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On the other hand, some researchers have argued that small businesses are undercapitalized. Many entrepreneurs tend to depend upon their own or their family‟s savings
to start and operate a business; this means of capitalization is limited. Thus, access to
capital remains a challenge. For example, Kallon (1990) found that 65.6 percent of the
firms studied depended upon personal savings as their sole source of capital, 10.9 percent
had access to family savings, 9.4 percent used commercial banks, and 7.8 percent drew
resources from partners and shareholders and other sources Keyser et al. (2000) found
that in Zambia, a lack of starting capital was a common problem for entrepreneurs, as
only 24 percent of entrepreneurs received a loan to start their business.

Another study by Koop et al. (2000) found that the amount of starting capital was
positively related to business success. Research on the role of capital in determining the
success or failure of small businesses in Africa is contradictory and, therefore, remains
unclear. This magnifies the importance of this study: gaining a better understanding of
the role of capital in the success or failure of small business in Nigeria becomes vital.
Overall, most small businesses cannot meet the requirements for commercial loans
because they lack collateral, and those who do meet the requirements still find them
prohibitively expensive in terms of repayment terms (Gray et al., 1997; Kiggundu, 1988;
Trulsson, 1997; van Dijk, 1995).

Management problems, including accounting, finance, personnel, and management
issues, have been cited as a major cause of business failure for small businesses. The
findings of a study by Tushabomwe-Kazooba (2006) revealed that poor recordkeeping
and a lack of basic business management skills are major contributors to small business
failure in Africa. The lack of management experience often makes it difficult for business
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owners to succeed. Researchers have also identified other factors hindering the success of
small businesses, such as poor bookkeeping, inexperience in the field of business and the
lack of technical knowledge, poor managerial skills, lack of planning, and lack of market
research (Lussier, 1996; Mahadea, 1996; Murphy, 1996).

Other acknowledged factors which negatively affect small business development include
corruption, poor infrastructure, poor location, failure to conduct basic market research,
and the economy. (Tushabomwe-Kazooba, 2006; Mambula, 2002). For example,
Kiggundu (2002) argued that the major challenges that face African businesses include,
bribery, dishonest, and other illegal business conducts. These activities have hampered
business entrepreneurial in sub-Saharan African in general and Nigeria in particular.
These unethical activities enable those in positions of power, control, and influence to
make fast and illegal money. In general, corruption affects people in different
occupations, including small businesses. In addition to undermining the legal framework,
national integrity, and regulatory system, it also undermines the trust and confidence of
business owners (Langseth and Stapenhurst, 1977; Pop, 2002).

Practically every African country has its own version of corruption at a great cost to
entrepreneurs, the economy, public administration, and society at large. However, the
impact of corruption on small business development still remains unclear from earlier
researches. An understanding of the specific impact of corruption on small business
development is, therefore, crucial in terms of developing strategies to address the issue.
The studies cited in this brief review have indicated that issues such as lack of finance,
poor management, corruption, lack of infrastructure, and poor accounting/bookkeeping
are major obstacles to small business development in Africa. However, it is important to
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point out that there are other factors that impact small business development in Africa
that must be investigated. Such factors include low demand for products and services,
and inability to use or acquire technology. One of the major contributions of small
business ownership is that it allows people, especially the poor, to enter the economic
and social mainstream of society (Harris and Gibson, 2006). Tanzania will rely upon
small businesses to drive economic growth and eliminate poverty. The business failure
rate in Tanzania indicates that new and young businesses are in dire need of assistance.
To provide such assistance, it is necessary to identify the problems they face.

SME in Tanzania suffer several constraints like; access to finance, formalized property
rights, corruption and regulations (Work Programme report 2006:2). In their paper titled
„‟business constraints for micro enterprises in Tanzania‟‟, regulation did not appear to be
a serious constraint compared to other constraints like competition, corruption, taxes and
infrastructures. The seriousness of impact of regulations in that study may have been
underestimated because of the method used in data collection for that study. Ranking a
regulation on how serious it affects the business in relation to other constraints leaves a
room for biasness.

The urban enterprises survey on behavior of small-scale enterprises by Bagachwa, et al
(1993), has the results similar to that of Chr. Michelsen Institute (CMI) - (Work
Programme report 2006:2). In their survey, the bureaucracy and the government do not
appear to cause major problems for the entrepreneurs, although they appear to be the
major reason for not benefiting from various programs. The major constraints mentioned
in that study were associated with credit and working capital availability which of cause
may have a link with existing regulations on property rights. Again that study was too
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general and respondents were asked too many questions that there was a possibility to
pay little attention to certain areas of study.

However studies in other parts of the world like Edwards et al. (2003); Harris (2002);
SBS (2004); and Boys Smith (2004) argue that regulations restrict business start-up,
impedes successful performance and growth, and contributes to business failure. The
problem of regulation for business owners involves the diversion of scarce resources
away from what are argued to be productive, profit-generating activities and towards the
discovery, understanding of, and compliance with regulations.

Several quantitative surveys like (Michaelis et al. 2001); (Atkinson and Hurstfield 2004),
have recorded business owners‟ perceptions of regulation as a „burden‟, „barrier‟ or
„constraint‟ on business activity. This evidence has produced mixed results. Respondents
may be asked whether regulation alone is a „burden‟, or it may be offered as one item on
a list from which respondents are asked to choose or rank the different options. The 2001
Small Business Service Omnibus Survey of small and medium-sized business owners
found that 49% viewed regulation as an obstacle to the success of their business
(Michaelis et al. 2001).

The Small Business Service Annual Survey of 2003, incorporating 8,693 businesses
employing up to 250 people, found that 39% in UK, cited „regulation‟ as an obstacle to
business success; (Atkinson and Hurstfield 2004). When considering the greatest obstacle
to business success, regulations were reported as second most important (15%, compared
to the 17% citing „competition‟). A European study found that „administrative
regulations‟ were reported by about 10% of all Small and Medium Enterprises (SMEs) as
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the major business constraint (ENSR Enterprise Survey 2003, cited in Observatory of
European Small and Medium Enterprises (SMEs), 2004).

Small businesses, it is argued, encounter disproportionately greater problems of
regulation than larger companies, usually understood in terms of higher compliance costs
per employee (Chittenden et al. 2003). Compliance costs include not only the
management and employee time taken to discover, understand and keep records on
regulations but also any professional fees spent on taking advice or undertaking legal
action as a result of alleged non-compliance by regulatory authorities and others. Small
businesses lack the internal resources (time, money, specialist expertise) to cope with
regulation and are unable to spread the costs of compliance across large-scale operations.
In the Tanzania case, according to Kimungu and Kileva (2007), the challenges facing
Tanzania with respect to taxation of Small and Medium Enterprises are in particular to
those in the informal sector; i.e.
•

Identification,

•

Registration

•

Non compliance

•

Poor or non record keeping and

•

Non return filling

Their research revealed that the challenges may be due to factors like:
•

Traders not having permanent business premises.

•

Displaying their businesses on the streets where they keep on shifting

•

The record keeping problem is mainly due to illiteracy on the part of the taxpayers
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The study by Kimungu and Kileva (2007) established that, about one third of the Gross
Domestic product (GDP) originates from SME sector and the sector has more than 1 .7
Million businesses, engaging about 3 million people. Further the SMEs employ about
20% of the total labor force, about 92% of the annual school leavers (at all levels), are
potentially absorbed by the SME sector with more than 700,000 new entrances in the
SME sector every year.

Another study by Emmanuel Saiguran (2007) pointed out the constraints to SMEs
Development as follows:
•

Lack of appropriate knowledge and skills,

•

Limited access to relevant information on technology,

•

Dependency on poor and obsolete technology,

•

SME s capacity to innovate is limited to know ledge and available facilities,

•

Limited access to finance,

•

Inadequate and inefficient infrastructural facilities which tend to escalate costs of
production,

•

Business Development Services are underdeveloped and not readily available

•

Weak demand for their products arising from low and dwindling consumer
purchasing power as well as competition with similar imported products

•

Multiplicity of taxes/levies/charges.

2.5 Conceptual Framework
Figure 1 shows the conceptual framework for the study. As stated earlier there are many
factors which have an impact on start-up and operation of small business in various ways
which constraint the survival and growth of the Small and Medium Enterprises, and
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which have the roots from operators‟ economic, cultural and social background. SME
operators have small initial capital, little skill in management, finance and administration
thus they are easily affected by any spending of available resources for activities that are
not directly related to generation of income.

Administrative
constraints
 Accounting/Finance
 management/Personnel

Operating constraints
 Marketing/Production

Inventory control
Small
Business
Constraints
Strategic constraints
 Planning/Choice
 Financial/Competitive

Exogenous constraints
 Infrastructure/Technology
 Government/Corruption
Exogenous constraints




Infrastructure/Technology
Government/Corruption

Figure 1: Conceptual Framework
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Stunted
Growth

A conceptual framework guides the research, determining what measures, and what
statistical relationships is looked for (Kombo & Tromp, 2006). With regard to this study
there is some interrelationship between small business constraints and stunted growth and
survivor of small and medium enterprises (SMEs). The figure 1 depicts this
interrelationship among independent variables for small business constraints which
hinders the growth of SMEs among the business owners. With the presence of these
variables administrative constraints, operating constraints, strategic constraints and
exogenous constraints lead to underdevelopment of the SMEs (Figure 1).
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CHAPTER THREE
RESEARCH METHODOLOGY

3.1 Introduction
This chapter comprises of methodology of this research. It presents the strategies, survey
population, area of the research and sampling design and procedure. It also contains
variables and measurement procedures, methods of data collection, data analysis and
expected results.

3.2 Research Design
A research design is the basic plan that guides the data collection and analysis phase of
the research project (Saunders 2003). This study adopted a descriptive research design to
explore the factors constraining the growth and survival of the Small and Medium
Enterprises (SMEs) in Tanzania, specifically in Tanga District (City). A descriptive
research is concerned with either determining the frequency with which something
occurs, or relationship between variables. (Saunders 2003). It is a field research, which
focused on the present (as opposed to longitudinal or historical research) and working
hypotheses has to be tested.

Among the reasons that led to the adoption of descriptive research is that it includes
many particular research methodologies and procedures, such as observations, surveys,
self-reports, and tests, thus make it more appropriate for this study. This research used a
case study of SMEs establishments in Tanga City. Due to the nature of SME operations
where there are no proper record keeping, data collection necessitated the use of survey
and observation on small enterprises thus making descriptive research to be the best
approach for the study.
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Another reason for choosing descriptive research in this study is that it is analytical and
often focuses on particular variable or factor. This is because the researcher focus on the
analysis of factors constraining the Small and Medium Enterprises (SMEs) development,
that descriptive research is considered to be appropriate approach to achieve that
objective. The following business sectors were selected because they touch daily life of
the human being in town and helped a researcher in this study collect data easily and
reliably.

3.3 Location of the Study (Study Area)
Targeted area for the study will be Tanga City in North Eastern part of Tanzania. The
researcher was impressed by the activeness of small businesses in Tanga because she is
domicile in Tanga region. The study covered small micro enterprises located in Tanga
City and the selection of those small businesses which were through the office of
registration of business in Tanga city.

3.4 Sample Size
Having developed the study approach, it is now relevant to explain how participating
firms were selected. According to Saunders (2003) a sample is a subset of a particular
population. Target population of the study consisted of small and micro enterprises in
Tanga City. This population include micro-enterprises and small enterprises in farming
and non-farming sector. The Small and Medium Enterprises (SMEs) was chosen at
random from the Tanga city office where small and medium business enterprises are
registered.
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The sample for this study was 180 small business enterprises drawn from 500 different
types of businesses, owned by small business entrepreneurs. This sample was calculated
by taking 36% of the population from different business owners. However, 8 key
informants were included in the study making a total of 188 of respondents.

3.5 Data Collection Methods
In this study collected data through questionnaires, interviews and documentary reviews.
Open ended questions and structured questionnaires were employed to gather
information within the research area from SME owners.

Also interview was used

especially to key informants or official respondents.

3.5.1 Primary data collection
Primary data were collected from the field by using different methods. Questionnaire was
the main method used to collect data. Interview and documentary review were used to
complement questionnaire.

3.5.1.1 Questionnaires
Questionnaires were used to collect the primary data and information. The design of
research questionnaire consists of both closed and open-ended questions. The closeended questions were in the form of multiple choices, where respondent required to put a
tick or fill an appropriate letter for his/her answer.

3.5.1.2 Interview
This method was also applied to respondents consisting of unstructured interview. This
enabled the researcher to get data from respondents who are not easy to use
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questionnaires. Interview assisted the researcher to elaborate to the respondent‟s area of
interest to avoid resistance from them.

3.5.1.3 Documentary review
Documents are any written or recorded materials which are not prepared at the request of
the inquirer or for the purpose of evaluation (Ghuba and Lincolin, 1985). This study used
both sources of information reports and books.

3.5.2 Secondary data collection
Secondary data were collected through reviewing documents. This involved reviewing
of past documents on city procedures, complaints of deficiencies on current procedures
and various articles on business regulations and procedures.

3.6 Data Collection Instruments
This study used questionnaires and forms to collect data. In order to collect information
from respondents, both simple and multiple-choice questions and open ended questions
were used. Questionnaires were designed in such a way that potential respondents would
not bore and enabled to express their views freely and sincerely.

To enhance the

response rate, the questionnaires were delivered by hand to the addresses of the
businesses identified for the study and collected by hand on a scheduled pick-up date.
Questionnaires were distributed in the way what avoided the problems with the local mail
system and to fit with local cultural issues such as the background of the researcher and
purpose of the research. For example, most Tanzanians were reluctant to respond to
anonymous surveys and want to know the person and the subject of the research before
responding.
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3.7 Data Analysis
In this part of analysis the researcher obtained detailed information about phenomenon
and then establishes patterns trends and relationships from the information gathered.
When the data collection completed, the questionnaires were edited again to determine
degree of response and number of usable questionnaire (that is questionnaires which have
been received from the respondents). Then data were summarized in tables to enable
analysis and interpretation of the information received through the questionnaires.

The data collected were analyzed using both qualitative and quantitative methods. From
the tabulated data, Computer packages/models called Statistical Package for the Social
Sciences (SPSS) computer program was used in the analysis of data to test the
relationships among dependent and independent variables. The package provides a wide
range of choices in selecting variables at various stages of the analysis and testing various
relationships. Cross tabulation also were used to compare causes and effects.

3.8 Validity and Reliability
Data Validity determines whether the research truly measures that what it was intended
to measure. Saunders et al (2007) defines validity as an aspect which is concerned with
whether the findings are really about what they appear to be about. In order to ensure
validity of the data collection instrument for this study, the researcher conducted a pilot
study to 25 respondents in SIDO offices. The panel of 25 respondents also asked to
eliminate items they found irrelevant to the Tanzanian cultural environment, and made
suggestions about how to simplify the items that were relevant. The responses, comments
and observation of these 25 respondents were used to trigger modification of the
questionnaire.
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CHAPTER FOUR
PRESENTATION AND DISCUSSIONS OF RESULTS

4.1 Introduction
This chapter presents and discusses the major findings of the study in regard to data
obtained from the field. Discussion of the findings is based on information obtained from
the respondents in the area of study. The discussions of the findings are based on
established research objectives which included investigation of the major factors
constraining the growth and survival of Small and Medium Enterprises (SMEs),
exploration of the efforts made by the government to ensure growth and survival of Small
and Medium Enterprises (SMEs) and measures to be taken that can help the growth and
survival of SMEs in Tanga. The chapter also describes other important variables in
relation to the subject, especially social characteristics of the respondents.

4.2 Profile of the Respondents
This part covers the profile of the respondents who were the owners of Small and
Medium Enterprise in Tanga city. The profile covers characteristics of the respondents
which includes sex, age, education level and marital status.

4.2.1 Sex of the respondents
The first demographic characteristic of the respondents is sex issue. Results of the study
on sex of respondents show that 62.2% were males and 37.8% were females. Table 3
below has the details. These results show that even though the study thought of sex issue
by involving both sexes equally as they were selected randomly from the visited business
areas during data collection, there was sex disproportion as men were more than women.
These results imply that a large proportion of small scale business owners were men
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which means that men are more likely to be engaged in Small and Medium Enterprises in
Tanga city. This means that there is a need for women empowerment to enable them get
involved in running businesses.

Table 3: Sex of the Respondents
Sex

Results
Frequency

Percent

Male

112

62.2

Female

68

37.8

Total

180

100.0

Source: Field Data, 2012.

4.2.2 Age of the respondents
Another demographic characteristic of the respondents that was covered by the study is
age. Results of the study on the aspect of age of respondents show that 51.1 percent of
the respondents were in the age group of between 36 to 45 years; 26.7 percent were in
age group of between 26 to 35 years; 15.6 percent were in the age group of 18 to 25
years; 6.7 percent were in the age group 46 to 55 years; and none was in the age group of
over 55 years. Table 4 below has the details. This could be due to the fact that the aged
or old people could no longer be engaged in business matters. General results indicate
that a greater part of the respondents were in the productive age group, but also this is the
group which has more family responsibility and this can be among the factor that hinder
the business growth due to family expenditures.
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Table 4: Age of the Respondents
Results

Age (in years)

Number of respondents

Percentage

18-25

28

15.6

26-35

48

26.7

36-45

92

51.1

46-55

12

6.7

> 55

0

0.0

Total

180

100.0

Source: Field Data, 2012.

4.2.3 Education level of the respondents
The other aspect which was covered by the study as one of the demographic
characteristic of the respondents was level of education. With regard to the level of
education of the respondents 40% of the respondents had secondary education level; 38.9
percent of the respondents had primary education level of education; 14.4 percent of the
respondents had not attended school at all; and 6.7 percent of the respondents had
attained higher level of education. With regard to those who had not attended school, it
means that there are some people who manage to run businesses although they have not
attended any class.

From this point it can be said that lack of education can be one of the factors which could
hinder the growth of Small and Medium Enterprises. Table 5 below has the details. This
indicates that many people in Tanzania still have only basic education. This situation
calls for more enrollment of children in both primary, secondary schools and institutions
of higher learning. This could increase the skills and ability to manage businesses hence
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minimizes the factors which could hinder the growth of Small and Medium Enterprises in
Tanga.

Table 5: Education level
Education level

Results
Number of respondents

Percentage

Not attended at school

26

14.4

Primary education

70

38.9

Secondary education

72

40.0

Higher learning

12

6.7

Total

180

100.0

Source: Field Data, 2012.

4.2.4 Marital status of respondents
Results of the study on marital status aspect show that 53.3 percent of the respondents
were married; 27.8 of the respondents were single; 11.1 percent were divorced; and 7.8
percent of the respondents were widowed. These results imply that a large number of the
respondents were married with responsibility of serving their families through their
business activities. From this fact it can be said that family expenditures can be among
the factors which hinder the growth of Small and Medium Enterprises in Tanga and in
the country at large.
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Marital status of respondents
60
50
Single

%

40

Married

30

Widow

20

Divorced

10
0
1
Status

Figure 1: Marital Status of Respondents

Source: Field Data, 2012.

4.2.5 Nature of business undertaken
Table 6 below, shows the nature of business undertaken by SME owners in Tanga urban.
40 percent of the respondents were operating retail shops; 17.8 percent were selling
clothes; 14.4 percent were selling hardware; 14.4 percent were selling cereals; 13.3
percent were selling stationeries. These results are supported by mentioned businesses
which were interviewed. These results indicate that the main dominant type of business
performed in the study area was running retail shops. This could be due to the fact that is
the type of business which has mixture of many goods which are demanded for daily
requirements by people.
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With regard to the study it can be said that small and medium enterprises were expected
to grow up in their respective type of business. This is supported by Omari (1999) who
reported that investors in developing countries establish small scale enterprises generally
as a result of unsatisfied household needs, such as paying for their families‟ food,
education, clothing or other necessities and unemployment.

Table 6: Nature of business undertaken
Business

Results
Number of respondents

Percentage

Retail shop

72

41.0

Stationeries

26

13.4

Selling cereals

24

14.4

Hardware shop

26

14.4

Clothes shops

32

17.8

Total

180

100.0

Source: Field Data, 2012.

4.3 Factors Constraining the Growth and Survival of SMEs
This section presents major factors constraining the growth and survival of retail shops
SMEs. It includes business owners perception whether their businesses were growing or
not, as well as describing the major factors constraining the growth and survival of retail
SMEs in Tanga region from dominant types of ventures including retail shops of mixed
goods, cereal shops, hardware shops, stationeries and clothes shops. The perceptions
from all the business types are explained below.
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4.3.1 Perception on business growth by retail shop owners
The researcher was interested to know from retail shop owners whether their businesses
were growing or not. Findings on this aspect show that 58.3 percent of the respondents
said that their businesses were growing; and 41.7 percent of the respondents said that
they were not growing. Table 7 below show the details. This indicates the presence of
factors that hinder the growth and survivor of SMEs.

Table 7: Perception on business growth by retail shop owners
Perception

Number of respondents

Percentage

Grow

42

58.3

Do not grow

30

41.7

Total

72

100.0

Source: Field Data, 2012.

Official information show that SME growth nourishes business industry at large on its
existence, contributes much to national economic growth. This was supported by Uzor
(2004) as opined that micro and small scale enterprises (MSEs) contribute to national
development by positively influencing the distribution of income both in functional
terms, wages and profits in nominal terms. It was further added that micro and small
scale enterprises (MSEs) contributes to value added in the manufacturing sector and to
the Gross Domestic Product (GDP) of the economy.

4.3.2 Perception on business growth by stationery owners
In this study the researcher wanted to know from stationary owners whether their
businesses were growing or not. 53.8 percent of the respondents said that their businesses
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were growing; and 46.2 percent of the respondents said that their businesses were not
growing. Figure 3 below has the details. This means that SMEs were not in good
condition because their survivor is questionable.

56
54

53.8

52
50

%

Grow
Not grow

48
46.2
46
44
42

Figure 2: Perception on business growth by stationery owners

Source: Field Data, 2012.

4.3.3 Perception on business growth by cereal sellers
Results on cereal sellers shows that 58.3 percent of the respondents said that their
businesses were growing; and 41.7 percent of the respondents said that their businesses
were not growing. Table 8 below has the details. This means that SMEs were not in good
condition because their survivor is questionable. This implies that there are several
numbers of factors that hinder the growth and survival of SMEs.
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Table 8: Perception on business growth by cereal sellers
Perception

Number of respondents

Percentage

Grow

14

58.3

Do not grow

10

41.7

Total

24

100.0

Source: Field Data, 2012.

4.3.4 Perception on business growth by hardware shop owners
Results as in Figure 4 below show that, 58 percent of the respondents said that their
businesses were growing; and 42 percent of the respondents said that their businesses
were not growing. This poses the question of SMEs development, implying that there are
several factors hindering the growth of and survival of it.

42%
Grow
Not grow
58%

Figure 3: Perception on business growth by hardware shop owners

Source: Field Data, 2012.
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4.3.5 Perception on business growth by clothes shop owners
Results from clothes shops show that 58.3 of the respondents said that their businesses
were not growing; and 41.7 percent of the respondents said that their businesses were
growing, as shown in Table 9 below. More than half of the respondents in this type of
business said that their businesses were not growing. This means that SMEs were not in
good condition because their survivor is questionable. This implies that there are several
numbers of factors hinder the growth of and its survivor.

Table 9: Perception on business growth by clothes shop owners
Perception

Number of respondents

Percentage

Grow

14

44.0

Do not grow

18

56.0

Total

32

100.0

Source: Field Data, 2012.

4.3.6 The major factors constrain the growth and survival of SMEs
The aim of research question number 2 was to find out the major factors constraining the
growth and survival of SMEs in Tanga city. This section explains the factors as
mentioned by retail shop owners, stationery owners, cereal sellers, hardware shop owners
and clothes shop owners.

4.3.6.1 Factors mentioned by retail shop owners
The table 10 below shows the results on factors mentioned by retail shop owners that
86.1 percent of the respondents said that it is lack of enough capital. This was explained
further that small and medium business owners are normally faced by lack of capital to
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expand their businesses. This might be called as the main source of hindrance for
business growth and survival. In similar observation Osotimehin et al, (2012) observes
that micro and small scale enterprises (MSEs) have serious financial problem in at least
three respects of: a) securing funds in small amount at rates comparables with those paid
by large industries. b) Building and manufacturing adequate financial reserves c)
Securing long term equity capital. Another mentioned constraining factor is high rent
costs for business areas which was mentioned by 80.6 percent of the respondents. This
means that most of business owners pay for rent to the owners of place where businesses
are operated. Another factor mentioned by the respondents was inadequate business skills
among the business SME owners. This was mentioned by 80.6 percent of respondents.
Gockel and Akoena, (2002) supports this factor by pointing out that despite the potential
role of SMEs to accelerate growth and job creation in developing countries, a number of
bottlenecks affect their ability to realize their full potential as SME development, as it is
hampered by a number of factors, including finance, lack of managerial skills, equipment
and technology, regulatory issues, and access to international markets.

Again lack of a good market factor was mentioned by 75 percent of the respondents as
one of the constraints encountered by the SME owners. On this point it was explained
more that due to increase of competition in the sector, the market is always narrow.
Expansion of the market and increase of customers to buy goods and services are needed
for the real business survival and growth hence poverty reduction and sustainable
development. The study also found out another factor was high business competition.
This was mentioned by 72.2 percent of total of respondents. This means that every
member of the SMEs was struggling to perform better and generate more income.
Inflation effect was also listed as one of the factors, this was pointed out by 63.9 percent
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of the respondents. As prices of goods and services raise frequently it gives difficulties to
sellers on how to sell their goods and services to customers who are characterized by low
income earnings. Osotimehin et al, (2012) also reported that despite the fact that cost of
capital is higher for the small scale manufacturers, the effect is even compounded by
raising inflation rate. Basically since the growth of SMEs needs support from different
stakeholders including the government acting as the key supporter, financial institutions
are also very important stakeholders.

In similar case, these information were reported also by Vaithilingm et al,. (2006) who
reported that while the financial sector is a key catalyst for sustainable development of a
country, much of the developing and under-developed countries are grappling to keep up
with the forces of globalization and liberalization that are transforming the global
financial architecture. Hard conditions of securing loans from financial institutions were
also said as one of the constraint facing SME owners. This was explained by 50 percent
of the respondents. But Osotimehin et al, (2012) content that the micro and small scale
enterprises (MSEs) sector Nigeria operates in an environment with very poor
infrastructure which constitutes a barrier to entry and hinders international
competitiveness.

In many States in the country, lack of infrastructure, inability to access markets,
communication, power, water etc. prevent development of micro and small scale
enterprises (MSEs). Family expenditures was mentioned as one of the factor by 33.3
percent of the respondents. As far as many business owners come from poor families,
they find themselves using their little generated income to meet family needs and
sometimes use their capital leading to business stagnation or failure.
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Table 10: Factors mentioned by retail shop owners
Factors

Number of

Percentage

respondents
Lack of enough capital

62

86.1

High rent costs for business area

58

80.6

Inadequate business skills

58

80.6

Lack of good market

54

75.0

High business competition

52

72.2

Inflation effect

46

63.9

Hard conditions of loans

36

50.0

Family expenditure

24

33.3

Source: Field Data, 2012.

Note: The information in the table is based on multiple responses.

The study shows that SMEs growth and survival is hampered by many problems
including poverty which is caused by the family expenses from the above table, inflation,
inadequate enough entrepreneurship skills, limited market and business competition.

4.3.6.2 Factors mentioned by stationery owners
With regard to factors constraining the growth and survival of SMEs in Tanga city
mentioned by stationary owners, 86.1 percent of the respondents mentioned that high
business competition as one of the factors. 80.6 percent of the respondents mentioned
high rent cost for business areas; again 80.6 percent of the respondents mentioned a high
interest on loans from financial institutions; 72.2 percent of the respondents said that
inadequate business skills is also one of the factor; and 50 percent of the respondents
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mentioned family factor. Table 11 below has the details. It was explained that due to
shortage of employment opportunities many youth enter the business hence creating high
competition as firms become many. Rent for business premises and loan interest rates
from financial institutions affects the performance of business since they reduce profits.
Most of SME owners enter the business with no or low knowledge of running the
business in profitable and sustainable manner. This hinders the growth of the firms and
end up collapsing. This was explained further that due low income generation with
extended families most of the incomes obtained from stationary activities are used on
family expenditures. This also contributes much to SMEs not performing well.

Table 11: Factors mentioned by stationery owners
Factors

Number of

Percentage

respondents
High business competition

62

86.1

High rent costs for business area

58

80.6

High interest of loans

58

80.6

Inadequate business skills

52

72.2

Family factors

36

50.0

Source: Field Data, 2012.

Note: The information in the table is based on multiple responses.

4.3.6.3 Factors mentioned by cereal sellers
The factors mentioned by cereal sellers as shown in Table 12 below; 83.3 percent of the
respondents said that small capital was the main factor; 75 percent of the respondents
mentioned business competition; 58.3 percent of the respondents said high interest on
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loans; 41.7 percent of the respondents mentioned the factor of family expenses; and 25
percent mentioned inadequate business skills because most of small scale business
owners start business with very small capital, it hinders the growth of their businesses. It
was explained that there were many people who joined this type of business, and
therefore it was hard for the business to grow. Most of the financial institutions such as
banks charge a high rate of interest on loans. This was the cost which hindered the
growth of the ventures and threatening its survival. Furthermore it was explained that due
low income generation with extended families most of the income obtained from
stationery activities was used in family expenditures. This also contributed much to
lagging behind the SMEs in Tanga.

Most of SME owners enter the business with no or very little knowledge of running the
business in profitable and sustainable manner.

Table 12: Factors by cereal sellers
Factors

Number of respondents

Percentage

Small capital

20

83.3

Business competition

18

75.0

High interest of loans

14

58.3

Family expenses

10

41.7

Inadequate business skills

6

25.0

Source: Field Data, 2012.

Note: The information in the table is based on multiple responses
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4.3.6.4 Factors mentioned by hardware shop
The sub section covers the factors by hardware shops owners. 100 percent of the
respondents mentioned the lack of enough capital; 75 percent mentioned the inadequate
of business skills; 41.7 of the respondents mentioned the business competition factor; and
another 41.7 percent of the respondents mentioned the family expenses factor. Table 13
below has the details. Lack of capital is big problem to most of youth who want
development in business. Most of SMEs owners enter the business with no or low
knowledge of running the business in profitable and sustainable manner. Therefore there
is a

need to support youth. It was also explained further that due to low income

generation with extended families most of the income obtained from activities is used as
family expenditures. This also contributed much to lagging behind the SMEs.

Table 13: Factors mentioned by hardware shop
Factors

Number of respondents

Percentage

Lack of capital

26

100.0

Inadequate business skills

18

75.0

Family expenses

10

41.7

Business competition

10

41.7

Source: Field Data, 2012.

Note: The information in the table is based on multiple responses.
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4.3.6.5 Factors mentioned by clothes shop owners
Table 14 below shows the details on factors mentioned by clothes shop owners. 87.5
percent of the respondents mentioned that changes in fashions is the major factor facing
them; 68.5 percent of the respondents said the lack of business skills; 50 percent of the
respondents mentioned family expenses factor; and 31.3 percent of the respondents
mentioned business competition is one of the factor. Since the customers of clothes go
with fashion, when the fashion passes while the seller still has the stock in the shop it
becomes difficult to sell them in a profitable price. This can lead to capital decrease if the
stock is large. But also most of the business owners lack enough business knowledge, this
hinders development of their businesses. Since business owners are responsible for
family expenditures, they find they have no alternative source of income and hence
business has to meet family needs while the profits generated from business could be
used in capital addition.

Table 14: Factors mentioned by clothes shop owners
Factors

Number of responses

Percentage

Changing in fashions

28

87.5

Inadequate business skills

22

68.5

Family expenses

16

50.0

Business competition

10

31.3

Source: Field Data, 2012.

Note: The information in the table is based on multiple responses.
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4.4 The Efforts Made by the Government to ensure Growth and Survival of SMEs
Presentation and discussion covered in this area are related to the efforts made by the
government to ensure growth and survival of (SMEs). This was the second objective that
was intended to be attained by this study. This section covers the perceptions of
respondents on government support to SMEs in Tanga City.

4.4.1 Respondents perception on the government support
In this section the study wanted to find out whether the government was giving support to
SMEs in the study area or not. The section gives explanations on the research question
number 3. Figure 5 below show the results. 52.2 percent of the respondents said that the
government was supporting the growth and development of SMEs; and 47.8 percent of
the respondents said that the government was not providing any support to business
owners. It can be concluded that the government might be providing direct or indirect
support whereby business owners can not observe it easily. This is because the
government has many ways of supporting its people although the government of
Tanzania is not currently involved directly in business activities. In any case the
government has significant role to play on growth and development of SMEs in the
country.
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53

52.2

52

Percentage (%)

51
50
Supports

49
47.8

48

Not supports

47
46
45
Response

Figure 4: Respondents perception on the government support

Source: Fieldwork Data, 2012.

4.4.2 Types of government support
Since it has been mentioned by respondents that the government has been giving support
to SMEs, this sub section covers the kind of government support mentioned by retail
shop owners, by stationery owners, by cereal sellers, hardware shop owners and clothes
shop owners as detailed below.

4.4.2.1 Types of government support mentioned by retail shop owners
Table 15 below has the details from retail shop owners. 83.3 percent of the respondents
mentioned conducive environment; 58.3 percent of the respondents mentioned that they
were supported by provision of business skills; and 52.8 percent of the respondents said
that government exhorts Micro Finance Institutions (MFIs) to give credits to SMEs.
Table 15 below has the details. Government provides conducive environment through its
local authorities by providing areas special for carrying out small scale business, also
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through policy formulation, tax regulations and rules will make the sector beneficial. It
was explained that through government organs and institutions such as departments in
district, municipal and city councils provides entrepreneurship skills to some of small
scale business owners. This means that the government tries to mobilize and call for
financial institutions especially Micro-finance Institutions to provide repayable credits to
business owners

Table 15: Types of government support mentioned by retail shop owners
Support

Number of respondents

Percentage

Create conducive environment

60

83.3

Provide business skills

42

58.3

Call for MFIs to provide credits

38

52.8

Source: Field Data, 2012.

Note: The information in the table is based on multiple responses.

4.4.2.2 Types of government support mentioned by stationery owners
The researcher wanted to know from the stationery owners the type of government
support provided SMEs. 84.6 percent of the respondents mentioned less tax as one of the
support from the government; 46.2 percent of the respondents mentioned the creation of
opportunities/good environment; 30.7 percent of the respondents mentioned the advocacy
and lobbying. Table 16 below has the details. It was explained that through tax authority,
the government taxes them less according to their income favoring them to make their
addition to their capital in through increase in profits. The government has the authority
to regulate and moderate the prices of different raw materials which enables them to start
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and run their business in a profitable manner. The government creates good environment
for SMEs in different ways like providing specific areas for carrying on small scale
businesses etc. This enables them to grow as will run their business without disturbance.
With regard to lobbying and advocacy it was explained that the government makes
lobbying and advocacy to NGOs, CBOs, donors and other development partners to assist
small scale entrepreneurs.

Table 16: Types of government support mentioned by stationery owners
Support

Number of responses

Percentage

Less income tax

22

84.6

Business environment

12

46.2

Lobbying and advocacy

8

30.7

Source: Field Data, 2012.

Note: The information in the table is based on multiple responses.

4.4.2.3 Types of government support mentioned by cereal sellers
The cereal sellers mentioned the type of government support provided as shown in Table
17 below. 100 percent of the respondents said the restriction on selling abroad as one of
the government support; 66.7 percent of the respondents said the support of provision of
business skills to SMEs business owners; 50 percent of the respondents mentioned the
provision of conducive environment; 46.2 percent of the respondents said the support of
creation of opportunities. Finally 33.3 percent of the respondents mentioned that the
government regulates inflation as one of its support to SME business owners. The
government some time gives restrictions or ban on selling and transportation of cereals
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abroad to avoid shortage of food within the country, this results in easier availability of
goods and hence price stability. The government gives business skills to SMEs since it
has recognized the importance of SMEs to individual, family and national income
generation. This allows the sector to be developed and enable them to start up and run
their business in profitably.

Table 17: Types of government support mentioned by cereal sellers
Support

Number of responses

Percentage

Restriction on broad selling

24

100.0

Business skills

16

66.7

Conducive environment

12

50.0

Regulate inflation

8

33.3

Source: Field Data, 2012.

Note: The information in the table is based on multiple responses.

4.4.2.4 Types of government support mentioned by hardware shop owners
The sub section gives results with respect to hardware shop owners as follows; 79.9
percent of the respondents mentioned regulation of prices; 51.5 percent of the
respondents mentioned business training skills to SME business owners; and lastly 38.5
percent of the respondents said that government was giving advice to financial institution
on interest rates as one of the support. Table 18 shows the details. The government
through its central bank and other respective organs has been making efforts to control
inflation, this has been a very important measure to prevent abrupt rising of prices on
building materials so that capital of the SMEs may not be disturbed. Also government
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has been conducting various training programs to business owners to give them skills for
running their businesses in a more efficient way. Again the government has been in the
front line in encouraging financial institutions to give SMEs not only loans but also
affordable interest rates.

Table 18: Types of government support by hardware shop
Support

Number of responses

Percentage

Regulation of prices

20

79.9

Training of business skills

16

51.5

Financial institutions loans& interest rate

10

38.5

Source: Field Data, 2012.

Note: The information in the table is based on multiple responses.

4.4.2.5 Types of government support mentioned by clothes shop owners
Table 19 below shows the results as follows; 87.5 percent of the respondents mentioned
that creation of a conducive environment; 62.5 percent of the respondents said that
government gave them support by controlling inflation; and 56.25 percent of the
respondents mentioned the provision of business skills. The government through its
authorities provides areas special for carrying out small scale businesses. It was
explained that the government through institutions, departments in district, municipal and
city councils provides entrepreneurship skills to some of small scale business owners.
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Table 19: Types of government support by clothes shop owners – multiple response
Support

Number of responses

Percentage

Create conducive environment

28

87.5

Control inflation

20

62.5

Provide business skills

18

56.25

Source: Field Data, 2012

4.5 Measures to be taken for SMEs Growth and Survival in Tanga City
The section describes suggested measures to be taken for SMEs growth and survival, as it
answers the research question number three (3) This section covers provision of business
skills, creation of more conducive environment, reduction of interest rates on loans and
inflation control.

4.5.1 Give business skills
One of the measures suggested being a possible solution to SMEs growth and survival is
to give business owners appropriate business skills knowledge. This measure was
mentioned by 42.2% of all respondents as indicated in Table 20 below. This was
explained further that if owners of informal sector were given skills and education by
financial institutions in collaboration with the government for running their ventures it
would lead to prosperity and growth of businesses. Abor Quartey (2010) suggested that
the government through tax incentives can encourage certain training institutions and
NGOs to provide training to entrepreneurs on simple record keeping and managerial
know-how.
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4.5.2 Create more conducive environment
Apart from appropriate business knowledge, there was a need for creation of more
conducive environment as mentioned by 36.7% of the respondents. It was also suggested
as one of the measures for SMEs growth. This means that in running businesses there
must be a good environment like reducing tax rates, reducing unnecessary business
regulations etc, otherwise it will difficult for the businesses to grow. Therefore the
government and development partners such as financial institutions should ensure the
existence of a good environment for running small scale ventures.

4.5.3 Reduction of interest rates
Table 20 below shows that reduction of interest rates on loans which was mentioned by
37.8% of respondents is one of the measures which should be taken to support the growth
of SMEs and their survival. Financial institutions should review the policy of interest
rates by focusing on SMEs and reduce the existing rates. This would enable many
business owners to borrow money. Similarly, Abor Quartey (2010) suggests that, to
improve access to credit to SMEs, entrepreneurs should be encouraged to form
cooperatives since financial institutions believe peer pressure often reduces the risk.

4.5.4 Control inflation
Another proposed measure to be taken in order to enhance SMEs growth and survival is
to control inflation which was mentioned by 31.1% of the respondents. The government
should ensure that inflation is controlled to prevent the rise of prices which reduces profit
earning as well as disturbs capital of small scale business owners.
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Table 20: Measures to be taken for SMEs growth and survival in Tanga City

Measures

Results
Number of responses

Percentage

Give business skills

76

42.2

Create more conducive environment

66

36.7

Reduce loan interests

68

37.8

Control inflation

56

31.1

Source: Field Data, 2012.

Note: The information in the table is based on multiple responses

4.6 Conclusion
The chapter has presented and discussed the findings of the study. The first thing
discussed was the demographic characteristics of respondents which comprised sex, age,
marital status and the level of education of respondents.

The findings have been centered on the major research objectives which are investigating
the major factors hindering the growth and survival of SMEs in Tanga region. These
include lack of appropriate business skills, inflation effect, lack of a conducive business
environment and hard conditions of loans. Chapter also describes the efforts made by the
government towards growth and survival of SMEs like provision of business skills,
inflation control and a conducive business environment.

Finally the chapter has

presented the measures which should be implemented to enhance growth and survival of
SMEs, these were inflation control, provision of appropriate business skills, creation of a
conducive environment for businesses and provision of better loan conditions.
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CHAPTER FIVE
CONCLUSIONS AND RECOMMENDATIONS

5.1 Introduction
This chapter provides the conclusion and recommendations of the study. It further
presents the summary of the findings, as well as the measures to be taken to ensure
growth and survival of SMEs in Tanga city. Lastly the chapter presents the areas which
this study didn‟t cover and hence it may require for further research.

5.2 Summary of the Findings
The findings summary has been drawn based on the discussion made in this research.
The study identified several numbers of major factors constraining the growth and
survival of SMEs in Tanga city as follows: Lack of enough capital, high rent costs for
business areas, inadequate business skills, lack of good market, high business
competition, inflation effect, hard conditions of securing loans from financial institutions
and family expenditures accelerated by poverty.

The study also explored that there have been some efforts made by government to
support SMEs growth and survivor for development. This comprises of efforts in
Inflation control, efforts in giving out trainings on business knowledge, creation of
conducive business environment, efforts in decreasing loan interest rates by banks,
restriction on unacceptable broad selling of cereals, regulation of prices and lobbying and
advocacy.

Finally, this study found out the following measures to be taken to support the growth
and survival of SMEs: These include provision of business skills to small scale business
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owners, creation of more conducive environment for carrying out the business, reducing
of credit interest rates by financial institutions and control inflation to reduce the rise of
price for goods.

Also the cereal sellers suggested that government should impose strong restriction on
unacceptable selling of cereals on abroad, this could be measure that will enhance their
growth and survivor. Again the hardware shop owners suggested that regulation of prices
could enable them to run smoothly and hence business growth.

5.3 Conclusion
The study was carried out to investigate factors that hinder the growth and survival of
small businesses in Tanga urban. Conclusions are presented from discussion and findings
of the study. The study identified major factors constraining the growth and survival of
SMEs in Tanga city as follows: Lack of enough capital, high rent costs for business
areas, inadequate business skills, lack of good market, high business competition,
inflation effect, hard conditions of securing loans from financial institutions and family
expenditures.

The study also spotted out efforts made by government to support SMEs growth and
survivor for development which includes inflation control, give business knowledge and
skills, creation of conducive business environment, decreasing loan interest rates by
banks, restriction on unacceptable broad selling of cereals, regulation of prices and
lobbying and advocacy.
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Finally, study found the following measures to be taken to support the growth and
survival of SMEs: These include provision of appropriate business skills, creation of
more conducive environment, reducing of credit interests by financial institutions and
inflation control, strong restriction on unacceptable selling of cereals abroad and
regulation of prices could enable them running smoothly and hence business growth and
survival.

5.4 Recommendations to Various Stakeholders
In order for SMEs in Tanga city to grow and survive the following recommendations
have been suggested to be implemented by financial institutions, by government and by
SME business owners themselves.

5.4.1 Recommendations to financial institutions
Financial institutions should reduce conditions of securing loans, particularly softening
collateral conditions and lowering down interest rates on loans. This could give chance
and encourage many business owners to borrow and add to their capital, hence business
growth.

Moreover the financial Institutions are advised to extend business management as well as
loan management knowledge to their clients after issuing the loans. This will enable the
SMEs members not only to run their loans and business in a more profitable way and
being able to settle their loans in time, but also it will encourage the SMEs members to
borrow more and hence business growth.
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5.4.2 Recommendations to government
The research has showed that all the business ventures visited had almost the same
problems. Below are the recommendations to government so as to enhance SMEs growth
and survivor.

First the government through its different departments should increase its efforts in
addressing the training needs of the SME business owners on the whole package of
business and entrepreneurship skills. This will help the SMEs members on the knowledge
of running the business in a more profitable and disciplinary manner, rather than running
the business without proper book keeping which can disturb their capital increase as well
as business growth. Therefore business skills are very essential for business acceleration.

Secondly the government through its regulatory organs should make sure the inflation is
under control. This can be done through control of domestic prices as well as exchange
rates prices since prices increase has been pointed out as the major constraint for SMEs
growth and survivor.

Thirdly the government should create conducive environment for SMEs to operate. This
includes policy formulations which will enhance SMEs growth and survival, formalities
for starting the business as well as all other business regulations and requirements for
carrying on the business.

Furthermore the government should sit with local banks and micro-finance institutions
for the aim of reducing the interest rate and conditions on loan applications among SMEs
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business owners. This could give many people to access for the credits as they would
expand their businesses improve their earnings.

This is in line with intervening the finance Sector in the formulation of interest rates
policies on loans. The lower interest rates on loans will help to boost SME members
borrowing, capital increase and hence their business growth.

The government should take measures to impose restrictions on improper selling of
Cereals abroad. This can prevent food shortage within the country and hence prevention
of unexpected increases in cereals prices.

5.4.3 Recommendations to SMEs members
Business members are advised to be creative and pro active in all aspects of business
under takings, for instance customer caring, market expansion and finding new ideas
from various sources which could help them grow.

They are also advised to maintain proper book keeping for their business, this go in hand
with separating the business expenses from family expenses, which is maintaining
discipline in business.

This in many ways could increase earnings which leads to capital increase and hence
business growth in the competitive market.
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5.5 Recommendations for Further Studies
This study suggests carrying out the following area of studies.

 The research did not go deep on SMEs performance in pre-urban areas. Therefore
there is a need to conduct research studying on assessment SMEs performance and
growth in pre-urban areas.

 The impact of SMEs in poor people communities
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APPENDICES

Appendix 1: Questionnaire for Respondents
Please fill in the space or put a tick in the boxes as provided to each questions.
PART A: GENERAL INFORMATIONS
……………………………………………………

1.

Nature of the business

2.

Age of respondents a) 18-25 b) 26-35 c) 36-45 d) 46-55 e) >55

3.

Sex :
Male
Female

4.

5.

Marital Status
a)

Single

b)

Married

c)

Window

d)

Divorced

Education level
a)

Not attended

b)

Primary education

c)

Secondary education

d)

College/Institute/University

e)

Others (Please specify)…………………………………………………
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PART B: Major factors constraining the growth and survival of Small and Medium
Enterprises (SMEs)
6.

7.

8.

9.

10.

What is the status of your business in terms of growth?
a)

Growing

b)

Deteriorate

What are the major challenges encountered by SMEs?
a)

…………………………………………………………………………

b)

……………………………………………………………………………

c)

…………………………………………………………………………..

What is the major source of your capital for your business?
a)

Family income

b)

Your money

c)

Inheritance

d)

Loan from financial Institutions

If you got a loan which institutional provided your finance?
a)

Bank

b)

SACOSS

c)

Government Institutions

d)

SIDO

e)

Others (mention)………………..

Have you ever applied for a loan and was not successful? Why?
a)

Conditions of the loans were difficult

b)

High interest rates

c)

No collateral

d)

The Newness of the business
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PART C: Efforts made by the government to ensure growth and survival of SMEs
11.

12.

13.

Is there any support you are getting from the government in your business?
a)

Yes

b)

No

If yes what kind of support given by the government for your business.
a)

………………………………………………………………………………

b)

………………………………………………………………………………

………………………………………………………………………………
Suggest ways that the government can do to ensure growth and survival of your
business

14.

a)

………………………………………………………………………………

b)

………………………………………………………………………………

c)

………………………………………………………………………………

Suggest measures to be taken for growth and survival of SMEs in Tanzania.
a)

………………………………………………………………………………

b)

………………………………………………………………………………

c)

………………………………………………………………………………

d)

………………………………………………………………………………
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PART D: Measures to be taken for growth and survival of small and Medium
Enterprises (SMEs).
15.

What do you think could be the appropriate measures to be taken for growth and
survival of SMEs despite the existing constraints?
a) …………………………………………………………………………………
b) …………………………………………………………………………………
c) …………………………………………………………………………………
d) …………………………………………………………………………………
e) …………………………………………………………………………………..

Thank you very much for your cooperation in filling this Questionnaire
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