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ABSTRACT 

The main objective of the study was to assess the funding arrangements available to 

SMEs in Dodoma region. Specifically the study assessed the source of funds that 

exists for the start-up of SMEs in Dodoma Municipal, outlined the main challenges 

to credit for start up of SMEs in Dodoma Municipal, identify sustainable sources of 

funding start up of SMEs in Dodoma Municipal and Identified ways of improving 

credit availability, accessibility and delivery to SMEs in Dodoma Municipal.   

A cross sectional research design was adopted, 80 SMEs from five streets of 

Dodoma Municipal were randomly selected. Key informants were randomly selected 

from commercial bank, focus group discussions were also done in the selected 

streets. Data were collected in selected streets through administration of 

questionnaire. Secondary data was collected from Library books and publications 

from the internet and the ministry of Industry, Tanzania Chamber of Commerce and 

SIDO. Data were analyzed using Statistical Package for Social Science software to 

obtain frequencies and percentages in order to summarize results. Qualitative data 

collected through focus group discussion and key informant interview method were 

analyzed using structural function content analysis method.  

The findings of the study show that the sources of funds for SMEs were mainly 

Personal savings and contribution of friends and relatives, only a small percent 

comes from business loans, government support and donors contributions. The study 

revealed that lack of security, bureaucracy of bank officials and long procedures 

were the major challenges of getting loans to SMEs in Dodoma Municipal. The study 

identified ways of improving credit delivery to SMEs; these include reduced interest 

rate, introduce loan guarantee schemes and reduced loan requirements such as 

security.   

It was recommended that there is a need of improving SMEs access to credits, by 

encouraging private sector to open up more financial institutions and existing ones to 

increase its networks, this will increase credit availability to SMEs and makes its 

delivery sustainable. Financial institutions should revise their lending procedures and 

reduce loan Interest rate to enable SMEs to break even and repay their loans earlier. 

Also the government and private sector should establish loan guarantee schemes to 

increase access to credits to start up of SMEs in Dodoma Municipal. 
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CHAPTER ONE 

INTRODUCTION 

1.0 Introduction 

This chapter intends to give a general picture of the challenges of seed capital to 

SMEs. It stars with the background which discloses the access of challenges of seed 

capital . Furthermore, it highlights the current challenges of seed capital facing SMEs 

in Tanzania as well as providing the statement of the problem, research objectives, 

research questions and the limitation of the study. 

1.1 Background to the study   

Finance is the oil for growth. It is indeed the life-blood of the economic system. The 

financial system is the vessel that carries this life-blood through the economic 

system. Faulty vessels prevent the life-blood from reaching essential parts of the 

economic system” (Sowah N.K., 2003). Small businesses irrefutably remain critical 

to the development of any nation’s economy as they are an excellent, source of 

employment generation, help in development of local technology, and develop 

indigenous entrepreneurs (Erdem and Erdem, 2011; Alaye-Ogan, 2012). The 

importance of small businesses to the citizens’ standard of living and the nation’s 

general growth cannot be overemphasized. Even co-existence of large-scale 

industries is seen as dependent on healthy activities of small businesses (Fabayo, 

2009). The small medium enterprises (SMEs) is a key`s growth and alleviation of 

poverty and unemployment in the country, It is now increasingly recognized that the 

Small Medium Enterprises (SMEs) play a crucial role in employment creation and 

income generation in the Country (Olomi, 2009). There is growing recognition of the 

important role small and medium enterprises (SMEs) play in economic development. 
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SME has been described as efficient and prolific job creators the seeds of big 

businesses and the fuel of national economic engines (Massawe, 2000).  

Start-up (Seed Capital) SMEs are a key driver of sustainable economic development 

of the country. Start-ups for the purpose of this research are defined as new 

businesses that have been in operation for a period of less than 3.5 years (Maas & 

Herrington, 2006). In addition, Maas and Herrington (2006) suggest that if the 

government wants to sustain economic growth that will create wealth for all, efforts 

should be made to increase new business start-ups. Furthermore, Herrington, Kew 

and Kew (2009) point out that given the failure of the formal and public sector to 

absorb the growing number of job seekers, increasing attention has focused on 

entrepreneurship and new firm creation and its potential for contributing to economic 

growth and job creation. 

According to the Umsobomvu Youth Fund (2008) only about two out of every ten 

applications for credit by start-up SMEs are approved in Africa. Wood and 

Herrington (2005) also point out that 75% of credit applications by start-up SMEs to 

banks in Africa are rejected. In developed countries, the situation is markedly 

different. According to Statistics Canada (2004) in Riding and Orser (2007), there is 

approximately 82% approval rate for credit applications by start-up SMEs in Canada. 

In 2000, 23% of start-up SMEs made requests for debt financing and 82% were 

approved. Of the loans approved, 75%were not covered by a federal loan guarantee. 

In England, 71% of applications for credit by start-up SMEs from financial 

institutions between 2004 and 2007 were approved. Twenty six percent (26%) were 

wholly or partially rejected. A ninety three percent (93%) success rate was achieved 

in asset based lending and factoring, 75% for overdrafts, a 70% success rate for 
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credit cards and 88% for leasing and hire purchase. This suggests a weak access to 

finance by start-up(seed capital) SMEs in Africa which must be addressed if their 

high failure rate is to be reduced. In developing countries, this task is executed by 

Microfinance Institutions (MFIs), which provide small loans, to financially excluded 

people who cannot offer any collateral (Kirumba, 2000). 

Gockel and Akonea (2002) offer a historical account of the banking industry in 

Tanzania. They write that Tanzania Commercial Bank (TCB) entered the banking 

market with the purpose of providing credit to large indigenous enterprises since the 

expatriate banks refused to offer assistance. According to Steel (1998), this was 

affected by the deteriorating economy and high inflation rates. The financial sector 

was fragmented with different institutions using different lending technologies to 

serve clients, which resulted in funds not flowing from one segment of the financial 

system to the other. liberalization of financial markets, removal of restrictions and 

the deregulation of interest rates but it had a minute effect on the conditions that 

inhibit banks from financing SMEs leaving their demand for credit unsatisfied 

(Aryeety et al., 1994).  

A crucial element in the development of the SME sector is access to finance, 

particularly to bank financing, given the relative importance of the banking sector in 

serving this segment. Firm-level data collected by the World Bank show that access 

to finance is perceived as one of the main obstacles to doing business (World Bank, 

various years). A number of studies have shown that financing is a greater obstacle 

for SMEs than it is for large firms, particularly in the developing world, and that 

access to finance adversely affect the growth of the SME sector more than that of 

large companies (Schiffer and Weder, 2001; Beck et al, 2005; Beck et al, 2006). It is, 
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therefore, unsurprising that the international development community has listed SME 

access to finance as an important policy priority.   

Embarked upon with the main objectives to restructure financially distressed banks, 

improve savings mobilization and enhance credit allocation especially to SMEs, 

enhance soundness in the banking sector by promoting competitive banking 

practices, develop money and capital markets ( non-performing assets recovery 

trust). In a study conducted by Galindo et al.(2002), financial liberalization leads to 

improvement in the  efficiency with which investment funds have been allocated. 

Antwi-Asare and Addison (2000) state that to ensure that businesses have access to 

0institutional credits and deposit mobilization. Unfortunately, Gokel and Akonea 

(2002) state that SMEs have rather been marginalized from the credit market after 

financial liberalization and therefore they are still suffering from credit scarcity. 

Various initiatives towards improving the infrastructures and especially roads do 

provide an added opportunity for SME development. Furthermore, there are several 

ongoing schemes aimed at strengthening SME service providers such as Small 

Industries Development Organization (SIDO), Vocational Education Training 

Authority (VETA), Micro Finance Bank (NMB) and various Industrial Support 

Organizations. These interventions do provide opportunities for growth of the SME 

sector. The National Micro Finance Policy covers the provision of financial services 

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

engaged in all types of legal economic activities.  

There are numerous financial mechanisms and empowerment funds that are currently 

available to SMEs in Tanzanian; these include the Kikwete Fund (KF) which provide 

loans to SMEs under a credit guarantee or non guarantee scheme. The National 
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Economic Empowerment Fund or President’s Fund for Small Entrepreneurs provides 

concessional loans through normal banking procedures to empower SMEs and 

provides credit guarantee for loans to entrepreneurs, through SACCOS as well as 

CRDB and NMB. The Small Entrepreneurs Loan Facility (SELF) aimed at 

increasing accessibility to financial service for Tanzanians mainly in the rural areas. 

The project issues concessional loans through microfinance institutions (MFIs), 

including NGOs, SACCOs and community banks. National Entrepreneurship 

Development Fund (NEDF) and a Regional Fund (operated in collaboration with 

SIDO and the East African Development Bank) make loans available to SMEs. The 

Rural Financial Services Programme aimed at improvement managerial capacity and 

performance of grassroot MFIs; rural financial systems development; empowerment 

of the rural poor; monitoring and evaluation; and management and co-ordination 

(OECD, 2013).   

 

The Government of Tanzania enacted the SMEs development policy (2003-2013) 

with the aim of fostering job creation and income generation through creation of new 

SMEs and improving the performance and competitiveness of existing SMEs. 

Additionally, National Strategy for Growth and Reduction of Poverty II (NSGRP II) 

has set targets to reduce poverty in both rural and urban areas in Tanzania from 33.6 

percent 2007 to 24 percent in 2015. Development of SMEs has been identified to be 

one among the key strategies to attain the targets of reducing poverty (URT, 2010).  

According to Tanzania SME National Policy of 2002 “Strategies for implementing 

the SME development policy focus on three main areas, namely, the creation of an 

enabling business environment, developing financial and non-financial services and 

putting in place supportive 
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Institutional infrastructure. The SME Policy takes into account the special constraints 

and opportunities faced by this sector and aims at strengthening institutions which 

will address these constraints and maximize exploitation of the opportunities.  

Tanzania SME National Policy also indicates that SMEs all over the world are 

known to play a major role in social economy development. This is apparently the 

case of Tanzania, where SMEs contribute significantly to employment creation, 

income generation and stimulation of growth in both urban and rural areas. It is 

estimated that about one third of the GDP originates from the SME sector. According 

to the Tanzania Investment Centre (2012) SMEs are estimated to contribute 30 per 

cent of the country's GDP and it's the second employer after agriculture.  In Tanzania 

SMEs have employed between four and five million of the country's total labor force 

of 20 million people. Currently there are 2.7 million enterprises across the country 

which has played a key role in promoting the economy. 

The Small Industries Development Organization (SIDO) classifies small scale 

industries as those establishments which employ people not exceeding 50 while 

micro enterprises are those projects which employ 10 people or less (URT, 2003).  
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Table 1:1. Categories of MSMEs 

Size Category Employment Asset (Millions) 

Including Land And 

Building 

Micro enterprises Less than 10 Less than 5 

Small enterprises 10 – 49 5-less than 50 

Medium enterprises 50 -  199 50-less than 500 

Source: Adopted from SME for National Policy on MSMEs  

Their aggregate contribution to national income is estimated at between 35 per cent 

and 40 per cent of GDP (Finseth, 1998).  Small medium enterprises have 

increasingly been involved in the sector either as employees or as operators. They 

constitute at least a third of the Small Scale Industries operators (URT, 1995). Small 

businesses contribute to local economies by bringing growth and innovation to the 

community in which the business is established (Quartey, 2010).  

1.2    Statement of Research Problem 

Despite the fact that there are numerous potential sources of finance but SMEs 

encounter 

problems in accessing them. This has been due to stringent conditions including the 

need to be formalized, high interest rates, lack of collateral and highly bureaucratic 

loan procedures. SMEs are owner-financed and/or financed by informal money-

lenders and consequently a relatively low capital base (Ngowi et al, 2006).  Unequal 

access to finance between SMEs and large enterprises has undermined the role of 

small scale business firms in the economic development of Tanzanian (Mushi, 2007).  



8 
 

Studies indicate that in a list of SMEs applying for bank loan; merely fifty percent or 

more fail to access the loan (Pandula, 2011).  

Brush and Hart, (2001), sadly noted that there hasn’t been any bank or funding 

agencies with deliberate policy model of encouraging and promoting entrepreneurial 

finance and resource acquisition. In the same vein, Chigunta, (2001) submitted that if 

such institutions, are there, their interventions are yet to be registered in the society 

most probably because budding entrepreneurs have not been able to cope up their 

stringent requirements for would be beneficiaries of such funding agencies and 

financial institutions.  

Small Medium Enterprises plays important and crucial roles in the economy 

development of any country (Ahmed, 2006). This is because it employs large number 

of people in Africa especially in Tanzania.  Hence paves a way for economic 

development of the developing countries as portrays Ojo (2009). SMEs has seen 

operative in economic enhancement in ensuring self-independence, job creation, and 

importation of  substitution, effective and efficient utilization of local raw materials 

(Ojo, 2009, Thurik and Wennekers, 2004). 

Despite the fact that this subject/topic has been explored by different researchers yet 

such studies were carried in Tanzania with different culture, economy and 

geographical environment. On the other hand, such studies took place more than five 

years now given such gap of period of time; their findings might not stay true to date. 

These two reasons make it difficult to generalize the research findings obtained by 

above researchers to the entire world including Tanzania. 

Since failure of people of Tanzania to get seed capital severely affects the 

community livelihood and that SMEs have been proved to alleviate poverty, 
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therefore there is a growing need of assessing factors affecting the acquisition of seed 

capital among entrepreneurs in Tanzania. This study is therefore designed to assess 

factors affecting seed capital accessibility among Dodoma town entrepreneurs. It will 

further recommend the way forward. 

1.3 Research Objectives 

1.3.1 Major Research Objective 

The main purpose of the study is to evaluate the challenges and the extent of 

financing of SMEs within the Dodoma Municipal, taking cognizance of the role and 

contributions of Financial Institution in Tanzania.  

1.3.2 Specific Objectives 

Specifically, the study achieved the following objectives 

a. To describe the characteristics and profile of SMEs under study 

b. To discover available sources of entrepreneurial finance in Dodoma 

Municipal 

c. To examine the experiences of SMEs in their seed capital acquisition journey 

d. To provide strategies towards improving SMEs’ access to seed capital 

acquisition 

 

1.4 Research Questions 

Specifically the study answered the following questions: 

(i) What is the characteristic nature and profile of SMEs under study? 
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(ii) What are the available sources of entrepreneurial finance in Dodoma? 

(iii) What are the experiences of SMEs in their seed capital acquisition 

journey? 

(iv) What are the alternative strategies on improving SMEs’ access to seed 

capital? 

1.5   Significance of Study 

The study is expected to impact on formal financial intermediaries to Small Medium 

Enterprises, especially the commercial banks, management of the SME industry, 

academia and the general public. Small and Medium Enterprises (SMEs) have long 

been recognized as a very important source of self employment, job creation, 

innovation and economic development. However, funding constraints in finance 

markets can both limit entry of new firms and development of existing enterprises, 

thus affecting economic growth. Businesses not well served by the formal financial 

market often try to exploit other resources such as savings, relatives or friends’ loans 

or even local money lenders. Although savings and loans from friends and relatives 

can provide start-up funding, they are not always appropriate for enduring business 

problems, such as smoothing cash flow and local money lenders can charge 

extortionate interest rates. Globally, many policy initiatives have been introduced to 

widen the formal funding opportunities for small firms but it is clear that the problem 

continues. This study is aimed at making contribution of additional knowledge to 

SMEs sub sector, commercial banks,  researchers in related studies and other 

stakeholders in this particular field. The study also provide inputs to policy makers in 

planning development of SMEs in areas of financing start up and expansion of SMEs 

in the country. 
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1.5.1 Academia 

The outcome of this study is to augment the existing store of knowledge on the 

subject and serve as a catalyst for further research on innovative ways of financing 

SME to gain the requisite competitive advantage for the overall academic well-being 

of the nation. It is useful as a source of reference to researchers, academics, students, 

policy makers, marketing professionals and  

Other stakeholders interested in the financing challenges been faced by SMEs.   

1.5.2 Management of Financial Institution    

The study would help management and workers of Financial Institution and other 

similar organizations in the banking industry to identify the current financing 

challenges of SMEs so as to meet their needs and expectations. The findings and 

results also provides  a  more  reliable  scientific  measure  and  perspective  for 

describing  and  evaluating  the  level  of  efficiency of the new system and its effects 

on corporate performance as well as customer satisfaction. It also serves as a source 

of information that brings to the fore the switching intentions of banks current and 

potential SME customers. Therefore  providing the empirical  support for  

management  strategic decisions in several critical areas of their operations, and 

above all, provide a justifiably valid and reliable guide to designing  workable  

service delivery improvement strategies for  creating and  delivering  customer  

value,  achieving  customer  satisfaction  and  loyalty,  building  long-term  mutually  

beneficial  relationship  with  profitable  SME customers  to  achieve  sustainable 

business growth in Tanzania  
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1:6 Conclusion 

It is the matter in question that the background of the challenges of seed capital and 

disclosed objectives and significance of the study gave good directives to the 

accomplishment of this dissertation as they showed the right track to the following 

chapters of literature review, research methodology, findings, recommendations and 

the conclusion. 
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CHAPTER TWO 

LITERATURE REVIEW 

2.0 Introduction 

This chapter focuses on definition of key terms in the study, theoretical literature on 

commercial banks and review of literature on the provision of seed capital to SMEs 

and their challenges facing in seed capital to SMEs in Tanzania. Nevertheless, it 

gives definition of all important terms regarding this study as well as conceptual 

framework. 

2.1 Key terms definition and concept 

2.1.1 Small Medium Enterprises (SMEs) 

SME (small-to-medium enterprise) is a convenient term for segmenting businesses 

and other organizations that are somewhere between the "small office-home office" 

(SOHO) size and the larger enterprise (Abor and Quartey (2010). are businesses 

whose personnel numbers fall below certain limits. Depending on the specific nature 

of the business and industry for which guidance is being provided, government 

agencies may classify the following as SMEs based on the number of regular 

employees . (Storey 1994). Business segment term used differently in different 

countries, sometimes differently in different industries in the same country. In the 

US, any firm from a small-office home-office (SOHO) to a large corporation may be 

called a SME. More specifically, firms included in Russel indices such as Russel 

2500 index and Russel Midcap index are classified as SMEs. In European Union, a 

firm with (1) 50 to 250 employees, (2) annual turnover of Euro 7 to 40 million, (3) 

total assets less than Euro 27 million, and (4) not more than 25 percent ownership by 

a large corporation, may be classified as a SME ( Michaelas et al (1999 ). 
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SME (small-to-medium enterprise) is a convenient term for segmenting businesses 

and other organizations that are somewhere between the "small office-home office" 

(SOHO) size and the larger enterprise (Abor and Quartey (2010). are businesses 

whose personnel numbers fall below certain limits. Depending on the specific nature 

of the business and industry for which guidance is being provided, government 

agencies may classify the following as SMEs based on the number of regular 

employees . (Storey 1994). Business segment term used differently in different 

countries, sometimes differently in different industries in the same country. In the 

US, any firm from a small-office home-office (SOHO) to a large corporation may be 

called a SME. More specifically, firms included in Russel indices such as Russel 

2500 index and Russel Midcap index are classified as SMEs. In European Union, a 

firm with (1) 50 to 250 employees, (2) annual turnover of Euro 7 to 40 million, (3) 

total assets less than Euro 27 million, and (4) not more than 25 percent ownership by 

a large corporation, may be classified as a SME ( Michaelas et al (1999 ). 

2.1.2 Seed capital 

Seed capital is the funding required to get a new business started. This initial 

funding, which usually comes from the business owner(s) and perhaps friends and 

family, supports preliminary activities such as market research, product research and 

development (R&D) and business plan development. (Brezak Brkan, 2010). The 

initial capital used to start a business. Seed capital often comes from the company 

founders' personal assets or from friends and family. The amount of money is usually 

relatively small because the business is still in the idea or conceptual stage. Such a 

venture is generally at a pre-revenue stage and seed capital is needed for research & 

development, to cover initial operating expenses until a product or service can start 

http://searchmobilecomputing.techtarget.com/definition/Small-Office-Home-Office
http://searchwinit.techtarget.com/definition/enterprise
https://en.wikipedia.org/wiki/Business
http://www.businessdictionary.com/definition/business-segment.html
http://www.businessdictionary.com/definition/country.html
http://www.businessdictionary.com/definition/industry.html
http://www.businessdictionary.com/definition/home-office.html
http://www.businessdictionary.com/definition/corporation.html
http://www.businessdictionary.com/definition/call.html
http://www.businessdictionary.com/definition/indices.html
http://www.businessdictionary.com/definition/index.html
http://www.businessdictionary.com/definition/classified.html
http://www.businessdictionary.com/definition/European-Union-EU.html
http://www.businessdictionary.com/definition/employee.html
http://www.businessdictionary.com/definition/annual-turnover.html
http://www.businessdictionary.com/definition/million.html
http://www.businessdictionary.com/definition/total-assets.html
http://www.businessdictionary.com/definition/percent.html
http://www.businessdictionary.com/definition/ownership.html
http://www.investopedia.com/terms/o/operating_expense.asp
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generating revenue, and to attract the attention of venture capitalists 

(smallbusiness.chron.com, 2013).   

 

2.1.3 An overview of Small Business Financing Theory  

In a seminal paper, Ang (1992) demonstrated the importance of acquiring start-up 

capital for small businesses. While finance theory generally posits that all firms have 

equal access to financial markets and that all share similar competitive positions (van 

Auken and Neeley, 1996), small businesses often face severe difficulties compared to 

large businesses. Numerous supply-side factors – limited information, market 

imperfections, and agency relationships to name only a few – affect small firms 

particularly severely and make traditional finance theory inapplicable to their 

situation (Ang, 1992; McMahon et al., 1993; Petty and Bygrave, 1993). Indeed, 

sources of finance available to small businesses differ strongly from those available 

to large companies, and their widespread lack of access to the loan market violates 

the assumptions of perfect capital markets (Ang, 1992, van Auken and Neeley, 

1996).  

A considerable body of theoretical literature deals with the idea that asymmetric 

information is at the root of credit rationing (Jaffee and Russell, 1976; Stiglitz and 

Weiss, 1981; Besanko and Thakor, 1987a, 1987b; Morduch, 1999). This idea rests on 

two assumptions about the lack of financial capital observed among small and micro 

businesses. The first assumption is that lenders cannot distinguish between high and 

low-risk borrowers, and borrowers cannot easily signal their own risk-taking 

behavior, whereas the second assumption is that loan contracts are subjected to 

limited liability. According to this theory, credit is rationed when the amount lenders 

are willing to offer to borrowers is limited, or when no lender is willing to make a 

http://www.investopedia.com/terms/v/venturecapitalist.asp
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loan to a borrower. Despite the ongoing theoretical discussion, little consensus has 

been reached about whether credit rationing is an economically significant 

phenomenon (Berger and Udell, 1992).  With regard to the demand side of loan 

markets, there has been less theoretical research. Based on the asymmetric 

information approach, the Pecking Order Theory claims that businesses adhere to a 

hierarchy of financing sources, preferring internal financing when available, and 

preferring debt over equity when external financing is required (Myers, 1984). 

2.2 Theoretical literature Review 

2.2.1 Pecking Order Theory 

Ang, (1992) rightly observed that financing Financing decisions for new ventures 

may also be more complex because they are closely linked to the personal wealth or 

contacts of the owner/manager. Accordingly, agency problems  may  be  more  

intense  as  shareholders  and  partners  are  often  made  up  of  family  and friends. 

Consequently, the pecking order theory of firm financing is one method firms might 

use to address these agency problems. Both Myers, (1984) and Myers and Majluf, 

(1984) submitted that this theory holds that new ventures do not intend for a target 

debt ratio. As an alternative, new ventures opt for funding sources that minimize the 

cost of capital. In the case of the start up businesses or new venture, personal sources 

are used first, external debt next, followed by outside equity. Equity is acquired last 

for the reason that the entrepreneur in all probability has more information than the 

investor. According to Frank  and  Goyal,  (2003) the presence of significant 

information asymmetries causes the  investor  to  charge  a  higher  rate  of  return  on  

equity  than  on  debt. Both  Scherr, (1993) and Hall et al., (2000) are in the right 

direction in highlighting that pecking order theory is pragmatic in the sense that 
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information asymmetry costs may be much higher for new ventures than for 

established enterprises, and hence the pecking  order  framework  suffice to explain  

a  great  deal  of  financing  behavior  by entrepreneurs.  

Ang, (1991) submitted that start up enterprises or small business differ considerably 

from established enterprises. In other words, start up businesses face different agency 

and information asymmetry challenges.  A case in point is where such businesses are 

less likely to be publically traded or incorporated, which limits the sources of 

financing available to them. According to Ang, (1991) since they are not required to 

share as much information as public companies, they are information opaque.  

For this reason, it is natural to see entrepreneurs embracing the pecking order 

financing strategy.  In all fairness,  at  the  embryonic  stage  of  the  venture  creation  

process,  is  it  true  that  all financiers  who  expect  to  own  or  share  in  a  firm’s  

profits  raise  the  cost  of  equity  such  that  the entrepreneur  is  driven  to  use  

more  personal  sources of  funding.  If so,  then  it  represents  a significant  resource  

barrier  for  the  burgeoning  entrepreneur  to  overcome.  This study examines 

entrepreneurial finance and resource acquisition challenges faced by budding 

entrepreneurs during new business venture creation. Benchmarking on the financial 

categories in pecking order theory (which include personal funds, external debt, and 

outside equity),  the embraces the pecking order theory which holds that 

entrepreneurs should use personal funds first and at an opportune time would 

invariable use  more  and  more debt and equity sources of financing.  

2.2.2 Self efficacy and bootstrapping strategy framework  

The lack of resources constitutes a challenge for burgeoning entrepreneur who strive 

to solve the problems throughout their entrepreneurial finance and resource 
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acquisition journey. entrepreneurial resource acquisition  including  finance  and  

people  in  a  dynamic  environment  affects  the  new venture’s business activities 

and even its establishment especially that of start-up firms. To this effect, Jonas and 

Jayawarna, (2010) remarked that recognizing and attaining  those  resources  are  

essential  if  new  ventures  want  to  be  successful  or  even survive. Barney  (1991)  

states  that  resources  can  be classified  as  human; financial; physical  and  

organizational. Accordingly, Hongjia and Baobao, (2009) suggested that new 

ventures should focus on key resources for their development.  According to Hongjia 

and Baobao the perception of resource availability is related to entrepreneur’s self-

efficacy which is their self belief that they can obtain the resources. Both Penrose 

(1959) and Barney (1991) agreed that organizations maintain their competitive 

advantage based on a bundle of resources they possess.  

Levenson and Willard, (2000) argued that the majority of new ventures are limited 

by the endeavors of the entrepreneur to generate external finance.  Put it differently, 

obtaining external funds is a very hard task for nascent entrepreneurs as they do not 

have any background and do not generally have collateral security to obtain loans. In 

this context, Winborg, (2009) suggested that the alternative to address the problem of 

lacking resources is through bootstrapping technique. authors who include but not 

limited to: Harrison,  Mason and  Girling, (2004);  Winborg and Landström (2001) 

highlighted that bootstrapping  technique is twofold, which include: raising  finance 

without using banks or equity such as personal credit card, loans from family and 

friends and obtaining resources without the need for finance such as obtaining 

necessary skills or  equipment  from  friends  and  hiring  temporary  employees. For 

this reason this study will benchmark on the self efficacy and bootstrapping strategy 

to investigate entrepreneurial finance and resource acquisition challenges faced by 
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budding entrepreneurs during new business venture creation. It therefore conjectures 

that for the founders of new ventures, bootstrapping is a particularly important source 

of financing because they often do not have access to traditional sources of business 

funding – e.g., bank loans, venture capital financing, public equity. 

2.3 Empirical Literature Review 

2.3.1 Sources of Financing for SMEs 

A number of sources of capital exist but many of them may not be accessible to 

companies of small and medium sizes. Boom et al.(1983) and Longenecker et 

al.(1994), like most writers on the subject of SME financing, describe two basic 

types of financing, namely debt and equity. Hisrich and Peters (1995) and Anderson 

and Dunkelberg (1993) describe debt as funds borrowed to be paid at a future date   

and a fee, referred to as interest to be paid an at agreed time schedule. The payments 

of interest are supposed to be done regardless of whether the firm makes profit or 

loss. Equity, on the other hand, is defined as funds contributed by entrepreneurs or 

investors who become owners or part owners of the firm and whose returns are 

primarily based on the profits. This implies that if a firm fails to make profits its 

owners do not get any returns. Generally, equity funds are long-term funds but debt 

may be short to medium or long-term. 

2.3.1.1 Friends and Relatives  

Loans and contributions from friends and relatives are common source of funds, 

especially for new business since the financial institutions are reluctant to providing 

funding for start-up business because of the risk involve. This source of funds, 

however, bears a potentially dangerous price. Many friends’ relatives find it very 

difficult to stay as passive creditors or investors. They usually try to interfere with 
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policy and operational issues (Kuriloff et al. 1993; Longenecker et al. 1994). As a 

remedy to this problem, Kuriloff et al. (1993) recommended the treatment of such 

loans like bank loans by putting in writing all the terms including interest rates and 

payment schedule. 

 

2.2.1.2 Commercial Banks 

Hisrich and Peters (1995) make an assertion that commercial banks constitute the 

most widely used source of debt financing for small companies. This assertion is also 

supported by longenecker et al. (1994). Again Longenecker et al. (1994) claim that 

commercial banks loans to small companies are mostly short-term loans, though 

some do offer long-term loans to small and medium size companies. According to 

Kuriloff et al. (1993), commercial banks usually provide loans for working capital or 

for the purchase of fixed assets. They demand evidence of a company’s ability to pay 

the interest and principal as scheduled. This evidence is usually in the form of cash 

flows statements. They also demand some form of security.  Collaterals are the most 

widely used form of security demanded by commercial banks. Longnecker et al. 

(1994) classify commercial bank loans as line of credit and term loans.  

2.3.1.3 Personal Resources  

Again Longenecker et al. (1994) observe that personal savings of the owners and 

partners of businesses constitutes an important source of funds, particularly in the 

formative stages of a firm. Personal contributions also help to raise additional funds 

from other sources. Significant financial commitments made by owners of a 

company tend to build a lot of confidence among potential investors. Kuriloff et al. 

(1993) also note other personal resources apart from personal savings. These include 

borrowing using one’s personal assets such as house and bonds as collateral.  
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2.3.1.4 Venture Capital  

Venture capital, according to Stevenson et al., (1999), is a pool of equity capital 

contributed by wealthy individuals, as limited partners, and professionally managed 

by general partners for a fee and a percentage of the gain on investments. Thus 

venture capital firms are investment firms.  Owing to the highly risky nature of the 

investments they undertake, venture capitalists demand very high returns on their 

investments, with target returns of about 50 percent or 60 percents being considered 

normal ( Stenvenson et al. 1999). Tuller (1994) notes that owing to their high 

expected returns, venture capital companies usually target companies that have 

prospects of rapid growth and above average profitability. Venture capital firms aim 

to capitalize on initial public offerings (IPOs) and cash in on their investments if 

prices are substantially above their initial investments in the respective companies. 

2.3.2 Exploring SMEs financial resource acquisition challenges 

A combination of various resource acquisition challenges have continued to 

endanger the ability of small firms in Africa to survive in today's global economic 

system. Some of the key challenges include but not restricted to: lack of financial 

support; poor infrastructure; lack of government support and assistance; international 

expansion issues and globalization of markets and production. First and foremost is 

start up ventures lack of Financial Support. Hill, (2009) submitted that a combination 

of developments discourses and national challenges endanger the ability of 

entrepreneurs to survive in today's global economic system. He also mentioned the 

same challenges and just as the field findings highlights, lack of financial support has 

been placed at the centre and is the biggest challenge facing entrepreneurs. 

Notwithstanding existing policies on financial support for entrepreneurs, very few 

entrepreneurs receive financial help when they need it. Mambula (2002) in his 
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studies undertaken in Nigeria also considered lack of financial support as the number 

one constraint in facing entrepreneurs. Mambula (2002) further rightly observed that 

entrepreneurs deem procedures for securing business loans from banks cumbersome, 

and the collateral demanded for such loans excessive. Mambula (2002) rightly 

observed that notwithstanding existing policies on financial support for small 

businesses, handful entrepreneurs obtain financial help when they need it. Closely 

related to lack of finance is the fact that small business assistance from governments 

of many African nations is feeble and insufficient. To this effect some writers have 

advised the governments in Africa to consider providing financial aid, counseling, 

and other forms of assistance and protection to entrepreneurs and small business 

startups (Mambula, 2002). In other words, entrepreneurs in Africa need central 

government assistance in the form of loan guaranty, direct loan, and training and 

counseling in how to effectively manage a small business. In the same vein, Wallace, 

(1999) have submitted that a good number of empirical studies on African 

entrepreneurship have concluded that training programs for entrepreneurs have been 

few and far between and different in content than what is needed. According to 

Wallace, the training has been mostly urban-centered, and given by people 

unfamiliar with the actual needs of African entrepreneurs. To make matters worse, 

the technology involved in the training tended to be beyond what trainees can afford 

to buy and use. In most cases there was no after training follow up services. In other 

words, there has been no effort to make certain the trainings are effective and 

contextually relevant. The impression here is that there is need for local governments 

to increase their support for entrepreneurs located in their area.  

Poor Infrastructure in most African nations can invariable contributes to resource 

acquisition challenges facing entrepreneurs. For instance, Akwani, (2007) 
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highlighted that indispensable physical infrastructure necessary for economic 

development, such as good roads, ample power supply, and good rail and river 

transportation facilities, are in very poor shape in most African countries. 

consequently, deplorable roads, deteriorating rail lines, where rail transportation still 

exists, inadequate power supply, and unusable waterways have combined to make 

small business operations difficult. Cogburn and Adeya, (2000) highlighted that 

damage to equipment because of power surges and down time due to unavailability 

of electric power during production hours are major problems for small and medium 

enterprises in most African nations. Eifert and Ramachandran, (2004) submitted 

power supply as a leading challenge in most African nations. In response to power 

cuts and shortages, few entrepreneurs who can manage to pay for generators to 

power their business operations (Akwani, 2007). However, the use of generators 

increases production costs and making their products less competitive. Additionally, 

poor transportation facilities and bad roads result in higher cost of moving goods 

from one area of the country to the other. 

Related to the problem of infrastructure, Cogburn and Adeya, (2000) posits that the 

information and communication infrastructure in most African nations is feeble yet 

access to information infrastructure is considered an indispensable condition for 

widespread socio-economic development in this age of globalization and information 

economy. According to Eifert and Ramachandran, (2004) the result of poor 

communication networks in most African countries is the low level of Internet usage. 

On the other hand, Africa has low telephone penetration; insufficient broadcasting 

facilities; computing infrastructure and other consumer electronics.  
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As a result of the challenges captured above, entrepreneurs in Africa are lagging 

behind in as far as international expansion is concerned where they could otherwise 

get some of the needed resources in expanding their businesses. Soderbom, and Teal, 

(2006) posits that the majority small businesses in Africa follow the incremental 

stages of international expansion model. According to Soderbom, and Teal, the 

explanations given for the favoring of gradual internationalization by startup 

enterprises in Africa include but not limited to: technological requirement for success 

in markets in developed economies; difficulties in joining international supply-chain 

networks; reputation for low quality products and unsaturated domestic markets. 

Following this old model, start up enterprises in Africa characteristically begin with 

domestic focus and progress to experimental involvement, active involvement in 

foreign markets, and finally committed involvement as suggested by (Johanson and 

Valhne, 1977). As a result, African start up enterprises sells their products in their 

home market or in adjacent nations that belong to the same regional economic block 

as their home country. According to Knight and Cavusgil, (1996) the limitation in 

following this old model is that slow but sure internationalization is no longer 

pragmatic in today's fast paced global economy where foreign companies now enter 

many formerly protected markets in developing countries in large numbers, 

increasing competition and driving down prices. Consequently, start up enterprises 

has become born global businesses that take on international growth early in their 

commencement. In light of this Knight and Cavusgil, (1996) recommended start up 

enterprises in Africa to emulate their counterparts in developed nations 

2.3.2.1 The distinctive challenges of SME finance  

Any potential provider of external debt or equity finance will want to monitor the 

company to determine whether it is acting in accord with the initial contract, to 
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follow the progression of the firm and to have the means to oblige the user of funds 

to respect the interests of the provider of funds. There are numerous reasons why 

doing this effectively is more problematic for SMEs than for larger firms. Hence, 

banks are more likely to engage in credit rationing (i.e. not extending the full amount 

of credit demanded, even when the borrower is willing to pay higher rates) to SMEs 

than to larger companies (Stieglitz and Weiss, 1981; Hoff and Stieglitz, 1999).  

Trade credit, i.e. credit supplied by non-financial entities, has always been an 

important component of SME finance and many analysts argue that the development 

of trade credit is an important element in assuring adequate finance for SMEs in 

emerging markets. There are also potential principal/agent problems. The provider of 

credit will seek to require the borrower to act so as to maximize the probability that 

the loan is repaid, while the borrower may seek higher risk/higher return solutions. 

Once financing is received, the entrepreneur may be motivated to undertake 

excessively risky projects, since all of the upside of the project belongs to the 

entrepreneur, while the lender prefers a less risky project that increases the 

probability that the loan will be repaid. This problem, which is potentially present in 

all lending, is more serious for smaller firms than for larger firms because of the 

blurring of the line between the firm and the entrepreneur and due to information 

asymmetries (Storey, 2005).  

Asymmetric information is a more serious problem in SMEs than in larger firms. The 

entrepreneur has access to better information concerning the operation of the 

business and has considerable leeway in sharing such information with outsiders. 

However, the entrepreneur is also likely to have less training/experience in business 

than those in a larger company, although more adapted to operating in an uncertain 
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environment. Hence, it may be difficult for the outside provider of financing to 

determine whether the entrepreneur is making erroneous decisions or for the outsider 

to understand the business adequately. In addition, the entrepreneur may have 

incentives to remain opaque, not only in dealings with financiers, but also with other 

outsiders such as regulators and tax authorities. The analysis of credit rationing is 

believed to provide special insights into problems of finance in developing and 

emerging markets. Thus, this argument has become part of the analysis generally 

applied to problems of finance in emerging markets (Storey, 1995).  

Therefore it was noted that most SMEs do not enjoy many products that formal 

financial institutions offer. They normally do not borrow from institutions such as 

banks. This is due to many factors including strict conditions set by these formal 

financial institutions when SME seek access to their services. Among the common 

barriers to SMEs’ access to formal banking services is the informality of most SMEs. 

Informal SMEs’ properties are effectively legally and economically invisible and 

cannot be used as security (collateral) against a loan. As an alternative to borrowing 

from formal financial institutions, SMEs are said to borrow from informal money 

lenders that include friends and relatives. The amount of money that is made 

available to SMEs from these sources is rather small and hardly documented (Ngowi, 

2006).  

 

In survey of 136 small firms in Tanzania, Satta (2003) found that 63% of them 

consider difficulties in accessing finance from financial institutions as the major 

constraint to their development. Ayyagari et al., (2006) using sample of 80 countries 

including Tanzania they found that access to finance is an important constraint to 

firm growth. They suggest for further investigation of country and firm level 
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determinant of financing obstacles for future work. Maliyamkono (2006) noted that 

total credit during 2006 stood at 36% of commercial banks deposits and was 

concentrated on large firms. Likewise, Olomi (2009) noted that, studies consistently 

show that over 70% of SMEs in Tanzania perceive finance to be the most serious 

impediment to the establishment and development, although banks in Tanzania 

generally do not have liquidity problems. 

 

2.3.2.2 Sustainable sources of funds for SMEs  

The current reforms in Tanzania have resulted in liberalization of the financial sector 

to a great extent. This has led to establishment of a number of banks including the 

National Micro Finance Bank, liberalization of financial rates and establishment of a 

stock exchange market.  In spit e of all these, the SME sector is facing a major 

constraint in accessing finance. This limits their capacity to survive, increase 

capacity, upgrade it s technologies and even in many cases,  expand t heir market s 

and improve management or raise productivity and eventually increase incomes 

(Kimei, 2001).  

 

2.3.2.3 Financial Institutions in Tanzania   

Institutions that supply financial services in Tanzania can be classified into five main 

categories:  

1. Formal financial institutions: banks that are subjected to banking laws and 

regulation who provide individual lending (practiced by NMB Bank, CRDB 

Bank, MEDA, NB Call community banks and ACB) and wholesale lending 

where credit is extended to microfinance institutions which in turn lend to 

retail clients (practiced by CRDB Bank, SELF Project and NIGP).  
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2. Semi-formal financial institutions: registered entities. Included here are 

SACCOS and financial NGOs.  

3. Savings and Credit Cooperative Societies (SACCOS): Legalized under the 

Cooperative Department of the Ministry of Cooperative and Marketing (BOT 

2002). SACCOS are dominating the industry, especially in rural areas. Most 

SACCOS offer limited products, only credit and compulsory savings as a 

condition for getting loans. Many SACCOS still lack capacity and face 

serious governance problems. Interest rates are generally about 5%.  

4. Financial NGOs: donor supported NGOs offering financial services to low-

income customers (PTF, FINCA, PRIDE, SEDA, POVERTY AFRICA and 

TGT). The used methodology is mostly group lending whereby peer pressure 

becomes a substitute for collateral, interest rates are 20-40% and loans need 

to be repaid in short periods of time.  

5. Informal financial institutions: money lenders and traders, self-help groups 

and family and friends networks. Although there are many, each group 

operates on a very limited scale (Olomi 2009).  

 

2.3.2.4 Ways of improving credit delivery  

There has been an increasing financial need of SMEs which have attracted 

government attention in the last three decades in Tanzania. The government as a 

result has put in place measures that will facilitate credit availability to the SMEs 

sub-sector. The government had also sought collaborative effort with bilateral and 

multilateral agencies and non- governmental organizations (NGOs) in supporting 

SMEs in Tanzania. It is worth noting that several financial institutions in Tanzania, 

including the Bank of Tanzania, CRDB Bank, Barclays Bank, Euro African Bank, 
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Standard Chartered Bank and a number of Micro Financial Institutions (MFIs) have 

come up with various products that aim at improving SMEs’ access to and 

affordability of finance from these and other institutions. One recent development in 

this area is the “SME score-card”, a tool for examining loan applications so as to 

ensure that banks in the East African region lend to those most likely to repay, even 

if they lack the conventional supporting requirements. Interestingly, one of the marks 

of a business that is likely to repay loans is its record of utility bill payment (Ngowi 

etal, 2006).  

According to TPSF; in order to improve access to credit from the banking system the 

Government has established the Export Credit Guarantee Fund managed by the Bank 

of Tanzania. SME Credit Guarantee Fund has recently been operationalized as the 

Bank of Tanzania and Treasury have finalized the Operational Guidelines. The Land 

Amendment Act was passed by Parliament in April 2004 after consultations with the 

various stakeholders including the private sector. The objective was to make land 

desirable collateral by the banking institutions so as to extend credit to the various 

sectors of the economy. For this to be a success, improvement in the land registration 

office is imperative. 

2.4 Literature Gap 

In whatever sense, SMEs need seed capital at the stage of commencement as a factor 

of production. This becomes even imperative as such capital is useful in acquisition 

of other forms of resources such labour, technologies, premises, land and other 

assets. Under normal circumstance no SME can exist without seed capital (Muller, 

2010).. Although the knowledge of economic importance of SMEs is obvious yet 

few people are engaging with SMEs and most pronounced reason for such hesitation 

is lack of seed capital (Jackie, 2011). 
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There are various studies focused on the same matter in different angles and come up 

with different factors affecting availability of seed capital to the entrepreneurs. Some 

of the factors that were found hindering accessibility of seed capital to entrepreneurs 

include; lack of collateral, information asymmetries , Management Problems, Money 

Laundering, market uncertainty and higher transaction costs related to serving distant 

customers(Klapper, 2006; Herrington 2006, Rogerson 2008, Herrington,2009, URT-

National Economic Empowerment Policy, 2009).  

Despite the fact that this subject/topic has been explored by different researchers yet 

such studies were carried out outside Tanzania with different culture, economy and 

geographical environment. On the other hand, such studies took place more than five 

years now given such gap of period of time; their findings might not stay true to date. 

These two reasons make it difficult to generalize the research findings obtained by 

above researchers to the entire world including Tanzania. 

Since failure of people of Tanzania to get seed capital severely affects the 

community livelihood and that SMEs have been proved to alleviate poverty, 

therefore there is a growing need of assessing factors affecting the acquisition of seed 

capital among entrepreneurs in Tanzania. It is against this background that study is 

therefore designed to assess factors affecting seed capital accessibility among 

Dodoma town entrepreneurs. It will further recommend the way forward. 
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2.5 Conceptual Framework 

Figure 1.1: Conceptual framework. 

Seed capital                 Venture Creation Success               Outcome 

 

  

 

 

 

 

 

 

 

 

Source: Developed by Researcher (2016) 

Benchmarking on the pecking order theory this study hypothesize that the financing 

behavior of SME entrepreneurs is influenced by entrepreneurs’ embryonic stage; 

characteristics of the business venture, industry, and individual and affordability of 

information asymmetry costs. This in turn determines and influences the choice to 

use personal funds, external debt, and outside equity. Invariably, seed capital (which 

in this case is the study’ independent variable) will determine or rather influence the 

Venture Creation Success (which in this case is the dependent variable).  
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2: 6 Conclusion 

This chapter has reviewed literature related to the study. Various journal articles, 

books and related research topics regarding this study have been used. It started with 

defining the key terms used in the study followed by reviewing the theoretical 

framework and common applicable model to the seed capital. The review of 

literature was deeply justified by the empirical analysis of similar situations in the 

Africa and other countries across the world. The theories outlined in this chapter 

have disclosed that seed capital to SMEs are still challenges to them. The chapter has 

ended with the description of the conceptual framework. The following chapter will 

be discussing research methodology. 
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CHAPTER THREE 

RESEARCH METHODOLOGY 

3.0 Introduction 

This chapter presents the major aspects of this study design and methodological 

issues. The contents will include, study design, study area, sampling techniques, 

sample size, data collection method, data processing and analysis and ethical issues 

3.1 Scope of the Study 

The study was carried in Dodoma Municipal located in Dodoma city, accessed the 

Seed capital challenges for SMEs in Dodoma Municilpal. The study is benchmarked 

on and revolves around: describing the nature of SMEs under study; discovering 

available sources of entrepreneurial finance in Dodoma Municipal; examining the 

experiences of SMEs in their seed capital acquisition journey and suggesting 

strategies on improving access of funds to SMEs.   

3.2 Research Design 

According to Saunders et al (2009, P. 159), a research design is the general plan of 

how you will go about answering your research questions. A research design refers 

to the way a study is planned for the purpose of getting answers to the assumptions 

or questions made by the researcher (Leedy and Ormrod, 2005; Collins and hussy, 

2003). A research design focuses on a conceptualized, practical structure within 

which a study is conducted and constitutes a blue print for measuring variables, 

collecting and analyzing data.  

The present empirical study is based on the survey study method, which is powerful 

for theory development (Eisenhardt, 1991; Perry, 1998). According to Gummesson 

(2000) the case study method allows an investigation to retain the holistic and 
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meaningful characteristics of real-life events, such as organizational and managerial 

processes. In short, this approach implies the detailed examination of a single 

example of a class of phenomena. The study embrace a case study since it holds an 

important advantage in enhancing the opportunity for holistic view of a specific 

phenomenon or series of events (Yin, 1984; Eisenrahardt, 1989). On the other hand, 

multiple case studies have also become popular in theory development. According to 

Eisenhardt (1991), multiple cases are a powerful means to create theory since they 

permit replication and extension among individual cases. 

3.3 Sampling Technique  

The method of convenience sampling was employed in arriving at the 80 SMEs, 

which the researchers believe possesses the experience relevant for this study and 

who have sufficient time and were willing to participate (Morse, 1998). This 

technique, convenience sampling, involves obtaining responses within the sample 

frame from willing respondents and also their availability for the study.   The 

advantage here is that respondents will participate on their own volition and not 

selected against their will. This technique was chosen to boost response rate because 

respondents in this sector are reluctant in giving out information since they believed 

in one way or the other, information about their business may leak through to 

competitors and also exposed them to tax authorities. Besides, the quality of 

responses was high as participants took their time to respond to the questionnaire.   

3.4  Data Collection Techniques and Instruments 

This study is descriptive and combines both primary and secondary data methods of 

data collection. The study involves both in-depth interviews and self-administered 

questionnaire as primary sources of data. The primary data source for this study 
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involved the use of interviews and questionnaire. As such, the following methods 

were used to collect data for this study. 

3.4.1 Personal In-Depth Interviewing 

The researcher has used personal in-depth interviews to optimize data collections 

from the SME experts and funding institutions to understand their opinions and 

experiences in relation to seed capital challenges for small and medium enterprises 

(SMEs). Qualitative interviews were conducted on 5 individuals drawn from funding 

institutions (banks, microfinance institutions and social security funds) and 5 SMEs 

experts drawn from five high learning institutions in Dodoma. All the interviewees 

were taken as key informants of this study (main source of data). The face-to-face, 

semi structured interviews were conducted on said respondents (Key informants) for 

approximately half an hour in duration. An interview protocol consisted of 19 

questions probing the interviewees regarding their views on seed capital challenges 

for small and medium enterprises (SMEs). During the interviews, the interviewees 

were asked additional questions and comments.   

3.4.2 Self-Administered Questionnaire 

Questionnaire is a general term to include all the methods of data collection in which 

each person is asked to respond to the same set of questions in a predetermined order 

(de Vaus 2002). According to Sekeran (2003:, 236), self-administered questionnaires 

offer an opportunity to introduce the research topic and to motivate respondents to 

give needed answers with minimum interference from the researcher. The researcher 

developed a structured questionnaire, which has precisely facilitated to extract 

primary information from the respondents regarding seed capital challenges for small 

and medium enterprises in Dodoma.  
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Questionnaires were distributed to 80 respondents drawn from 80 SMEs and 10 

respondents drawn from funding institutions respectively who were all asked to fill 

in the questionnaire which was a mixture of Likert scale (with optional responses to 

save time) and an open ended question. The type of questionnaire was embraced 

because it is the most efficient and cost- effective questionnaire (Gerhardt, 2004).  

3.4.3 Secondary Data 

These are already established data collected by person or agencies for the purpose 

other than solving the problem at hand. In this study the researcher has used already 

established data such as municipal records and other qualitative and quantitative 

information relative to the study from various written sources, including books, 

journals, established and websites.  

3.5 Sampling Design or Procedures 

Sampling is the process of selecting number of the right element from the population, 

so that a study of the sample and an understanding of its properties or characteristics 

make it possible for the researcher to generalize such properties or characteristics to 

the population elements (Sekeran and Bougei, 2010, p; 266). Sampling design refers 

to the technique or the procedure the researcher would adopt in selecting items for 

the sample (Kothari, 2004, p; 55). For the purpose of this research and in order for 

the research to get accurate and unbiased data the researcher used the following 

sampling methods. 

3.5.1 Convenience Sampling 

Convenience sampling refers to the collection of information from members of the 

population who are conveniently available to provide it (Sekeran et al, 2010, p; 276). 

It involves selecting cases haphazardly only because they are easily available (or 
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most convenient) to obtain for your sample (Saunders et al., 2012,: 290). The 

researcher has decided to use this method of data collection because it’s convenient. 

According to Saunders (2012), samples ostensibly chosen for convenience meet 

purposive sample selection criteria that are relevant to the research aim. 

3.5.2 Purposive Sampling 

This method of data collection may also be used due to its reliability. The researcher 

may be required to get specific information from specific key informants. Therefore, 

this method has been deployed for data collection. Instead of obtaining information 

from those who are mostly readily available or conveniently available, it might 

sometimes become necessary to obtain information from specific target groups 

(Sekeran, 2012:, 276), hence SMEs experts and key informants from funding 

institutions were purposively selected.  

3.6 Population and Sample Size Determination 

The data and sample size of this research has been determined based on Sekaran 

(2010, p, 295) sample determination table. This table indicates both the population 

size and the correspondence minimum sample size needed to achieve statistical 

representation and validity of findings. For the sake of this research the required 

minimum sample size is shown in the table 3.1 below. 

 

3.6.1 Sampling procedures 

 The study employed both probabilistic and non probabilistic sampling procedures.  

In probability sampling procedure a simple random technique was applied. Purposive 

sampling technique in the context of non-probabilistic sampling method was used to 

get the key informants responsible for SMEs in the area and bank officials.   
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Before reaching the sample for the study, multistage sampling procedures were used 

to select 

divisions, wards and villages. Four wards were selected of which two villages from 

each ward 

were randomly selected to make a total of eight villages. In each village 10 SMEs 

were 

randomly selected.   

3.6.2 Unit of Inquiry  

 The researcher interviewed owners of Small and Medium Enterprises (SMEs) in 

Dodoma municipal or when the owners were not around then managers of SMEs, 

Loan Officers and Bank Managers were interviewed to get data on bank criteria’s 

used for lending, Government leaders and Managers from SIDO and TCCIA  were 

interviewed in order to get information on the alternative funding arrangements 

available for SMEs in Dodoma municipal. 
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Table 3.1: Sample Size Determination   

Category of 

respondents 

Population 

size 

Expected  

sample size 

Justification 

Retail & 

Wholesalers 

30 10 Sekeran (2010:, 295) 

Manufacturing 26 10 Sekeran (2010:, 295) 

Real Estate 4 2 Sekeran (2010:, 295) 

Farming  8 5 Sekeran (2010:, 295) 

Vegetable dealers 38 10 Sekeran (2010:, 295) 

Hotels & Restaurant  28 10 Sekeran (2010:, 295) 

Construction 6 10 Sekeran (2010:, 295) 

Stationary 27 10 Sekeran (2010:, 295) 

Funding Institutions 15 10 Sekeran (2010:, 295) 

SME experts 5 5 Sekeran (2010:, 295) 

Total 187 82  

Sekeran (2010: 295) 

From the above table the expected sample size will be 82 respondents. Based on the 

number of respondents available of around 187 respondents, the table of the sample 

size for a given population size at 5% margin of error provided by Sekaran and 

Bougie has been referred to. As per this table, the minimum sample size for a 

population of 187 is 140 (Sekaran and Bougie 2010, p; 295). However, where the 

population is less than 10,000, a smaller sample size can be used without affecting 

the accuracy of the results, this is called adjusted minimum sample size (Saunders et 

al., 2012, p; 660). 
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Sanders et al (2012) provided the following formula for calculating adjusted 

minimum sample size: 

N’ = n/ (1 + (n/N)) 

Where 

N’ is the adjusted minimum sample size, 

n is the minimum sample size and  

N is the total population. 

N’ = 140/ (1 + (140/187) = 100 which is rounded to 100 respondents. Because of the 

small total population, the researcher will need a minimum sample size of only 100 

respondents. 

3.7 Data Analysis Plan 

According to Kothari, (2004:, 122), the term analysis refers to the computation of 

certain measures along with searching for patterns of relationship that exists among 

data groups. The data collected were kept into small groups for comparison purpose 

and identification of similar or identical information as well as those, which are 

different.  As such, the data from various respondents and from secondary data are 

analyzed and presented in the form of pie charts, tables and graphs. The researcher 

used tables and graphs in order to make the report easier to read and appreciate as 

well as improves the physical appearance of the data and provides a better 

understanding and analysis of the responses from the study. Data are analysed and 

summarized by using both SPSS and excel and the appropriate recommendation and 

conclusion were drawn.  Data are analyzed using both qualitative and quantitative 
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techniques. Secondary data are analyzed using documents reviews and available 

literature. 

 3.8 Ethical Consideration 

In the context of research, ethics refers to standards of behavior that guide the 

researcher conduct in relation to the rights of those who become the subject of the 

study or are affected by it Saunders et al., (2012:, 226). In this study, ethical 

standards were applied to safeguard the interest of both the respondents and the SME 

and funding institutions under study in ensuring that no one was harmed or suffers 

adverse effects as a result of participating in this study. Prior authorization has been 

sought from relevant authorities on the use of information that are confidential; 

respondents were well informed about the purpose of this research before they were 

consulted to participate in this research.  

 

3.9 Reliability and Validity  

Reliability and validity are the basic principles of social research. The former refers 

to the ability of an instrument to produce consistent results. It is also characterized by 

precision and objectivity. Validity means the ability to produce accurate result and to 

measure what is supposed to be measured. A valid measure produces true results that 

reflect the true situation and condition of the environment it is supposed to study 

(Sarantakos 1998). A number of strategies were employed to minimize bias, to 

ensure the reliability, and to improve the validity. 

i. Validity  

To ensure validity the study applied the triangulation technique using interviews, 

questionnaires and secondary data analysis. The data collection instruments were 
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designed in such a way that they measured opinions of respondents towards available 

funding arrangements for SMEs to the maximum degree possible. Issues developed 

from conceptual framework were compared with issues obtained during interview 

and answers obtained from questionnaires so as to ensure construct validity. 

ii. Reliability 

Data reliability is a cornerstone of making a successful and meaningful study. In 

order to collect reliable data, the researcher designed the interviews and 

questionnaires through an elaborate procedure which involved a series of revisions. 

Also quotes from interview and statement from questionnaires were used as 

references to ensure reliability. Researcher used checklist of questions during 

interviews with respondents so as to achieve data consistency\ and completeness. 

Furthermore, to maximize reliability of the instrument used, the research was 

constructed as follows: 1) the questionnaires were pre tested in order to verify the 

relevancy of the questions and the quality of the information for research 2) each 

question was framed succinctly to reduce ambiguity and minimize bias. 

3.10 Limitations of the Study 

There is no generalization: The study has been based on information from the 

respondents hence the researcher cannot generalize on the information as well as data 

obtained. However, the research has achieved its purpose as those respondents who 

did not return back their respondents could not have changed the outcome of the 

findings. 

Financial limitations: Due to the network of funding institutions and their clients 

SMEs spread across the country, the research can be very expansive and this would 

mean sometimes hiring research assistant and provide them with out of pocket 
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expenses which the researcher might not be able to accommodate during the research 

time frame. As such, the researcher has used Dodoma municipal and only those 

SMEs who were available and also make use of other available resources to complete 

this research.  

Limited access on information: The funding institutions’ information and that of 

other SMEs usually is treated with utmost confidentiality therefore the researcher has 

experienced some difficulties in accessing the information necessary to accomplish 

the research work. However, after the respondents were assured of confidentiality, 

the respondents cooperated.  

 

3. 11 Conclusion 

This chapter has gives the whole picture on how the work has been arranged, 

analyzed and presented. It is all about the plan and techniques used to disseminate 

the facts from the study. It is for this reason, the following chapter, Chapter four, on 

data analysis and presentation was made possible 
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CHAPTER FOUR 

FINDINGS AND DISCUSSION 

4.1 Introduction 

This chapter is a submission of the analysis and interpretation of data collected from 

the field regarding the study to discover seed capital challenges for small and 

medium enterprises (SMEs) at Dodoma Municipal. To be precise the analysis of data 

closely follows the case study research questions developed in Chapter one.  

Figure 4.1: Distribution of respondents 

 

Source: Developed by Author (2016) 

To start with, it is worthwhile to note that the study used a representative sample that 

took into cognizance the need for involving respondents drawn from many SME 

sectors namely: Retail & Wholesalers; Manufacturing; Real Estate; Farming ; 
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Vegetable dealers; Hotels & Restaurant Construction and Stationary. This was 

adhering to guarantee data reliability that is free from biasness and of course 

collection of well-informed data and having a representative sample.  

4.2 Describing the profile and characteristics of SMEs under study 

The figure that follows enshrines the qualifications of managers of different SME 

sectors which were involved in this study. 

Figure 4.2: Educational levels of SME managers 

 

Source: Author Field Findings (2016) 

The figure above highlights that the educational levels of SME managers whereupon 

it showcases that on the retailer wholesale category 20% of the managers were high 

school certificate holders while 80% hand completed grade 7. On the manufacturing 

category 30% of the managers had high school certificates; 20% were high national 

diploma holders; 10 % were first degree holders while the majorities 40% were grade 

7 leavers. On the real estate category 60% had high school certificates while 40% are 

HND holders. The graph additional demonstrates that 60% managers of SMEs 
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involved in farming had high school certificates whereas 40 % were grade 7 leavers. 

On the vegetable vendors/ dealer category 20% had high school certificates while 

80% were grade 7 leavers. The graph further showcases that managers of SMSs 

involved in hotel and restaurant had high school certificates and grade 7 leavers of 

which 40 % had high school certificates while 60% were grade 7 leavers. Regarding 

SMEs belonging to construction industry 50% of SME managers had high school 

certificate; 30% were HND holders whereas 20% where first degree holders. Lastly, 

the study demonstrates that there were 30% of managers of SMEs involved in 

stationery who had high school certificate while those who were grade 7 leaves 

constitute 70%. The following figure summarizes the SMEs managers’ educational 

qualifications.    

Figure 4.3: SMEs managers’ educational qualifications summarized 

 

Source: Author Field Findings (2016) 

The implication is that the majority of managers who were grade seven leavers and 

high school certificate holders belonged to the SME sectors which include hotel and 
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restaurant; retail and wholesalers; stationary followed by construction; farming and 

vegetable dealers/vendor sectors in that order. This suggests that the said sectors 

[hotel and restaurant; retail and wholesalers; stationary; construction; farming and 

vegetable dealers/vendor] have the largest number with managers who have less 

educational qualifications. The other impression is that they cannot employ most 

educated employees due to their lack of capital and the nature of their business which 

does not require much educational qualification, in particular, managing a restaurant; 

retail and wholesalers; stationary; and vegetable vending shop does not require much 

education, say degree or masters degree. The first degree managers only belonged to 

construction industry; real estate and manufacturing. The rational is that construction 

industry; real estate and manufacturing need some educational expertise to be able to 

successfully and effectively manage them.  These later industries or sectors 

[construction industry; real estate and manufacturing] also need some technical 

expertise as evidenced and supported by a meaningful number of managers with 

HNDs suggesting that they could have also gone through some technical and 

vocational training centers/colleges. There was only one with master’s degree and 

the manager belonged to the real estate suggesting that he could be the owner of that 

real estate or rather the sector needs someone with that educational qualifications.  

The study was also interested to know the number of years the organisations [SMEs] 

under study have been in existence to which the SMEs which have been operational 

for a period less than a year constituted to 22%; The SMEs that have existed for a 

period of between 1 and 5 years constituted to 48.75%. on the other hand, the study 

revealed that the SMEs have being running for a period between 6 and 10 years 

added up to up to 13.75% while the SMEs that have been operational for a period 

between 11 and 15 years were 8.75% . Lastly the SMEs that have survived for over 
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15 years amount to to 6.25%. The majority of SMEs that have been in operation are 

those that lie between 1 – 5 years while there were few SMEs that have operated for 

over 15 years as is captured on the following figure below.   

Figure 4.4: Assessing the period the SMEs has been in existence 

 

Source: Author Field Findings (2016) 

Stemming from the above statistics, the study concludes that the majority of SMEs 

involved in this study have been operation for a period of not more that 5 years. The 

implication is that there could be a great number of SMEs that could have died a 

natural death due to probably the lack of seed capital. The fact that they are few 

SMEs that have lived for more than 5 years suggests that the road to seed capital 

acquisition is full of thorns.  
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The next port of call was the quest to explore the number of employees different 

SMEs sectors have employed. This would help to understand if they are successful or 

not.  

Figure 4.5: Exploring the number of employees the organizations have 

 

Source: Author Field Findings (2016) 

The figure above demonstrates that the majority of SMEs (70%) have only employed 

between 1 – 5 employees compared to 20% SMEs who have only employed between 

5 – 10 employees; followed by 6.25% of SMEs who have employed between 10 – 20 

employees and lastly 3.75% of SMEs who have employed over 20 employees. The 

implication is that many SMEs struggle to employ more than 5 employees because of 

the level of their growth. The study can therefore safely conclude that the majority of 

SMEs fall under the Micro enterprises category and a few falls and Small enterprises 

with only an insignificant number of Medium enterprises.  
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The desired effect of the following question was to examine the average monthly 

turnover of the SMEs under study to which the responses are captured on the bar 

graph that follows.   

Figure 4.6: SMEs average monthly turnover 

 

 

 

 

 

 

 

Source: Author Field Findings (2016) 

The figure above indicates that the SMEs who has a monthly turnover of Less than 

1000 000 Tshs constitutes 30%; those that have a turnover between 1 and 5 million 

Tshs are in the majority as they constitute 35%; those with a monthly turnover that 

lies between 6 and 10 million Tshs constituted 23.75% and those with a monthly 

turnover between 11 and 20 million Tshs were 8.75% whereas on the least category 

were those who had a monthly turnover of over 20 million Tshs who constituted 

2.5%.  The SMEs’ revealed capital strength implies that not many SMEs in Dodoma 

municipal earn over 10 million dollars per month hence their capital growth is very 

slow. Once again, it is enough to conclude that the majority of SMEs fall under the 
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Micro enterprises category and a few falls and Small enterprises with only an 

insignificant number of Medium enterprises. 

4.3 Sources of entrepreneurial finance in Dodoma 

In the face of the increasing recognition of SMEs as a source of job creation, 

empowerment and economic vitality in a rapidly globalizing world, it is imperative 

to undertake an investigation on available sources of entrepreneurial finance and 

their requirements, thus the prerequisites for funding grunted to SMEs. This has been 

motivated by the fact that the potential benefits of SMEs as a viable career option so 

as to later discover obstacles or rather challenges they may face in their [SMEs] 

entrepreneurial finance and resource acquisition journey. Figure 4.7 below highlights 

the potential sources of funding for SMEs 
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Figure 4.7: Potential Sources of Funding for SMEs in Dodoma 

 

Source: Author Field Findings (2016) 

The figure above shows that 25% SMEs receive funding from banks; 25% receives 

their funding from micro financial institutions; 25% get their funding from social 

security funds; while 25% receive their funding from SACCOS.  This is in 

agreement with Brush, and Hart, (2001) rightly observed that businesses often need 

more capital than owners are able to provide. Consequently, they source financing 

from external investors which include: angel investment, venture capital. In addition, 

though with fewer incidences, they also source from crowd funding, hedge funds and 

alternative asset management (Alemany, 2007).  According to Mason, (2009) sources 

of funding include but not limited to: Banks; Government; NGOs; Microfinance 

institutions; Donor Agencies; Business Angels; Family. However, these are usually 

described and categorized in technical terms namely the business angels and the 

venture capital. Alternatively, they can be categorized as external financing and 
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business Angels respectively. Having have realized the sources of funding in 

Dodoma the next step was to discover the prerequisites for loan application  

Figure 4.8: Discovering prerequisites for loan application 

 

Source: Author Field Findings (2016) 

The above pie chart highlights the views of SMEs regarding the Prerequisites for 

loan application to which respondents rated Business plan to be the top requirement 

[19%]; followed by Collateral [18%] which tied with Audited financial statement 

[18%] followed by Cash flow statement [17%]; followed by Total Assets [14%] and 

feasibility study [13%] which was rated the least. This implies that in as much as 

business plan; collateral security and audited financial statements are top 

requirements, the rest of the prerequisites are also some of the extra requirements 

demanded by banks and other funding institutions for SMEs to produce when 

applying for loans. This is indicative of the fact that seed capital is hard to come by 

for many SMEs as they would not be able to meet bank requirements. 

The next set of question was determined to find out if the SMEs under study 

had an existing business plan and the majority of respondents revealed that they 

don’t have business plan as enshrined [on the graph] figure 4.9 below. 
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Figure 4.9: Exploring the number of SMEs who have business plans 

 

Source: Author Field Findings (2016) 

The figure above highlights that the majority of SMEs don’t have the business plan 

as suggested by 92.5% of the respondents compared to only 7.5% who said they have 

business plans. The conclusion is that many SMEs don’t have business plans. The 

implication is that they do the business without the book and have no road map on 

which their business has to follow. In other words, they just operate anyhow. It also 

implies and justify why financial acquisition for these SMEs could be difficult 

because the banks and other financial institutions would set that (business plan) as a 

requirement in sourcing funds from them.  

4.4 Examining the experiences of SMEs in their seed capital acquisition journey 

Having have seen that the majority of SMEs didn’t have business plans, the 

researcher was interested to discover if at all the SMEs have ever requested some 
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credits from the banks. The views of the respondents to this effect is captured on the 

following [pie chart] figure 4.10.   

Figure 4.10: Exploring the number of SMEs who have applied for credits from 

banks 

 

Source: Author Field Findings (2016) 

The figure above indicates that the majority of SMEs have never applied for bank 

loans as suggested by approximately 64% of respondents as compared to 36% of the 

total respondents who indicated that they had once applied for bank credit. It is 

therefore suffice to conclude that the majority SMEs do not apply for credit from 

banks.  Since, there are some respondents who applied for credit loans from banks, 

the study further interrogated the respondents to discover if their request were 

positively responded to so that it could further investigate the reasons for the banks 

to refuse granting them (loan applicants) credit.  
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Figure 4.11: Assessing the status of the bank’s responses to loan applicant 

 

Source: Author Field Findings (2016) 

The total percentage of respondents whose loan applications where refused was 76 

compared to 24% whose applications were accepted. Judging from the large 

variance, the study can therefore conclude that the banks and other funding 

institutions rarely grand credits to SMEs. On the other hand, the study can fairly infer 

that the rate at which the banks and funding institutions rejects loan applications 

could be the reason why a number of SMEs are reluctant to apply for credits from the 

banks and funding institutions. The further question in this study was to discover 

why the majority of SMEs do not apply for bank loans. Regarding the reasons for not 

applying for bank credit, the respondents mentioned several reasons some of which 

are captured on figure 4.12 below.   
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Figure 4.12: Assessing the reasons for not applying for bank credit 

 

Source: Author Field Findings (2016) 

The majority of the respondents, 59%, said they are discouraged to apply because 

they do not have collateral security which is a major prerequisite when applying for 

credit. Some of the respondents who constitute 21% stated that the interests rates 

charged by banks are too high hence hinder them from applying for credits from 

banks since they are afraid of defaulting hence risking imprisonment. Almost 20% of 

the respondents revealed that they do not want to apply for bank loans. This could be 

as a result of the already stated hindrances (lack of collateral security; high interest 

rates charged by banks and many undisclosed reasons). It is therefore suffice to 

conclude that SMEs are hindered by high interest rate and lack of collateral security 

to apply for banks loans.  In soliciting for reasons for rejection of loan applications 

by funding institutions, the study revealed the ones captured on figure 4.13 below. 
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Figure 4.13 Soliciting reasons for rejection of loan applications 

 

Source: Author Field Findings (2016) 

In ranking the major reasons why applications for credit are rejected, top among the 

list was Lack of collateral security rated 31%; followed by no or poor business plan 

rated 28%; followed by Questionable Viability of the venture rated 25% and lastly 

loan defaulting rated 16%.  Given the fact that all the captured the variance between 

the captured factors is not that big, the study can equally weight them the same and 

conclude that the bottom line is that the said factors are the major reasons why 

funding institutions reject to offer loans to SMEs.   The views above are in 

agreement with Hill, (2009) who submitted that a combination of developments 

discourses and national challenges endanger the ability of SMEs to survive in today's 

global economic system. He also mentioned the same challenges and just as the field 

findings highlights, lack of collateral security has been placed at the centre and is the 

biggest challenge facing SMEs. The study further realizes that notwithstanding 

existing policies on financial support for SMEs, very few SMEs receive financial 

help when they need it. Mambula (2002) in his studies undertaken in Nigeria also 
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considered lack of collateral security and high interest rates as the major constraints 

facing SMEs. Mambula (2002) further rightly observed that entrepreneurs deem 

procedures for securing business loans from banks cumbersome, and the collateral 

demanded for such loans excessive.  It is in this context that the study further 

explored the relationship between SMEs and funding institutions. On exploring the 

relationship between SMEs and funding institutions, the study gathers the responses 

captured on the following figure.  

Figure 4.14: Exploring the relationship between SMEs and funding institutions 

 

Source: Author Field Findings (2016) 

The figure above reveals that 75% of the respondents rated the relationship between 

SMEs and funding institutions as poor whereas 13% thought that the relationship is 

average.  

On the other extreme, 7% said the relationship is good while 5% said the relationship 

was excellent. The later categories (those who rated good and excellent) could be 

those few established SMEs who earlier on indicated that they received money from 
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banks and those whose monthly turn over is ranges between 11 and 20 million and 

over 20 million Tshs. Again this could be those few SMEs with all the needed 

prerequisites for loan application. It is therefore suffice to conclude that the 

relationship between funding institutions and SMEs is not positive. This can be 

explained by the greatest number of SMEs who never applied for bank loans and the 

little amount of money those who applied have received as highlighted on the 

following graph. Expressively, the following figure showcases the highest amount 

the SMEs under study have borrowed and received. 

Figure 4.15: Showcasing the highest amount the SMEs have borrowed and 

received 

 

Source: Author Field Findings (2016) 

The figure above highlights that 64% of respondents never borrowed at all; 17% 

borrowed the money amounting to between 5 – 10 million shillings; 7.5% borrowed 

the amount between 11 – 25 million shillings; 6.25% borrowed the amount between 
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26 – 50 million shillings and 5% borrowed over 50 million shillings. The implication 

is that those who never borrowed are still in their embryonic stage and therefore used 

their personal money. The fact that the percentage is big suggest that many SMEs 

under study were in their embryonic stage implying that the majority of SMEs in 

Dodoma are still in their embryonic stage hence cannot afford to borrow money to 

boost their seed capital. In a nutshell they fall under microenterprise category. On the 

other hand, the highest percentage of those who borrowed was 17% and they 

borrowed an amount between 5 – 10 million shillings suggesting that although they 

needed external debt they were still small to be able to borrow large sums of money. 

The little amount of money they borrowed implies that the SMEs in question fall 

under Small enterprises that can only employ 10 – 49 employees and they have 

capital assets of above 5 million shillings but less than 50 million shillings. Those 

who borrowed the amount between 11 – 25 million constituted 7.5%. Again the 

amount of money they borrowed implies that they still belong to small enterprises 

whose asset base (millions) including land and building is above 5 million shillings 

but less than 50 million shillings hence they could not borrow more than they have. 

The last category of SMEs borrowed money amounting from between 26- 50 million 

shillings [of which the borrowers constitute 6.25%] and those who borrowed money 

amounting to over 50 million shillings [of which the borrowers constituted 5%] 

respectively. The fact that these categories, [in particular those who borrowed over 

50 million shillings] have few borrowers holds the implications that the SMEs who 

were capable of borrowing large sums of money, in this case, 26 – over 50 million 

shillings were very few suggesting that these SMEs could be belonging to Medium 

enterprises whose asset base (millions) including land and building is 50 million and 

less than 500 million shillings. On the other hand, this could imply that the amount 
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these groups [in particular those who borrowed over 50 million shillings] borrowed 

is determined and influenced by affordability of information asymmetry costs which 

invariable makes them capable of looking for or influences their choice to use 

outside equity. It is therefore suffice to conclude that a large number of SMEs in 

Dodoma belongs to the micro enterprises category whereas there is an average 

number of small enterprises and very few medium enterprises. 

Regarding those who borrowed this study was inquisitive to know the purposes of 

the loan requested by the SMEs to which the figure below highlights the views of the 

respondents. 

Figure 4.16: Exploring purposes of the loan application 

 

Source: Author Field Findings (2016) 

Figure above indicates that the largest percentage of borrowers who constitute 

48.28% needed startup capital whereas the following category of borrowers who 

constituted 31.03% needed working capital and the last category of borrowers who 

constituted 20.69% needed money to expand their business. This implies that the 
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majority of SMEs in Dodoma are startup enterprises [microenterprises] whereas 

there are only sizeable number of small enterprises and very few medium enterprises. 

Regarding those who had applied for loans, the study was interested in discovering 

whether some of them have had problems in repaying the loans to which the study 

reveals that 63% of those who received credits had difficulties in repaying loan as 

compared to 6.25% who never had problems in returning loans as demonstrated on 

[the graph that follows] figure 4.17. 

Figure 4.17: Assessing the prevalence of loan defaults 

 

Source: Author Field Findings (2016) 

The implication is that some of the SMEs in Dodoma are not much viable since they 

cannot afford to repay the loans hence impacting negatively in the even they want to 

borrow capital for either starting up their business or expanding them.  

After realizing that there are difficulties in repaying the loans, the study further 

probed the responds to discover possible causes of loan defaults. The figure below 
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[figure 4.18] indicates that the causes of loan defaults in SMEs include: short 

duration give borrowers to repay 26%; high monthly rate repayment amount 24%; 

high interest rate 26%; and low turnover 24%.  In relation to this, respondents were 

further asked to rate the lending rates charged by funding institutions in the quest to 

know if they are comfortable with the rates charged. Their responses to this are 

captured on figure 4.19 where the study revealed that 75% of the respondents rated 

the rates as extremely high and 13% indicated that the rates were high. On the 

contrary, 7% of the respondents said that the rates were acceptable whereas 5% of 

the respondents said the lending rates are low as captured on figure 4.19 

Figure 4.18: Identifying causes for loan default  

 

Source: Author Field Findings (2016) 

The implication is that all the causes or rather factors leading to non repayment of 

loans were almost rated the same which implies that they all carry the equal weight. 

As such the study concludes that they are all influence loan default. This is also 
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further justified by the fact that the lending rates charged by funding institutions are 

extremely high as given on figure 4.19 as has already been alluded to earlier on.   

Figure 4.19: Rating the lending rates charged by funding institutions 

 

Source: Author Field Findings (2016) 

The implication is that the category of respondents who rated lending rates as 

acceptable and those who said lending rates are low could be belonging to middle 

enterprises who have a huge capital base hence they are not greatly affected by these 

rates owing to their rate of turn over which is much bigger compared to micro 

enterprises and small enterprises. By and large, the study concludes that the lending 

rates are extremely high and unacceptable given a large percentage of respondents 

who rated the rates as extremely high [75%] and high [13%] respectively. 

Closely related to this the study was interested in discovering the percentage of 

interest on the loan which is usually charged across many funding institutions so as 

to understand the magnitude of seed capital phenomenon problem facing SMEs in 

Dodoma.  The study revealed that 18% of the respondents said the interests rate are 

less than 20% and 70% of respondents said interest rates are between  21 – 30%. On 
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the other extreme, 7% of the respondents further revealed that some banks/funding 

institutions have even raised interests rates to between 31-40% and 5% of 

respondents said there are some institutions who are have gone further above 40% as 

showcased on [the graph below] figure 4.20. 

Figure 4.20: Percentage of interest across many funding institutions. 

 

Source: Author Field Findings (2016) 

Given the statistics above, the study concludes that many funding institutions are 

charging the interest rate ranging between 21% - 30% as suggested by the majority 

of the respondents. 

4.5 Strategies to improve SMEs’ access to finance acquisition 

Having have realized the challenges the SMEs face in their search for seed capital, 

the study further asked respondents to give the most preferred (financial acquisition 

method) way of funding start up businesses to which 43% of respondents reveals that 

they prefer SACCOS; 40% prefer Business Angels; 9% said they prefer personal 



67 
 

Savings; 5% said they prefer Micro Financial Institutions and the least preferred is 

Bank credit/loan as suggested by 3% of respondents as highlighted on [the pie chart 

below] figure 4.21.  

Figure 4.21: The most preferred way of funding start up businesses  

 

Source: Author Field Findings (2016) 

The study therefore concludes that there are a few SMEs who prefer Microfinance 

institutions and banks as funding sources for their start ups but rather the majority of 

SMEs in Dodoma prefer SACCOS who most probably have fair interests rate and 

less stringent requirement regarding loan applications. The second preferred way of 

funding startups in Dodoma is business angels whose motives are to some extent 

philanthropic and they usually don’t demand unaffordable collateral security and 

other difficult loan requirements. The study can further conclude that in the event 

that the available funding requirements are not fair hence rendering the bottleneck to 

seed capital acquisition, the startup SMEs would embrace bootstrapping strategies as 
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startup funding application, thus they prefer personal savings. As such, the best 

method and strategy to improve SMEs’ access to finance acquisition is to make 

collateral security affordable and make other loan application prerequisites releasable 

against those that are beyond reach.  

Figure 4.22: Sources of funding favorable to SMEs in Dodoma 

 

Source: Author Field Findings (2016) 

The study therefore concludes that while there are varieties sources of seed capital 

which include but not limited to: Banks; Government; NGOs; Microfinance 

institutions; Donor Agencies; Business Angels and Family, many funding institutions 

have stringent requirements expressively resulting in SMEs in Dodoma to opt for 

SACCOS [who most probably have fair interests rate and less stringent requirement] 

and business angels [who are driven by philanthropic attitudes] as also supported by 

Alemany, (2007) who described business angel as private investors that invests part 

of their own wealth and time in early stage innovative companies. Apart from getting 

a good return, business angels expect to have fun. Alemany, (2007) estimated that 
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angel investment amounts to three times venture capital. Lastly, the study reveals 

that if the worse goes to the worst the SMEs under study would opt for bootstrapping 

strategies. They would only seek funding from banks and other microfinance 

institutions at the third phase of the business growth, thus from: bootstrapping phase; 

networking stage and the strengthening networking stage. 

Taking into cognizance of the excessive funding requirements stipulated (by both 

banks and other financing [funding/lending] institutions) which include but not 

limited: formal letter of application; comprehensive business profile; full names of 

management team and management CV’s; actual audited accounts for the past three 

years; detailed age wise analysis of trade debtors, creditors and up to date stocks; 

cash flow projections for the coming 5 year; and a whole lot of prerequisites as 

submitted by (Mambula, 2002), the study was interested to discover 

the major constraint to the growth of SMEs. ; secondly to explore if SMEs are 

willing to employ more hands in the future; thirdly to examine SMEs’ willingness to 

establish more branches and lastly investigating their readiness to accept professional 

advice. The desired effect was to deduce some strategies based on their views to 

these issues. Thus the next figure explore the major constraint  

to the growth of SMEs.   

 



70 
 

Figure 4.23: Exploring major constraint to the growth of SMEs 

 

Source: Author Field Findings (2016) 

The figure above reveals that the major constraints to SMEs’ growth is high interest 

rate on bank loans which was rated 29% followed by lack of finance which was rated 

28%  followed by taxes which was rated 27% and lastly competition which was rated 

16%.  The implication is that high interest rates; lack of finances and unfavorable tax 

charges are the major constraints to the growth of SMEs. On the other hand, 

competition could be another constraint though the implication is that it does not 

affect the majority as suggested by the least percentage of responses.  The study 

therefore conclude high interest rates; lack of finances and unfavorable tax charges as 

major constraints to the growth of SMEs. In a nutshell, the major challenge could be 

interpreted to mean lack of seed capital. The views above are in agreement with Hill, 

(2009) who submitted that a combination of developments discourses and national 

challenges endanger the ability of entrepreneurs to survive in today's global 

economic system. He also mentioned the same challenges and just as the field 
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findings highlights, lack of financial support has been placed at the centre and is the 

biggest challenge facing entrepreneurs. Furthermore, the respondents were asked on 

whether or not they would be willing to employ many employees and their responses 

are captured below.  

Figure 4.24: Assessing SMEs’ willingness to employ many employees 

 

Source: Author Field Findings (2016) 

Respondents overwhelmingly indicated that they are willing to increase the number 

of their employees as suggested by the percentage of respondents who strongly 

agreed [69%] and those who agreed [31%] respectively as opposed to none who 

either were undecided; disagreed or strongly disagreed. This implies that if all was in 

their [SMEs] favor, thus if they had access to seed capital, they will increase their 

employees hence improving productivity and performance of their growth. 

Moreover, the study explored the SMEs’ willingness to establish more branches to 

which the majority both strongly agreed and agreed as highlighted on the following 

pie chart   
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Figure 4.25: Assessing SMEs’ willingness to establish more branches 

 

Source: Author Field Findings (2016) 

60% of respondents strongly agreed and 36% agreed that they were willing to 

establish more branches save for 4% who indicated that they were undecided, non 

either disagreed or strongly disagreed. The bottom line here is that the majority of 

SMEs are eager to expand their businesses.  The respondents were further asked to 

demonstrate their readiness to accepted professional advice 

from banks when given credit and the majority who constituted 40% showed they 

were undecided whereas 14 disagreed. Positively, those who strongly agreed 

constituted 20% while those who agreed constituted 26% with none who strongly 

disagreed as enshrined on [the following pie chart] figure 4.26.  
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Figure 4.26: Assessing SMEs’ readiness to accept professional Advice 

 

Source: Author Field Findings (2016) 

The implication is that a combination of those who were undecided and disagreed is 

that they are skeptic and doubt if they will ever receive help from the banks 

considering their inability to meet the banks’ expectations. This also shows that the 

banks have not done enough to help the SMEs. On a positive note, a combination of 

those who strongly agreed and agrees is a demonstration that there exist SMEs who 

are optimistic that if at all they could get seed capital for their businesses the sky is 

the limit.  However, this study conclusively posits with a heavy heart that most 

probably there hasn’t been any bank or funding agencies with deliberate policy 

model of encouraging and promoting SMEs activity in Tanzania and Dodoma in 

particular. If such institutions, are there, they could be very few with less impact and 

their robust interventions are yet to be registered in the society most probably 

because SMEs have not been able to cope up and stomach their stringent 

requirements for would be beneficiaries of such funding agencies and financial 
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institutions. The following table showcases the responses of entrepreneurs regarding 

the determinants for their resource acquisition approach.  

Figure 4.27: Factors motivating SMEs in their choice for Seed capital 

acquisition  

 

Source: Author Field Findings (2016) 

The results given above indicate that the key determinants for seed capital 

acquisition which are: fair and low interest rates; philanthropy; in-excessive demand 

for collateral security; less cumbersome procedures and realistic repayment schedule. 

It is therefore suffice to stress that the task for selecting financial support is a matter 

of choice for different SMEs. Given the requirements and bottlenecked resource 

acquisition, many SMEs have expressively opted for financial bootstrapping 

whereby they just use a combination of the available funds and manpower they have 

to start up their venture. This is supported by Brush and Hart, (2001) who described 

financial bootstrapping as a term used to cover different methods for avoiding using 

the financial resources of external investors. According to Winborg and Landström, 



75 
 

(2001), financial bootstrapping rivets risks for the founders but allows for more 

freedom to develop the venture. They are various types of financial bootstrapping 

which include: Owner financing, Sweat equity, Minimization of accounts payable, 

joint utilization, minimization of inventory, delaying payment, subsidy finance and 

personal debt. If funding institutions turn difficult, the SMEs would embraced any 

form of the said financial bootstrapping. 

 

                                         

 

 

 

 

 

 

 

 

 

 

 

                                                   

 

 

 

 

 



76 
 

CHAPTER FIVE 

CONCLUSION AND RECOMMENDATIONS 

5.0 Introduction  

This chapter presents the conclusion and recommendations of the observations of 

what have been discussed in chapter four.   

5.1 Conclusion 

The study revealed that the SMEs sectors [hotel and restaurant; retail and 

wholesalers; stationary; construction; farming and vegetable dealers/vendor] have the 

largest number with managers who have less educational qualifications due to the 

fact that they cannot employ most educated employees due to their lack of capital 

and the nature of their business which does not require much educational 

qualification. However, the sectors which include: construction industry; real estate 

and manufacturing had a few individuals who have qualifications ranging from 

HND, Degree to Masters Degree because they need some educational expertise and 

some technical expertise.  

The study also concluded that the majority of SMEs involved in this study have been 

operation for a period of not more that 5 years suggesting that there could be a great 

number of SMEs that could have died a natural death due to probably the lack of 

seed capital. On the other hand, many SMEs struggle to employ more than 5 

employees because of the level of their growth. In this regard, the study concluded 

that the majority of SMEs fall under the Micro enterprises category and a few falls 

and Small enterprises with only an insignificant number of Medium enterprises. 
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In addition, the majority [92%] of SMEs operates without a business plan which 

explains and justify why financial acquisition for these SMEs could be difficult 

because the banks and other financial institutions would set that (business plan) as a 

requirement in sourcing funds from them. In the same context, the study revealed 

that the banks and other funding institutions rarely grand credits to SMEs and that 

that the rate at which the banks and funding institutions rejects loan applications 

could be the reason why a number of SMEs are reluctant to apply for credits from the 

banks and funding institutions. The study further revealed that stringent requirements 

and beyond reach prerequisites that deter SME to either apply or access loan include 

but not limited to high interest rate; lack of collateral security;  unavailability of cash 

flow statement; declaration of total Assets; lack of audited financial statement; 

no/poor business plan; lack of feasibility study and extremely high lending rates. 

This phenomenon has therefore been concluded as indicative justification that seed 

capital is hard to come by for many SMEs as they would not be able to meet bank 

requirements. 

The study also revealed that out of 36% of those who applied for loans, only 24% 

were granted credit while 76% applications were rejected hence implying that the 

relationship between funding institutions and SMEs is not positive. On the same 

note, the greatest number of SMEs who never applied for bank loans and the little 

amount of money those who applied have received are also enough facts to describe 

the relationship as negative hence influencing this study to conclusively posits with a 

heavy heart that most probably there hasn’t been any bank or funding agencies with 

deliberate policy model of encouraging and promoting SMEs activity in Tanzania 

and Dodoma in particular. If such institutions, are there, they could be very few with 

less impact and their robust interventions are yet to be registered in the society most 
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probably because SMEs have not been able to cope up and stomach their stringent 

requirements for would be beneficiaries of such funding agencies and financial 

institutions. 

The study further discovered that 63% of those who received credits had difficulties 

in repaying loan as compared to 6.25% who never had problems in returning loans 

which lead the study to conclude that some of the SMEs in Dodoma are not much 

viable since they cannot afford to repay the loans hence impacting negatively in the 

event they want to borrow capital to either starting up their business or expanding 

them.  On the other hand, the failure to repay the loan has been attributed to a 

number of factors which include but not limited to: short duration given borrowers to 

repay; high monthly rate repayment amount; high interest rate; and low turnover. The 

study further revealed that many funding institutions are charging the interest rate 

ranging between 21% - 30% and to make matters worse 75% of respondents rated  

lending rates as extremely high which makes it not only difficult to borrow but to 

repay as well. 

The study therefore concludes that there are a few SMEs who prefer Microfinance 

institutions and banks as funding sources for their start ups but rather the majority of 

SMEs in Dodoma prefer SACCOS who most probably have fair interests rate and 

less stringent requirement regarding loan applications. The second preferred way of 

funding startups in Dodoma is business angels whose motives are to some extent 

philanthropic and they usually don’t demand unaffordable collateral security and 

other difficult loan requirements. The study can further conclude that in the event 

that the available funding requirements are not fair hence rendering the  
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The study further revealed that high interest rates; lack of finances and unfavorable 

tax charges as major constraints to the growth of SMEs. In a nutshell, the major 

challenge could be interpreted to mean lack of seed capital. In the event funding 

institutions become flexible in their requirements for loan applications, respondents 

registered their willing to increase the number of their employees; the number of 

branches and willingness to accept professional advice. In other ways, the only best 

way to help SMEs access seed capital lies in the hands of funding institutions as 

justified and suggested by the majority of SMEs who submitted that the key 

determinants for seed capital acquisition are: fair and low interest rates; philanthropy; 

in-excessive demand for collateral security; less cumbersome procedures and 

realistic repayment schedules. It is to this effect that the study conclusively posits 

with a heavy heart that most probably there hasn’t been any bank or funding agencies 

with deliberate policy model of encouraging and promoting SMEs activity in 

Tanzania and Dodoma in particular. If such institutions, are there, they could be very 

few with less impact and their robust interventions are yet to be registered in the 

society most probably because SMEs have not been able to cope up and stomach 

their stringent requirements for would be beneficiaries of such funding agencies and 

financial institutions. 

5.2 Recommendations of the study 

The study discovered that the road toward seed capital and financial resource 

acquisition is thorny and difficult. For all intent and purpose SMEs need more than 

access to credit. As such, the study recommended that they [SMEs] also need to 

know how to develop a business plan, business management, management of 

business finances (budgeting), time management, stress management, improving 
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sales, managing and reducing costs, debt recovery techniques, stock control 

techniques, marketing and recruitment skills.   

Apart from the said variables there is also need for the SMEs to have the following: 

Adequate funding; Skills training; Business counseling; Mentor support; Access to 

working space; Business expansion support;  Creating support networks and Skills 

training. 

However, the study realizes that they cannot afford doing this alone hence the study 

recommended that funding institutions have to make deliberate efforts to build 

SMEs’ capacity and flex their lending muscles by ensuring that they introduce Fair 

and low interest rates; the need for them to embracing philanthropy; In-excessive 

demand for collateral security; putting in place less cumbersome procedures and 

realistic repayment schedules. 

5.3 Area for further study. 

There were some very important issues raised but the study did not look into their 

details. These issues could be captured by interested researchers in future. There is a 

need of further research on the impact of capital provision to SMEs and its relation to 

the performance of SMEs by focusing on different contexts. This will provide 

knowledge on whether financing SMEs enhance entrepreneur development or not. 
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APPENDICES 

Appendix 1: Questionnaire 

1. Sources of Seed Capital profile    

The following are targeted population that can be interviewed. 

Seed Capital Sources 

 

Number of Respondents 

Banks 5 

Micro Financial Institutions 5 

Social Security Funds 5 

SACCOS 5 

         Total 20 

 

2. What is the nature/Kind of your organization (SME) (please tick as appropriate)  

 

SME Sector Number of Respondents 

Retail & Wholesalers 10 

Manufacturing 10 

Real Estate 10 

Farming  10 

Vegetable dealers 10 

Hotels & Restaurant  10 

Construction 10 

Stationary 10 

Total  80 

 

3. For how long has your company been in operations (please tick as appropriate)  

Years of Establishment Number of SMEs 

Less than one (1) year  18 

Between 1 and 5 years  39 

Between 6 and 10 years 11 

Between 11 and 15 years 7 

Over 15 years 5 

 

4. How many people are employed by your company?  

Category Number of Employees 

Between 1 - 5  56 

Between 5 and 10   16 

Between 10 and 20 5 

Over 20 3 
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5. What is the qualification of your management team?  

 

H
ig

h
 S

ch
o
o
l 

ce
rt

if
ic

a
te

s 

 H
N

D
 

 F
ir

st
 D

eg
r
ee

 

 M
B

A
  

 G
ra

d
e 

7
  

 

Retail & Wholesalers 2    8 

Manufacturing 3 2 1  4 

Real Estate 5 2 2 1  

Farming  6    4 

Vegetable dealers 2    8 

Hotels & Restaurant  4    6 

Construction 6 2 2   

Stationary 3    7 

 

6. What is the average monthly turnover of your business?  

  OUT of 80 SMEs 

Less than 1000 000 Tshs  24  

Between 1 and 5 million Tshs  28  

Between 6 and 10 million Tshs  19  

Between 11 and 20 million Tshs  7  

Over 20 million Tshs  2  

 

 

7. Does your organization have an existing business plan?  

 Number of SMEs with Business Plan 

Yes 6 

No  74 

 

 

8. Has your company ever applied for credit from a Bank?  

 

  

Yes 29 

No  51 

 

9. If No, why not?  

  

 Do not like Bank Loan 10 

Interest Rate too high 11 

No collateral to pledge   30 
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10. How do you rate the relationship between Funding institutions and SMEs?  

 

E
x
ce

ll
en

t 

 G
o
o
d

 

 A
v
er

a
g
e
 

 P
o
o
r 

 

   

Relationship rating 5 7 13 75 

 

 

11. Have you ever been refused or denied credit from a bank?  

  

Yes 22 

No  7 

 

 

12. What was the highest amount your company ever borrowed from a Bank:   

 Number of SMEs 

Never borrowed at all 51 

Between 5 and 10 million Tshs  14 

Between 11 and 25 million Tshs  6 

Between 26 and 50 million Tshs  5 

Over 50 million Tshs  4 

 

13. What was the purpose of the loan?  
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 c
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Purpose of  Loan 14 9 6 

 

14. What information do banks usually ask SMEs to have 

(produce)? (Tick all that apply)  

  

Collateral 93 

Cash flow statement 87 

Total Assets 72 

Audited financial statement 89 

Business plan 95 

Feasibility study  68 
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15.  What are the main reasons why funding institutions refuse to offer loan to 

SMEs?  

  

Default on previous loan  51 

No Security to pledge  97 

Too small equity base   88 

Lack of experienced Management  79 

 

16.  Have you ever had problem repaying a Bank loan?  

  

Yes 5 

No  2 

Denied loan 22 

Never borrowed 51 

 

17. In your opinion, what are the causes of loan default among SMEs?  

 Frequency Out of 100 

Short duration 98  

High monthly repayment amount 91  

High interest rate 96  

Low turnover  89  

 

 

18. How did you find the lending rates?  

 

E
x
tr

em
el

y
  
H

ig
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H
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h
  

 A
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L
o
w

  
 

   

Rating Lending Rates 75 13  7 5 

 

 

19. What percentage of interest on the loan is usually charged across many funding 

institutions?  

  

Less than 20%  18 

21 – 30% 70 

31-40%  7 

Above 40%  5 
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20. How do you rate is the most preferred (financial acquisition method) way of 

funding start up businesses?  

  

SACCOS 43 

Business Angels 40 

Personal Savings 9 

Micro Financial Institutions 5 

Bank credit/loan 3 

 

 

21. What are the sources of funding for SME business in Dodoma? 

(tick all that apply)  

 

 Frequency Out of 100 

Bank loan 11  

Personal savings 52  

Retained profits 9  

NGOs 4  

Micro Financial Institutions 16  

Business Angels 43  

Social Security Funds 18  

Family/friends  57  

SACCOS 88  

 

22. In your opinion, what are the major constraint to the growth of SMEs?(tick  

all that apply) 

 Frequency 

Lack of finance 91 

Competition 53 

High interest on bank loans 94 

Taxes  88 

 

23.Please state if you agree or disagree to the following statements by ticking the app

ropriate box below.                                                                                                                
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I would like to employ more hands in the 

future  

55 25    

I would like to establish more branches in 

the major cities of the country  

48 29 3   

I would welcome professional help from b

anks when given credit to help mange it  

16 21 32 11  
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24. What can be done to effectively help SMEs to easily access seed capital from 

funding institutions? (tick all that apply) 

 Frequency 

Fair and low interest rates  

Embracing philanthropy  

In-excessive demand for collateral security  

Less cumbersome procedures  

Realistic repayment schedules.  
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Appendix 2: Interview Guide 

1. what are the sources of Seed Capital  

2. What is the nature/Kind /type of SME in Dodoma 

3. Do you have SMES that have been in operation for a long time in Dodoma 

4.  How many people are employed by your company?  

5. In your own understanding do SMEs in Dodoma managed by highly educated 

people 

6. Do SMEs in Dodoma have business plans 

7. To what extent do SMEs apply for credit from a Bank? 

8. If No, what could be the reasons for not applying?  

9. Give your views regarding the relationship between Funding institutions and 

SMEs?  

10. Generally what is the average amount do SMEs borrow from funding 

institutions and what would be the purposes for borrowing 

11. What information do banks usually ask SMEs to have (produce)?  

12. In your view, what could be the main reasons why funding institutions refuse 

to offer loan to SMEs?  

13. Have you ever witnessed non repayment of loans by SMEs 

14. In your opinion, what are the causes of loan default among SMEs? 

15. Are the lending rates charged by funding institutions fair?  

16. What percentage of interest on the loan is usually charged across many 

funding institutions? 

17. In your view, what is the most preferred (financial acquisition method) way 

of funding start up for most of the SMEs?  

18. In your opinion, what are the major constraints to the growth of SMEs?  

19. Suggest better alternative ways on ensuring SMEs easy access to seed capital   
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Appendix 3: Research Time Table  

Gant chart showing the progress of the research 

 

SN ACTIVITY 

DATE 

December January February - May June August 

            

1 

Submission of 

first draft 

Research 

Proposal 

                        

2 
Allocation of 

supervisors 
                        

3 

Meetings with 

the supervisor 

to review the 

draft proposal 

                        

4 

Submission of 

final baseline 

proposal 

                        

5 
Data 

collection 
                        

6 

Data analysis 

and 

preparation of 

draft thesis 

report 

                        

7 

Meetings with 

supervisor to 

review the 

thesis report 

                        

8 

Submission of 

the final report 

and available 

for viva voce 
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Appendix 4: Budget for Research Project  

 

NO. 

 

ACTIVITIES 

 

UNIT COST (TZS) 

 

TOTAL (TZS) 

01 Proposal Preparation 

-Material and Supplies 

-Travel 

-Printing 

-Consultancy 

 

100,000 

100,000 

100,000 

50,000 

 

 

 

 

350,000 

02 Data Collection 

-Printings 

- Data collection cost & 

Transport 

 

400,000 

400,000 

 

 

 

800,000 

03 Data Processing, Analysis 

and Report writing 

-Statistician Consultation 

-Printing and Binding 

- Miscellaneous  

 

 

200,000 

400,000 

100,000 

 

 

 

 

700,000 

 

GRAND TOTAL 

 

1,750,000 

 

 

 


