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ABSTRACT
There is contradicting views on the impact of credit on the growth of SMES. Some
studies are for the intervention while others are quite against it. There are also studies
which do not show any impact at all. This study was put in place to provide an
empirical evidence of the impact of credit on growth of SMEs. The aim was to
solidify findings for those who support the intervention. The study was set to meet
three objectives, namely; identifying possible factors hindering the implementation of
credit policies on loans and advances to SMEs, determining the influence of credit
contributions on the growth of SMEs and investigating on the challenges in accessing
and utilizing of credit.
The study employed a multiple embedded case study design where eight cases were
drawn from different categories of businesses taken from Dodoma Municipality. Data
and information were collected and organized into case stories and were then
analyzed by using pattern matching, comparison and explanation building.
It was found out that, interest rates on loan, collateral securities, false information
provided by SMEs about business and nature of business were the main factors that
hindered the implementation of credit policies on loans and advances to SMEs. It
was also uncovered that, indeed, credit received from MFIs helped firms to grow
specifically, in improving profits, increasing number of employees, enabling
sustainability of families and increasing assets, sales and working capital.
Nonetheless, it was also found out that, a number of challenges were there which
acted as a stumbling block for accessing the loans from MFIs and utilizing them
efficiently and effectively. These include but not limited to the procedure of
accessing credit, high interests on loan, inadequate time period for loan disbursement

and lack of collateral securities for the side of loan accessibility. Furthermore,
challenges facing utilization of credit were mainly; repayment time period, low level
of entrepreneurial skills, use of loans for unintended purposes and poor record
keeping.
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CHAPTER ONE
GENERAL INTRODUCTION
1.0 Introduction
This study examines the empirical evidence on the contribution of credit on the
growth of SMEs. On this regard, this chapter outlines the background of the study,
statement of the problem, objective of the study, research questions, significance of
the problem and winds up with the scope of it.
1.1 Background to the Study
Small and Medium Enterprises (SMEs) contribute significantly to employment
creation, income generation and stimulation of growth in both urban and rural areas,
in-turn they contribute to the development of the country as a whole economically,
socially and even politically (Nkonoki, 2010; Madole, 2013). In recent years, both
developed and developing countries have realized that, SMEs have become one of
the key instruments to use to face economic and social problems to achieve
development objectives (Bouazza, 2015; Eniola and Ektebang, 2015). According to
Eniola and Ektebang (2014), SMEs have been acknowledged to have a prodigious
potential for sustainable development. For example, according to

Peprah, et el.,

(2016), SMEs are noted to contribute not less than 70% to the GDP of the country
(Ghana) and therefore, have significant impact on economic growth, income and
employment.
The importance of SMEs in the evolution of economy, reduction in poverty, increase
in employment, output, innovation in technology and lifting up in social position and
standard, is globally proven and acknowledged in emerging as well as in developed
economies (Eniola and Entebang, 2015). It is in this line, whereby many researchers
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argue that, a dynamic and growing SMEs sector can contribute to the achievement of
a wide range of development objectives, including the attainment of income
distribution and poverty reduction, creation of employment (Daniels and Ngwira,
1993); savings mobilization (Beck et al., 2005); and production of goods and services
that meet the basic needs of the poor (Cook and Nixson, 2000).
In Asia, SMEs are important across East Asian economies, whereas the dynamic role
which SMEs play varies widely between the various countries (Harvie, 2008). In
Singapore, even though SMEs are not as significant in terms of numbers and
employment, they are important because they provide a flexible, skilled production
base that attracts Larger Multinational Corporations (Hall, 2001; Lee and Tan, 2002).
In addition, the contribution of SMEs to exports also varies widely. SMEs are
relatively more export oriented in China, Korea, and Taiwan than they are in Japan,
Indonesia, Thailand, Malaysia, and Singapore (Harvie, 2011).
SMEs are the backbone of many economies in Sub-Saharan Africa and hold the key
to possible revival of economic growth and the elimination of poverty on a
sustainable basis (Madole, 2013). Despite the substantial role of the SMEs in SubSaharan Africa‟s economies, they are denied official support particularly credit from
institutionalized financial service organizations, that provide funds to businesses.
This argument is supported by Fjose, et a., (2010) who found out that, Sub-Saharan
Africa is ranked as the region in the world where it is most difficult to do business.
SMEs in Tanzania like in other countrie, play an important role in the process of
industrialization and economic growth by significantly contributing to employment
creation, income generation and catalyzing development in urban and rural areas
(Olutunla, 2008).
2

Numerous evidences have pointed to the fact that, the number of these enterprises in
Tanzania is declining at an alarming rate (Satta, 2002) and a little has been achieved
in the country, despite of the many efforts done to fight for poverty reduction
(Mukras, 2003; Kessy and Urio, 2006; Maliti and Mnenwa, 2008).
Lack of access to finance, has been identified as one of the major constraints to small
business growth (Lawson, 2007). The reason is that, provision of financial services is
an important means for mobilizing resources for more productive use (Watson and
Everett, 1999). Performance of SMEs, depends a lot on microfinance institutions
support; therefore, governments have introduced policies that enable SMEs to access
credit from the microfinance institutions.
The introduction of MFIs in Tanzania, is seen as the best alternative source of
financial services for low income earners and their SMEs as a means to raise their
income, hence, reducing their poverty level and contributing to the economy of the
country (Kessy and Urio, 2006). The contribution of credit to the majority of
Tanzanians, whom are low income earners have created opportunity to them
including managing scarce household and enterprises resources more efficiently,
protection against financial risks by taking advantages of investment opportunities
and gaining economic returns. The contribution of credit enables clients to protect,
diversify and increase their incomes, as well as to accumulate assets, reducing their
vulnerability to income and consumption shocks (Robinson, 2002).
However, Hogan (2001) argues that, the financial service sector focuses its success
on the effective management of credit risk. Most SMEs in Tanzania, fall under the
informal sector which is engaged in traditional activities which result into low
turnover. Traditional economic activities include vending such as street food vendors.
3

Other activities include tailoring, and retailing mostly consumable goods. SMEs have
been constrained by many factors especially limited access to financial services from
formal financial institutions due to the small business size and circumstances their
business operate in.
The other major problems facing SMEs in Tanzania is that, they are risky in terms of
lending because most of them depend on agriculture which is seasonal hence high
default risk and high transaction costs (Madole, 2013; URT, 2003). Furthermore,
most traders do not have marketable collateral for loans; therefore, the banking
institutions charge high interest rates on loans which scare away traders from
borrowing funds. Without finance, SMEs cannot acquire new technologies, compete
in the global market or establish linkages with larger firms and insufficient domestic
savings is often mentioned as contributing to the lack of financing for SMEs (UN,
2002).

1.2 Statement of the Research Problem
Various scholars have come up with different perspectives and approaches regarding
contribution of credit, for instance, Cook and Nixson, (2000) and Thorsten and
Maksimovic (2003) explain that, large contribution in countries‟ development and
economic growth in various aspects such as increased profit, increase of business
premises which in turn create employment, leads into increase of business assets,
business diversification and sales return, however, their growth and development in
developing countries, are mainly inhibited by access of finance, poor managerial
skills, lack of training opportunities and high cost of inputs. SMEs face limited access
to financial services from formal financial institutions to meet their working and
investment needs.
4

In Tanzania, SMEs face many challenges including insufficient mechanisms and
inadequate information on credit markets, discourage of banks and unwillingness of
banks to lend to SMEs, (URT, 2002). Although MFIs have been put in place some
measures to overcome the challenges of SMEs, their owners still lack collateral
securities. The collateral securities, are needed in order to give out loans and this in
turn raises interest rates charged on loans which scared away traders and vendors
from borrowing.
Several studies have been conducted in this area (Wakaba, 2014; Madole, 2013;
Denis et al, 2015). However, there are mixed views of SMEs growth, for example,
Cook and Nixson (2000), perceives that, the unsuccessfulness of their growth is due
to poor managerial skills, lack of training opportunities and high cost of inputs, while
others (Madole, 2013; Denis et al., 2015) consider that, their unsuccessfulness is due
to limited access to financial services from formal financial institutions to meet their
working and investment needs and high interest rate charged by financial institution.
Furthermore, there are studies which have documented positive results in terms of
prosperity of SMEs when they are availed with credits (Onyina and Turnell, 2013;
Olowe et al., 2013; Siyad, 2013; Prah, 2016), of course, the main problem is
accessibility itself. On the other hand, there are studies which have reported that,
several SMEs owners became poorer than before accessing credits (Ditcher, 2006;
Karnani, 2007; Roodman, 2009; Aremu and Adeyemi, 2011). There are even those
whom went out of market completely (Turner et al, 2008; Ehikioya and Mohammed,
2014). Therefore, this study was put in place in order to show empirically the
contribution of credit on the growth of SMEs by using a case approach. Findings of
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the study, were expected to come up with additional findings which could solidify the
existing literature especially in the Tanzanian context.
1.3 Research objectives
The broad objective of this study was to analyze the contribution of credit on the
growth of SMEs by considering individual enterprises. In meeting the broad
objective, the study intended to meet the following specific objectives;
1. To identify possible factors that hinder implementation of credit policies on
loans and advances to SMEs.
2. To determine the influence of credit contribution on the growth of SMEs.
3. To investigate on the challenges of accessing and utilizing credits.

1.4 Research Questions
In order to meet the above stated research objectives, this study sought to find out
answers to the following research questions:
1. What factors hinder implementation of credit policies on loans and advances
to SMEs?
2. Is there any difference in terms of SMEs growth as a result of financial credit?
3. What are the challenges of accessing and utilizing credits by SMEs?

1.5 Significance of the Research
The study has significance to knowledge, policy and managerial practices. For the
case of knowledge contribution, findings of the research are the building stones for
other research to be conducted in this area. Policy makers on their side benefit from
the findings of the study by understanding where to start with, after establishing
reasons behind the contributions of credit to SMEs despite their challenges. Finally,
6

with respect to managerial application, findings would provide best practice to MFIs
managers and SMEs owners regarding the best practice in loans management for
betterment and growth of their firms.

1.6 Scope of the study
This study was conducted in Dodoma Municipality and focused on small business
owners whom had received loans from microfinance institutions such as FINCA,
PRIDE, BRAC and SEDA because they were well known, established, affordable
and available in Dodoma Municipality. Furthermore, the study covered only the
contribution of credit on the growth of SMEs in Tanzania specifically in Dodoma
Municipality.
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CHAPTER TWO
LITERATURE REVIEW
2.0 Introduction
The literature review of this study covers the definitions of key terms, theories on the
contribution of credit on the growth of SMEs, and the selected empirical studies
related to the topic that have been conducted by other researchers. The chapter
finalizes with the conceptual framework of the study.
2.1 Definition of Key Terms
This chapter provides the conceptual understanding of the key terms of the study
which are SMEs, credit, and growth. These terms are clearly presented as shown
below.
2.1.1 Small and Medium Scale Enterprises (SMEs)
The term SMEs has no generally established definition. According to Bouazza
(2015), SMEs have been identified differently by various individuals and
organizations, such that, an enterprise that is considered small and medium in one
country is viewed differently in another country. Even within a country, the definition
changes overtime according to number of employees and capital invested.
According to USA, the classification of SMEs is established by the governmental
department, called Small Business Administration (SBA). It uses certain “size
standards” in order to show how large a company can be in order to be considered a
SME. Table 2.1 below presents the classification of American SMEs according to
employees‟ number, annual turnover and line of work.

8

Table 2. 1: Classification of SMEs in USA
Manufacturing
and service
Industry
No of
employees
Turnover

Service
Majority

Maximum

Agriculture

Value

<500

<500

<500

<500

_

≤ US $7mil

≤ US $ 25mil

≤ US $0.25mil.

Source: United States International Trade Commission, Small and Medium-Sized
Enterprises: Overview of Participation in U.S. Exports, 2010, p.1-3, Retrieved on
21st January on http://www.usitc.gov/publications/332/pub4125.pdf.

Taking into consideration activities a company performs, one can separate them into
three large domains: industry, services and agriculture. SMEs are split according to
this, in companies that handle their business only in the USA and exporters. From the
employees‟ number point of view, companies that have less than 500 employees are
considered to be SMEs (U.S. Export, 2010). They encounter a small problem here.
Now, the employees‟ number is not considered enough of the characteristic to
characterize SMEs. Approximately 99% of all active enterprises in the USA are in
this category (Robu, 2013). From the analysis; it shows the importance given to the
industry in defining and classifying SMEs. The industry is the criterion that
distinguishes SMEs from the EU from the ones from Asia and North America.
From the Africa perspective, an SME is a firm employing 0-250 employees
(Ayyagari, et al., 2007). For the case of Uganda, however, discrepancy exists in the
definitions of SMEs. According to Mbaguta (2003), SME is a firm that employs a
maximum of 50 employees, with a working capital of about 50 million Uganda
shillings and the turnover value of 10-50 million Uganda shillings. This definition is
in agreement with that of Kasekende and Opondo (2003). Yet, Uganda Investment
9

Authority (UIA) (2008), defines SMEs as firms or enterprises which employ 50 or
more people, with a revenue turnover of maximum Ugandan Shillings 360 million
and a total assets of maximum Ugandan Shillings 360 million. Although the
discrepancies in definitions could be caused by temporal factors, it is without doubt
that, definitional variations complicate the design of interventional and mitigation
policies (Apire, 2003).
In the context of Tanzania chamber of commerce definitions, Micro enterprises are
those engaging up to 4 people in most cases family members or employing a capital
amounting up to TZS 5 million.

Small enterprises, are mostly engaging between 5 and 49 employees or with a capital
invested from TZS 5 million to 200 TZS million. Medium enterprises range from 50
and 99 people or uses a capital which invested from TZS 200 million to TZS 800
million as illustrated below.

Table 2. 2: Small and Medium Enterprises (SMEs) Categories in Tanzania
Category

Capital Investment in Machinery

Employees

(TZS.)

Micro Enterprises

1 to 4

Small Enterprises

5 to 49

Above 5 million to 200 Million

Medium enterprises

50 to 99

Above 200 Million to 800 Million

Large Enterprises

Up to 5 Million

100+

Above 800 Million

Source: Tanzania chamber of commerce: The challenges of Globalization for SMEs
in Tanzania (April, 2003)
Small and Medium Enterprises (SMEs) play a crucial role in employment creation
and income generation in Tanzania. According to Tanzania, SMEs development
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policy of 20021, SMEs, can be easily established since their requirements in terms of
capital, technology and managements and enable motivated individuals to find new
avenues for investment and expanding their operations.

2.1.2 The Credit
According to the American Bankers‟ Association (2001), a credit refers to borrowed
money. Typical forms of credit include; credit cards, personal loans, overdrafts and
home loans. These terms also refer to the debt repayment agreed with the creditor,
such as 60 months, 48 months in form of duration.

Organization for Economic Co-operation and Development (2006) indicates that,
MFIs are the main source of external finance for SMEs. Therefore, it is essential that
the banking system be prepared to extend credit to the SME sector. However, there
are number of rigidities of the macroeconomic, institutional and regulatory nature
that may bias the entire banking system against lending to SMEs. Macroeconomic
policies may lead to excess demand for available domestic savings, while
government policy may favour industrialization and/or import substitution, which
effectively gives large domestic firms privileged access to finance (Madole, 2013).
On the contrary, these terms frustrate the SMEs sector firm accessing credit because
all the efforts and policies favour large borrowers at the cost of the small operators.

In a study by Chowdhury (2002), it is argued that, local market competition among
MFIs in Bangladesh is driven by credit terms especially in terms of loan amounts,
interest rates and repayment time and that, some borrowers and MFIs opt for a
package of low interest rates tied with a low amount of loan disbursed and some
1

Tanzania adopted a SME Development Policy (SMEDP) in 2002 aiming at stimulating development
and growth of SME activities through improved infrastructure, enhanced service provision and
creation of conducive legal and institutional framework so as to achieve competitiveness.
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other borrowers and MFIs settle, for a package of high interest rates tied with high
amount of loan disbursed.

However, when assessing comparatively small and straightforward business credit
applications, MFIs may largely rely on standardized credit scoring techniques
(quantifying such things as the characteristics, assets and cash flows of business
owners). This is coupled with the terms and conditions that are perceived to protect
their loans at times, appear as burdens to the borrowers and because they (SMEs) do
not have adequate or no collateral as indicated by Katto (2008), their performance
ends up being affected.
In this study, credit is operationally defined as the amount of money available for the
SMEs owners, to borrow from MFIs within a specific period of time. This amount of
loan provided to SMEs owners is accompanied with a procedure to acquire it, interest
rates, collateral securities and the repayment time of repaying back.

2.1.3 Growth
According to Penrose (2006), growth is the product of an internal process in the
development of an enterprise and an increase in quality and/or expansion. Several
determinants of growth, have been suggested and researchers have been unable to
achieve a consensus regarding factors leading to growth (Weinzimmer, 2000;
Kamunge et al., 2014). Moreover, as Spilling (2001) reminds us that, the status of
being a growth firm may be rather temporary. Therefore, profitability and sales
turnover are the key measures of growth. The commonly used measures of growth
include; employment growth, sales growth, profit, return on equity, return on assets)
and entrepreneurs‟ perceived growth relative to their competitors in terms of increase
in company value (Leona et al., 2010).
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According to O‟Gorman (2001), SME growth can be measured in terms of sales,
number of employees, value added, and the complexity of the product line,
production technology or the number of locations. Bosmaet al (2000) proposed three
measures of success of the SMEs such as: profits, employment creation, and the
survival period of the SMEs.
Basing on the above explanation, the growth in this study will be treated as the
process of increasing or widening in size over a period of time. That is, growth will
be determined in terms of increase in the number of employees, revenue, profit,
capital investment, asset base, ability to finance home matters, ability to engage in
matters related to the society, etc.
2.2 Theoretical Review
This section discusses the theoretical base of the study. The theory that was found
appropriate is that of financial risk management, which fits well in situations of
lending from financial institutions to other organizations or individuals. The theory is
as presented hereunder.
2.2.1 Financial Risk Management Theory
Early theories on financial risk management embarked on minimizing financial
institutions risks in general. For example, Akeran, (2005) argues that, the economic
theory in MFIs encompassed the interest and income theory which is the basis of
cash flow approach, in the MFIs lending credit risk management. Accordingly, this
needs robust process that enables the MFIs to properly manage the loan portfolios to
minimize losses and earmark an acceptable level of return to its shoulders. The
importance of the credit risk management is recognized by MFIs for it can establish
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the standard process, segregation of duties and responsibilities such as policies and
procedures endorsed by the MFIs.
Later, the theories advanced into identifying different kinds of risk facing the
financial institutions and on the management of each kind of risk. For example,
Klein, (1970) argues that, “operational risk management deals with technical failures
and human errors while market risk, deals with interest rate risk, equity risk,
commodity risk, and currency.

Quantitative risk management is an effort to

ascertain the possibilities of the different adverse financial circumstances to handle
the degree of loss that, might occur in the financial institutions. Commodity risk
management handles different types of commodity risks, such as price risk, political
risk, and cost risks. However, MFIs risk management deals with the handling of
different types of risks faced by the MFIs, for example, market risk, credit risk,
liquidity risk, legal risk, operational risk and reputation risk as well as currency risk
management. Another kind of financial risks management, is the integrated risk
management which refers to integrating risk data into the strategic decision making
of a company and taking decisions, to account the risk tolerance degrees of
institutions. In other words, it is the supervision of market, credit, and liquidity risk
at the same time or on a simultaneous basis”.
Earliest theories then suggested that, credit risk management should be conducted on
assets as portfolios rather than merely single assets (Ellton and Gruber, 1995). This
is the theory, which has been applied to common stock and is related to the weak
loan portfolio management which states that, “the traditional objective is
maximizing returns for given levels of returns which have guided effort to achieve
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effective diversification of portfolios”. Thus, MFIs always work out strategies to
ensure that, they avoid risks, mitigate them or pass them into another party.
2.3 Empirical Review
This study has reviewed literature on studies related to the topic at hand conducted
outside Tanzania as well as those conducted within the country. The aim of this
chapter, was to explore what have been found out by other researchers on the issue
at hand. Therefore, this part is divided into three parts, namely; factors hindering the
implementation of credit policies on loans, impact of credit on the growth of SMEs
and challenges facing SMEs in accessing and utilizing credit. The description is
presented below as follows.
2.3.1 Factors Hindering Implementation of Credit Policies on Loans
Studies on credit policies have been conducted in various countries all over the
world. Findings from these studies are useful to new researches on SMEs. Some of
them, which had a significant contribution, include the study by (Lall, 2000). In his
study conducted in the developing countries of South Asia, Lall, (2000) argues that,
the extent of competition in credit markets is important in determining the value of
lending relationship. As a result of this, creditors are more likely to finance creditconstrained when credit markets are concentrated because it is easier for these
creditors, to internalize the benefits of assisting the firms.
In European countries, policy efforts targeted at SMEs have often been justified with
arguments that, SMEs are an engine of innovation and growth and they help reduce
poverty as they are more labor-intensive, but they are constrained by institutional
and market failures (Biggs, 2002).
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In the context of developing countries including Tanzania, over the past two decades
in particular, there has been a substantial debate as to how best to maximize the
SMEs contribution to local economic development, in the light of the failure of
many financial institutional models and programmes for poverty alleviation (World
Bank Group, 2004; Berger et al., 2006).
2.3.2 Influence of Credit on the Growth of SMEs
There are various studies that show that, growth and development of SMEs lack the
ability to acquire sufficient funds in order to finance their activities (Kessy and Urio,
2006; Lyimo, 2014). On the other hand, even the few financial institutions that are
available impose high interest rates on their loans, hence, affecting the proper
functioning of these SMEs. For instance, Beck and Ayyagari et al. (2007) report
that, the financing of SMEs has been a key interest because of the key role that these
firms play in economic development and their potentially important contribution, to
economic diversification and employment.
In the developing economy, including Sub-Saharan Africa, SMEs are typically more
credit-constrained than large firms, severely affecting their possibilities to grow
(Ayyagari et al., 2008; Beck et al., 2008a; Ayyagari et al., 2012). As regards
extending financing to SMEs, banks have an important role to play in Sub-Saharan
Africa due to their dominance, in the financial systems and the limitations of
informal finance, especially as regards serving the higher end of the SMEs market
(Ayyagari et al., 2012).
Thus, it is important to encourage banks to venture into the SMEs space and to move
them out of their comfort zone in developing countries, where there are high interest
rates on government securities lending to SMEs. Ayyagari et al., (2012) argue
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further that, by providing a conducive lending environment and encouraging
competition through allowing banks to innovate, seems to be an important role to
play for a government.
The conducive legal and regulatory framework is necessary to support SMEs
lending over time, it is not sufficient and growth can happen even if the enabling
environment is still developing. The extent to which commercial banks lend to
SMEs depends on the range of the country and bank specific factors.
SMEs activities have capacity to reduce poverty, contribution to food security,
change social relations for the better and reduce vulnerability. For instance, the
SMEs help the poor diversify their income sources, build up physical, human and
social assets, focus on good money management, rebuild household‟s base of
income and assets after economic shocks have occurred and to smooth consumption
(Ishengoma, 2004; Kimuyu, 2004). Credit can be used to acquire financial assets to
expand business capital and generate more profits, working capital and attain
productive assets.
2.3.3 Challenges Faced by Small and Medium Enterprises in Accessing and
Utilizing Credit
Apart from the relationship between credit and growth of SMEs discussed above,
there are host of challenges facing SMEs in accessing and utilizing credit that are
shown by different authors. For instance, it is documented that, SMEs die within
their first five years of existence, the reasons being the absence of research and
development, lack of training and development for their staff, poor documentations
of policy, strategy, financial plans, information systems, low entrepreneurial skills
and inadequate educational or technical background, high interest rates and high
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guarantees (Madole, 2013; Shah et al., 2013). In fact, some of these issues can be
learnt as lessons through provision of credit to SMEs.
As for the challenges of SMEs in Asia, SMEs face challenges from increased
competition, the ability to adapt to rapidly changing market demand, technological
change, and capacity relating to knowledge, innovation, and creativity (Yoshino and
Hesary, 2016). In addition, many small businesses found that, their geographical
isolation puts them at a competitive disadvantage. Despite their perceived
weaknesses, SMEs have not been swept away with the process of globalization and
regional integration, but, rather, their role and contribution have changed and
evolved which have enabled many to remain internationally competitive and
collectively, be an important source of employment generation (Harvie and
Charoenrat, 2015).
In the context of East Africa, particularly SMEs in Uganda, find it difficult to access
finance due to the high interest rates, collateral requirements, high and multiple
transaction cost and the strict terms that normally go along with the loans
(Kasekende and Opondo, 2003; Turyahikayo E, 2015). In addition to that, the nature
of SME‟s in Uganda is faced by inadequate assets to be used as collateral, small size
and lack of technology. MFIs in Uganda look at the SMEs as being risky.
Apart from SMEs in Uganda, a study conducted on microfinance loans default in
Kenya by a Bichanga and Aseyo, (2013) found out that, most of the small loans
extended to SMEs were defaulted due to non-supervision of the borrowers from
MFIs, inadequate training of borrowers before they receive loans, and spending of
the received loans by borrowers in projects other than agreed ones.
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Ahiabor (2013) pointed out that, a majority of SMEs did not have access to
prerequisite infrastructure; hence, they could not have access to substantial credit
facilities. This challenge also boils down to SMEs not having the right collateral
securities for accessing credit facilities (Adjei, 2012). A study by Massawe (2003)
reports that, SMEs cannot access credit due to inadequate information on the credit
market of Tanzania, financial institutions are discouraged and not willing to lend to
SMEs. Not only that, but also, Ogawa (2005) found out that, an access to capital was
one of the constraints to SMEs. Furthermore, previous researchers have identified
lack of technical skills (Chau and Pederson, 2000) and lack of resources and
information (Acs, Morck, Shaver and Yeung, 1997; Wolff and Pett, 2000; Alvarez,
2004) as among the challenges facing SMEs in accessing and utilizing credits. It was
also found out that, SMEs were not registering their businesses because of high cost
of registration, small size of business, government bureaucracy, and high upfront
rent payment for business premises requirements for registration.
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2.4 Conceptual Framework of the Study
Figure 2. 1: Conceptual Framework

Independent
variables

Intervening
variables

Dependent
variables

Credit:
Access to credit
 Loan amounts
 Interest rates
 Repayment
time

Sustainable
growth of SMEs

Economic benefits:

Credit policy
implementing
agents:

 Generate more profit
 Capacity to reduce
poverty
 Contribution to food
security
 Employment

FINCA, PRIDE,
BRAC and
SEDA

Challenges facing SMEs:
 Collateral requirements
 SMEs support services
 Inadequate educational background
 Inadequate business skills and knowledge
 Poor documentations of policy
 High interest rates

Source: Author (2017), based on literature review
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2.4.1 Description of the Conceptual Framework
As seen in the model, it is conceptualized that, if SMEs can access credits from
MFIs, as one of most critical resources for their endeavor, they can grow.
Nonetheless, access of credits has been a dilemma to them mostly hindered by
several challenges that include but not limited to; collateral requirements, SMEs
support services, inadequate educational background, inadequate business skills and
knowledge, poor documentation of policy and high interest rates. The various MFIs
that provide such services include; FINCA, PRIDE, BRAC and SEDA. In fact,
according to various literature reviewed, the MFIs themselves create some barriers
for SMEs to access the credits. Among the barriers are; loan amounts given that do
not satisfy requirements, high interest rates charged and repayment time schedule. If
these challenges and barriers are lifted, SMEs can grow and bring various benefits
such as employment creation, reduction of poverty, contribution to food security,
etc.

2.5 Knowledge Gap
The reviewed literature shows diverse findings with regards to the contribution of
credits on the growth of SMEs. Some literature shows that Credits provide major
support for SMEs growth. Furthermore, drawing from other literature, there is
evidence that, credit are a source of SMEs failure even to the extent of making them
poorer than before or drawing them out of business completely. In addition to that,
most of the studies done, have been actualized in other countries different from
Tanzania in terms cultural matters, level of development, business environment, etc.
Given these fact, and the need to solidify the findings that credit do support SMEs to
grow, it was found important to actualize the study at hand with Tanzania Settings
and particularly Dodoma by considering individual cases.
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CHAPTER THREE
METHODOLOGY
3.0 Introduction
This chapter provides the methods and procedures which were followed in
conducting the study. It explains the study location, research approach, research
design, sampling plan, data sources and the selection of sampling units. Other issues
presented are; data collection methods and their research instruments, data collection
procedure, data analysis, data credibility and the ethical consideration.

3.1 Study Location
This study was actualized at Dodoma Municipal Council (DMC) which is located in
Dodoma Region found in the central zone of Tanzania. DMC is among the seven
local government authorities in the Region. Other LGAs in Dodoma Region are
District councils of Kongwa, Kondoa, Mpwapwa, Bahi, Chamwino and Chemba. The
total land area of DMC is 4211 km2, where 346 km2 is arable land. The population of
Dodoma urban district as per 2012 census stands at 410,956 whereby; 199,487 are
males and 211,499 are females (NBS, 2012).The average annual population growth
rate is 2.1% (NBS, 2013). The economy of Dodoma is based on productive sectors
such as small and medium scale industries, business activities and agriculture.

The reason for choosing DMC as the study location was convenience to the
researcher. Actually, Kothari (2004) opines that, convenience is enough justification
for selection of research location in research situations. Another reason for selecting
DMC was the availability of the subjects appropriate for the study. That is,
availability of SMEs which had taken credits for implementing their business
operations. According to Saunders et el. (2004), a population for the study must be
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relevant to the study area (topic at hand) which is exactly the case for this research.
Furthermore, the location has been proposed for this study because several SMEs
owners, had shown interests and had promised their willingness to participate in this
study, when given an opportunity. In fact, according to Stake (1998), the balance and
variety are important when selecting research setting as well as subjects, but the
opportunity to learn is of primary importance. Thus, the participating firms were
ready to provide an opportunity to learn to the researcher.

3.2 Research Approach
Research approach may be classified as quantitative and qualitative (Remenyi et al.,
1998). Quantitative approach is rooted in the natural sciences where a researcher
works with an observable social reality, whose end point is the derivation of law-like
generalization. On the other side, qualitative research approach is rooted in the social
science, and is based on the way people experience social phenomena in the world in
which they live. This study adopted qualitative approach of enquiry. This approach
seeks answers to questions that stress on how social experience is created and given
meaning (Remenyi et al., 1998). The approach was deemed adequate for the study at
hand because actually, the designed followed was that of case study. For the reason,
the approach and the design fitted very well.

3.3 Research Design
Research design is the conceptual structure within which research is conducted and
consists of blueprint for the collection, measurement and analysis of data (Cooper
and Schindler, 2008; Kothari, 2005). Borg and Gall (2003), define a research design
as the procedures selected by the researcher for studying a particular set of questions
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or hypotheses with the aim of obtaining relevant data, addressing the research
problem, objectives and questions.
This study employed descriptive multiple embedded case study design. Yin (2000),
classifies case studies into three parts, which are; exploratory case studies, descriptive
case studies and explanatory case studies.
a) Exploratory case studies – these are in the form of initial study that can be
used as a basis for formulating questions, which are more precise or testable
hypotheses.
b) Descriptive case studies – these attempts to describe a situation regarding
what happens.
c) Explanatory case studies – these are used for theory generation and a means
for initiating change.
Furthermore, case studies can be holistic or multiple like in this particular research.
Holistic case study involves taking only one case whereas; multiple case studies
consider more than one case. According to Gummesson (2000), a case research is a
useful strategy for studying processes in companies and for explanatory purposes.
Apart from using descriptive case study design, this study employed multiple
embedded cases as opposed to holistic case. Multiple embedded cases are good
because they allow comparison of data and information between cases (Strauss,
1987). In addition, they allow the researcher to have different realities when cases
with various attributes are selected (Yin, 2000).
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3.4 Population
According to Saunders (2003), a research population is a total group of items from
which the sample for research is selected. So, since the study was conducted in
Dodoma Municipality, then the population for this study was the SMEs owners who
had taken the loans from different MFIs. The segment of this population that was
selected for the study was based on descriptive multiple embedded case study design
whereby eight cases were involved. The list of SMEs was obtained after conducting a
cursory study to understand the existing SMEs which had taken loans from MFIs.
This was crucial for this study because the aim was not only to obtain a list of SMEs
but also those which have experienced managing loans from MFIs.
3.5 Selection of the Cases (Sampling Plan)
This study involved eight cases, which were engaging in business activities. These
cases fell under six categories as shown below:
Table 3. 1: Names and Categories of Cases Involved in the Study
S/N

Name of Case

Category

1

Neema Tailoring Shop

Tailoring Mart

2

Stany Cosmetic Shop

Cosmetic Shop

3

Mama Kuntu

Food Vendor

4

Mnyalukolo

Food Vendor (Fruits Shop)

5

Mama Mahindi Street Vendor

Food Vendor

6

Kimambo

Stationary shop

7

Ammiy Hair & Beauty Salon

Hair Salon

8

APPRICOT group

Timber business

Source: Field Data, 2017
The selection techniques employed were two. The first one was an opportunity to
learn as recommended by Stake (1998). That is, a request was made to SMEs owners
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or managers, and those agreed to participate in the study were taken on board. The
second approach that was employed, is the theoretical sampling as recommended by
Strauss (1987) for multiple embedded cases. In this particular method, SMEs owner
or managers, involved in different business operations were considered for selection.
Eight cases that fell under six different categories of businesses, were deemed to be
modest for the study ostensibly because Yin (2000) recommends between two to four
cases as being adequate for reporting purposes. Having considered eight cases, one
would find this study to have a good number of cases to enable making analysis,
interpretation and fair conclusion.
3.6 Data Sources and Selection Methods of Sampling Units
The study employed primary data that were collected through the usage of direct
interviews. Main participants involved in the study were purposively selected on
virtue of their positions. For this category, the targeted respondents were the SMEs
owners or managers. Another category of participants were managers of
microfinance organizations or programmes, which were mentioned by the SMEs
owners as financial supporters of their business entities. Microfinance managers were
also selected on virtue of their positions, that is, they were selected purposively.
According to Kothari (2004), individuals that are information rich are not selected on
probabilistic methods and should in fact be selected purposively. Furthermore, this
study was basically qualitative, thus, it was prudent to select participants by using
non-probabilistic sampling techniques.
3.7 Data Collection Method and the Research Instruments
Data collection in this study was done through the usage of direct interviews.
According to Yin (2000), an interview is the basic data collection technique when
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conducting qualitative studies. In order to facilitate smooth discussions with the
participants, interviews were guided by interview guide or study protocol. According
to Yin (2000), having a case study protocol is essential especially if one is using a
multiple embedded case study design, like the one used in this study. The protocol is
the major tactic in increasing the reliability of the case research and is intended to
guide the investigator, in carrying out the case study (Yin, 2000). The case study
protocol (interview guide) that guided the interviews for SMEs managers/owners is
indicated as Appendix 1 whereas; the protocol that was employed to interview
microfinance managers is presented as Appendix 2 at the end of this report. Another
method of data gathering that supplemented the primary data collection method was
the documentary review. Such data were obtained from books, report, journals and
internet based materials.
3.8 Data Collection Procedure
Data collection work was done by the researcher alone. This was found modest in
order to maintain data quality. Before data were collected, an interview guides were
prepared. These were then pilot tested in order to establish their appropriateness.
Janesick (1998) enumerates several advantages for a pilot case study which include
but not limited, to the advantage of allowing the researcher to focus on particular
areas, that may have been unclear previously as well as allowing the researcher to
begin developing and solidifying rapport with participants. It also establishes an
effective communication patterns. During pilot testing of the study protocol, only
four respondents (two from each category of participants) selected conveniently were
considered. The need, was simply to establish if the instruments were clear and could
collect the required information.
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3.9 Data Analysis
Data analysis is difficult especially when it comes to analyzing qualitative data,
because many techniques for analyzing qualitative data have not been developed
(Yin, 2000; Miles and Huberman, 1994), and thus, analysis of qualitative data
depends more on researchers rigorous own style and application of analytic strategy
(Yin, 2000). This study employed qualitative data analysis techniques in giving
meaning to information organized from the case stories, which were built from the
interviews conducted with the participants.

The main data analysis techniques which were employed in the study were three,
namely; pattern matching of data and information between cases, comparison of
circumstances between cases and microfinance business programmes, and by using
explanation building as proposed by Yin (2000). This was in fact, straightforward
because the study had a multiple embedded cases. In so doing, the guiding strategy
was the laid down research objectives as recommended by Yin (2000).
3.10 Data Credibility
Data credibility is concerned with the issue of reliability and validity. Reliability, is
mainly concerned with whether the measure used in the research accordingly would
yield the same results on different occasions, or if it could provide similar
observations if done by different researchers (Kirakowski, 2000). On the other hand,
validity is the degree to which the instrument is actually measuring or collecting data,
what it thought to be measuring or collecting (Kirakowski, 2000). According to
Appiah-Adu et al. (2000), issues of data quality are more qualitative than they are
quantitative; therefore effort, is always needed to be done prior to data collection to
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ensure existence of both validity and reliability. In order to ascertain the presence of
validity and reliability in this research work, the following measures were taken.
a) The study was preceded by a pilot test as recommended by Janesick (1998).
This ensured consistent and similar understanding of the questions by the
participants;
b) Triangulation of data and methods were implemented as recommended by
(Saunders et al., 2004). Under this, information was collected from two types
of sampling units, namely; SMEs owners/managers and microfinance
programme managers. With regards to the methods triangulation, data were
gathered by using interviews and documentary review.
c) The researcher employed respondent validation technique as recommended by
Silverman (1993), whereby, case stories were taken back to SMEs
owners/managers before analysis was done.
3.11 Ethical Consideration
Cooper and Schindler (2008), defines ethics as norms or standard of behavior that
guides moral choice about behavior and relationship with others. So, research
activities are abided to the ethical issues like insuring that no one is harmed or given
adverse consequences from research activities, like violating nondisclosure
agreement, breaking respondent confidentiality, misinterpreting results, deceiving
people and invoicing.
Thus, before data collection, a permission to conduct the study was sought from the
relevant authorities including Dodoma Municipal Council, which was the area where
the study was conducted. In addition to that, the researcher sought a written
permission from the University Authority after approval of the proposal and the
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research instruments. Another ethical issue that was considered is that, the researcher
assured and indeed maintained confidentiality of the information that was provided
by the study participants. Confidentiality was maintained during the collection of
data, analysis and during writing of the report.
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CHAPTER FOUR
STUDY FINDINGS AND DISCUSSION
4.0 Introduction
This chapter presents the study findings and their discussion and it begins by
providing the description of cases by using the information, obtained during the
interviews. The chronology of the stories is guided by the analytic strategy (research
questions and objectives). After the case stories presentation, it ends by undertaking
a cross case analysis where answers to the research questions, are put forward
together with a strong discussion.
4.1 Description of Cases
This section is devoted for description of cases and the narrations includes
background information, factors that hinder the implementation of credit policies,
the influence of credit contribution on the growth of SMEs and the challenges SMEs
face, in accessing and utilization of credit facilities.
4.1.1 Case 1: Neema Tailoring Shop – About the Case
Neema Tailoring Shop is among the several tailoring shops that are found around
Dodoma Municipality and it was established in 2015 at Jamatini area, in the centre
of Dodoma Municipalitiy. Several other shops and small scale businesses are found
in the area. In addition to that, the shop is nearby to the dala dala bus stand, where
almost all buses which provide local transport services around Dodoma town pass
there.

Neema Tailoring Shop is a small business which began with only two operators,
whom were the owner and one employee. After almost four months of operations,
the owner obtained a loan from FINCA, which enabled to expand her business
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operations. In the year 2016, she found out that, the entity was overwhelmed by
activities and thus, she decided to hire two more employees. By the time this study
took place, the shop had three employees, two ladies and a gentleman. The shop had
all tailoring equipment and machines, which are needed to execute any kind of
dresses one would expect.
Among the activities, it stitches various types of dresses for men and women such as
gowns, trousers, shirts, skirts, blouses and the like. It also undertakes to repair of old
clothes brought by some customers. Apart from that, it also sells “Vitenge” because
most of her customers usually prefer to buy them. The shop is normally busy,
starting from 8.00 o‟clock in the morning to 6.00 o‟clock in the evening. Its owner
has attained an advanced secondary school education since 2010 and in fact, the
business is a family owned entity. The Figure below portrays the outer part of the
shop with some sewing machines.

32

Figure 4. 1: Neema Tailoring Shop at Jamatini
Source: Field Data, 2017

4.1.1.1 Factors that Hinder Implementation of Credit Policies on Loans to
SMEs
During an interview conducted with Neema Tailoring Shop, the manager stated
some factors that hinder implementation of credit policies on loan to SMEs as
presented below.


Honesty of Loan Officers: As far as Neema Tailoring Shop is concerned,
credit policies on loans to SMEs do not realize its goals due to the fact that,
loan officers are not honest. It was informed that, SMEs owners were
convinced by the loan officers to provide false information to the financial
institutions, so as to be qualified for loans. In connection to that, Neema
Tailoring Shop commented the following:
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“…….Entrepreneurs who are qualified to get loan find it very
difficult to be given because loan officers favour those who are
definitely not qualified due to personal interests”.



Interest rate charged by MFIs: The interest rates charged are high and it
becomes a big burden to business owners, which lead them to fail to access
loans from MFIs. Thus, the policies guiding loans need to be reviewed so as
to fuel the growth of SMEs. In connection to the issue of high interest rates,
the owner of the shop had this to comment.
“Interest rates are too high, something that actually hinders
some of entrepreneurs to borrow money. There are several
business operators who have ended up in serious troubles, after
finding themselves unable to pay their dues because of high
interest.”



Lack of Appropriate Collateral Security Required by MFIs: MFIs, fail to
provide loans to SMEs owners due to the fact that, most of them do not
possess the qualifications required by MFIs policies. Among them include
owing title deeds or business licenses which most them do not possess.

4.1.1.2 Influence of Credit Contribution on the Growth the SMEs
According to the information obtained from the interview, Neema Tailoring Shop
took the first loan from FINCA in 2015 and the amount was TZS 3,000,000. She
was able to expand her business up to a capital of TZS 5,000,000. According to the
owner herself, the capital expansion of the business was a result of this credit
obtained. Table 4.1 below shows various indicators which provides evidence that
Neema Tailoring Shop has been growing as a result of the loan taken from FINCA
and put into business.

34

Table 4. 1: Evidence of Growth by Neema Tailoring Shop from Applying the
Credit
Growth indicator

Before the loan

After the Loan

1

3

Number of Employees
Capital investment into the

800,000

1,500,000

10,380,000

22,632,000

6,300,000

11,940,000

480,000

740,000

business
Average Revenue per Year
Average net Profit per
Year
Estimate of value of
accumulated assets
Ability to finance home

She was able to afford but

She was able to

matters like buying food,

not to the adequate extent.

afford adequately.

Ability to engage in

She was able to afford but

She was able to

matters related to the

not to the adequate extent.

afford adequately.

paying children‟s fees, etc

society, example;
contributing in funerals,
weddings, etc.
Source: Field Data, 2017

4.1.1.3 Challenges Facing SMEs in Accessing the Loans from Financial
Institutions
In spite of the influence on the contributions of credits on the growth of SMEs,
Neema Tailoring Shop faced several challenges in accessing loans from the financial
institutions. The challenges include but not limited to the following:


Time of Loan Disbursement: It was informed that, it took so long for
Neema Tailoring Shop to achieve the loan after the application. According to
her, the application process was not taken seriously by MFIs; as a result, it
caused unnecessary delay of loans to SMEs. This situation of loan delays
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was attributed to affect the growth of SMEs. In this regards, the interviewee
explained the following:
“Having an access to credit facilities from financial institutions is
a good thing for the SMEs owners but how fast or urgent they
responded or granted the requested facilities is a major dilemma”.



Reduction on Loan Requested: It was informed that, owners of business
whom requested for loans were given less than what they required.
According to them, they were given less money because from the lenders
perspective, they did not qualify for the amount requested. Reasons given for
their disqualifications were lack of credit history, lack of business expertise,
inadequate collateral and the like. All in all, these became challenges to
SMEs because they would not fulfill their goals.



High Interest Rates Charged by MFIs: This was mentioned as a major
challenge because it affected SMEs to access credits due to the fact that,
many business owners found this as an obstacle because it posed as a
quandary during repayment of loans because, some of the SMEs became
poorer than before instead of growing.



Complicated Conditions on Getting Loans: Some of the MFIs provided
loans after ensuring that, their clients had the collateral requirements like
group guarantees, individual guarantors, having an equity capital and assets
as title deeds. This was seen as a hard condition for most SMEs owners,
particularly those whom operated in rented premises.
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4.1.1.4 Measures to be taken in Order to Eradicate Challenges which Face
SMEs in Accessing Loans from Financial Institutions
According to the interview conducted, the following were measures proposed by the
respondent in order to improve access to credit facilities:


Financial institutions, should provide loans on time so as to enable SMEs
owners to achieve their missions and visions as planned. This will enable
them to excel in improving and developing successfully in their businesses.



MFIs, should reduce interest rates in order to minimize the burden from
those who took loans. This would help SMEs to be in a position to repay
their loans comfortably and timely. In connection to this, Neema Tailoring
Shop had the following to say:
“You may find out that, with a small amount of money borrowed by the
SMEs owners, the charged interest rate is high just like the ones who
have borrowed large amounts. I feel that, FIs need to look upon this so
as to reduce the burden….”

4.1.1.5 Challenges Facing SMEs in utilizing the loans received from Financial
Institutions
Apart from SMEs facing the challenges when accessing the loans, there were also
other challenges associated with the utilization of loans received from FIs. During an
interview conducted to Neema Tailoring Shop, the following were noted to be such
challenges:


Short Time for Repayment of Loans: SMEs owners complained that, they
were required to settle their loans on weekly basis. This duration was too
short for them to utilize the loans extended meaningfully. In most cases, they
were paying back the same amount which was supposed to be used for the
businesses intended. As a result of this, it was hard for them to generate
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income within a short period of time and repay the loans. In connection to
this, Neema Tailoring Shop commented the following:
“One week is not enough for us to start paying back because some
types of businesses, require more than one week to be able to
generate an income. Due to this, a client may be forced to use the
disbursed funds to secure loans. This defeats the whole meaning of
acquiring loans”.



Low Level of Education and Training: Clients of MFIs are faced with the
lack of technicalities of credit handling and entrepreneurial skills, which
could enable them to use loans obtained effectively and efficiently. More
often, MFIs conducted some training to help their clients to grasp some skills
in credit handling and management. In the situations where such training are
missing, borrowers could not utilize their loans optimally.



Misuse of the Loans: Some of the business owners, were using loans
obtained from MFIs to solve their home matters such as paying school fees
for their children and attending ceremonies. The consequences of
misallocation of the loans led to a high default risk. According to the
information obtained, there were also scenarios where some business owners
used borrowed funds into other businesses, which were not intended for or
were not viably approved.

4.1.1.6 Measures to be taken in Order to Eradicate Challenges which Face
SMEs in Utilizing the Loans Received from Financial Institutions


MFIs are advised to lengthen loans repayment period to at least one month
instead of the current one of a week schedule.
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Provision of entrepreneurial training concerning loan handling and
management, was found to be a well-directed measure.



MFIs are supposed to reconsider the collateral security policy, in order to
make it more friendly and profitable to clients.



SMEs owners should use loans obtained for business purposes only so as to
be able to pay loans on time.

4.1.2 Case 2: Ammiy Hair and Beauty Salon– About the Case
Ammiy is an entrepreneur who lives in Dodoma town and is a hardworking
entrepreneur as witnessed by her activities at her working place. She has attained
secondary school education since 2007 and due to poverty that existed in her family,
she could not go further for her studies, despite of her good performance at the
secondary level. For that reason, she decided to engage herself in entrepreneurial
activities. She owns a beauty hair salon by the name Ammiy Hair and Beauty Salon.
It is a female hairdressing salon which is located at Jamatini Area.
The entity was established in 2010. The major reason for it to be situated at Jamatini
area, is because the area is highly populated due to the presence of daladala terminal.
Despite the fact that, there were a lot of salons around Jamatini area, the owner of
thought that, hair salon business was a paying business in Dodoma due to the high
demand of the rendered services.
The business was operated as a small enterprise due to the capital used to run its
daily activities. Its capital was TZS 500,000 and it was privately owned by Ammiy.
Figure 4.2 presented below depicts the inner part of the salon.
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Figure 4. 2: Ammiy Hair and Beauty Saloon at Jamatini
Source: Field Data, 2017
4.1.2.1 Factors that Hinder Implementation of Credit Policies on Loans to
SMEs
The owner of this business mentioned four main challenges which acted as barriers
for implementing credit policies to SMEs.


Nature of Business: She explained that, it was difficult to obtain a loan from
MFIs due to the fact, the institutions projected small and medium businesses
to have no credibility on loans provisions. The main reason for position was
the fear that, SMEs would not be able to pay back the loans.



Collateral Security: It has been observed that, most of the SMEs owners had
no adequate conventional security requested by MFIs. As a result, MFIs
failed to implement their credit policies to some of the SMEs owners. This
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was due to the existence of poverty to some of the SMEs owners. Therefore,
they found difficult to cover the costs concerning their types of business,
because they had no collaterals for securing loans from MFIs.



Too Complicated Procedures: SMEs owners were required to undergo long
processes before issuing of loans and mostly were done manually. In
connection to this, some of them who had not attended school, failed to fill in
loan forms. In return, the credit policies established by MFIs failed to be
implemented as planned.



Multiple Loans: This has become a problem to the MFIs due to the fact that,
most did not have enough information which could prevent multiple loans,
taken by SMEs owners. In fact, lack of information sharing gave a loop hole
to the SMEs owners to take loans from different institutions, something that
increased default risk thereby.

4.1.2.2 Influence of Credit Contribution on the Growth the SMEs
When the owner of this business started operations, she had some savings which
were actually not enough. Hence, decided to borrow money from friends and family
members but still, she could not meet her planned objectives because the money she
obtained, was still not sufficient for the intended business. Thereafter, she thought of
getting an access to a credit from MFI known as Vision Fund Tanzania (formerly
SEDA) in 2011. She started with an amount of TZS 500,000. With this amount, her
business expanded and managed to attain a capital of TZS 3,000,000.

Table 4.2 shown below presents various indicators which provides evidence which
Ammiy Hair and Beauty Salon, has been growing as a result of the loan taken from
Vision Fund Tanzania and put into business.
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Table 4. 2: Growth Evidence of Ammiy Hair & Beauty Salon Due to Credit
Application
Growth indicator

Before the loan

After the Loan

Number of Employees

1

2

Capital investment into the

1,500,000

2,500,000

Average Revenue per Year

10,632,000

22,440,000

Average net Profit per Year

8,280,000

17,400,000

Estimate of value of

476, 000

985,000

business

accumulated assets
Ability to finance home

She was able to afford

matters like buying food,

She was able to
afford better

paying children‟s fees, etc
Ability to engage in matters She was able to afford

She was able to

related to the society,

afford better

example; contributing in
funerals, weddings, etc.
Source: Field Data, 2017
4.1.2.3 Challenges Facing SMEs in Accessing the Loans from Financial
Institutions
Apart from the influence of credit on the growth of SMEs, the following are the
challenges SMEs faced when accessing loans from financial institutions as per
information, obtained from owner:


Unwillingness of the People to Act as Guarantors: SMEs owners, face this
challenge because many of them did not have guarantors to support them, so
that might be able to access loans. For MFIs to process loans, having
guarantors is one of the conditions to be fulfilled.



Numerous Conditions Attached by MFIs to Obtain the Loan: Although
owners of small businesses were willing to take loans from MFIs, they
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encountered difficulties in the prolonged procedures that seemed to hinder
their achievements by the small businesses owners.


Collateral Securities: Most SMEs owners, were highly risky from the
perspective of MFIs because they were typically low net-worth individuals,
with a little or no collateral which could be acquired by the MFI in the event
of a default. This reduced or eliminated the possibility of SMEs securing
credit facilities from MFIs.



Reduction on Loan Requested: MFIs did not provide the exact amount of
loans as requested by business owners. According to the information
obtained, most MFIs considered the credit history of the clients, nature of
business and the experience of them on how to handle and manage credit,
among others.



Rate of Loan Disbursement: Most MFIs failed to provide loans on time
after the SMEs owners had applied for. This was reported as one of the major
challenge facing business owners because they were not able to proceed with
their businesses since they depended much on those loans.

4.1.2.4 Measures to be taken in Order to Eradicate Challenges which Faced
SMEs in Accessing Loans from Financial Institutions


MFIs need to make sure that, conditions attached to loans were a few and
practical in order to make SMEs owners manage to take them. MFIs also
should bear in mind that, they were not only serving big customers with high
capital and well documented assets but also, served customers owning small
businesses. Institutions dealing with loan provision need to restructure their
conditions and eligibilities for their loans so as to accommodate small
medium as well as large enterprises.
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Furthermore, MFIs should ensure that, SMEs owners achieved loans on time
so as to allow them perform their businesses as planned and manage to
generate an adequate profit. The issue of time management is very crucial
and a vital aspect of any business development. For that reason, MFIs should
keep time in attending customers for a swift facilitation of credit facilities.



Needless to say, MFIs also need to provide the exact amount of loans to
clients as per their requests, to enable them to execute their business
operations as planned. In fact, MFIs should understand that, before the owner
of business presented a loan request, she/he had undertaken feasibility study
that prompted the amount of the loan asked. Therefore, any reduction for the
loan applied, would hinder the implementation of the project to the required
scope.

4.1.2.5 Challenges Facing SMEs in Utilizing the Loans Received from Financial
Institutions


Lack of Business Skills: Most SMEs owners are coming from a poor
background of businesses performance, some of them never attended
businesses classes or workshops before. They neither had prior knowledge
about the market nor respective targeted customers in the intended business.
SMEs owners, need to search for skills on market and customer management
for the betterment of the business ahead.



Poor Record Keeping: Many business owners did not understand how
important it was, to keep records for their businesses. To determine the
prosperity of the businesses, clear records of daily business activities need to
be stipulated well. This would enable business owners to gauge the level of
production against profits.
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Short Repayment Period: SMEs owners were given a very short time to
start paying back. This affected their businesses due to the fact that, they
were not in position to generate an adequate income to repay the loans
timely.

4.1.2.6 Measures to be taken in Order to Eradicate Challenges which Faced
SMEs in Utilizing the Loans Received from Financial Institutions


SMEs owners, need to conduct an in depth research to have a good
knowledge and understanding of the sector they intended to invest so as, to
be in a good position to utilize loans obtained effectively. In connection to
this, the owner had this to say:
“If enough information is collected with regards to the interested
sector, the SME will be able to draw a better business that will
increase its chances of utilizing funds obtained from financial
institutions”.



Microfinance institutions, should prolong the repayment period of their
customers‟ asset loans for them, to make usage of the collective group-based
loan disbursement strategy. By so doing, MFIs will minimize clients default
in repayment and the level of portfolio at risk.



MFIs, need to conduct seminars and workshops to provide skills on how
SMEs should keep their records. They should take the roles of eligibility in
monitoring SMEs in their entire businesses projects. As providers of loans to
SMEs owners, MFIs should also intervene in monitoring SMEs for the
betterment of good utilization of loans provided. If that was done, there
would be a real development of SMEs which in turn would lead to the
prosperity of IMFs themselves.
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4.1.3 Case 3: Stany Cosmetic Shop– About the Case
Stany is a male entrepreneur, who does his businesses at Jamatini area. He
completed secondary education in 2003 and due to family problems, he could not
manage to continue with studies. This is why he decided to engage into business. He
owns a cosmetic shop named Stany Cosmetic Shop, which was established in 2014
and is located at Jamatini Bus Stand area, where there are many shops dealing with
different commercial activities.
The aim of establishing this shop at Jamatini area was to target customers whom
needed cosmetics. Despite the existing stiff competition at this area, he has managed
to have adequate a number of customers whom needed to purchase different
products from his shop. The main strategy he employed, was the provision of high
quality of products at a manageable price. He also targeted university students and
salon operators as the main customers. Stany Cosmetic Shop currently, has started
marketing his products by creating a social media accounts in Facebook, Instagram
and Twitter.
The shop always opens his shop at 9:30 am and closes at 8:30 pm every day. This
shows that, the owner knows exactly the time for targeting his customers. The
Figure 4.3 below, shows a section of the inner part of the shop under discussion.
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Figure 4. 3: Stany Cosmetic Shop at Jamatini Area
Source: Field Data, 2017
4.1.3.1 Factors that Hinder Implementation of Credit Policies on Loans to
SMEs


Collateral Security: It has been observed that, most SMEs owners did not
own assets worth to be pledged as collateral in the MFIs‟ eyes. That has
become a hindering factor to MFIs managers because they failed to
implement their credit policies.



Nature of Business: It has been discovered that, MFIs found it difficult to
determine the type of business that SMEs owners were performed whether
they were small or micro. In fact, most of the businesses were too
complicated during the process of determining which business, should be
given the first priority to acquire the loans from MFIs.
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High Interest Rate: MFIs charged interest rates which discouraged majority
of SMEs owners to the extent that, they could not perform their businesses
well. For that reason, business owners failed to acquire loans, likewise, MFIs
failed to implement their credit policies.



Multiple Loans: The MFIs discouraged multiple loans and they were not
ready to provide loans to a person discovered to have another one. Normally,
customers had a habit of not disclosing loan information to financial
institutions so that, they continue receiving another loans from other
financial institutions.

4.1.3.2 Influence of Credit Contribution on the Growth the SMEs
According to an interview conducted with Stany Cosmetic Shop, he managed to
access a loan of two million Tanzanian Shillings (TZS 2,000,000) from FINCA as
starting up loan in 2015, which was used to expand operations to the capital of three
million Tanzanian shillings (TZS 3,000,000). In fact, he commented that, his
business expansion was due to the loan obtained from FINCA.
The Table 4.3 below, shows various indicators which provide evidence that, Stany
Cosmetic Shop has been growing as a result of the loan taken from FINCA and put
into business.
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Table 4.3: Evidence of Growth by Stany Cosmetic Shop from Applying the
Credit
Growth indicator

Before the loan

After the Loan

Number of Employees

Nil

1

Capital investment into the

1,500,000

3,000,000

Average Revenue per Year

16,650,000

21,223,200

Average net Profit per Year

10,632,000

11,520,000

340,000

435,000

business

Estimate of value of
accumulated assets
Ability to finance home

He was able to afford

matters like buying food,

He was able to afford
better

paying children‟s fees, etc
Ability to engage in matters He was able to afford

He was able to afford

related to the society,

better

example; contributing in
funerals, weddings, etc.
Source: Field Data, 2017
4.1.3.3 Challenges Facing SMEs in Accessing the Loans from Financial
Institutions
Stany Cosmetic Shop, mentioned the following challenges that SMEs faced in
accessing loans from financial institutions:


High Interest Rates: SMEs owners have benefited from loans they got from
financial institutions but one of the major problems they faced, was the high
interest rates being charged. Owners of business found it difficult to pay back
loans from MFIs due to the fact that, the calculated amounts to be paid back
loans were exorbitantly higher than the amounts taken by the SMEs owners,
to support their businesses. Due to the fact that, some of them failed to take
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the loans and many of those who decided to take either defaulted or became
more impoverished.


Lack of Collateral Security: It has been observed that, MFIs had set criteria
for the eligibilities of SMEs owners for loan provision. They were required
to own types of the collaterals such as business, home appliances and
belonging into a group as part of collateral. In fact, few of SMEs owners
were able to acquire such kinds of collaterals in order to get an access to the
loans provided by MFIs managers. According to information from the owner
of this business, there are several colleagues of his who could not get loans
because they did not have collaterals.



Rate of Loan Disbursement: It was discovered that, MFIs took so a long
time to have loans disbursed to the SMEs owners, which eventually left them
unable to meet their financial obligations which in turn led to poor business
performance.



Reduction on Loan Requested: It was also informed that, most SMEs were
not provided the exact amounts of credits they were requested. The reason
for that tendency, was their inability to fulfill all the conditions set forth by
MFIs. Such conditions were like; experience of the business, nature of the
business, ability to repay the loans on time, presence of collateral, support of
guarantors, etc. In many situations, MFIs managers discouraged business
owners by not giving them the amount of loans they needed. This caused
them to be unable to fulfill their business performance that resulted into
failure to achieve their goals.



Multiple Loans: It was informed that, some business owners used to borrow
from more than one lender. Under such circumstances, they were normally
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denied loans in case they were discovered during the assessment stage. If
they went through at the assessment stage conversely, it appeared to be
extremely difficult for them to service multiple loans.
4.1.3.4 Measures to be taken in Order to Eradicate Challenges which Faced
SMEs in Accessing Loans from Financial Institutions
 MFIs should reduce the amount of interest rate so that clients could get an
access to credit and enable their business to grow. This would also reduce
default risk from SMEs owners because it would reduce the burden of the
loan.
 MFIs need to provide loans on time as per the client‟s request in order to
enable business owners to have a good performance and finally achieve the
desired goals.
 MFIs need to consider their clients by providing them with the same amount
of loan requested. This would make SMEs owners to keep borrowing from
MFIs.
 Furthermore, MFIs need to have information sharing among themselves
concerning provision of loans to SMEs owners, in so doing, it would enable
them to identify SMEs owners, whom would be in a position of returning
back loans on time.
4.1.3.5 Challenges Facing SMEs in utilizing the loans received from Financial
Institutions
The owner identified three challenges which hindered proper a utilization of loans
received from financial institutions. They are discussed hereunder as follows.
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Short Time Given to Start Repayments: Most of the micro-finance
customers‟ failed to repay loans in the given time set by MFI. Many
institutions required repayments to be made on a weekly basis; it was found
to be difficult for SMEs owners to repay them within this specified time
period because the rotation of the funds in business was too slow. For that
matter, it was not possible to multiply the money and repay on time.



Divergence of Loan given from the Usage to Another: It was informed
that, some SMEs used to divert loans intended for one purpose and applied
them into other projects. Since the other projects were not analyzed and
vetted, it often happened that, they were not economically sound and viable.
For that matter, such projects were used to waste money and caused owners
of SMEs, unable to return loans as expected. This behaviour put both MFIs
and SMEs into risks.



Poor Usage of Entrepreneurship Education: It was observed that, most
MFIs provided entrepreneurship education to their customers before
disbursing loans. They also tried to monitor their customers, on how to use
the education provided in their practical business. Nonetheless, most SMEs
owners, failed to operate their businesses well because they could not really
follow and correctly, applied the techniques imparted to them.

4.1.3.6 Measures to be taken in Order to Eradicate Challenges which Faced
SMEs in Utilizing the Loans Received from Financial Institutions
In order to enhance an effective utilization of loan received from financial
institutions, the following measures should be taken:
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MFIs should provide an adequate period for their clients to start repayment
so as, to avoid high risk of default depending on the nature of the business
undertaken.



SMEs owners should use loans provided by MFIs for the business intended
for. This will ensure business expansion and enable them get profit for
paying back loans on time.



There should be a monthly visit to entrepreneurs‟ business premises to see if
they used the entrepreneurial education acquired. Not only that, but also,
MFIs should cross check on the performance of SMEs, to see if they have
improved or not. This would enable MFIs to take corrective measures timely.

4.1.4 Case 4: Mama Mahindi Street vendor– About the Case
Mama Mahindi is a street vendor living in Nkuhungu Street and she is a primary
education holder since 1985. She is a widow after her husband who was a bodaboda
driver died way back in 2003. Before the death of her husband, she was just staying
at home like a mere house wife because by that time, her husband used to provide
each and everything for the family. After the death of her husband, she was pushed
to contemplate and come up with something to help and support her family to ensure
ends meet.

In 2005, Mama Mahindi came up with an idea of selling boiled maize, groundnuts
and baobab. She started waking up around 4:30 am ready to go to Majengo market
to collect maize and groundnuts. At around 6:30 am she would come back ready to
prepare her children for schooling. After sending them to school, she used to cook
maize and around 8:30 am and she moved around the streets and also entering
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PRIDE offices for selling her products., PRIDE offices in Dodoma actually,
permitted her to sell her business around their premises until the offices were closed
at around 5:00 pm. Apart from that, she was famous because her maize were well
cooked, fresh, hot and reasonably priced. Therefore, many people were interested to
buy them. Thereafter, she started moving around to other places for example,
Nyerere square grounds where in the evening, different businesses used to be sold.
So, many customers got to know her and thus, she also created a good market at this
place. Around 7:00 pm, she used to go back home to join her family for the night
rest.

Since the business was still at its initial stage, she was not having a permanent place
to stay, for that reason; there was no need to employ a person to help her. In fact,
Mama Mahindi is a strong woman who knew how to manage all responsibilities at
her house as well as her business. The Figure below presents the true picture of
Mama Mahindi business operations.
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Figure 4. 4: Mama Mahindi selling boiled maize, groundnuts and baobab at
PRIDE-Dodoma Branch
Source: Field Data, 2017
4.1.4.1 Factors that Hinder Implementation of Credit Policies on Loans to
SMEs


False Information about Businesses: It was informed that, many of SMEs
owners used to provide false information concerning their businesses when
applying for the loans, therefore, it is difficult for the MFIs to recognize
everything concerning lending to their clients.
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Poor Record Keeping: Most SMEs owners are not keeping records properly
concerning their business performance. Therefore, MFIs found it difficult to
assess their financial performance of the businesses.



Multiple Loans: This is used to happen, whenever clients‟ needs were not
fulfilled by one microfinance institution. Clients used to look for additional
loans from a different MFI. Because of poor information sharing among
MFIs, it led to securing of more than one loan from different lenders. Such
scenarios caused high default risk of SMEs, thus, causing MFIs not able to
implement their credit policies.

4.1.4.2 Influence of Credit Contribution on the Growth of the SMEs
In 2007, Mama Mahindi borrowed some money from a microfinance institution
called PRIDE, with an amount of two hundred thousand Tanzanian shillings (TZS
200,000). With this amount, Mama Mahindi managed to use the loan for home
matters such as; paying school fees for her children. The remaining amount (TZS
47,000) was used for the business expansion. In fact, her business started with a
capital of TZS 20,000/= (twenty thousand Tanzanian shillings) up to the capital of
TZS 47,000/= (forty seven thousand Tanzanian shillings). Therefore, the expansion
of the capital was the result of the loan obtained from PRIDE. Mama Mahindi
explained that:
“I would say that my business has expanded; I am not even worried,
despite the price of maize, groundnuts being high, I don’t think if it
would die after sometime. It has been ten years now since I received the
loan from PRIDE and am not seeing any sign of it not expanding”.
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The Table below shows various indicators which provide evidence that Mama
Mahindi has been growing as a result of the loan taken from PRIDE and put into
business.

Table 4.4: Evidence of Growth by Mama Mahindi from Applying the Credit
Growth indicator

Before the loan

After the Loan

Capital investment into the business

60,000

170,000

Average Revenue per Year

2,160,000

3,564,000

Average net Profit per Year

1,822,000

1,176,000

Estimate of value of accumulated

14,000

28,000

assets
Ability to finance home matters like

It was difficult to

She was able to

buying food, paying children‟s fees,

afford.

afford better.

Ability to engage in matters related

It was difficult to

She was able to

to the society, example;

afford.

afford better.

etc

contributing in funerals, weddings,
etc.
Source: Field Data, 2017
4.1.4.3 Challenges Facing SMEs in Accessing the Loans from Financial
Institutions
Mama Mahindi disclosed four challenges as the ones which hindered accessing the
loans from financial institutions, namely;


Procedures Attached to the Loan: Most of the SMEs owners were not
able to get access to loans provided by the MFIs due to the fact that, the
procedures attached to the loans were too complicated. Therefore, it was
difficult for the owners of different businesses, to manage the procedures and
be in a position to acquire loans on time without delay.
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Lack of Adequate Collaterals: Financial institutions were refusing to lend
to some small enterprises because they did not have acceptable collaterals,
which could be used to recover repayments during occasions, when SMEs
owners failed to pay back the loans. In connection to this, Mama Mahindi
had this to say:
“…….SMEs owners should have collateral in the form of assets
or group of five members known as Enterprises Group (EG) to
enable financial institutions recover their money in event of
default”.



Cost of Registration: It was discovered that, MFIs required a business
owner to register business so as to be recognized. It was informed that, the
cost of registering the business was too high and the nature of business was
too small to demand registration. Mama Mahindi had this to say on that
regards.
“…..First of all, for some types of businesses, we find the costs of
registering as very high and also we do not get any benefits from
registering. Secondly, I find the process of registering very long
and bureaucratic”.



Reduction on the Loan Requested: Although some business owners had a
tendency of overstating the amount needed in their businesses, MFIs also did
not necessarily agree to the amount applied for. Due to the fact that, MFIs
worried about the failure of SMEs owners paying back, they were reported to
have the tendency of reducing loans applied by SMEs owners. It was further
informed by MFIs themselves that, their aim was to reduce default risk that
might have incurred from SMEs owners. The interviewee had this to say on
this respect:
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“Depending on the nature of our business, MFIs had to calculate
how much we earned per day, when they knew the amount; it was
possible for them to compute monthly income. When they realized
that, we could not afford to repay the loans, they would reduce the
amount of the loan requested for in order to reduce the risk of
defaulting”.

4.1.4.4 Measures to be taken in Order to Eradicate Challenges which Faced
SMEs in Accessing Loans from Financial Institutions


MFIs, should reduce procedures attached to loans so as to be in a position to
allow an access of loans to the SMEs owners. In fact, most of the procedures
were too complicated for the SMEs owners to follow. There should be a few
procedures which were easy for the owners of the business to follow and
manage to access loans for their businesses.



MFIs need to find another alternative way like group lending rather than the
usage of collateral security. This was due so because most of the SMEs
owners had no collateral security, which was needed for them to be eligible
to access the loans from MFIs.



However, MFIs need to reduce the cost of registration to SMEs owners
because their businesses are small that, they do not need huge costs during
registration processes. From the observation, it was found out that, in some
cases, the cost of registering SMEs was high compared to the capital for the
business intended.



Furthermore, MFIs need to provide the amount of loans to SMEs owners as
requested. The prosperity of SMEs depend on the scope of the business
owner. For this case, loans requested should be given fully by MFIs in order
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to enable SMEs fulfill their goals. Reducing the amount of the loans
requested would cause a setback of the business.

4.1.4.5 Challenges Facing SMEs in Utilizing the Loans Received from
Financial Institutions


Lack of SMEs Managerial Training: It was observed that, most of the
SMEs owners/managers did not have the necessary skills such as credit and
cash management for businesses profit generation. In turn, lack of such
knowledge led to failure of the business owners to repay back the loan to the
lenders.



Short Repayment Period: This had been a challenge to most of the SMEs
owners whereby, the repayment period for MFIs was too short to the extent
that, clients found it difficult to pay back on a weekly basis due to poor
business performance. The respondent had this to say:
“….Low level of sales delay accumulation of money, which is
expected to be used for loan repayment. This leads to the delay
of paying back on time. Therefore, low sales consume long time
until the accumulation of money is achieved…..”



Use of Loans Obtained for Unintended Purposes: The misuse of obtained
loans was an obstacle to SMEs development. Most business owners used
loans obtained from MFIs to solve their family problems like sickness,
paying debts and the like, without realizing that, loans borrowed from MFIs
were supposed to be used for the proposed business, in order to generate an
income and manage to pay back on time and further continue to grow the
business.
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4.1.4.6 Measures to be taken in Order to Eradicate Challenges which Face
SMEs in Utilizing the Loans Received from Financial Institutions
Apart from the challenges mentioned above, the following are the measures to be
taken:


MFIs, need to provide managerial training to SMEs owners concerning how
to handle credit, perform their business effectively basing on how to record
business and private transactions and being in a position to make repayment
on loan on time in order to avoid high risk of default.



MFIs should extend repayment period in order to give room for their clients
to repay on time. This should be considered because SMEs owners, need to
generate profit in order to repay the loans to the MFIs.



SMEs owners should use loans obtained from MFIs for business purposes
only, in order to generate more profit and manage to pay back.

4.1.5 Case 5: Mnyalukolo Fruits Shop – About the Case
Mnyalukolo is an entrepreneur who is living at Kikuyu area. She has completed
form four since 1998. She owns a mini fruit market by the name Mnyalukolo Fruit
Shop which was established in 2006. In fact, she is a hardworking woman who
understand how to operate her business despite the challenges facing her.
The business is locally operated, it is not registered and it is owned by family
members. She is the manager of the business. The shop deals with selling different
kinds of fruits like pineapples, oranges, avocado, pawpaws, watermelons,
cucumbers, etc. Her main customers are the students from St. John University and
the people around Kikuyu village. Figure 4.5 presented below depicts Mnyalukolo‟s
Fruit Shop.
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Figure 4. 5: Mnyalukolo Fruit Shop at Kikuyu Street
Source: Field Data, 2017

4.1.5.1 Factors that Hinder Implementation of Credit Policies on Loans to
SMEs


Nature of the Business: MFIs worry about the SMEs businesses that they
might not be in a good position to bring back loans applied. For this reason,
they would not prefer to give them loans until they qualify and be eligible for
the loans. Lack of eligibility for the loan to SMEs becomes among the factors
that hindered their development.



Collateral Security Requirement: This was the most important factor that
MFIs needed to consider before making loan decision. MFIs therefore, use
collateral as one of the assured guarantees to mitigate loan defaults. With the
size of the SMEs, they most of time unable to provide the required collateral
to access loans they requested. In most cases, this caused IMFs to fail
implementing their credit policies to their clients.
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Interest Rates: MFIs managers were charging high interest rates to the
SMEs owners as a result of this, most of the business owners were not able
to repay the loans provided to them on time. Whenever this happened, MFIs
managers failed to achieve their objectives on the implementation of credit
policies.



Business Experience: Some of the business owners found it difficult to
handle their businesses as well as the loan given to them. It happened that,
some of the SMEs owners were taking the loans and put them into the
businesses which they had no experience in running. As a result, MFIs
owners failed to implement their credit policies because of the poor
performance of the businesses undertaken by the SMEs owners.



False Information provided by the SMEs Owners: There had happened
several occasions where SMEs owners were not telling the truth when they
applied for loans from MFIs. In fact, they were not giving the true
information about their assets, liabilities and profits obtained from their
businesses. Thus, refusal of SMEs owners to give right information about
their business to MFIs made it difficult to assess creditworthiness and also
difficult to provide loans to them.

4.1.5.2 Influence of Credit Contribution on the Growth of the SMEs
In 2007, Mnyalukolo Retail Shop received a loan of three hundred thousand
Tanzanian shillings (TZS 300,000) from PRIDE, enabled her to make an investment
of TZS 200,000 to the business and the remaining amount, was used to solve family
matters like paying school fees for children. With that investment, she was able to
earn more profits which caused the business to expand horizontally by establishing
another shop near Kikuyu bus stand, selling few products like sugar, salt, flour, rice
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cooking oil, etc. In 2010, she decided to employ a gentleman because it was very
difficult to manage two businesses at a time. In fact, according to the owner of this
business, expansion of her business was caused by the loan obtained from PRIDE.
Table 4.5 shown below presents various indicators which provide evidence that,
Mnyalukolo Fruit Shop has been growing as a result of the loan taken from PRIDE
and invested into business.

Table 4. 5: Evidence of Growth by Mnyalukolo Fruits Shop from Applying the
Credit
Growth indicator

Before the loan

After the Loan

Nil

1

Number of Employees
Capital investment into the

100,000

200,000

business
Average Revenue per Year

3,432,000

5,364,000

Average net Profit per Year

1,680,000

3,760,000

45,000

60,000

Estimate of value of
accumulated assets
Ability to finance home

She was able to afford but

She was able to

matters like buying food,

not very little.

afford more.

paying children‟s fees, etc
Ability to engage in matters She was able to afford but

She was able to

related to the society,

afford comfortably

not very little.

example; contributing in
funerals, weddings, etc.
Source: Field Data, 2017
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4.1.5.3 Challenges Facing SMEs in Accessing the Loans from Financial
Institutions
Despite the influence of the contribution of credit to the growth of SME, they faced
many serious challenges which acted as barriers to their growth. These challenges
include:


High Interest Rate: MFIs represented the cost of borrowing or the cost of
obtaining money from the borrower„s point of view. Those who were able to
access credit, were faced with high interest rates making it very difficult to
embark on any development or expansion of their business. As a result, it
tended to remove profits that were made in their businesses.



Lack of Sufficient Collateral Requirements: MFIs expected collateral
security from the loan applicants in case of default. It was found out that,
majority of SMEs owners were lacking assets that could be accepted by
MFIs as collateral. To the majority of SMEs owners, this was as a result of
poverty.



Disbursement of the Loan Takes Long Time: This has been a challenge to
the SMEs owners because it was discouraging them to perform their
businesses as required; instead they had to wait until loans were provided by
MFIs. As a result, it was difficult to start operating their businesses because
they were depending on the loans, to be used as a startup capital for their
businesses.

4.1.5.4 Measures to be taken in Order to Eradicate Challenges which Face
SMEs in Accessing Loans from Financial Institutions


MFIs should lower interest rates in order to enable SMEs owners to repay
loans on time. In fact, this would enable business owners to operate their
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businesses effectively and successfully in income generation. The prosperity
of SMEs is also the prosperity of MFLs in the sense that, they would be able
to repay the on a scheduled time period.


MFIs need to find another alternative ways instead of the usage of collateral
securities. This would enable even those who cannot afford to have collateral
securities to be provided with credits.



MFIs need to provide loans on time in order to allow business owners to
perform their businesses as scheduled. If this was done, SMEs owners would
be in a position to expand their businesses with the amount of the loans
provided to them.

4.1.5.5 Challenges Facing SMEs in utilizing the loans received from Financial
Institutions
From this entrepreneur, two challenges were gathered regarding utilization of loans
received from financial institutions.


Short Period to Repay the Full Amount of the Loan: The time provided
by MFIs managers, were too short for the SMEs owners to repay back the
loans on time. This was due to the reason that, SMEs owners were not able
to perform their business within a short period of time and simultaneously
pay the loans over a short period of time.



Poor Record Keeping: It was informed that, SMEs owners did not prioritize
record keeping. Indeed, it was discovered that, very few were keeping
records and they did it was unprofessionally. It was surprising that, some
SMEs owners thought that, keeping records was not necessary. In connection
to this, the owner of the business had this to say:
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“Some of us have very small businesses, even our working capital
is less than one million Tanzanian shillings, so what is record
keeping for? .......As a matter of fact, we can tell you everything
about our profits generated from the business. We operate our
businesses without looking at any book...I feel that, record keeping
is not necessary for my small entity”.

4.1.5.6 Measures to be taken in Order to Eradicate Challenges which Faced
SMEs in Utilizing the Loans Received from Financial Institutions


MFIs, should provide a grace period for the business owners in order to give
them a room of generating more profit and able to pay back the loan on time.
This would enable SMEs owners to perform their businesses with reasonable
time to pay the loans.



SMEs owners need to use loans obtained for the intended purpose. This
would enable them to repay on time because the amount of the loan
borrowed, would generate profit which would expand their businesses.



MFIs managers should make sure that before providing the loan to the
SMEs, they gave them training on how to use loans obtained and also to
operate their business. In fact, if the training provided to SMEs owners
would be beneficial to them, it would help not only to handle their loans but
also managing their business well with the amount to be put into the
business.

4.1.6 Case 6: Mama Kuntu Food vendor – About the Case
Mama Kuntu is a food vendor living with her family and who managed to attain
primary level of education since 1970s. Her business is small solely owned by
Mama Kuntu. The business was established in March 1999. It is not formally
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registered and therefore, could actually be considered as an informal food vendor.
The entity, is situated in Dodoma town around Jamatini daladala terminal where
different commercial activities are conducted. These include but not limited to;
barber shops, hair salon, food vending outlets, cosmetics shops, different kinds of
retail shops and many others. Around this business, there are other food vendors
who cook and sell the same types of foods like Mama Kuntu but with different types
of marketing strategies. In connection to that, she decided to sell different types of
foods but with special customer care. For example of food items sold here are rice,
pilau, ugali, meat, vegetables, beans, just to mention but a few. In fact, this mini
restaurant in full of people most of the time and there are times when one could not
find the chair to sit on.
Mama Kuntu started food vending business with a small amount of capital of TZS
50,000 borrowed from her friend. As time went on, her business expanded and, she
decided to borrow more money from BRAC in 2001, with the amount of TZS
200,000. After receiving the loan, she started selling other items like chips. This is
where she realized that, there was a need to employ more people to help manage the
business. During this time, she decided to hire three people one being a female and
other two being male. The Figure below depicts Mama Kuntu informal restaurant in
action at Jamatini area.
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Figure 4. 6: Mama Kuntu Food vendor.
Source: Field Data, 2017
As presented above, Mama Kuntu opened another food vending outlet. This place
may be depicted as presented in Figure 4.7.

Figure 4.7: Mama Kuntu started selling chips after the expansion of her
business
Source: Field Data, 2017
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4.1.6.1 Factors that Hinder Implementation of Credit Policies on Loans to
SMEs
According to the interview conducted by the researcher, Mama Kuntu pointed out
the following factors that hindered the implementation of credit policy on loans to
SMEs:


Valuable Collateral as a Requirement for Loans: This was caused by
those clients who had business and wanted to get an access to credit but
found out it was difficult because they did not have collateral such as; land,
house, or even people who were willing to act as guarantors.



Business Knowledge: This was also a factor which hindered the
implementation of credit policy to the clients because SMEs owners, did not
have the knowledge on how to handle their business. This caused them to get
loss on their businesses, leading to high risk of default.



Multiple Loans: Some of the SMEs owners had multiple loans. That is, they
had borrowed money from different financial institutions. This caused them
unable to pay back the loans (they failed to repay to some of the financial
institutions).



Nature of Business: This happened, when MFIs found it difficult to
determine if the type of business operated was whether a Micro type or SME
type. As a result, MFIs did not manage to provide the loans to a specific
group of entrepreneurs, which had led to the failure of achieving their goals.
For this reason, MFIs failed to implement their credit policies on loan to
SMEs owners.



False Information provided by SMEs Owners about Business: Some of
the SMEs owners are not trustful and used to provide false information about
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their businesses. The information was needed by the MFIs managers so as to
determine the trend of the business. It often happened that, MFIs ended up
providing loans to clients who were not qualified. This, in a way, hindered
the implementation of the credit policies.
4.1.6.2 Influence of Credit Contribution on the Growth of SMEs
According to the firm management, a restaurant that focuses to achieve her mission
successfully, would like to borrow money from MFIs, as it had been realized that in
1999, Mama Kuntu has borrowed money from BRAC with the amount of TZS
200,000. With this amount, she was able to expand her capital to TZS 150,000
which further enabled her to have an additional business of selling chips, and hire
three more employees. According to herself, the expansion of the business was due
to the loan obtained from BRAC. The Table below shows various indicators which
provide evidence that, Mama Kuntu has been growing as a result of the loan taken
from BRAC and put into business.
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Table 4.6: Evidence of Growth by Mama Kuntu from Applying the Credit
Growth indicator
Number of Employees

Before the loan

After the Loan

1

3

Capital investment into the

50,000

150,000

Average Revenue per Year

6,960,000

11,868,000

Average net Profit per Year

4,320,000

5, 352,000

Estimate of value of

140,000

188,000

business

accumulated assets
Ability to finance home

She was able to afford

She was able to afford

matters like buying food,

but not to a big extent.

better

paying children‟s fees, etc
Ability to engage in matters She was able to afford

She was able to afford

related to the society,

better

but not to a big extent.

example; contributing in
funerals, weddings, etc.
Source: Field Data, 2017
4.1.6.3 Challenges Facing SMEs in Accessing the Loans from Financial
Institutions
Despite the contribution of credit, SMEs owners faced some challenges in accessing
the loan from financial institutions. These include the following:


High Interest Rate Charged by MFIs: It has been observed that, most
of the MFIs were charging high interest rates to the SMEs owners,
without considering the amounts of loans taken whether it was small or
large. In fact, the interest rates charged by the MFIs have discouraged
those who were taking small amount of loans. As a result, SMEs owners
were failing to repay back the loans on time.
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Lack of Collateral: This was also a problem to the SMEs owners due to
the fact that, it was difficult for them to own collaterals because of
poverty. It happened that, most of SMEs owners were not able to access
the loans provided by MFIs.



Time of Loan Disbursement: It had been observed that, most of the
MFIs were not providing loans on time. Due to that, it had caused SMEs
owners failing to perform their businesses as planned. This reason made
a set back the turnover of SMEs in profit making.



Reduction on Loan Requested: MFIs reduced the amount of the loans
applied by SMEs owners, for fearing of repayment default. Cutting down
the amount of credit requested by the SMEs became a great obstacle to
SMEs prosperity and progresses.

4.1.6.4 Measures to be taken in Order to Eradicate Challenges which Faced
SMEs in Accessing Loans from Financial Institutions


MFIs should reduce interest rates in order to allow business owners to
expand their businesses. This would enable them to make reasonable profits
and hence repay their loans within a short term.



MFIs need to ask for the type of collateral which can be afforded by SMEs.
This will enable even those who cannot afford, to receive loans and might be
in a position to take credits and expand their businesses.



The amount of loans provided to SMEs owners should be the same as
requested, which would enable SMEs generate more income as earlier
planned.
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MFIs need to provide loans on time in order to allow business owners
perform their businesses as they have planned.

4.1.6.5 Challenges Facing SMEs in utilizing the loans received from Financial
Institutions


Unavailability of Proper Financial Records: This happened as a result of
lack of financial management knowledge due to lack of bookkeeping skills.
It was surprising that, some of the SMEs expected to obtain loans even if
they did not have any business records. This was a challenge to them since it
was difficult for the MFIs to understand how their businesses would operate
with the amount of the loans provided to them. During the interview
conducted, the owner of the business had this to comment on that regard:
“Because of lack of proper business knowledge, cost control has
been a major problem. I have noticed most times that, my expenses
are more than my revenues. This is not good for me and my
business…”



Competition within the Same Business: It was observed that, SMEs
owners were facing stiff competition when operating their businesses which
led to loss of markets. As a matter of fact, this caused them to fail to generate
profits in order to repay loans as it was required. She also commented the
following on this issue:
“There have been a number of food vendors here at Jamatini,
cooking the same type of food as mine. Most of them stand as a
threat to my business since it lowers the customer base. You may
find out that, sometimes sales revenue per day becomes low, leading
to low profit”.
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Poor Saving Habit: It was discovered that, SMEs owners did not have
knowledge of saving profits generated from their businesses. As a result,
most of them were using the profit obtained for home matters and they did
not know how to separate home matters from business affairs. This
invariably caused them to fail to repay the loans on time.



Provision of Short Repayment Period: It was found out that, the time for
starting to pay back loans was too short. Given this situation, the same
money that was supposed to be invested and generate profit, was used to
settle loans taken. Thus, money was taken back to the MFIs before it was put
into business operations.
In trying to express this concern, the owner manager had this to say:
“……So after one week, we already have to hand in an amount of
money, while it is almost impossible to have earned money after a
week. After investing the loan amount it will take a while before we
can make profits and repay the loans, so it is very hard for us to repay
on time.”

4.1.6.6 Measures to be taken in Order to Eradicate Challenges which Faced
SMEs in Utilizing the Loans Received from Financial Institutions


MFIs should provide training to the SMEs owners on how to keep records
concerning business. This would help them to understand how far their
businesses were heading to, understanding records on total revenue per year
as well as the average profit per year, and the like.



SMEs owners should use loans for business purposes only in order to
generate more income.



MFIs should extend period for repayments, in order to allow business owners
to perform their business and pay back on time.
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4.1.7 Case 7: APPRICOT Group – About the Case
Appricot Group is a small firm and an entrepreneurship group established since 26th
July 2013 in Dodoma town. It comprises of five strong and energetic youths from
three regions namely Dar es Salaam, Morogoro and Dodoma. The aim of
establishing this firm in Dodoma was, the region was growing very fast to the extent
that, different commercial activities needed to be operated. Therefore, they took it as
an advantage for them to establish this business in Dodoma.

This business dealt with selling timber obtained from Iringa at Kilolo districts. Apart
from that, they also had planned to expand their business into other areas instead of
selling timber only. They wanted to sell domestic utensil products as well as soft
drinks. Both of them have attained their bachelor degrees in 2014. They were doing
business while studying because they realized that, they were not enjoying being
employed. Therefore, APPRICOT group have a good performance due to the fact
that, every member is working hard to reach their targeted objectives. The Figure
below depicts the investment of APPRICOT as taken from Kikuyu area.
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Figure 4. 7: APPRICOT Group selling timber at Dodoma.
Source: Field Data, 2017
4.1.7.1 Factors that Hinder Implementation of Credit Policies on Loans to
SMEs


Stagnation of Business Circulation: The competitive market environment
currently prevailing, is the major factor for poor performance among many
firms. This caused SMEs owners to fail to repay loans on time. The manager
of this business had this to say on that respect:
“….This level of competition tends to affect prices of products we sell
at the market and as a result; we fail to repay loans on time which in
turn tend to hinder the growth of our firm. Declining in price and
poor market performance, creates constraints to our business
especially when we decide to request for loans from financial
institutions…”

77



High Interest Rate: Loans which were provided by various financial
institutions were associated with a high interest rate which tends to affect the
firm in the whole process of repaying back the loan. This was actually
among the challenge to the MFIs managers in dealing with the
implementation of credit policies. The manager had this to say:
“A good example is our business here, we took a loan of two million
from PRIDE with an interest rate of 30% as a group lending loan
which is paid annually. The higher interest at large has cut off our
profit our and even our capital sometimes”.



Poor Government Policies: Most of the policies formulated by the
government at large, were not intended to help the financial institutions and
SMEs owners to perform their activities in mutual beneficiaries form;
instead, it has created an exploitative relationship and environment among
them. Due to poor policies, most MFIs failed to adopt quickly hence, their
credit policies implementation failed to be achieved.



Low Profit from the Business: Due to competition and decline in demand,
it has reduced the returns from the business. Therefore, low returns from the
business tends to reduce the financial capability of SMEs owners especially
to cover the cost of running the firm.

4.1.7.2 Influence of Credit Contribution on the Growth the SMEs
APPRICOT Group was not able to run their business because the capital was not
enough due to the expansion of the business. Therefore, they come up with an idea
of borrowing money from an MFI known as PRIDE with an amount of two million
Tanzanian shillings (TZS 2,000,000) in 2016. According to them, PRIDE has played
a vital role towards the growth and development of their business and economy as a
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whole because they have managed to get financial assistance and training
concerning cash management as well how to operate their business. In connection to
that, their capital has increased from TZS 1,000,000 to TZS 1,500,000. Therefore,
the loan received from PRIDE was the result of the capital expansion to their
business performance.
The Table below shows various indicators which provide evidence that, APPRICOT
Group has been growing as a result of the loan taken and put into business.

Table 4. 7: Evidence of Growth by APPRICOT Group from Applying the
Credit
Growth indicator

Before the loan

After the Loan

3

5

Number of Employees
Capital investment into the

1,000,000

1,500,000

Average Revenue per Year

10,422,480

19,848,000

Average net Profit per Year

8,100,000

11,472,000

Estimate of value of

255,000

255,000

business

accumulated assets
Ability to finance home

They were able to

They were able to afford

matters like buying food,

afford.

better.

paying children‟s fees, etc
Ability to engage in matters They were able to

They were able to afford

related to the society,

better.

afford.

example; contributing in
funerals, weddings, etc.
Source: Field Data, 2017

79

4.1.7.3 Challenges Facing SMEs in Accessing the Loans from Financial
Institutions


Official Document Required: Many financial institutions were
demanding official documents from borrowers before offering loans to
them. This was the challenge which SMEs owners experienced when
they were requesting for loans. For example of the required documents
include a copy of business license, certificate of house or land ownership,
referees and official letters from the local government. These affected the
objectives of loans to the SMEs owners.



Willingness of People to Act as Guarantors: The willingness and
commitment of the referees, was the big limitation towards the
availability of loans to the borrowers.



Loans and Business Evaluation by Loan’s Officer: Loans were
normally determined by the level of information submitted by the loan
officer concerning the business of the borrowers and the loan evaluation.
This at large created a limitation and hindered the objectives of the
borrowers.



Time Interval until Loan Attainment: The time from the date when the
borrowers requested for loans up to the day of loan attainment by the
borrowers, was not reasonable. This was among the problems which
hindered the growth and development of SMEs.
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4.1.7.4 Measures to be taken in Order to Eradicate Challenges which Faced
SMEs in Accessing Loans from Financial Institutions


MFIs, need to reduce time interval for borrowers to secure loans in order to
increase efficiency of them. This will enable SMEs owners to perform their
business activities effectively. As a result, owners will be in a position to
generate more income as per loans taken from MFIs and put them into their
businesses.



MFIs should reduce unnecessary conditions to borrowers due to the fact that,
the conditions sanctioned by these financial institutions, tend to hinder the
objectives and the application of loans by the owners.



The interest rates charged by the MFIs should be reduced to the extent that,
owners would be in a position to borrow more money. As a matter of fact,
SMEs would achieve their goals through loans received from MFIs.



MFIs should provide education to the borrowers on how they would invest
loans in the productive sectors of the economy, instead of investing them in
non-productive sectors.

4.1.7.5 Challenges Facing SMEs in Utilizing the Loans Received from Financial
Institutions


Business Stagnation: The poor performance of the business and the
decline in market of goods which has been caused by various factors at
large, affects the uses of loans provided by the financial institutions. Poor
market performance tends to reduce the market return to business
owners, something which affects the capability of borrowers in repaying
loans to the lenders.
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Currency Devaluation: Poor performance of the domestic currency in
international market and exchange rates, tend to affect business
performance. As a result, it led to the decline of profit to the business
owners, something which reduced the ability to repay loans.



Short Time for loans repayment: Many financial institutions were
providing a minimum time for the borrowers to start repaying back loans
given which is not suitable due to the market trends. This at large tended
to affect the growth and development of business owned by small
business owners.

4.1.7.6 Measures to be taken in Order to Eradicate Challenges which Faced
SMEs in Utilizing the Loans Received from Financial Institutions


MFIs should provide entrepreneurial education, which would help business
owners to understand how to organize the factors of production in the way
that, it would help them to use loans provided to earn super normal profit.



MFIs are advised to review the evaluation systems to the borrowers because
the system used to evaluate the qualifications of the borrowers, is very
complex and need to be reviewed. The unnecessary qualifications should be
avoided so that to help SMEs owners to secure loans.

4.1.8

Case 8: Kimambo Stationary – About the Case

Kimambo stationary is a medium sized business which was established in 21st
February 2010. It is strategically located around the Kikuyu area in the south
western part of Dodoma Municipality. It is located about 1.5 kilometers from the
town centre. The idea of it was the need to supply stationary and other related
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services to students and staff of the St. John University of Tanzania. So, the shop
targeted university students as the main customers. Among the services rendered by
Kimambo stationary include but not limited to selling of papers, pens, typing
services, photocopying, binding, laminating, etc.

The owner has attained diploma from Collage of Business Education (CBE). His
main aim of establishing this business was to create a place, where stationary
activities were easily available to the university students in particular. Apart from
having a stationary, he has also a business of M-PESA, Tigo Pesa and Airtel money
services, apart from other financial services to attract his customers. The Figure
below portrays the exterior view of Kimambo stationary shop.

Figure 4. 8: Kimambo Stationary at Kikuyu street
Source: Field Data, 2017
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4.1.8.1 Factors that Hinder Implementation of Credit Policies on Loans to
SMEs


Poor Business Records: It was informed that, SMEs owners were not
keeping records for their businesses. In fact, it was difficult for MFIs to
determine if their businesses were performing well in order for them to
provide loans.



Nature of the Business: MFIs found it difficult to determine the category of
business performed by the SMEs owners due to the fact that, SMEs owners
did not provide clear information regarding their type of business they
operated.



Business Experience: It has been discovered that, most SMEs owners took
loans from MFIs and put into the business, which they had no experience. In
most cases, they failed to perform better even if they had received loans.
Unfortunately, it was difficult for the MFIs to determine if SMEs owners had
an adequate experience with the business they were operating.



Collateral Securities: MFIs failed to implement their credit policies because
most SMEs did not have collaterals like business license, title deeds and the
like, which could be used as collateral for taking loans. As a result, SMEs
owners failed to access loans from MFIs.

4.1.8.2 Influence of Credit Contribution on the Growth the SMEs
Kimambo stationary took a loan from BRAC in 2011 with an amount of six million
Tanzanian shillings (TZS 6,000,000). This is due to the fact that, his business was
expanding rapidly and the capital before receiving the loan, was four million
Tanzanian shillings (TZS 4,000,000), which was not enough to fulfill his
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requirements. After receiving the loan, the capital expanded to TZS 4,500,000.
Apart from that, he managed to employ four employees because sometimes the
stationary was too busy such that he could not manage to take control on his own.

The Table 4.8 below, shows various indicators which provide evidence that,
Kimambo Stationary grew as a result of the loan taken from BRAC and put into
business.

Table 4. 8: Evidence of Growth by Kimambo Stationary from Applying the
Credit
Growth indicator

Before the loan

After the Loan

2

3

Number of Employees
Capital investment into the

4,000,000

4,500,000

Average Revenue per Year

9,936,000

12,475,200

Average net Profit per Year

6,380,000

10,943,200

Estimate of value of

3,445,000

4,300,000

business

accumulated assets
Ability to finance home matters

He was able to afford.

like buying food, paying

He was able to
afford better.

children‟s fees, etc
Ability to engage in matters

He was able to afford.

related to the society, example;

He was able to
afford better.

contributing in funerals,
weddings, etc.
Source: Field Data, 2017
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4.1.8.3 Challenges Facing SMEs in Accessing the Loans from Financial
Institutions


Procedure Provided by MFIs was too Complicated: It was pointed out
that, the procedure applied by the MFIs was too complicated to the extent
that, most of the SMEs owners did not manage to apply for loans. As a
result, they failed to operate their businesses because the capital in hand was
not enough to put into their businesses.



Rate of Disbursement: It was informed that, MFIs were not providing the
loans to the SMEs owners on time. Thus, it was difficult for the owners of
business to operate their businesses as planned. In fact, this caused them fail
to achieve their businesses goals.



Reduction on Loan Requested: It was also informed that, amounts of loans
provided by the MFIs to the SMEs owners, were not enough to meet their
targeted needs because they were given less than what they requested. This
made SMEs unable to implement the planned activities.



High Interest Rates Charged by MFIs: During an interview conducted, it
was informed that, the interest rate charged by the MFIs was high to the
extent that, most of the SMEs owners failed to accept loans. For those who
accepted because they did not have alternatives, they ended up indebted or
with poor performance.



Lack of Collateral Securities: It was observed that, because of poverty
which was the main constraint that SMEs owners faced, it was hard for them
to have collateral to obtain loans. As a result, SMEs owners failed to acquire
the loans from MFIs leading them to poor business performance. In addition
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to that, they failed to start business because of lacking collateral securities
required by the MFIs.

4.1.8.4 Measures to be taken in Order to Eradicate Challenges which Faced
SMEs in Accessing Loans from Financial Institutions


MFIs should increase the level of productivity in order to reduce their costs,
which should lead to lower interest rates.



MFIs, should find alternative ways instead of using collaterals as a means for
securing loans. They should be other alternatives like forming group of
individuals who would represent one another. In fact, this would help MFIs
to secure loans and even those who did not have collaterals in the form of
assets, would be able to acquire them.



MFIs should provide loans on time in order to enable SMEs owners to
perform their business effectively.



MFIs should provide the amount of loans as requested by the owners of
business.

4.1.8.5 Challenges Facing SMEs in utilizing the loans received from Financial
Institutions


Failure to Use the Loan Obtained for the Intended Purpose: It was
observed that, owners of businesses used loans obtained from MFIs to solve
their home matters instead of using the same for business purposes. In fact,
most of them failed to perform their businesses as required. Poor
performance in business led to inability to repay loans on time.



Lack of Business Experience: It was discovered that, SMEs owners were
borrowing money from MFIs and used it to perform new business, which
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they had not planned for. For that matter, business owners failed to utilize
loans received.


Short Repayment Period: Time for repaying loans was too short to the
extent that, SMEs failed to pay back on time due to poor performance of
their businesses. Thus, it was difficult for them to obtain funds on time, to
maintain businesses and repay back which caused bankrupt.

4.1.8.6 Measures to be taken in Order to Eradicate Challenges which SMEs
Face in Utilizing the Loans Received from Financial Institutions
From the owner‟s opinion, the following measures should be taken in order to
eradicate challenges, which SMEs faced in utilizing the loans received from MFIs:


MFIs need to prepare workshops and training concerning entrepreneurship
skills, in order to help SMEs manage their business well. This action need to
be implemented before providing loans to SMEs. If this was done, it would
help them to utilize effectively the loans given for the purpose of generating
income to their businesses. In addition to that, MFIs need to in calculate the
habit of inspecting business establishments extended with the loans to ensure
that, business activities of their clients were moving on as anticipated.



Time for repayment of loans should be increased. By so doing, SMEs owners
would be able to generate more income and thus, be in a position to pay back
on time.



Credit officers need to provide some piece of advice concerning the
utilization of loans received from MFIs. The advice which would be
provided by the credit officers, would help SMEs to reach their targets.
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SMEs owners should have self-assessment before taking loans and put into
business. Self-assessment would determine if the owners of the business,
would be in a position to repay back the loans on time or not. SMEs owners
also should not take funds which they would not be able to repay on time. It
is important for owners of businesses to consider their type of business and
then compare it with the amount of loans they intended to take from MFIs.

4.2 Cross Case Analysis
This section provides answers to the research questions put forward in chapter one.
This was done by analyzing the case stories which have been put forward.
According to Yin (2004), when analyzing cases, it is important to apply analytic
strategy (that is, to keep in mind the research objectives of the study). This has been
observed in this study.

4.2.1 Factors that Hinder Implementation of Credit Policies
The first research objective this study, sought to achieve was to identify the possible
factors hindering implementation of credit policies on loans and advances to SMEs.
This study has discovered that, SMEs owners in the cases covered by this study,
have a clear understanding of the factors which by far and large hinder
implementation of credit policies on loans and advances to SMEs. Therefore, this
study as reported from the cases presented above, has identified several factors that
hinder implementation of credit policies on loan and advances to SMEs. The factors
are discussed below as follows:
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4.2.1.1 Collateral Securities
The SMEs interviewed have indicated clearly that, collateral security is one of the
factors that hinder implementation of credit policies. In fact, MFIs sought out for
some kind of collateral like fixed assets, for example; land rights and house, official
identification and other regulations concerning loan applications. In most cases, it
has been found out that, SMEs failed to obtain the required collaterals. Since SMEs
owners could not raise collaterals they did not obtain loans and thus, could not
achieve their targeted goals. On the other side, MFIs were not able to provide loans
to the SMEs owners because it was possible not to calculate the amount of loans to
be given to them in accordance with the collateral security provided. As a result,
MFIs also failed to implement their credit policies as intended. There were lose lose
situations for both SMEs as well as MFIs. While SMEs could not receive loans to
revamp their businesses, MFIs could not implement credit policies and make interest
profit. The phenomenon of collaterals as a central issue if loans accessibility, has
been supported by several authors such as Anane, 2012; Madole, 2013 and Makena,
et al., (2014) whom reported out that, lack of collateral was the greater hindrance to
credit accessibility by SME entrepreneurs. This was due to lack of tangible assets
like land, which were used as assets to secure credits.

4.2.1.2 Multiple Loans
Another factor that was responsible for non-implementation of credit policies to
SMEs as seen in all cases, is that of multiple loans from different financial
institutions. This was caused by SMEs owners borrowing some money from more
than one financial institution. The worst was that, some of the entrepreneurs would
even hide such information during the assessment stage. If it happened and the MFIs
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knew about the poor borrowing history of their clients, the process would
automatically stop. If that happened, SMEs failed to acquire loans while MFIs failed
to implement credit policies.

There were times when MFIs could not have information regarding the credit
history for their clients. In such situations, SMEs obtained multiple loans and
increased the burden of meeting very tight and difficult schedule of repaying loans.
In most cases, they failed to do that and they either underperformed or died
completely. This caused a defaulting outcome and it is the time when collaterals
were sold and left SMEs owners poorer than before. For the case of MFIs, it was the
moment that faced situations of non-performing loans only to realize that, the client
had multiple loans. It is out of this scenario where MFIs become very cautious of
multiple loans and when they get information on this malpractice, they stop the
loaning process. In that way, credit policies become difficult to implement. In trying
to describe the situation of multiple loans, one MFI manager from PRIDE had this to
say:
“If a borrower does not repay his loan to a particular MFI and
other MFIs do not know about it, the faulty client can go to another
MFIs and ask for a loan, and his cost of defaulting on his loan
obligations is relatively low. If other MFIs know about his behavior,
however, then it will be more difficult to access credit once he has
defaulted.

Information

sharing

among

lenders

makes

the

borrower’s default costs higher”.

Multiple loans were also mentioned by Abbas and Honghu (2015) that, clients hide
information about fellow members with multiple loans, believing their fellow was
obtaining loan from the other institutions so as, to repay the one in the institution
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they were together. This was mentioned by the authors as one of the problem
financial institutions faced in administering loans.

4.2.1.3 High Interest Rate
Another vital factor that had been cited by the SMEs owners in the cases above was
that of high interest rate charged by the financial institutions. It was discovered that,
MFIs were charging high interest rates to their clients. For the case of high interest
rate, it was the SMEs owners who did not agree the terms because they realized that,
they would not be in a position to pay back on time. In many situations as described
in the case story, it ended up by clients not taking loans and thus, caused credit
policies un-implementable. Alternatively, some clients like the ones covered in this
study, decided to take up loans and continued to face hard schedules of repaying in
very short time period.

It was further uncovered that, due to high interest rates, some SMEs failed to pay
back loans and ultimately defaulted because they became bankrupt. At the end of the
day, MFIs failed to implement well their credit policies unless their aim was to make
people bankrupt. In trying to comment on high interest rates charged by MFIs, one
entrepreneur covered in this study had this to say.
“A good example is our business here, we took a loan of two million
from PRIDE with an interest rate of 30% as a group lending loan
which is paid annually. The higher interest at large has cut off the
profit of our business and even our capital sometimes”.

Another entrepreneur also covered in this study said the following on this regard.
“Interest rates we pay are settled in a certain period of time like
weekly, monthly or even yearly are too higher. We find it difficult to
pay back.
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Another owner of the business covered in this study informed the following on the
same issue of high interest rate.
“You may find out that, with a small amount of money borrowed
by SMEs owners, the charged interest rate is high just like the
ones who have borrowed large amounts. I feel that, FIs need to
look upon this so as to reduce the burden….”

These findings are also supported by Monyo, (2004) as well as Lascelles, (2008)
who report that, interest rates are high; customers were unwilling to borrow because
of higher repayments on loans. According to the authors, several customers found it
difficult to achieve their existing loan repayments, particularly if interest rates boost
more rapidly than the increase in a client‟s expenses. If the interest rates went up
roughly and keep on top level (high) for a long period, some customers would
collapse to pay back on their loans. Interest rates, therefore, affected many business
decisions. Oyejide, (1993) opines that, a rise in interest rates hinders the growth and
development of SMEs, because it weakens the debtor‟s ability to pay back the
principal amount of the borrowed funds plus interest.

4.2.1.4 False Information Provided by SMEs Owners about the Business
In the interviews conducted, it was also found out that, small business owners were
providing false information when accessing loans from financial institutions, in
order to acquire loans. The false information which was provided by the SMEs
owners include; information about their assets, liabilities, profits and their
employees. In a situation like this, MFIs found it difficult to provide credits to SMEs
owners due to inability to evaluate the default risk. As a matter of fact, this has been
a great challenge to MFIs because they became unable to evaluate their clients. Once
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MFIs failed to assess the borrowers, the optimal decision would be to decline the
loan request. This is to say; implementation of credit policies had failed.

On the other side, there were situations where MFIs did not realize that they were
given false information whereby they ended up providing loans to individuals who
were not qualified. When that happened, it was obvious that, borrowers ended up
being bankrupted because of not paying back loans taken.

4.2.1.5 Nature of Business
It was found to be difficult to determine the nature of the business whether it was
micro, small or medium. This caused a confusion to the MFIs, and resulted into
allocating loans to micro enterprises instead of small or medium ones. Thus, MFIs
provided loans to the Micro enterprises while it was not their targeted objectives. On
the other hand, SMEs owners who were the target of IMFs were then not given
loans. To a large extent, this confusion was made by the loan officers. The result
was to provide loans to the borrowers who were not under the category of SMEs.
Thus, it was difficult for the MFIs to achieve their stated goals, with respect to the
implementation of credit policies because loans were allocated to wrong people
whom in most cases ended up defaulting.

4.2.1.6 Poor Government Policies
It has been uncovered from the case stories that, business operators who sought for
loans from financial institutions had a feeling that, the policies in place that were
formulated by the government were not intended to support SMEs. According to
them, they were formulated to give an upper hand to MFIs of exploiting SMEs. It is
due to poor policies, where most of the MFIs have failed to adapt the situation and
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thus their credit policies implementation has not been achieved. According to SMEs
owners, MFIs have been left to operate wildly without being regulated. That is why
they charged very exorbitant interest rates and introduced rules and exercises which
were not realistic. These include but not limited to; provision of no grace period,
short time repayment schedule and complicated procedure. These malpractices,
should have been controlled by good government guidelines to enable SMEs borrow
comfortably and also, enable MFIs implement their credit policies effectively.
This situation is supported by Harvie (2010) who comments that, the importance of
SMEs to the economy of the country indicates how important it is to have
government policies that support SMEs, including regulations that enable them to
operate efficiently and reduced their administrative costs. Absence of supportive
policies cause SMEs to operate like orphans.

4.2.1.7 Stagnation of Business Circulation
SMEs owners felt that their businesses were not growing due to inadequate
circulation of money. This situation has been partly caused by slow economic
growth, decline of “purchasing power” of the general public, high inflation, etc.
According to information from the cases, the situation has eroded their profit and
has made the performance of businesses to be very slow or stagnant. For SMEs
owners with loans, repayment became very difficult if not impossible. Failure of
SMEs in business operations automatically, translates to a failure of MFIs to
implement credit policies. In commenting about market trend, one manager of SMEs
business had this to say.
“….This level of competition, tends to affect the prices of the product
we sell at the market and as a result; we fail to repay loans on time
which in turn tend to hinder the growth of our firm. Declining in price
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and poor market performance, creates constraints to our business
especially when we decide to request for loans from financial
institutions…”

4.2.1.8 Business Experience
Evidence from cases has shown that, some SMEs owners went into business without
having an adequate knowledge and skills of operating such endeavors. Others did
not have adequate experience of handling business affairs. Such owners found it
difficult to handle their businesses especially under conditions of managing loans as
well. It was informed that, most of the business operators who took loans put them
into the businesses they had no experience of running and ended up failing. This was
described as one of the scenarios which caused MFIs to fail, in implementing credit
policies due to poor performance of the businesses undertaken by inexperienced
SMEs owners. This issue has also been discussed by various researchers in the past
that, the identified lack of technical skills as among the challenges facing SMEs, in
accessing and utilizing credit (Chau and Pederson, 2000; Wolff and Pett, 2000;
Alvarez, 2004).

4.2.1.9 Poor Record Keeping
It was uncovered from the case stories that, SMEs owners were not properly keeping
records concerning their business performance. In fact, some of them informed that,
they did not see the importance of keeping records because they just operated small
businesses. Such operators, were not likely to obtain loans from MFIs because it was
difficult for them to be assessed by loan officers. In a situation where MFIs fails to
undertake assessment, the appropriate decision would be to decline the loan
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application. Below is an example of an entrepreneur covered in this study who did
not find the importance of keeping records.
“Some of us have very small businesses, even our working capital
is less than one million Tanzanian shillings, so what is the record
keeping for? .......As a matter of fact, we can tell you everything
about our profits generated from the business. We operate our
businesses without looking at any book...I feel that, record keeping
is not necessary for my small entity”.

This analysis is also supported by (Airs, 2007), who did an empirical study in
Malaysia and pointed out that, SMEs generally faced difficulties in obtaining
finance due to insufficient documents to support loan application.
4.2.1.10 Too Complicated Procedure
Some MFIs abandoned the process of acquiring loans due to the long and
complicated procedure. According to cases covered in this study, it took them so
long until they obtained loan they requested. In fact, they informed that, the entire
process involved spending a lot of money that could otherwise be put into business.
They also complained that, after that long process they were given something less
than what they requested. Complicated procedures, discouraged loan seekers and
ultimately acted as a barrier in implementing loan policies by MFIs.

4.2.1.11 Honesty of Loan Officers
Another important factor that hindered the implementation of credit policies by
MFIs, was loan officers who were not honest. This happened because of personal
interests of them. Such officers, convinced business owners to provide false
information that would enable them obtain loans, so long as they would avail

97

something after loan approval. For business owners who agreed to the proposal, they
obtained the loans on fast tracking manner.

For those who disagreed, they faced the penalty of delay or sometimes refusal to get
loans. In a way, loan officers who were not honest caused their financial firms to
miss the opportunities of implementing credit policies, to genuine loan seekers. On
the other hand, loan officers provided false analysis and caused loan allocations to
be made to unqualified individuals. In other words, they caused their MFIs to go into
the trouble of non-performing loans. In connection to this saga, one business owner
commented the following:
“…….Entrepreneurs who are qualified to get loan find it very difficult
to be given because loan officers, favour those who are definitely not
qualified for the loan based on personal interests”

These findings were also supported by Waterhouse (2004) who specifically
mentioned that, MFIs staff makes a little effort to help clients complete the
necessary documentation against disbursement of loans and that, some of them
demanded bribes, commissions and other forms of kickbacks.

4.2.2 Influence of Credit Contribution on the Growth of SMEs
The second objective of this study was to determine the influence of credit
contribution on the growth of SMEs in the study area. Accordingly, evidence from
this study indicated that, indeed, credit had contributions on the growth of SMEs.
Tables 4.9 and 4.10 below, show various indicators which are different when
comparing the two time scenarios, before and after obtaining loans and put into
business operations.
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Table 4. 9: Evidence of Growth by SMEs from Applying the Credit
(Quantitative Indicators)
After the

Before the loan

Average Number of

1

3

2

200%

1,121,250

1,727,500

606,250

54%

8,814,060

14,926,800

6,112,740

69%

5,814,250

7,851,788

2,037,538

35%

649,375

848,875

199,500

31%

Loan

Difference

%Age

Growth indicator

Change

Employees
Average Capital
investment into the
business
Average Revenue
per Year
Average net Profit
per Year
Average Estimate of
value of
accumulated assets
Source: Field Data, 2017

As seen in Table 4.9 above, there is a change in terms of growth before the SMEs
had obtained loans and after they had accessed loans. All indicators show positive
increase despite the various challenges SMEs faced like short period to settle loans,
reduction on loans requested, high interest rates, etc. For example, the average
number of employees for SMEs climbed from one to three. This was a result of
business expansion whether vertically or horizontally. For instance, Mama Kuntu
case expanded horizontally by opening another small restaurant, just dealing with
selling of chips. On the other side, cases like APPROCOT group and Neema
Tailoring shop expanded vertically. All these cases necessitated the need of
additional employees due to growth in terms of business activities.
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Likewise, the average capital investment into the business for the businesses went up
from Tshs 1,121,250 to Tshs 1,727,500 before and after obtaining of the loans
respectively. This was an increase of Tshs 606,250 which is equivalent of 54%. In
fact, looking at the indicators in Table 4.9 above, they all show upward trend after
getting and applying loans into business compared to before scenario. The minimum
growth appeared under average estimate of value of accumulated assets where the
percentage change was 31% and maximum growth took place under the number of
employees where the percentage change was 200%.

So, in general, we can argue that, credit facilities have caused growth of the all cases
involved in this study. This analysis is further supported by (Onyina and Turnell,
2013; Aidoo, 2013; Olowe et al., 2013; Siyad, 2013; Prah, 2016) whom commented
that, that there were significant differences on the growth of the SMEs with respect
to monthly sales, employment of new staff, and the acquisition of fixed and current
assets before and after receiving microfinance credit facilities.
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Table 4. 10: Evidence of Growth by SMEs from Applying the Credit
(Qualitative Indicators)
Indicator

Cases

Ability to finance
home matters like

Case 1

buying food, paying
children‟s fees, etc

Before the loan

After the loan

She was able to afford but

She was able to

not to the adequate extent.

afford adequately.

She was able to afford.

She was able to

Case 2

afford better.
He was able to afford.

Case 3

afford better.
She was able to afford.

Case 4

Case 5

Case 6

She was able to afford but

She was able to

very little.

afford more.

She was able to afford but

She was able to

not to a big extent.

afford better.

They were able to afford.

They were able to
afford better.

He was able to afford.
Case 8

matters related to the

Case 1

society, example;
contributing in

etc.

She was able to afford but

She was able to

not to the adequate extent.

afford adequately.

She was able to afford.

She was able to
afford better.

He was able to afford.
Case 3

Case 4

Case 6

He was able to
afford better.

It was difficult to afford

Case 5

He was able to
afford better.

Case 2

funerals, weddings,

She was able to
afford better.

Case 7

Ability to engage in

He was able to

She was able to
afford better.

She was able to afford but

She was able to

very little.

afford comfortably.

She was able to afford but

She was able to

not to a big extent.

afford better.

They were able to afford.

They were able to

Case 7

afford better.
He was able to afford.

Case 8

He was able to
afford better.

Source: Field Data, 2017
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By looking at qualitative indicators in Table 4.10 above conversely, there are also
signs of growth. For instance, all cases were able to finance home matters like buying
food, paying for children‟s fees, attending for health bills, etc. Nonetheless, some did
not have good ability to do that, for example, case one of Neema Tailoring Shop was
able to afford but not to the adequate extent. Other cases like Mnyalukolo Fruits Shop
and Mama Kuntu, were able to afford but very little and not to a big extent
respectively. Looking at the Ability of the SMEs owners to engage in matters related
the to society, such as contributing in funerals, weddings, etc, it can also be observed
that, Case 1, 5 and 6 (of Neema Tailoring Shop, Mnyalukolo Fruits Shop and Mama
Kuntu), just stressed themselves due to cultural practice but they did so not to the
adequate extent before obtaining the loans.

All cases went ahead and became good contributors to matters related to the society
so comfortably. This is further indication that, loan facility had increased growth of
the participating firms to the extent of making them able to engage in matters related
to society. This scenarios was also mentioned by Ishengoma, (2004) as well as
Kimuyu, (2004) that, credit contributions have helped SMEs diversify their income
sources, build up physical, human and social assets, focus on good money
management, rebuild household‟s base of income and assets, after economic shocks
have occurred and to smooth consumption.

4.2.3 Challenges in Accessing and Utilizing of credit
The third and last objective of this study, was to investigate on the challenges in
accessing and utilizing credit by SMEs in the study area. This objective was
achieved by determining two issues namely; challenges facing SMEs in accessing
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the loans from financial institutions and SMEs in utilizing loans received from
financial institutions. The issues are further presented below as follows:

4.2.3.1 Challenges Facing SMEs in Accessing the Loans from Financial
Institutions
SMEs in Dodoma Municipality were facing with a host of challenges in their
operations; nonetheless, the most notable challenges are five as outlined below:

4.2.3.1.1 Time for Loan Disbursement
It was reported that, the period between the time of application and disbursement
was too long. This made the SMEs owners to get despaired and sometimes even
look for other activities to engage into. Since these operators were poor, it often
happened that, by the time they secured loans, they had consumed what was in their
hands but intended to be put into business. For the cases involved in this study,
SMEs owners reported that, long delay in loan disbursement distorted all their plans
and by the time they received funds, they hardly achieved their goals. This was
mentioned by entrepreneurs as one of the critical issues because some of the
businesses depended on specific seasons. Once appropriate seasons were over, it was
difficult to achieve the desired goals. In complaining about this challenge, one of the
respondents explained the following.
“Having access to credit facilities from the financial institutions
is a good thing for the SMEs owners but how fast or urgent the
financial institutions responded or granted the SMEs requested
facilities is a major dilemma”.

Research conducted by Kamweru, (2011), reported similar findings on this regard
where findings documented that, financial institutions took long time to have the
loans given to customers. This was reported to be a challenge because in fact, the
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loans were meant to meet urgent financial needs such working capital, acquire
properties and expansions. It was also thus reported that, failure of MFIs in
processing loans left SMEs with no choice but to seek for additional funds from
other sources, most preferably informal sources to bridge the gap.

4.2.3.1.2 Lack of Collateral Securities
Majority of the respondents, cited collateral as one of the hindrance they faced in
obtaining loan facility from MFIs. Actually, most of the SMEs did not have the
required collateral that MFIs needed to grant loans they had applied for. This was
further exacerbated by the fact that, SMES had a high risk rating from the
perspective of MFIs. This called for the need of MFIs demand big collaterals as a
form of guarantee before giving out loans. Given the sizes of the firms (some of
them micro), they were unable to raise the required collateral in most of time. In
fact, the issue of collaterals requires special attention because the MFIs which were
intended to support small holders, operated just like any other commercial bank in
the loans provisions.

All in all, collateral securities have made SMEs not able to access loans; likewise,
the have denied MFIs to do business and implement adequately their credit policies.
In a study by Matavire et al., (2013), about challenges facing SMEs in accessing
finance from financial institutions in Belaway, Zimbabwe, it was uncovered that,
SMEs failed to secure loans because of the restrictive requirements of the financial
institutions, top among them being collateral security. Another study by Agyapong
et al., (2011) reported that, collateral security is a major barrier for SMEs to access
credit facilities in developing countries.
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4.2.3.1.3 Interest Rate Charged by Financial Institutions
All the SMEs owners covered in this study complained about the interest rates
charged by different MFIs. Their outcry was that, interest rates were too high and
needed to be reviewed downwards if they had to do any meaningful business. They
complained that, high interest rates have been a reason why many SMEs have found
it difficult to access loans. In fact, majority of the SMEs owners found it difficult to
accept loans from MFIs because their analysis showed that, their business operations
were meager compared to what they were supposed to pay back. This was caused by
high interest rates charged. Ultimately, a good number of SMEs owners refused to
continue with loan processing because they knew that, they would not manage to
pay back. The concern of the SMEs owners is that, higher interest at large cuts off
the profit and sometimes wipes the capital of the business completely. During the
interview conducted, one of the respondents to had this to say.
“….We have been helped a lot by the loan obtained from this FIs but
the problem is, we have been given loan which has high interest rates.
Since we have problems, we have no alternative rather than to go and
take them…..”

Also in supporting this statement, one of the participants had this to comment.
“A good example is our business here, we took loan of two million
from PRIDE with an interest rate of 30% as a group lending loan
which is paid annually. The higher interest at large has cut off the
profit of our business and even our capital sometimes”.

These findings are also supported by Monyo, (2004) as well as Lascelles, (2008)
whom report that, interest rates are high; customers were unwilling to borrow
because of higher repayments on loans.
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4.2.3.1.4 Reduction on Loans Requested
Reduction on loans requested was another challenge that, the majority of SMEs were
facing during accessing loans from financial institutions. Depending on the loans
reduction, SMEs owners discovered that, their goals based on business activities
were not fulfilled as planned. Also, they felt that, they did not get value for their
time requested for the loans applied for. However, they could not dare to refuse the
amount of loans provided to them because they did not have other alternatives. The
interviewee had this to say on this respect:
“Depending on the nature of our business, MFIs had to calculate how
much we earn per day, when they knew the amount; it was possible for
them to compute monthly income. When they realized that, we could not
afford to repay the loans, they would reduce the amount of loan
requested for in order to reduce the risk of defaulting”.

4.2.3.1.5 Long Procedure Provided by MFIs
Majority of MFIs which provided loans to the business owners, instructed long
procedures for assessment of the borrowers before giving the loans requested. Due
to this situation, SMEs owners failed to make investments on time as planned. The
long procedure scenario, worked exactly like delay in processing loans in terms of
causing poor performance of business entities. It often happened that, for business
whose operations depended on seasons, everything became flawed. In other words,
MFIs made business but for SMES, loans become unproductive really. As a matter
of fact, this disrupted the willingness of business owners to ask for loans and became
one of the big constraints in the SMEs sector. This is also reported by Anane, (2012)
who found out that, the conditions and process have delayed loan disbursement in
some instances and had deterred some clients from accessing the bank‟s products
and services. SMEs owners have also received loans when the purposes for which
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they contracted them were no more possible or the costs of products have gone up
and for that matter, the loans contracted could not accomplish the purposes they
were contracted for.

4.2.3.3 Challenges Facing SMEs in Utilizing the Loans Received from Financial
Institutions
As for the case of challenges that hindered SMEs in accessing the loans from
financial institutions, this study uncovered several challenges that also faced SMES
in utilizing the loans received. Of the many challenges reported, the most notable
ones are four as presented hereunder.

4.2.3.3.1 Short Repayment Period
Majority of the SMEs owners cited that, MFIs were providing short period to
recover the amount of the loan received. It was found out that, most of the
microfinance institutions had weekly loan repayment schedule. This period was not
enough for the business owners to accumulate funds for repayment.

Due to that, the repayment arrangement caused business failure. In some cases, the
SMEs owners could not pay back the installments as agreed and that, was the main
source of defaulting. In supporting this, one of the respondents reported the
following.
“One week is not enough for us to start paying back the loan
because some types of businesses require more than one week to be
able to generate income. Due to this, a client may be forced to use
disbursed funds to secure the loan. This defeats the whole meaning
of acquiring the loan”.
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In complaining about this challenge, another participant had this to report on that
regard.
“….Low level of sales delay accumulation of money which is
expected to be used for loan repayment. This leads to the delay of
paying back the loans on time. Therefore, low sales consume long
time until the accumulation of money is achieved…..”

Other studies that reported similar findings on this regard are those by Ricupero,
(2002) and Abereijo and Fayomi, (2005). These researchers found out that,
commercial bank loans extended to SMEs are often limited to the period far too
short to pay off any sizeable investment. This caused a major drawback in the
growth of SMEs.

4.2.3.3.3

Low Level of Entrepreneurial Skills

This study also has found out that, SMEs owners did not have entrepreneurial skills
on how to go about their business. For instance, most of them faced the problem of
poor record keeping, cash management, among others. So, they did not understand
how to keep records for their businesses, something very crucial in the management
of a business enterprise. Thus, it was necessary for the SMEs owners to operate the
businesses prudently without which it was possible to lose money.

4.2.3.3.4

Use of the Loans for Unintended Purposes

Most of the SMEs owners, faced the challenge of deviating the loan obtained from
the original purpose. It has been found out that, SMES owners misappropriated the
loans obtained to solve home matters, such as; payment of school fees, medical bills,
etc. Respondents borrowed money for their business but because they did not have
alternative means, they used loans obtained from MFIs for other untended purposes.
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This was also one of the major causes of SMEs owners failing to pay back the loans.
According to SMEs owners, sometimes, the tendency resulted into some businesses
becoming bankrupt.

4.2.3.4 Poor Record Keeping
SMEs owners covered in this study did not have the knowledge of keeping records
concerning their businesses. As a result, it was difficult to monitor the progress of
their businesses, be able to prepare financial statements, identify source of receipts
and keep track of deductible expenses. Basing on this fact, the willingness and
ability of SMEs owners to realize the importance of keeping its business records,
could be associated with the level of education. This was also further caused by the
low level of skills held by SMEs owners as; it was found out that, most of them did
not have entrepreneurial training on how to operate their businesses based on record
keeping and the like. Some SMEs owners did not actually, see the importance of
keeping records simply because, their businesses were small. This is an indication
that, they lacked entrepreneurial skills. In supporting this discovery, one of the
respondents had this to say:
“Some of us have very small businesses, even our working capital
is less than one million Tanzanian shillings, so what is record
keeping for? .......As a matter of fact, we can tell you everything
about our profits generated from the business. We operate our
businesses without looking at any book...I feel that, record keeping
is not necessary for my small entity”.

Likewise, some researchers had also raised concern on record keeping problems,
including as one of the problems facing SMEs. For instance, Osinde et al. (2013)
claim that, there is a very serious improper record keeping practices in SMEs,
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something that causes loss of money and that impairs growth. Mboma et al. (2010)
also found out that, there was a rampant poor record keeping among SMEs. The
authors further report that, many of the SMEs would rather focus on making and
selling their products or services than on keeping their books and records. Due to
that, they failed to keep track of the transactions of their business activities.
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CHAPTER FIVE
SUMMARY OF FINDINGS, CONCLUSIONS, AND RECOMMENDATIONS
5.0 Introduction
This study was put in place with three specific objectives to attain, namely:
identifying possible factors hindering the implementation of credit policies on loans
and advances to SMEs, determining the influence of credit contributions on the
growth of SMEs and investigating on the challenges facing SMEs, in accessing and
utilizing credit. The foregoing chapter presents findings and their discussions. This
has been done tactfully by using an analytic strategy as proposed by Yin (2000).
This chapter presents summary of the findings, conclusions and recommendations.
The chapter begins with the presentation of summary then followed by conclusions.
Finally, it provides recommendations on the way forward, limitations on the study
and closes by providing areas for future studies.

5.1 Summary of Finding
This section is devoted to summarizing the results of the study. As per the
requirements of a qualitative study, the section is organized by following the
analytical strategy (Yin, 2000).

5.1.1 Factors Hindering Implementation of Credit policies on Loans and
Advances to SMEs
Findings of this study have shown that, SMEs have reported several factors
concerning improper implementation of credit policies. These factors are: interest
rates on loan, collateral securities, false information provided by SMEs about
business and nature of business. Due to these issues, MFIs fail to implement their
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credit policies on loan and on the other hand, SMEs owners also failed to borrow
money from financial institutions because of the factors mentioned above. In fact,
this has caused MFIs managers fail to reach their targets concerning implementation
of credit policies.

5.1.2 Influence of Credit Contribution on the Growth of SMEs
Majority of SMEs owners amazingly, agreed that, most of the businesses were
owned and operated by business owners and that credit received, helped in
maintaining their businesses, improving their performance and providing profits to
the businesses. Furthermore, findings of the study showed clearly that, indeed, the
SMEs had grown in terms of the number of employees. While this was an indicator
of growth on the one hand, it was a source of employment for the society on the
other hand. Furthermore, it was a means of sustainability for families. All in all,
business owners agreed that, SMEs helped in making their businesses grow. Due to
this growth, it was revealed that, SMEs acquired new assets, increased sales, added
working capital and increased profitability. All these were associated with the
provision of credit received from MFIs.

5.1.3 Challenges in Accessing and Utilizing of Credit
Despite the influence of credit contributions on the growth of SMEs, there are some
challenges faced by SMEs in the accessing credit. Some of the SME respondents found
the process of accessing credit as an obstacle. Other challenges reported by SMEs as the
root cause of accessing loans were; the high interests on loans, inadequate time period

for loan disbursement, lack of collateral securities, and long procedure provided by
MFIs. In addition to that, owners of businesses faced the challenges of utilizing of
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credit. These included but not limited to; repayment period, low level of
entrepreneurial skills, use of the loans for unintended purposes, poor record keeping.

5.2 Conclusion
Based on the findings of this study, there are four areas where the study makes
contributions. They are; contributions to knowledge, policy, management practices
and on methodology as shown below.

5.1.1

Contributions to Knowledge

The study gives additional support regarding the role of credit on the growth of
SMEs. It is known that, there are studies which do not show impact of credit on the
growth of firms (Turner et al, 2008; Ehikioya and Mohammed, 2014), there are also
studies which show that, credits had put firms into poor conditions, than before
(Ditcher, 2006; Karnani, 2007; Roodman, 2009; Aremu and Adeyemi, 2011).
Nonetheless, there are studies which have documented positive results that credits
do help SMEs to grow (Onyina and Turnell, 2013; Aidoo, 2013; Olowe et al., 2013;
Siyad, 2013; Prah, 2016). This study is one of them. In other words, findings of this
study cement or solidify the relationship that, credits offer an opportunity for
business firms to grow, in terms of number of employees, assets base, profit, capital
investment, ability to handle home matters and ability to engage in social affairs.

5.1.2

Policy Contributions

This study has come up with a number of challenges that faced SMEs with respect to
accessing and utilizing credits from MFIs. Some of these challenges like high
interest rates charged by MFIs could be tacked at a policy level. It was very
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important for the central government to intervene and formulate some guidelines,
which MFIs could adhere to when setting interest charges to SMEs loan seekers.
This is important because it has ramifications to the existence and growth of firms,
which have significant contribution in the overall development of the country, for
example; employment creation, contribution to GDP, creation of affordable products
and services, poverty reduction, etc.

5.1.3

Contribution to Management

The various challenges facing SMEs documented in this study on the issues of
accessing and utilizing credits from MFIs, are within the reach of MFIs
management. MFIs could adopt best practices with regards to the procedure of
accessing credit, level of interest rates, consideration of time period for loan
disbursement, repayment period and easing of collateral securities. If consideration
on these issues was made, it could create stronger and sustained SMEs which could
continue to make business with MFIs as going concerns. On the other side, SMEs
management could adopt best practices in doing business by exactly following
accounting, production and marketing principles.

5.1.4

Methodological Contribution

One of the major concerns of a case study methodology, is the question of
determining the level of optimality with regards to the number of cases to be
involved. According to Yin (2000) as well as Miles and Huberman (1994); two to
four cases, would be adequate for generation of sufficient data and information.
According to Strauss (1987) also, selection of cases should adopt theoretical
sampling (considering cases of various categories) in order to allow comparison.
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This study, considered eight cases which were also selected based on the theoretical
sampling. Indeed, adequate data were obtained, such that, saturation was achieved. It
is therefore recommended that, a minimum of eight cases need to be adopted for
qualitative studies of this nature to be able to provide sufficient data and
information. It is also strongly recommended to apply theoretical sampling in
selection of cases.

5.2 Recommendations
Based on the findings documented, this study is making recommendations to three
main stakeholders, namely; central government, management of MFIs and SMEs
owners.

5.2.1

Recommendations to Central Government

1)

Drawing from all the cases involved in this study, the question of high
interest rates has been iterated by all SMEs operators. It has been found out
that, it is one of the major contributors of making SMEs not accepting to take
loans or the root cause of making SMEs fail in case they accept loans. It is
therefore recommended that, the government takes a lead in formulation
guidelines which should be followed by MFIs in interest rates. This will
rescue SMEs from being wiped in the market and will assist them, grow for
the betterment of the entire society.

2)

This study uncovered that, indeed, SMEs owners did not have
entrepreneurial skills and actually they operated their business entities
unprofessionally, like not keeping records and the like. The government, is
cordially advised to provide SMEs operators some training related to proper
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operation of businesses. This will help SMEs on the one hand but will also
ensure that government obtains its true share of revenue on the other hand.

5.2.2

Recommendations to the Management of MFIs

1)

As mentioned earlier, the question of high interest rate has been a huge
obstacle not only in implementing credit policies by MFIs, but also a
stumbling block to access of loans and growth of SMEs. It is thus
recommended that, MFIs sit down and consider reviewing downwards the
interests rates charged. This will be advantageous to SMEs loan seekers,
government, MFIs themselves as well as the society at large.

2)

Another issue of concern into accessing loans from MFIs, has been the long
time duration of loan disbursement starting from the day of application. This
has been partly caused by a cumbersome procedure laid down by MFIs
themselves. It advised that, MFIs look again into their procedure and try to
reduce or remove red tapes so that, loans could be accessed rather faster than
the way it is now. If this was done, it could enable SMEs to implement their
plans well and protect them from failure.

3)

In order to enable SMEs access loans, it is advised that MFIs look for
another approach of dealing with the collateral securities issue. This will
allow those without collaterals to also access credits for their businesses.

4)

Repayment period, has been mentioned to be a major hindrance of SMEs
growth and even proper utilization of the borrowed funds. In most cases,
SMEs spent the same borrowed money back to MFIs before putting it into
business operations due to a very short repayment period set by MFIs. It is
recommended that, MFI sit down once gain and adjust repayment time
period for fair and practical business dealing.
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5.2.3

Recommendations to SMEs Owners

1) SMEs owners are advised to train themselves on how business is operated.
Through training, they could grasp entrepreneurial skills that will enable them
conduct business operations professionally. This is key to the growth of their
firms.
2) SMEs owners, are strongly advised to strictly apply the loans for the intended
purposes only for them to realize their plans.

5.4 Limitation of the Study
This study was actualized in Dodoma Municipality. It has employed case study
methodology as opposed to survey methodology. The aim in this study was on in
depth analysis as opposed to high coverage. It is agreed and acknowledged that,
survey methodology could be used to generalize about populations but case study
methodology, has been used to provide lessons to learn and also generalize on
theories.

5.5 Area for Further Research
This study could be conducted by considering firms in other local settings to
uncover if they faced similar situations. It could also be conducted in this area by
considering survey methodology, to allow a large sample size of SMEs owners to
participate.
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APPENDICES
Appendix 1: Interview Guide for SMEs Owners/Managers
This study is based at the University of Dodoma. Its major objective is to investigate
on the contribution of credit on the growth of SMEs.– by Using a case approach in
Dodoma Municipality. Therefore, you are kindly requested to participate in this
study by responding to questions outlined in this form. In case the final account of
this work may contain confidential information and its account could be harmful to
organization or individual, confidentiality is assured by the University. Such report
will be seen only by the Supervisor and Examiner for examination purposes.
SECTION A: BACKGROUND CHARACTERISTICS
1) Name

of

Firm

……………………………........
2) Type

of

business

undertaken………………………………………………………………
3) Year
established……………………………………………………………………………
4) Size of firm. Please tick () appropriately.
Medium
Small

5) Level of education of the Business Owner
……………………………………………………….....................................
6) Business ownership. Please tick () appropriately.
Own business
Family business
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SECTION B: POSSIBLE FACTORS THAT HINDER IMPLEMENTATION
OF CREDIT POLICIES
7) Please identify possible factors which hinder implementation of credit
policies on loans to SMEs.
a) ……………………………………………………………………………
……………………………………………………………………………
…………
b) ……………………………………………………………………………
……………………………………………………………………………
c) ……………………………………………………………………………
……………………………………………………………………………
d) ……………………………………………………………………………
……………………………………………………………………………
e) ……………………………………………………………………………
……………………………………………………………………………
f) ……………………………………………………………………………
……………………………………………………………………………
g) ……………………………………………………………………………
……………………………………………………………………………
h) ……………………………………………………………………………
……………………………………………………………………………
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SECTION C: INFLUENCE OF CREDIT CONTRIBUTION ON THE
GROWTH OF SMES
8) Have you ever taken a loan for business purposes? Please tick ()
appropriately.
Yes
No

9) Please mention an institution from which you had taken a loan.
………………………………………………………………………………
10) When did you acquire the loan for the first
time?
…………………………………………
11) How much did you borrow? Tshs ………………………………
12) Do you think your business is: (Tick appropriately)
a)

Stagnant

b)

Expanding

c)

Shrinking

13) How big is your capital at the moment? Tshs……………………………
14) Do you think the increase in your capital is a result of credit you acquired?
Please tick appropriately.
Yes
No
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15) Please fill in the following table that shows whether your business has grown as a
result of the loan you obtained.
Growth indicator

Before the loan

Number of Employees
Capital

investment

into

the

business
Average Revenue per Year
Average net Profit per Year
Estimate

of

value

of

accumulated assets
Ability to finance home matters
like

buying

food,

paying

children‟s fees, etc
Ability to engage in matters
related to the society, example;
contributing

in

funerals,

weddings, etc.
Other (please mention)
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After the Loan

SECTION D: CHALLENGES
16) What challenges do you face in accessing the loans from financial
institutions? Please mention at least four.
a) ……………………………………………………………………………
……………………………………………………………………………
b) ……………………………………………………………………………
……………………………………………………………………………
c) ……………………………………………………………………………
……………………………………………………………………………
d) ……………………………………………………………………………
……………………………………………………………………………
e) ……………………………………………………………………………
……………………………………………………………………………
17) Which measures do you think should be taken in order to eradicate
challenges associated with accessing loans from financial institutions?
a) …………………………………………………………………………………
…………………………………………………………………………………
b) …………………………………………………………………………………
c) …………………………………………………………………………………
…………………………………………………………………………………
d) …………………………………………………………………………………
…………………………………………………………………………………
e) …………………………………………………………………………………
…………………………………………………………………………………
f) …………………………………………………………………………………
…………………………………………………………………………………
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18) What challenges do you face in utilizing the loans you have received? Please
mention at least four.
a) …………………………………………………………………………………
…………………………………………………………………………………
b) …………………………………………………………………………………
…………………………………………………………………………………
c) …………………………………………………………………………………
…………………………………………………………………………………
d) …………………………………………………………………………………
…………………………………………………………………………………
e) …………………………………………………………………………………
…………………………………………………………………………………
f) …………………………………………………………………………………
…………………………………………………………………………………
19) Which measures do you think should be taken in order to eradicate
challenges associated with utilization of the loans from financial institutions
for SMEs businesses?
a) …………………………………………………………………………………
…………………………………………………………………………………
b) …………………………………………………………………………………
…………………………………………………………………………………
c) …………………………………………………………………………………
…………………………………………………………………………………
d) …………………………………………………………………………………
e) …………………………………………………………………………………
f) …………………………………………………………………………………
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Appendix 2: Interview Guide for Microfinance Owners/Managers
This study is based at the University of Dodoma. Its major objective is to investigate
on the contribution of credit on the growth of SMEs. –by Using a case approach in
Dodoma Municipality. Therefore, you are kindly requested to participate in this
study by responding to questions outlined in this form. In case the final account of
this work may contain confidential information and its account could be harmful to
organization or individual, confidentiality is assured by the University. Such report
will be seen only by the Supervisor and Examiner for examination purposes.
SECTION A: BACKGROUND CHARACTERISTICS
1) Name of company/ organization ……………………………….
SECTION B: POSSIBLE FACTORS THAT HINDER IMPLEMENTATION
OF CREDIT POLICIES
2) What are the credit policies you rely on during provision of credit to SMEs?
Please mention at least three.
a) ……………………………………………………………………………
……………………………………………………………………………
b) ……………………………………………………………………………
……………………………………………………………………………
c) ……………………………………………………………………………
……………………………………………………………………………
d) ……………………………………………………………………………
……………………………………………………………………………
e) ……………………………………………………………………………
……………………………………………………………………………
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3) From your experience, identify possible factors that hinder implementation
of credit policies to SMEs. Please mention and explain at least four.
a) …………………………………………………………………………
………………………………………………………………………
Explanation…………………………………………………………
………...……...………………………………………………………
…………………..…………………………...…..…………………
……………………………..……………………………………….
………………………………………..………………………………
b) …………………………………………………………………………
………………………………………………………………………
Explanation…………………………………………………………
……….........…………………………………………………………
……………………………..…..……………………………………
………………………..….…………………………………………
…………………………………...……………………………...……
c) …………………………………………………………………………
……....………………………………………………………………
Explanation…………………………………………………………
………..……...........…………………………………………………
………………..…………..…………….…..………………………
…………………………………………………………………….…
………………………………….……………………………………
d) …………………………………………………………………………
………………………………………………………………………
Explanation…………………………………………………………
………..…….............………………………………………………
…………………………………………..…..………………………
…………………………............…………………………………….
………………………………………………………………………
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e) ……………………………………………………………………………
Explanation………………………………………………………………
………..............…………………………………………………….…..
……………………………………………………………………………
………….………………………………………………………………
…………………………...………..……………………………………
f) ……………………………………………………………………………
Explanation…………………………………………………………
……………..……..............…………………………………………
………………………………………………..…..…………………
………………………………………………………………………
………………………………………………………………………
…
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SECTION C: CHALLENGES FACING SMEs
4) From your experience with borrowers, what challenges SMEs face when they
access the loans? Please mention at least four.
a) …………………………………………………………………………
…………………………………………………………………………
…………………………………………………………………………
b) …………………………………………………………………………
…………………………………………………………………………
…………………………………………………………………………
c) …………………………………………………………………………
…………………..……………………………………………………
………………..…………..……………………………………………
d) …………………………………………………………………………
…………………..……………………………………………………
………………..………………………………………………………
e) …………………………………………………………………………
…………………..……………………………………………………
………………..………………………………………………………
f) …………………………………………………………………………
…………………..……………………………………………………
………………...………………………………………………………
5) In your opinion, which measures which measures should be taken in order to
overcome challenges associated with accessing credit from financial institutions?
Please mention at least four.
a) ……………………………………………………………………………
…………….………………………………………………………………
…………………...…………………………………………………………
…

135

b) ……………………………………………………………………………
…………….………………………………………………………………
…………………...…….....….……………………………………………
c) ……………………………………………………………………………
…………….………………………………………………………………
…………………...…………………………………………………………
d) ……………………………………………………………………………
…………….………………………………………………………………
…………………...……................................................................................
e) ……………………………………………………………………………
……………..………………………………………………………………
…………………..…………………………………………………………
f) ……………………………………………………………………………
………….....………………………………………………………………
…………………...…………………………………………………………
6) In your opinion, what challenges SMEs face in utilizing the loans they have
received? Please mention at least four.
a) …………………………………………………………………………………
…………………………………………………………………………………
…………………………………………………………………………………
b) …………………………………………………………………………………
…………………………………………………………………………………
…………………………………………………………………………………
c) …………………………………………………………………………………
…………………………………………………………………………………
…………………………………………………………………………………
d) …………………………………………………………………………………
…………………………………………………………………………………
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e) …………………………………………………………………………………
…………………………………………………………………………………
…………………………………………………………………………………
f) …………………………………………………………………………………
…………………………………………………………………………………
…………………………………………………………………………………
7) In your opinion, which measures do you think should be taken in order to
eradicate challenges associated with utilization of the loans by the SMEs?
a) …………………………………………………………………………………
…………………………………………………………………………………
…………………………………………………………………………………
b) …………………………………………………………………………………
…………………………………………………………………………………
…………………………………………………………………………………
c) …………………………………………………………………………………
…………………………………………………………………………………
…………………………………………………………………………………
d) …………………………………………………………………………………
…………………………………………………………………………………
…………………………………………………………………………………
e) …………………………………………………………………………………
…………………………………………………………………………………
…………………………………………………………………………………
f) …………………………………………………………………………………
…………………………………………………………………………………
…………………………………………………………………………………
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Appendix 1: External Examiner Corrections

S/N

Title

Type of errors

1.

Population

Population not Corrected

2.

Conceptual

as

external

stated

examiner advised

Not stated

Addressed as directed by

Framework
and

Response from Candidate

supervisor

Research

Gap
3.

Sample

and Not clear

Sampling

Addressed as directed by
supervisor

Frame
4.

Summary
Data

of The

summary Addressed as directed by

was required. It supervisor
is long chapter
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