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ABSTRACT
Over the years, SMEs sector had played a critical role in developing Tanzanian economy through creation of employment opportunities, income generation, equitable distribution of income whence contributing towards poverty alleviation. However, this sector suffers a number of challenges in domestic and global market competition, despite varieties of opportunities that appear along the way. Currently, SMEs in Zanzibar face traditional hardships in finance, management skills, poor cash flow, deficit in accounting and several problems that hinder them from achieving good performance. The main objective of this research was to identify factors influencing the performance of SMEs in Zanzibar.  In realizing this objective, the research used questionnaires as a method to collect key data from different SMEs and other stakeholders. Study findings indicated that there are several factors influencing the performance of SME;these include financial support, cash management, technology used and management capability and skills. The study recommends that SMEs in Zanzibar should strongly focus on looking for financial entities to have customer satisfaction by providing high quality and affordable products and services. This can be achieved through increased good financial support, improved management skills, provide good services, and multiple functions, reducing cost the products (Service cost) and enhancing promotional pricing.
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[bookmark: _Toc403552665]CHAPTER ONE
1.0 [bookmark: _Toc403552666]INTRODUCTION

1.1 [bookmark: _Toc403552667]Background   
The small business sector plays an important role in promoting and achieving economic growth and development as well as the widespread creation of wealth and employment. Around the globe, Small and Medium Enterprises (SMEs) have acquired a significant and pivotal position in the entire economic development process. Over the years, this sector has been playing a critical role in developing Tanzanian economy through creation of employment opportunities, income generation and equitable distribution of income towards poverty alleviation with limited official recognition. The objective of this research is to investigate factors influencing performance of Small and Medium Enterprises (SME’s). 
 
There are several definitions of SME. Wangwe (1999) argues that the definition of Micro and small enterprises (MSE) is slippery and has not been universally agreed. Categories of SME are defined in Tanzania follows; Small Enterprise has 5-49 employees and capital investment of 5M – 200M, Medium Enterprise 50 – 99 employee and capital investment above 200M – 800M, Large Enterprise 100+ employee and capital investment of 800M (URT.2002).  

SMEs have been and continue to play significant role in the economy of Zanzibar. This is especially true as most graduates, learning institutions as well as policy makers are beginning to accept the fact that the larger organizations cannot provide all the needed jobs, but would have to be complemented by the SMEs.
SMEs are known as the backbone of an economy and they serve in the regional development of a country through that creates of employment opportunities. The development of SMEs is seen globally, as a key strategy for economic growth, job generation and poverty reduction (Berry et al 2002).  Tanzania is characterized by   low capital   for investment; SMEs are the best option to address this problem. Normally SMEs lean to be more effective in utilizing local resources using simple inexpensive technology. SMEs play a fundamental role in utilizing local resources of which they add value in it. (World Bank, 2006).They differ from the large companies in terms of size, resources (financial, human) and furthermore the role of the entrepreneur where in an SME the entrepreneur is the owner and also the      manager. 

Upon company failure, its ‘stakeholders’ means investors, employees, suppliers and customers stand to lose financially. Investors lose the money they put into the business and unpaid creditors will often have to write off their debts, therefore, the failure of a large company may lead indirectly, to financial problems or even insolvency for individuals and businesses that have a financial stake in it. 

SMEs are more vulnerable to business pressures and generally tend to take more risks than larger companies. They also are less likely to have highly developed internal organizational structures, employing qualified accountants amongst their employees and sophisticated in-house procedures to manage internal control and to monitor business performance and cash flow. SMEs are frequently managed by an entrepreneur or in the case of middle-sized structures by a management employed by the entrepreneur. It is usually preferred that the major obstacle to saving viable businesses is getting the entrepreneurs to take expert advice in good time. Prevention is at all times better than cure.

Starting and commissioning a small business includes a possibility of success as well as failure. Because of their small size, an easy management mistake is likely to lead to certain death of a small enterprise hence no chance to learn from its past mistakes.

 Among many challenges facing SMEs in Tanzania is lack of planning, improper financing and poor management has been source of the main causes of failure of small enterprises (Longenecker, et.al. 2006). Lack of credit facilities has also been identified as one of the most serious limitations facing SMEs and hindering their development (Oketch, 2000; Tomecko & Dondo, 1992; Kiiru, 1991). In Tanzania credit facilities to SMEs are in the form of loans, or debt financing offered by banks, which will provide growth of capital for SMEs. One of the major obstacles concerning credit facility is the perception of banks that offering loans to SMEs as they find it as a high risk in terms of loan repayment. 

Education may have a positive impact on performance of firms (King and McGrath, 2002). Those business with larger accumulation of human capital, in terms of education and (or) vocational training, are better placed to adapt their enterprises to constantly changing business environments (King and McGrath, 1998). Infrastructure as it means provision of access roads, adequate power, water and sewerage has been a major limitation in the development of SMEs. 
Several researchers have observed that the health of the economy as a whole has a strong relationship with the health and nature of micro and small enterprise sector. When the state of the micro economy is less favorable, the chances for profitable employment expansion in SMEs are limited. In fact this is true especially for those SMEs that have linkages to larger enterprises and the macro economy. Having this scenario, consideration of the dynamics of SMEs is necessary for the development of the economy as a whole. 
[bookmark: _Toc330229052]
1.2 [bookmark: _Toc403552668]Statement of the Problem
SMEs play an important role in utilizing and adding value to local resources.  Performance of SMEs has been the main focus of a number of researchers. It has been considered as one of the most important critical factors behind economic success of both developed and developing countries due to their multiple contributions in economic growth, employment generation and innovations (Kongolo, 2010).  Development of SMEs facilitates distribution of economic activities and thus may promote equitable income distribution among citizens. Key influencing factors towards efficient and effective SMEs performance   are   management, capital, planning, accounting, cash flow management, financial institutions and education.  

Despite the role of SMEs in the Zanzibar economy, little is known on factors influencing their performance. The financial constraints they face in their operations are daunting and this has had a negative impact on their development and also limited their potential to drive the national economy as expected. This is worrying for a developing economy without the requisite infrastructure and technology to attract big businesses in large numbers.

Most SMEs in Zanzibar lack the capacity in terms of qualified personnel to manage their activities. As a result, they are unable to publish the same quality of financial information as those big firms and as such are not able to provide audited financial statement, which is one of the essential requirements in accessing credit from the financial institution. This is buttressed by the statement that privately held firms do not publish the same quantity or quality of financial information that publicly held firms are required to produce. As a result, information on their financial condition, earnings, and earnings prospect may be incomplete or inaccurate. In most cases SME’s faces the issue of inadequate capital to meet the collateral requirement by the banks before credit is given out.

Therefore, this study looked on SMEs performance in Zanzibar aimed on identifying the main variable(s) particularly hampering their performance. Once all issues of SMEs are addressed appropriately, most of SMEs through effective utilization of limited resources such as capital and labor would realize the desired incentives: poverty alleviation, reduction of crimes, low unemployment rate, and become competitive internally and internationally. 

1.3 [bookmark: _Toc403552669]Objectives
1.3.1 [bookmark: _Toc403552670]Main Objective
The main objective of the study is to examine factors influencing performance of Small and Medium Enterprises in Zanzibar.
1.3.2 [bookmark: _Toc403552671]Specific Objectives
The specific objectives of this study are: 
i) To identify the critical factors that drive SMEs performance.
ii) To identify measure weaknesses in the performance of Zanzibar SMEs.
iii) To find the gap between SMEs production and potential market.

1.3.3 [bookmark: _Toc403552672]Specific Research Questions
[bookmark: _Toc261084130][bookmark: _Toc261084467][bookmark: _Toc261368620][bookmark: _Toc264377271][bookmark: _Toc266881663][bookmark: _Toc266888098]In order to realize the above objectives, answers to the following research questions need to be sought.
i) [bookmark: OLE_LINK9][bookmark: OLE_LINK10]Which critical factors drive SMEs performance in Zanzibar?
ii) What are the measure weaknesses in the performance of Zanzibar SMEs?
iii) What is the gap between SMEs production and the potential market?

1.4 [bookmark: _Toc403552673]The Significance of the Study
The research will have the following significance:
· It will identify the critical factors that drive SMEs performance.
· It will identify measure weaknesses in the performance of Zanzibar SMEs.
· It will find the gap between SMEs production and potential market. 
· The study will provided basic information to government, financial institutions, and business development services.
· It will provide knowledge to business owners on factors influencing performance of SMEs.
· It will contribute to the development of   policy related issues for small and medium enterprises.  
1.5 [bookmark: _Toc403552674]Scope of the Study
The study looks at the factors influencing the performance of SMEs in Zanzibar. It will focus on selected SMEs from Zanzibar Municipality, Financial Institutions, Colleges, Universities and local merchants in the community including Mombasa min-super market, Mombasa bakery, Mfereji wa Wima stationery and Multi Choice Safaris and travel agents.  It discusses the resources available, technology and policies under which the SMEs are established and managed.

1.6 [bookmark: _Toc266881666][bookmark: _Toc266888101][bookmark: _Toc403552675]Organization of the Dissertation
This dissertation is organized into five chapters as follows:
Chapter One: This is an introductory chapter, which covers the background to the study, statement of the research problem, the objectives of the research. The Chapter also presents the research questions and significance of the study.

Chapter Two: Chapter Two presents literature review of problems associated with the factors influencing performance of Small and Medium Enterprises as proposed by other scholars.

Chapter Three: Chapter Three presents the methodology adopted. The chapter provides a detailed discussion of various techniques used to obtain and analyze data for the research.

Chapter Four: This chapter outlines the study findings and analysis that enabled the researcher to provide appropriate conclusions and recommendations.
Chapter Five: Chapter Five provides conclusion and recommendations of the research.  
[bookmark: _Toc403552676]
CHAPTER TWO
[bookmark: _Toc403552677]LITERATURE REVIEW

[bookmark: _Toc403552678]2.1 Introduction
This Chapter will mainly focus on important issues related to SMEs that will identify the critical factors that drive SMEs performance and identify measure weakness in the performance of Zanzibar SMEs. The chapter will also will look at the gap between SMEs production and the potential market. 

[bookmark: _Toc403552679]2.2.1 Definitions
 Performance is a major although not the only prerequisite for future career development and success in the labor market. Although there might be exceptions, high performers get promoted more easily within an organization and generally have better career opportunities than low performers (VanScotter, Motowidlo, & Cross, 2000). Organizations need highly performing individuals in order to meet their goals, to deliver the products and services they specialized in, and finally to achieve competitive advantage. Performance is also important for the individual. Accomplishing tasks and performing at a high level can be a source of satisfaction, with feelings of mastery and pride. Low performance and not achieving the goals might be experienced as dissatisfying or even as a personal failure. 

Authors agree that when conceptualizing performance one has to differentiate between an action (i.e., behavioral) aspect and an outcome aspect of performance (Campbell, 1993). The behavioral aspect refers to what an individual does in the work situation. It encompasses behaviors such as assembling parts of a car engine, selling personal computers, teach- ing basic reading skills to elementary school children, or performing heart surgery. Not every behavior is subsumed under the performance concept, but only behavior which is relevant for the organizational goals: “Performance is what the organization hires one to do, and do well” (Campbell et al., 1993, p. 40). Thus, performance is not de fined by the action itself but by judgmental and evaluative processes. Moreover, only actions which can be scaled, i.e., measured, are considered to constitute performance (Campbell et al., 1993)

[bookmark: _Toc403552680]2.2.2 Small and Medium Enterprises
 SMEs nomenclature is used to mean micro, small and medium enterprises. It is sometimes referred to as micro, small and medium enterprises (MSMEs). SMEs cover non-farm economic activities mainly manufacturing, mining, commerce and services. There is no universally accepted definition of SME. Different countries use various measures of size depending on their level of development. The commonly used yardsticks are total number of employees, total investment and sales turnover. In the context of Tanzania, micro enterprises are those engaging up to 4 people, in most cases family members or employing capital amounting up to Tshs.5.0 million. The majority of micro enterprises fall under the informal sector. Small enterprises are mostly formalized undertakings engaging between 5 and 49 employees or with capital investment from Tshs.5 million to Tshs.200 million. Medium enterprises employ between 50 and 99 people or use capital investment from Tshs.200 million to Tshs.800 million (SMEDP, 2002).
The SME policy and Zanzibar Strategy for Growth and Reduction of Poverty (ZSGRP) aim at fostering job creation through the establishment of new SMEs and improving the performance and competitiveness of the existing one.

[bookmark: _Toc403552681]2.2.3 Entrepreneur
Entrepreneur   is a person who attempts to make profit by taking risk and initiative (Oxford dictionary).  

[bookmark: _Toc403552682]2.3 Characteristics of SMEs 
[bookmark: _Toc403552683]2.3.1 Characteristics SMEs in the World
[bookmark: OLE_LINK12][bookmark: OLE_LINK13]Nevertheless, a substantial amount of work has been done to assess the roles that SMEs play in driving gross domestic product (GDP) growth and sustaining employment. The evidence suggests that SMEs are vitally important for economic health, in both high-income and low-income economies, worldwide (World Bank, 2013).

As this report illustrates, SMEs were adversely affected by the global financial crisis of 2008. Some have continued to struggle, with revenues and employment levels remaining subdued in the following years. Others have recovered relatively fast, indicating the resilience of the SME sector. Many have suffered from reduced access to finance and increased costs of credit (Fraser, 2010).

Governments around the world have responded in a variety of ways. To assist SMEs in particular, policymakers’ attention has focused on supporting working capital, easing access to finance, implementing a better regulation agenda, and encouraging SME investment in new technologies or markets (World Bank, 2013).

Evidence also shows that when SMEs become internationalized, particularly when they start exporting to foreign markets, their contribution to their home economy increases. For this to happen, substantial barriers need to be overcome. SMEs can face difficulties in financing international activity, identifying opportunities and making appropriate contacts in their target markets (Wymenga et al., 2012).

[bookmark: _Toc403552684][bookmark: OLE_LINK11][bookmark: OLE_LINK24][bookmark: OLE_LINK25]2.3.2 Characteristics of SMEs in Developing Countries
The most commonly occurring ‘internal’ factor in business failure among SMEs is poor management. Even other internal causes of business failure are often inevitably linked to poor management. This term is used here in a broad sense to refer to the failure of the management of an SME to be able to ensure that problems are identified promptly and the correct solutions applied, so as to give the company the best possible chance of survival and growth (Berry et al., 2002).

Management competence is clearly an issue for businesses of all sizes, since it is management which is invariably responsible for making all the important commercial decisions in the company. However, the smaller the business, the less likely it is that a company will have, in-house, the specialist financial skills and experience which are vital for ensuring that the decisions made are ones which will best serve the company’s financial interests (Winborg and Landstrom, 2000).

Most small businesses are established by one entrepreneur, or a small group of them, who have what they believe, is a good idea for creating a specific product or providing a particular service. They will usually have skills and experience in the area of activity for which the new business is formed (Coleman, 2000).

But however good their products and services may be, many SME entrepreneurs do not always have skills and experience in areas such as business planning financial reporting, marketing, customer relations and financial management. Managing a successful SME requires not only good creative and operational skills but good business skills too. Many SMEs do not appreciate until it is too late that, if they do not have these skills in-house, then the success of their business may well depend on them importing those skills from specialist advisors from outside the company or quickly developing basic business skills themselves (Coleman, 2000).

In the case of micro and small enterprises (with headcount below 50 employees), the risk of insolvency rises significantly when the entrepreneur has insufficient technical and practical expertise to monitor the financial performance of the business alone, or simply has not enough time to do so. He might also be unwilling to delegate, either to competent employees or external financial accountants or advisors (King and McGrath, 2002).

In the case of medium-sized enterprises (with headcount between 50 and 250 employees), the organizational structure is more complex and the company is not necessarily managed by the entrepreneur. The company is at risk when management does not possess the appropriate knowledge and either do not recognize this lack of expertise or are not willing to ask for advice, for example for fear of losing their jobs.
In both cases if management is not able to identify problems and threats when they occur, they will not be able to face up to them and to consider the possible remedial actions which they could take; if it does not face up to these issues promptly, it risks being overwhelmed by them. The ultimate result of poor management is that the company is not efficiently or effectively managed. The SME cannot afford to let such a situation to continue (Fraser, 2010).

SMEs in developing countries face a financing gap that undermines economic prosperity. SMEs are a fundamental part of the economic fabric in developing countries, and they play a crucial role in furthering growth, innovation and prosperity. Unfortunately, they are strongly restricted in accessing the capital that they require to grow and expand, with nearly half of SMEs in developing countries rating access to finance as a major constraint. They might not be able to access finance from local banks at all, or face strongly unfavorable lending conditions, even more so following the recent financial crisis. Banks in developing countries are in turn hampered by the lack of lender information and regulatory support to engage in SME lending. The overall result is absence of a well-functioning SME lending market, and SMEs are impeded in their growth, with negative consequences for innovation, economic growth and macro-economic resilience in developing countries (World Bank, 2013).

SMEs can in fact become the engines that sustain growth for long-term development 
in developing countries. When growth becomes stronger, SMEs gradually assume a key role in industrial development and restructuring. They can satisfy the increasing local demand for services, which allows increasing specialization, and furthermore support larger enterprises with services and inputs (Fjose et al., 2010).

[bookmark: _Toc403552685]2.3.3 Characteristics of  SMEs in Tanzania
A distinguishing feature of SMEs from larger firms is that the latter have direct access to international and local capital markets whereas the former are excluded because of the higher intermediation costs of smaller projects. In addition, SMEs face the same fixed cost as Large Scale Enterprises in complying with regulations but have limited capacity to market product abroad (Kayanula & Quartey, 2000).

SMEs in Tanzania can be categorized into urban and rural enterprises. The former can be subdivided into ‘organized’ and ‘unorganized’ enterprises. Organized ones tend to have employees with a registered office and are mostly solely owned by an individual whereas the unorganized ones are mainly made up of artisans who work in open spaces, temporary wooden structures or at home and employ little or in some case no salaried workers. They rely mostly on family members or apprentices. Rural enterprises are largely made up of family groups, individual artisans, women engaged in food production from local crops. 

The major activities within this sector include: soap and detergents, fabrics, clothing and tailoring, textile and leather, village blacksmiths, timber and mining, bricks and cement, beverages, food processing, wood furniture, electronic assembly, agro processing, chemical based products and mechanics (Liedholm & Mead, 1987; Osei et al., 1993) as cited by (Kayanula & Q y, 2000).

[bookmark: _Toc392928379]SMEs account for nearly 93% of the registered businesses in Tanzania and therefore play an important role in economic development by providing employment opportunities, opening up new business opportunities, enhancing entrepreneurship, and fostering creativity among many other things. Kayanula and Quartey (2000) recognize them as the engines through which the growth objectives of developing countries can be achieved and are potential sources of employment and income in many developing countries. Mensah (2005) makes the analogy that SMEs act like sponges by soaking up surplus labour to provide a large share of employment and income in Tanzania. This sector is characterized by low levels of education and training of the self employed. They are mostly family owned businesses and there is little separation of the business finances from that of the owners even to the point that the owners or operators personal account is the same as that of the business. SMEs in Tanzania are heterogeneous group- ranging from small workshops making furniture, metal parts and clothing to medium-sized manufactures of machinery as well as service providers such as restaurants, consulting and computer software firms. Some are traditional ‘livelihood’ enterprises that are satisfied to remain small; others are growth-oriented and innovative (Ngowi, 2009).

[bookmark: _Toc403552686]2.3.4 Characteristics of SMEs in Zanzibar
It has been confirms that most businesses in Zanzibar are in the SMEs category (OCGS, 2004). According to the United Republic of Tanzania (URT) SMEs create employment, reduce income disparities and expand economic opportunities among citizens. They have a significant contribution in utilizing and adding value to local resources and services within the economy and thus foster equitable income distribution (URT, 2002).  The report on the role of SMEs in economic development in Zanzibar issued by the central Bank of Tanzania also confirms that SMEs are principal driving forces in economic development; they generate employment, help diversify economic activities and make a significant contribution. 

As a matter of course, these developments are accompanied by an increase in disregard of fundamental principles and rights at work. Working conditions are very poor in Zanzibar and workers do not seem to do well in having representative bodies such as trade unions. Many workers in SMEs are not members of TUs as compared to workers in larger firms (Mzee, 2007). Because of their power and control over workers, employers seem to weaken their ability to organize and have voice for their basic rights (Tibandebage et al., 2001). Also, the Ministry of Trade and Industries indicates that, there are many constraints hindering development of SMEs in Zanzibar. They include unfavorable legal and regulatory framework, ineffective and poorly coordinated institutional framework (MTIM, 2006). In addition, Tibandebage et al., (2001) argue that lack of labour standards are often crucial and source of controversy in small enterprises, and the absence of effective management relations is the source of instability which undermines the development of economy. Taking into account international experiences some authors find that labour standards are not applied in SMEs because many workers are not registered (Khan 1993). Furthermore, Marlow (2002) indicates that owners in the SMEs are resistant to legal regulations due to the administrative burden. Managers are ignorant of legislation and resistant to creating good relationships with their employee

[bookmark: _Toc403552687]2.4 Importance of Small and Medium Enterprises
It is estimated that about a third of the GDP originates from the SME sector. According to the Informal Sector Survey of 1991, micro enterprises operating in the informal sector alone consisted of more than 1.7 million businesses engaging about 3 million persons that was, about 20% of the Tanzanian labour force. Though data on the SME sector are rather sketchy and unreliable, it is reflected already in the above data that SME sector plays a crucial role in the economy (Zanzibar Economic Bulletin, 2009).

Since SMEs tend to be labour-intensive, they create employment at relatively low levels of investment per job created. At present, unemployment is a significant problem that Tanzania has to deal with. Estimates show that there are about 700,000 new entrants into the labour force every year. About 500,000 of these are school leavers with few marketable skills. The public sector employs only about 40,000 of the new entrants into the labour market, leaving about 660,000 to join the unemployed or the underemployed reserve. Most of these persons end up in the SME sector, and especially in the informal sector. Given that situation and the fact that Tanzania is characterized by low rate of capital formation, SMEs are the best option to address this problem.

SMEs tend to be more effective in the utilization of local resources using simple and affordable technology. SMEs play a fundamental role in utilizing and adding value to local resources. In addition, development of SMEs facilitates distribution of economic activities within the economy and thus fosters equitable income distribution. Furthermore, SMEs technologies are easier to acquire, transfer and adopt. Also, SMEs are better positioned to satisfy limited demands brought about by small and localized markets due to their lower overheads and fixed costs. Moreover, SME owners tend to show greater resilience in the face of recessions by holding on to their businesses, as they are prepared to temporarily accept lower      compensation.

[bookmark: _Toc403552688]2.5 SMEs Contribution to Economic Development and Growth
“The private sector is the engine of growth of the economy therefore they must be given the necessary tools to increase their growth” (Anyima, 2006). Economic development is a process of economic transition involving the structural transformation of an economy through industrialization, rising GNP, and income per head.

Economic growth on the other hand, contributes to the prosperity of the economy and is desirable because it enables the economy to consume and contribute to more goods and services by increasing investment, increase in labour force, efficient use of inputs to expand output, and technological progressiveness. Any nation that experiences economic development and growth will benefit from improvement in the living standards especially if the Government can assist in growth by implementing complementary and growth-enhancing monetary and fiscal policies (Baker & Sinkula, 2002).
The SME sector is considered very important in many economies because they provide job, pay taxes, are innovative and very instrumental in countries participations in the global market. Beck and Kunt (2004) stated that SME activity and economic growth are important because of the relatively large share of the SME sector in most developing nations and the substantial international resources from sources like the World Bank group, that have been channeled into the SME sector of these nations.

Researchers have observed that SMEs enhances competition and entrepreneurship therefore they suggest that direct government support can boost economic growth and development. Also SMEs growth boost employment more than large firm because they are labour intensive and make better use of scarce resources with very small amount of capital.

Hellberg (2000) also states that developing countries should be interested in SMEs because they account for large share of firms and development in these countries. Carton & Hofer (2010) contended that SMEs are not only important because they are a source of employment but also because they are a source of efficiency, growth and economic decentralization.

Finally, SMEs are very important in the fight against poverty as they help in the poverty reduction strategy for most government especially those in the developing countries were poverty is most severe. Since they employ poor and low income workers and are sometimes the only source of employment in the rural area, their contribution cannot be overlooked (Longman, 2000).
[bookmark: _Toc403552689]2.6 Constraints Faced by SMEs
[bookmark: _Toc403552690] 2.6.1 Accessing Credit
Access to bank credit by SMEs has been an issue repeatedly raised by numerous studies as a major constraint to industrial growth. A common explanation for the alleged lack of access to bank loan by SMEs is their inability to pledge acceptable collateral (Davidsson, 2004). In his view the current system of land ownership and transfer regulations clearly retard and to some extend limits access to formal credit. 

Firstly, due to lack of clear title to much usable land in Tanzania, there is a limited amount of real property that can be put up as collateral.

Secondly, where title or lease is clear and alienable, transfer regulation needlessly delay the finalization of mortgages and consequently access to borrowed capital.
[bookmark: OLE_LINK5][bookmark: OLE_LINK6] 
[bookmark: OLE_LINK32][bookmark: OLE_LINK33]Takenouchi et al. (2010) supported the view of Farrel (2000) that from the view point of private sector, problems related to finance dominate all other constraint to expansion. The authors (Takenouchi et al., 2010) claimed that the availability of collateral plays a significant role in the readiness of banks to meet the demand of the private sector. Collateral provides an incentive to repay and offset losses in case of default. Thus collateral was required of nearly 75 percent of sample firms that need loans under a study, which they conducted on the demand supply of finance for small enterprises in Tanzania. The study also indicated that 65 percent of the total sample firm had at various times applied for bank loans for their business. Nevertheless a large proportion of the firm had their application rejected by banks. For firms that put in loans applications there was almost 2:1 probability that the application would be rejected. Firms receive loans for much less than they requested for. Among firms that had their applications rejected, lack of adequate collateral (usually in the form of landed property) was the main reason given by banks. Aryeetey et al. (1994) suggest that banks can offer alternative to property as collateral such as guarantors, sales contract and liens on equipment financed.

SMEs face more challenges in doing business than large enterprises because of the difficulties in financing start-up and expansion. Foley & Fahy (2004) found that small firms tend to experience more difficulties than medium-sized firms, which also experience more difficulties than large firms. In most countries, especially developing nations, lending to small businesses and entrepreneurs remain limited because financial intermediaries are apprehensive about supplying credit to businesses due to their high risk, small portfolios, and high transaction cost.

According to Frishammar & Horte (2007) cost of transaction contributes to the inability of the SMEs to access finance. They are of the opinion that if transaction cost of lending are high the net margin banks expect from loans operation do not compare favorably against safe investment represented by treasury bonds. 

The authors (Frishammar & Horte) also share the same view that if a lender face information asymmetry, the issue often becomes somewhat persuasive authority he or she holds in ensuring repayment. These push up transaction cost as the probability of default is assumed to be high and has to be contained. Thus lenders may avoid lending to smaller or lesser known clients or impose strict collateral requirements when they do. They may perceive clients in ways that would overcome the latter own perception of the difficulty in obtaining formal finance.

In investigating whether lending to SMEs in Tanzania was more expensive that lending to larger enterprise in terms of loan screening, loan monitoring and contract enforcement, banks estimate that screening to gather information about the applicant and project, review the feasibility study, do the credit analysis and make a decision, an average of 16 man days for large scale applicant and that of small scale applicants takes 24 man days.

Similar results obtained for loan monitoring and contract enforcement suggest that the transaction cost of SME lending were higher than those for large enterprise per loan though a similar study undertaken by Hakala & Kohtamaki (2010) on the transaction cost of lending covering sixty bank branches in Tanzania suggested that there was no statistically significant difference in the cost of administering loans to smaller and larger enterprises.

They further state that the internal organization of most banks is such that SMEs applying for loans deal with branch staffs that have little say in the decision, whereas major decisions are taken at the head office of official who know little about the enterprise. This arrangement ensures that many potential SME borrowers do not have the chance to interact with the few trained project personnel before applications are made. There is a high probability that many potential good project are turned down because distant credit officers lack enough undocumented information to form an opinion on the projects and especially on entrepreneurs.

Despite SMEs strong interest in credit, commercial banks profits orientation may deter them from supplying credit to SMEs because of the higher transaction cost and risk involved. Firstly, SMEs loan requirement are small so the cost of processing the loan tend to be high relative to the loan amounts. Secondly, it is difficult for financial institutions to obtain the information necessary to assess the risk of new unproven ventures especially because of the success of small firms often depends heavily on the ability of the entrepreneur. Thirdly, the probability of failure for new small ventures is considered to happen (Herrington, 2003).

Chauhan (2011), however, indicates that other alternatives to loans secured by real and movable property have practical constraints. For example, it is possible to take security interest in liquid assets, the foreclosure upon which is much quicker than that for real and movable property. 

However, a number debtors especially traders are not in the habit of saving money in liquid accounts, rather they turn to either move it into the informal economy or reinvest in their business. Another alternative would be for the banks to accept the assignment of contractual benefits from borrowers. Though this arrangement is known in Tanzania, it is not chosen by banks as they prefer to stay out of other contracts (Izquierdo & Samaniego, 2007). It is very important to ascertain how much money your business will require; not only the costs of starting, but the costs of continuing in business. It is important to take into consideration that many businesses take a year or two to get going. This means you will need enough funds to cover all costs until sales can eventually pay for these costs. 

[bookmark: _Toc403552691]2.6.2 Inappropriate Sources of Finance
Mix of risk capital and loan capital which is unbalanced represents a threat to the solvency of the business (Fjose, 2010).

An intense reliance on loan finance can test the company’s cash flow position, leading to excessive debts for the company to repay capital and associated interest, especially when loan conditions allow the lender to vary interest rates.
If the company starts to experience financial problems, insufficient risk capital will only worsen the situation, as the existing loan capital may prevent raising further debt finance.

Furthermore, inappropriate financing options result in an inconsistency between the liquidity of assets and the sources of financing, such as financing short-term assets with long-term loans, instead of short-term debt, or borrowing short to invest long. 

[bookmark: OLE_LINK1][bookmark: OLE_LINK2][bookmark: _Toc403552692]2.7 The Significance of SMEs
[bookmark: OLE_LINK3][bookmark: OLE_LINK4][bookmark: _Toc403552693]2.7.1 Employment
There are several challenges facing Zanzibar MSMES in manufacturing sector, agriculture, tourism and financial sectors. According to ZSGRP(2007), the main challenges in the manufacturing sector include the lack of a well established industrial infrastructure for attracting Foreign Direct Investments (FDIs) and local investors, low industrial skills, cumbersome licensing and investment approval procedures, low quality of products, low knowledge among the business community for accessing market as well as limited credit facilities.

[bookmark: OLE_LINK44][bookmark: OLE_LINK45]Challenges in the tourism sector are poor and inadequate infrastructure services such as road networks, airports, power, water, hotels, weak linkages between tourism and other related sectors particularly agriculture, low capacity for collecting revenue, low skills in tourism management as well as dilapidating historical, heritage and tourist attractions. Other challenges include the existence of multiple trade licensing agencies, application of non-tariff barriers on Zanzibar’s exports, existence of multiple trade/exports examination points, absence of an export strategy and poor information as a result of inadequate market research and market intelligence. 

In the financial sector, commercial lending rates have been relatively high, ranging between 13 to 17percent but negotiated lending rates have been lower ranging between 7.0 percent and 11.0 percent. Savings rates, on the other hand, have been extremely low averaging 2.4 percent since 2002. The challenge is to narrow the spread rate between lending and saving. Micro Finance Institutions (MFIs) have been lending out at relatively higher interests rate compared to commercial banks; the average lending rate is about 30.0 percent. There is a need to review the lending rates downwards with a view to attracting more borrowers in the scheme and hence increase multiplier effects of the loans and create employment opportunities and higher income generation particularly among the poor. 
[bookmark: _Toc403552694]2.7.2 Resource Utilization
SMEs lean to be more effective in the utilization of local resources using simple and reasonable technology. SMEs play essential role in utilizing and adding value to local resources (URT, 2002). Development of SMEs facilitates distribution of economic activities and thus promotes equitable income distribution. In addition, SMEs technologies are easier to obtain, transfer and adopt. Moreover, SMEs are better positioned to satisfy inadequate demands brought about by small and localized markets due to their lower overheads and fixed costs.

2.8 [bookmark: _Toc403552695]Factors Affecting SMEs Performance
 SMES  performance is influenced  by  both  internal  factors ,some are predictable  while others  are  not. The following is brief description of both types.

[bookmark: _Toc403552696]2.8.1 Internal Factors Affecting SMEs Performance
Normally internal business problem are more possible to be predictable than matters which are external to the business. Consequently, ‘internal’ threats to the capability of a business are more capable of being anticipated and planned forth threats from external. These are the factors that are at great extent controllable by an organization (Cassar, 2004; Barbosa and Morraes, 2004).
 
[bookmark: _Toc403552697]2.8.1.1 Poor Management
The most common factor in business failure among SMEs is poor management, of which other internal causes of business failure are regularly without doubt linked to poor management. 
Management competence is with no doubt an issue for businesses, since it is management which is always responsible for making all the important commercial decisions in the company (Hellriegel et al., 2008). Managerial competencies are vital to the survival of new SMEs. Martin and Staines (2008), found that lack of managerial experience and skills are the main reasons why business fail. Herrington and Woods (2003), point out that in South Africa, lack of education and training has lessened management capacity in new firms.

Most small businesses are made by one entrepreneur, or a small team of them, who jointly they believe in a good idea for creating a specific product or providing a particular service. Normally they have skills and experience in the area of activity for which the new business is formed.

However perfect their products and services may be, most of SME entrepreneurs do not always have skills and experience in areas such as business planning financial reporting, marketing, customer relations and financial management (Gilmore et al., 2001). Successful SME requires not only good creative and operational skills but also good business skills too. Referring to (URT, 2002), SME operators in Tanzania have low levels of business management and entrepreneurship skills and seem not to appreciate the importance of business education. Furthermore, the quality of training provided by existing business training institutions and costs involved discourages entrepreneurs from seeking further knowledge and skills about the various types of business they operate. Most of SMEs appreciate this fact until it is too late that, if these skills are missed in-house, then it is prudent to importing those skills from specialist advisors from outside the company or quickly developing basic business skills themselves for the success of the company.

A new business will need to make sure that it prepares a precise business plan. Any lack of a track record of commercial viability of the business will mean that any prospective commercial lender will look upon it with some caution, and will always attach tough conditions to any loans which it is prepared to advance.

In the case of micro and small enterprises (with headcount below 50 employees), the risk of insolvency rises drastically when the entrepreneur has insufficient technical and practical expertise to monitor the financial performance of the business alone, or simply has not enough time to do so. He might also be unwilling to delegate, either to competent employees or external financial accountants or advisors.

For medium-sized enterprises (with headcount between 50 and 250 employees), the organizational structure is more complicated and the company is not necessarily managed by the owner. The company is at danger when the appointed management does not possess the appropriate knowledge and either not aware that this lack of expertise or are not willing to seek advice, for example for fear of losing their jobs.

For the above two scenarios if management is not able to identify problems and threats when they occur, then they will not be able to face them and to think the possible remedial actions which they could take; If it does not face up to these issues promptly, it risks being overwhelmed by them. The final result of poor management is that the company is not efficiently or effectively managed. The SME is not in a position to let such a situation to continue.

[bookmark: _Toc403552698]2.8.1.2 Insufficient Capital
A common serious mistake for a number of failed businesses is having insufficient operating funds. Business owners miscalculate how much money is needed and they are forced to close before they even have had a fair chance to succeed. They also may have an unrealistic expectation of incoming revenues from sales.

It is very important to ascertain how much money your business will require; not only the costs of starting, but the costs of continuing in business. It is important to take into consideration that many businesses take a year or two to get going. This means one will need enough funds to cover all costs until sales can eventually pay for these costs. Most of SME sector in Tanzania has limited access to credit facilities due to the following factors: the sector is alleged as a high risky; lack of ability of the SME operators to fulfill the collateral requirements (Cassar, 2004); lack of a guarantee scheme to back up banks financing SMEs; and inability of borrowers to prepare and present business plans that meet bank's requirements URT, (2002); Isern and Porleous, (2005) observed that, there is a bureaucratic procedure in accessing credit facilities from these institutions especially to SMEs. Meanwhile, according to Kazi (2003), in Tanzania, most credit schemes are focused to large businesses only and do not provide credit to the SME sector.

[bookmark: _Toc403552699] 2.8.1.3 Lack of Planning
 Research has consistently shown that most SMEs do not engage in strategic business 
planning (Robinson & Pearce, 1984; Sexton & van Auken ,1985; Berman, Gordon &Sussman, 1997; Orser, Hogarth-Scott & Riding,2000; Sandberg, Robinson & Pearce, 2001; Beaver 2003). 

The enterprises “should actively plan for the future” to compete effectively and survive (Ennis1998). Accordingly, SME owner-managers have been accused of being “strategically narrow-minded” and lacking the “long-term vision as to where their company is headed” (Mazzarol, 2004). The concern is that by neglecting strategic planning, SMEs may not achieve their optimal performance and growth potentials, and their survival could be placed at risk (Berry, 1998). 

Some of the reasons why some SMEs ‘do’ strategic planning while others do not is generally not well understood O'Regan & Ghobadian, (2002). Therefore, the thrust of research to explain the lack of strategic planning in SMEs has focused on recognizing the ‘barriers’ that discourage or prevent planning. Robinson and Pearce, (1984) suggested that SMEs might have no plan because of lack of time, lack of specialized expertise, inadequate knowledge of the planning processes, or reluctance as being.

[bookmark: _Toc403552700]2.8.1.4 Deficit in Accounting
According to Gitman (2000), good quality financial information is a vital support for business decisions, which needs to be relevant, user-friendly and available in a timely manner. Poor accounting, reporting and decisions based upon inaccurate or incorrect financial information can in reality cause problems which may threaten the success of the business. Wherever a business operates poor bookkeeping practices which do not comply with standard accounting principles, it risks incurring penalties from regulatory authorities. 

Furthermore, poor accounting increases the risk of the business of not being conscious of significant problems or of it late recognition. Fundamentals such as excessive fixed and variable costs, incorrect revenue recognition, decrease in sales, to name few, if not promptly recognized, can lead in the long run to damage to the bankrupts of the business.

Improper accounting practices will also, if not corrected, be reflected in the company’s statutory financial statements. If the accounting is not in accordance with recognized accounting principles, the financial statements will not give a ‘true and fair’ view of the financial position of the company, and of the results of its operations and its cash flow. Where the company is audited, this would cause a ‘qualified opinion’, a ‘disclaimer of opinion’ to be given by the auditors: this scenario may prevent the company from obtaining loans from banks.
	
[bookmark: _Toc403552701]2.8.1.5 Poor Cash Flow Management
According to Howorth (1999), when cash flow is not well managed. Being one of the most common internal causes of business failure implies an imbalance between the payment terms debtor and creditors.

The most obvious outcome of imperfect cash flow management is cash decline 
significantly, with the business being unable to cover its repayment obligations, either to banks for loans, or suppliers for purchased goods and services. Inadequate inventory management and Work In Progress (WIP) can also go ahead to cash flow problems .The final result of poor cash flow management is lack of working capital to run daily operations (Longman, 2000).

[bookmark: _Toc403552702]2.8.1.6 Poor Technology
Technology development and transfer are vital aspects for SMEs development. SMEs have narrow access to technology. The difficulty is further compounded by the existence of weak industrial support institutions which do operate in isolation without focusing on the actual requirements of the SME sector. SMEs cannot afford the technologies provided by the relevant institutions. Hence, SMEs continue to hold on poor and obsolete technologies (URT, 2002). 

With low level of technological support (because they are unable to finance technological resources) they cannot get adequate amount of production and subsequently sales and profits. This obviously leaves small business in a vicious cycle of financial constraint. In view of this, it is often imperative that external capital injections are necessary to help boost small business performance (Yulek, 2004).

Small enterprises and most of the poor population in Sub-Saharan Africa have very limited access to deposit and credit facilities and other financial services provided by formal financial institutions. For example, in Tanzania, only about per cent of the population has access to the banking sector Basu, Blavy & Yulek, (2004). According to HFC Bank (2004), SMEs in Tanzania tend to be marginalized or have limited access to credit. Coupled with the fact that few informal supports exist by way of business angels and personal savings, this tends to affect their ability to adopt modern technology (UNIDO, 2002).

[bookmark: _Toc403552703]2.8.1.7 Impending Bad Debt
Delaying bad debt is one of the possible causes of business failure that is capable of being expected in advance. Bad debts may increase significantly, due to the insolvency or disappearance of a customer .In the long run this frequently leads to insolvency. The major problem for SMEs, though, may be actually identifying potential bad debts and being able to reduce them. In most of SMEs, there will not be an in-house credit collection department which is able to carry out regular credit control activity and follow up matters of going-concern. For this reason, bad debts may have a more dramatic impaction SMEs compared to larger businesses (Wiklund, 2008).

According to Keith (2006), SMEs may self-finance but typically have very limited capital and rely on external finance. When seeking external finance, most SMEs rely on the FIs. But these FIs would not grant credit without relying on credit scoring methods. The problem here is that credit scoring will increasingly impact on SMEs, as there are usually no SMEs Credit Officers to evaluate loan applications of such borrowers. So their applications are eventually given the same consideration like those of the larger organizations. What is more is that due to the risk perception of SMEs by FIs, their applications tend to be given a more critical scrutiny and loans are granted more cautiously than the larger firms. 

Evidence from the Bank’s survey of credit conditions continues to point to tightening of credit to both enterprises and households. Small and Medium Enterprises (SMEs) access to credit was tightened marginally while large enterprises’ remained unchanged BoT (2009). However in a society where SMEs provide the junk of the jobs created, providing financial assistance to this sector is crucial for economic wellbeing of the country and the economically active labour force (Wolfensen, 2001; Fredrick, 2005; Agyapon, 2010).

[bookmark: _Toc403552704]2.8.1.8 Poor Marketing and Research
Frequent cause of businesses failure on start up a business is a lack of adequate and appropriate market research (Olomi, 2001; Nchimbi, 2002). Market research is vital to help businesses to identify their customers and inform them of the size of the potential customer base, to establish what price customers might be ready to pay and to propose how demand for the product or service will change according to the price charged (Price elasticity). Research will also inform them about their competitors and their likely reaction to a new entrant to the marketplace.

In a new business this information is vital to enable the company to calculate whether it will make sufficient gross margins to cover up its overheads and financing costs and make an adequate profit .More reputable businesses will have addressed some of these issues. However they need to be continuously aware of how their marketplace is changing, what their competitors are planning and doing, who can be the potential new entrants to the marketplace and impact to the business (Knoblike, 2002; Baisi and Philemon, 2003).

[bookmark: _Toc403552705]2.9 External Causes of Business Failure
External factors are not easily predicted but normally in the long run may cause SMEs to fail, since they may involve unusual events happening in the country where the company operates, events over which the business has no influence. Beck (2007) argued that performance of SMEs can be manipulated by both firm specific (internal factors) and systemic factors (external factors). Also Morris and Lewis’s (1991) model provides the best approach to the understanding of the fact that environmental factors (such as economy, political, legal, and infrastructure) of the business strongly influence its performance. The most frequent unpredictable external causes are listed below:

[bookmark: _Toc403552706]2.9.1.1 Economic Influence
A collapse in the economy at national level, represents one unpredictable event, as well as a sudden turn down in the specific field of activity of the business may also cause insolvency of the business.  

Also possible issues generally related to market economy, which might threaten business failure, are indicated as follows:
a) Change of buying patterns: probable to be influenced by socio-political developments (i.e. increasing  importance  of  environmental  compatibility  of 
industrial products);
b) Decreasing purchasing power of consumers or groups of consumers: could make as a consequence decreasing wages or unemployment;
c) Deficiency of raw materials: often linked to a significant increase of costs, it may cause deadlines related to production and supply not to be met;
d) Customers’ strikes: they may incite significant damages at the level of the supplying      enterprises; 
e) Low price competitors: they normally try to convert market segments by using                   dumping     prices, they produce cheaper than competitors or are subsidized;
f) Substitute products: they often lead to changes in the market and in the preferences of customers.

[bookmark: _Toc403552707]2.9.1.2 Disastrous Unpredictable Events
Natural disasters such as fire, floods, earthquakes and terrorism cannot normally be predicted in advance. Insurance is the only prudent way to mitigate such risks, especially if the region which the business operates is frequently subject to environmental disasters (Johan, 2006). 

[bookmark: _Toc403552708]2.9.1.3 Governmental Measures and International Developments
Firm governmental rules may affect specific sectors of business activity and impose stringent burden on SMEs. International developments, like war treaties or trade agreements, may have related effects. Such developments cannot always be predicted, although the entrepreneur can update himself always by date following the financial press (Wiklund, 2008).
[bookmark: _Toc403552709]2.9.1.4 Environmental Protection and other Regulatory Requirements
Environmental measures and other similar social protection measures can have financial implications for businesses, both in terms of cost of compliance and of financial penalties which maybe compulsory by the authorities in case of non-compliance. Even though there are various interventions aimed at improving the business environment in Tanzania, the legal and regulatory framework is bureaucratic, costly and centralized. These characteristics of affect all sizes of businesses negatively. SMEs are further constrained in this environment in comparison to larger businesses due to the disproportionately heavy costs of compliance arising from their size URT (2002).

[bookmark: _Toc403552710]2.9.1.5 Competition 
Competition (markets) and information related factors are said to have a significant challenges that faces SMEs Knoblike (2000). Competition is seen in the size of the market in a certain industry (Olomi, 2001; Nchimbi, 2002).

[bookmark: _Toc403552711]2.10 Effects of Business Failure
Business failure can produce multi effects to company itself, and also to its stakeholders; the result can be serious damage to businesses in the short term and the mid-long term as well (Wiklund, 2008). 

[bookmark: _Toc403552712]2.10.1 Effects for the Company
Where an SME becomes bankrupt and cannot be saved, the most common effect for the company itself is bankruptcy, with legal consequences depending on the country. The common outcome of failure to all countries is the stigma of failure for the entrepreneur, who will encounter serious troubles in starting up again with a new business (Baker & Sinkula, 2009). However, failure should be considered as an important learning experience and entrepreneurs are encouraged to make a fresh start. 

Whenever there is a possibility, the entrepreneur might try to rescue the business by form of unions between entrepreneurs, creditors, employees, and other parties with a commercial interest. If restructuring was impossible, the usual result of failure would be the sale of the business as a going concern which would achieve the best result for creditors. Whenever the business is insolvent and cannot be restructured, it has no future. Assets should be liquidated by means of collective insolvency.  The ultimate consequence of business failure is usually the closure of the business (Farrell, 2002).

[bookmark: _Toc403552713]2.10.2 Effects for Stakeholders
Failure of an SME normally affects its stakeholders, that is to say people who have any kind of commercial relationship or commercial interest with the company, such as employees, customers, suppliers, banks, entrepreneur’s family and directors. When a business has failed, immediately employees become redundant. This might cause serious economic crisis especially for the employees based in poor regions where unemployment rates are rather high and finding a new job is relatively difficult.

For the Supplier who was fully dependant on the SME which failed and cannot be 
fully repaid would of course suffer economically. The same would apply for customers who rely mainly on the failed SME (Gao & Yim, 2007).

Small local banks having provided significant loans to failed SMEs would find themselves into financial problem as they need to write off the debts owed to the bank. Where there is unlimited responsibility for the entrepreneur, failure would also cause a financial loss for the entrepreneur and his family (Knoblike, 2000).

Directors would be disqualified in case of deceptive financial statements and             non-financial information and for other forms of misconduct. In some countries, there is law already which makes provision for the conduct of directors of insolvent companies to be reviewed. Specific transactions, such as where the company has paid dividends to its directors or shareholders when it has not, truly, had sufficient funds to pay them, may be inverted and the director or shareholders concerned will be required to reimburse the money they paid to themselves. The law may also provide for the directors to assume personal liability for some of the insolvent company’s debts if the directors are measured to have failed in their job to shareholders and creditors (Baker & Sinkula, 2009). 

[bookmark: _Toc403552714]2.11	Reform taken for SME’s Development in Tanzania
 Likewise, SME owners tend to show greater flexibility in the face of recessions by holding onto their businesses. Through partnerships and subcontracting relationships, SMEs have great potential to balance large industries requirements. A well-built and productive industrial structure can only be reached where SMEs and large enterprises coexist and function in a mutual relationship. Adding up, SMEs serve as training ground for entrepreneurship and managerial development and enable motivated individuals to find new ventures for investment (Olomi, 2003). 

There are also openings indicating a brilliant future for SME sector development in Tanzania. Such as various on-going reforms that are oriented towards private sector development and, hence portray position for SMEs development. Also, Due to the fact SME sector has higher potential for employment generation per capital invested attracts key actors to support SME development programs (URT, 2002). 

Several ongoing schemes aimed at strengthening the SME sector in Tanzania such as Small Industries Development Organization (SIDO), National Micro-Finance Bank (NMB). 

Furthermore, the government has set up a number of initiatives to provide funding mechanisms and schemes to promote SMEs. These funds include Youth Development Fund (YDF), which is managed by the Ministry of Labor and Youth Development as well as Women Development Fund (WDF) managed by the Ministry of Community Development and Women Affairs and Children, National Entrepreneurship Development Fund(NEDF)  (URT, 2002).
 
[bookmark: _Toc403552715]2.12 Empirical Literature Review
These are literatures or similar researches that relates or argue positively with this study. The following are some of these reviews:
Grimsholin and Poblete (2010) did a study on factors affecting SMEs growth, with an objective aspects affecting growth of SMEs in Thailand; they found that there are number of factors that affect Thailand SMEs to grow. The key factors were lack of access to finance, competition, barriers to trade, management competence, and lack of skilled labor, low investment in research and development and new       technology.

Cheng (2006) conducted a study to find out determinants of growth in SME in Logistic Industry in Hong Kong. The objective was to find out the growth determinants of SMEs in an Industry basing on the following factors; owner manager, the nature of the firm and company strategy, economic and government factors. The research design was quantitative in nature, testing various hypotheses and theories about association between perceived constructs.

 Results were compared with factual data, subjected to multiple analysis and co-efficiency analysis. After analysis, the results showed no tremendous clash compared to research done before, although there were some factors associated positively but insignificantly with firm growth, even though some findings appeared to be inconsistency with previous studies, the pre occupation of researchers and policy makers worldwide with matters relating to SME growth was recognized.

These empirical findings offer evidence that owner-managers may implement different managerial styles and strategies as a result of the level of growth desired, and the amount of risk they are willing to assume. The four main factors identified as influencing the growth of small firms - the characteristics of the owner-manager, the nature of the firm itself, the business strategies adopted, and the external factors concerned, all these four components need to be combined appropriately for growth to be achieved. This means that it is very difficult to identify whether or not a firm will be a success or a failure. The significances of these factors and their impacts have been addressed and reported in the study. 

Recommendations for business practitioners who are still trading are, Owners and managers are encouraged to acquire better management skills and qualifications to improve their managerial capabilities and experience. Appropriate strategic planning, technology advancement, education, training and government support are recommended for improving growth performance but they should reflect on the business environment they are at in this sense, the findings provide good references for scholars and policy-makers to design policies and provide assistance that are appropriate for use particularly in Hong Kong. Future research directions have been discussed and managerial implications for both practitioners and researchers have been suggested.

Solomon, (2004) researched on factors that contribute to the growth of small manufacturing enterprises in Addis Ababa. The objective was to identify factors that contribute to the growth of small manufacturing enterprises. He found that age and start-up size of enterprise were negatively related with growth of enterprises, at 1% significant level. The extent of development and availability of infrastructure facilities were found to influence employment growth at 1% and 1% significant level. The availability of own premise and availability of workers with vocational training are positively related with growth of enterprises at 10% significant level.

Schnepper, (2007) researched on how small Dutch Consultancy firms achieve and maintain successful/establishment in Spanish market in 2007, the objective was to explore and analyses how Dutch SMEs in the consultancy sector stay successful when internationalizing into Spanish market and identify critical success factors. Nicolette found that technology, access to foreign knowledge, motives, strategy used are key success factors for the Dutch SMEs at the same time, found that these SMEs should be aware of challenges and obstacles and how to deal with them           locally.

[bookmark: _Toc403552716]2.13 Research Gap
A range of research works  have been done on the factors that affect the influence growth of SMEs and found that the following factors capital, market information, technology, government laws and trade regulations, research and development, age of the firm and its experience have much  influence on   this study. Based on this will contemplate much on how owners behavior, entrepreneurial skills capital and competition may have impact.

The conceptual framework is the structure of the research idea or concept and how is put together. It shows dependent and independent variables of the study. It will try to show a set of relationships between factors that are believed to affect the performance of SMEs (Kothari, 2004).
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Figure 2.1: Conceptual Framework
Source: Researcher (2013).

2.14 Conceptual Framework
From the Conceptual Framework above, the Independent variables are the experimental manipulates (i.e. changes) assumed to have a direct effect on the dependent variable. Dependent variables are the experimental measures, after making changes to the independent variables that are assumed to affect the dependent variables (Mcleod, 2008).

The performance of the firm is a multidimensional phenomenon. In considering this framework it will emphasize in both external and internal factors upon the performance of SMEs such as government policies and laws, economic, technological, factors but also internal factors should be accounted for these are in different levels of analysis such as business experience, age, decision making, entrepreneurial spirit, recognition of opportunities, capital source, management competence, size of the enterprise. These factors will affect the performance both positively and negatively (Capellaras and Rabetino, 2008). 

The rationale behind this conceptual framework is that performance of SMEs is multidimensional phenomenon. In these findings  the  capital, management competence, education and training to employees, technology, access to marketing information, economic infrastructure, networks and government support, competition are expect to be the factors which will either influence the performance of SMEs positively or negatively hence model will emphasize the need of studying both internal and external factors which influence SMEs performance both from the study and literature reviews shortly as identified (Store ,1994).







[bookmark: _Toc403552717]CHAPTER THREE
[bookmark: _Toc261363487][bookmark: _Toc264377307][bookmark: _Toc266881698][bookmark: _Toc266888133][bookmark: _Toc403552718]3.0 METHODOLOGY
[bookmark: _Toc261363488][bookmark: _Toc264377308][bookmark: _Toc266881699][bookmark: _Toc266888134]
[bookmark: _Toc403552719]3.1 Introduction
This chapter outlines a research design and methodology adopted. It explains the type of research design used, data collection methods adopted, area of study, sampling technique and sample sizes used. The chapter also sheds some light on how data was analyzed. 

[bookmark: _Toc264377309][bookmark: _Toc266881700][bookmark: _Toc266888135][bookmark: _Toc403552720][bookmark: _Toc264377312][bookmark: _Toc266881703][bookmark: _Toc266888138][bookmark: _Toc350596812]3.2 Research Design
[bookmark: _Toc350596813]Research design is a careful set of plans developed to provide criteria and specifications for a particular research Leedy and Ormond (2001). Research design is an arrangement of conditions for collection of and analysis of data in a manner that aim to combine relevance with the research purpose. It is the conceptual structure with which research is conducted. It constitutes the blue print for the collection, measurement and analysis of data (Kothari, 2003).

In this study, the survey method was used as the research design whereby each item of information in the survey represents one variable, a measure by which variant in response could be established. 
[bookmark: _Toc264377314][bookmark: _Toc266881705][bookmark: _Toc266888140]
[bookmark: _Toc403552721]3.3 Data Collection
Data collection enabled the researcher to answer research questions and meet the objective of the research. Most of data were gathered from SMEs employees, as well as from the communities. 
[bookmark: _Toc264377316][bookmark: _Toc266881707][bookmark: _Toc266888142][bookmark: _Toc403552722]3.4 Sampling Design  and Procedure
The sample size for the study will be150 people identified by gender, age (20 to 65 years old), social status, marital status (single and married), disability and their professions. The technique for choosing the sample is simple random sampling where all individuals in the selected area have an equal chance of being selected. The selected sample will present the whole population in the area. It would have been interesting to work with the whole population and get a very precise solution to the problem but due to shortage of time and financial resources needed to collect and analyze the sample, it is easy and wealth to work the sample.

[bookmark: _Toc360383640][bookmark: _Toc360446296][bookmark: _Toc264377318][bookmark: _Toc266881709][bookmark: _Toc266888144][bookmark: _Toc403552723]3.5 Sample Size
A sample size of this study was 150 people from different SMEs. The number of respondents that were selected in this study should include management, middle staff, supporting staff and intellectuals from different NGOs and government departments. 

[bookmark: _Toc403552724]3.6 Area of Study
This research was conducted in Zanzibar Municipality for the reasons explained under justification section in chapter one.  Critical obstacles were time and financial constrains have effect in one way the quality of this research.
[bookmark: _Toc264377320][bookmark: _Toc266881711][bookmark: _Toc266888146]
[bookmark: _Toc403552725]3.7 Data Collection Methods and Instruments
[bookmark: _Toc264377321][bookmark: _Toc266881712][bookmark: _Toc266888147][bookmark: _Toc403552726]3.7.1 Concept of Data Collection
Data consist of measurements collected as a result of scientific observations. In other words, facts that are expressed in the language of measurement became data. Facts are empirically variable observations. The word measurements are mostly used in general sense, not in figure. For example one can measure the intensity of attitude or feeling.

According to Bless and Higson (1995), data are of two types, primary and secondary. When researchers collect their own data for specific use of their research, such data refers to as primary data. Data collected in the most adequate way to fulfill the aim of the research, since gathering of data is directed towards answering questions raised by the researcher in order to fulfill research objectives. Very often, however, researchers have to use data collected by investigators in connection with other research problems and objectives. This constitutes secondary data. The adequacy of such data for a research problem and objective may not be very good, since the purpose of its collection might have been slightly different from that of the present research. Thus, when research is based on analysis of secondary data, great care must be taken in its interpretation (Bless and Higson, 1995). 

The most desirable approach with regards to the collection of appropriate technique for data collection depends on the nature of a particular problem and on time and resources available along with the desired degree of accuracy. The significance of using the combination of data techniques is emphasized since no single technique is necessary superior to any other (Moser and Kalton, 1971).

 Data collection methods include:
a) Observation: Observational methods involve the researcher viewing the study area and taking notes on the activity that takes place. Observation may either direct, where the researcher is actually present during the task or indirect, where the task viewed by some other means such as through use of video recorder. The method is useful for obtaining qualitative data and studying currently executed tasks and processes. It allows the observer or researcher to view what people at the area under study actually do in context and focus attention on specific areas of interest. To obtain better results of the subject under study, cooperation of the people at the study area and interpersonal skills of the observer or researcher is important (Bogdan and Biklen, 1992). 

Although seen as a straight forward technique, observation must be pursued in systematic way, following the scientific rules, if usable and quantifiable data are to be obtained. Kothari (2004), states that, observation became a tool and data collection method when it serves formulated research purpose and when it is systematically planned and recorded. Under observation method, the information is obtained by investigator’s own direct observation without asking for respondents.

b) Questionnaires: Questionnaire is a set of questions with fixed wording and sequence of presentation. It might be presented direct to the respondent or mailed. Respondent is expected to read and understand the questions before filling in appropriate answers.

This technique is preferred because of its ability to yield rich insights of people experiences, opinions and feelings. The researcher analyzes the answers from the respondents and combines with other sources of information to reach to the conclusion (Bogdan and Biklen, 1992). The choice of using questionnaire was given great priority in this research because of its advantages over other methods for it is efficient and able to capture more information from the source then is normally covered in other methods of data collection ( Downs and Adrian, 2004).

c) Interviews: This is a popular method because it is flexible and participatory.                                        Interviews are simple because the interviewer has the freedom to change some questions or the asking order of the questions according to the reactions of the interviewee. Interviews are participatory since they require both the interviewer and the participant to join in an interactive conversation. Interviews are subdivided into indirect and direct interviews. An interview, mostly involves direct personal contact with a participant who is asked to answer questions.  Telephone interview is also possible.

One can get a great deal of information during a focus group session because the session moves along while generating useful information. A discussion among participants can allow a researcher to access the information that can be equivalent or exceed that of conventional survey because each time an idea is submitted to the group, the participants reacts, so it is possible to dramatically investigate an idea (Moser and Kalton, 1971).

d) Document review: The purpose of reviewing documentary sources is to allow the research to have a better idea of what have been said or written about the subject in search for data to be gathered for a particular research. The researcher utilized documentary sources such as SMEs reports, websites and other related documents of various format developed.

Other methods that can be used for data collection include schedule method, warrant cards, consumer panels, distributors audit, project techniques and content analysis.         

From the above data collection techniques presented, this study will adopt interview and questionnaire techniques. Adoption of these techniques was based on their simplicity and applicability to this type of research. 

[bookmark: _Toc264377322][bookmark: _Toc266881713][bookmark: _Toc266888148][bookmark: _Toc403552727]3.8  Reliability and Validity of Data
Downs and Adrian (2003) wrote that the validity of data refers to the extent to which the concept one wishes to measure is actually being measured by particular scale or index. The validity of instruments was established by using expert judgment. Data collection instruments were submitted to the research supervisor who suggested some adjustments to be done. 
[bookmark: _Toc264377323][bookmark: _Toc266881714][bookmark: _Toc266888149]
[bookmark: _Toc403552728]3.9  Data Analysis and Report Writing
According to Punch (2003), any research should conduct data cleaning prior to data analysis. Data cleaning enables the researcher to spot and eliminate all errors emanating from unclear response to ascertain that the data are error free.

Durrheim (2003) talked about data coding, which means translating closed and open ended response into numerical symbols after data cleaning. In this study the researcher followed the same approach. Afterwards, the data were analyzed; using statistical techniques based to Descriptive, Cross Tabulation and Frequencies.
[bookmark: _Toc264377324][bookmark: _Toc266881715][bookmark: _Toc266888150]
[bookmark: _Toc403552729]3.10 Summary
This Chapter has discussed research types, research design, information gathered as well as sampling techniques used in the study. The information gathered, which were basically obtained from Zanzibar Municipality aimed at addressing the set of questions and objectives of the research. Sampling criteria focused on the quality of answers expected from targeted respondents.

Several data collection techniques were presented. Emphasis was put on interview and questionnaire technique, which were adopted. Adoption of these techniques was based on how commonly they are applied in different types of research. 
[bookmark: _Toc403552730]
CHAPTER FOUR
[bookmark: _Toc403552731]4.0 DATA ANALYSIS, FINDINGS AND DISCUSSION

[bookmark: _Toc403552732][bookmark: _Toc266881719][bookmark: _Toc266888154][bookmark: _Toc269229181][bookmark: _Toc271582256][bookmark: _Toc271586616]4.1 Introduction
The previous chapter discussed the research types, research design, information gathering, sampling and sampling techniques adopted in this study among other things. This chapter analyses, discusses and presents findings regarding the factors influencing performance of Small and Medium Enterprises, SMEs in Zanzibar. 
[bookmark: _Toc360388127][bookmark: _Toc360452181][bookmark: _Toc266881720][bookmark: _Toc266888155][bookmark: _Toc271577821][bookmark: _Toc271580332][bookmark: _Toc271581607][bookmark: _Toc271582258][bookmark: _Toc271582509][bookmark: _Toc271582799][bookmark: _Toc271586618]
[bookmark: _Toc403552733]4.2 Response Rate 	
The total number of questionnaires distributed for this study was 150. Three types of questionnaires were used and distributed to all stakeholders. The total respondents who returned the filled in questionnaires were 131.[footnoteRef:1] Details of distribution and general response are shown in Table 4.1. [1:  The distribution was done   electronically and manually to different departments such as Mombasa mini-Supermarket, Mombasa Bakery, Mfereji wa Wima Stationeries, Multi Choice Safaris and Best Travel Agent. Other departments were Ministry of Finance, Ministry of Education, Zanzibar University and the State University of Zanzibar.] 


[bookmark: _Toc403552734]4.3 Respondents background information Based on Questionnaires
This section presents study findings related to all stakeholders as presented and analysed based on questionnaires filled in by different age and sex with diverse education levels and work experience.

[bookmark: _Toc362044604]Table 4.1 Response Analysis of all Stakeholders
	Stakeholders
	Number of Respondents Contacted
	Actual number Responded
	Percentage of Actual to Response (%)

	Mombasa mini-supermarket
	6
	6
	4.5

	Mombasa Bakery
	10
	10
	7.6

	Mfereji wa Wima Stationeries
	5
	5
	3.8

	Multi Choice Safaris
	5
	5
	3.8

	Best Travel Agent
	6
	6
	4.5

	Ministry of Finance
	15
	12
	9.2

	Ministry of Education
	30
	25
	19.1

	Zanzibar University
	38
	32
	24.4

	State University of Zanzibar
	35
	30
	22.9

	Total
	150
	131
	99.8


Source: Field Data (2013)
[bookmark: _Toc266881723][bookmark: _Toc266888158][bookmark: _Toc360388129][bookmark: _Toc360452183]
[bookmark: _Toc403552735]4.3.1 Respondents’ Age Profile
[bookmark: _Toc261363564][bookmark: _Toc261368727]Age has significant importance to productivity of the workforce. The analysis shows that 40.5% of the total respondents involved in this study were aged between 20 to 35 years while 59.9% were between 36 to 55 years as shown in Table 4.2. This implies that all participants in this research were presumably young and productive, ceteris peribus. 

[bookmark: _Toc362044605]Table 4.2 Respondents’ Age profile
	Age Profile

	Age
	Frequency
	Percent

	Valid       20 _ 35
	53
	40.5

	                 36 _ 55
	78
	59.5

	Total
	131
	100


Source: Field Data (2013)
[bookmark: _Toc266881724][bookmark: _Toc266888159][bookmark: _Toc360388130][bookmark: _Toc360452184][bookmark: _Toc403552736]4.3.2 Respondents’ Gender
Table 4.3 shows the distribution of respondents by sex. Male were 91 and seems to dominate by 69.5% .Meanwhile, female were 40 that correspond to 30.5% only. This implies those males are the majority in the employment opportunities.
[bookmark: _Toc362044606][bookmark: _Toc362045213][bookmark: _Toc389821729]
Table 4.3 Respondents’ Gender
	Gender

	Sex
	Frequency
	Percent

	Valid    -      Male
	91
	69.5

	                    Female
	40
	30.5

	               Total
	131
	100


Source: Field Data (2013)
[bookmark: _Toc266881725][bookmark: _Toc266888160][bookmark: _Toc360388131][bookmark: _Toc360452185]
[bookmark: _Toc403552737]4.3.3 Respondent’s Education Level
Table 4.4 below shows the respondents’ level of education whereby 35  completed high school, that is 34.4% while 63 (40%) were graduate and the remaining 23 equal to 17.6% holds post graduate degrees from different Universities. This indicated that 57.6% of the respondents were well educated. 

[bookmark: _Toc362044607]Table 4.4 Respondent’s Education Level
	Education
	Frequency
	Percent

	Valid  -     High School
	45
	34.4

	                  Graduate
	63
	40.0

	                    Post Grad
	23
	17.6

	               Total
	131
	100


Source: Field Data (2013)

Based on this information on educational level, one could anticipate that this cohort 
of respondents provides a group of prospective and educated entrepreneurs who can easily be trained and result in potential supporters of Zanzibar economic growth and poverty reduction initiatives.
	
[bookmark: _Toc403552738]4.3.4 Identify the Owners’ Behavior Affecting the SMEs Performance
On identifying the owner’s behaviors affecting the performance of SMEs different parameters were established in table 4.5.These included management capacity (ability to manage large number of employee) whereby 60% commented to be significant and 15% seem as insignificant.
[bookmark: _Toc362044608]
Table 4.5 Owners’ Behavior Affecting the SMEs Performance
	Performance indicators
	Significant
	Insignificant
	N/A
	I don’t know

	Management capacity (ability to manage large number of employee) 
	60%
	25%
	15%
	0%

	Clear understanding of business direction
	100%
	0%
	0%
	0%

	Financial management skills 
	100%
	0%
	0%
	0%

	Ability to recognize and respond to opportunity 
	100%
	0%
	0%
	0%

	Physical capital
	75%
	16%
	0%
	9%

	Human capital
	92%
	8%
	0%
	0%

	Social capital
	78%
	19%
	0%
	3%

	Training capacity building  
	85%
	20%
	0%
	5%


Source: Field Data (2013)

Another parameter was clear understanding of business direction whereby 100% of the respondents found it significant. Financial management skills were seen as important whereby 100% agreed to be significant. The research looked at the ability to recognize and respond to opportunity where 100% of the respondents said to be significant. Physical capital was significant by 75% of the total respondents. The human capital was significant by 92% whereby social capital was significant by 78% and training capacity building was 85% significant. 

The results below imply that there are several problems associated with financial, social and managerial matters, which cause the failure of the SMEs.

[bookmark: _Toc403552739]4.3.5 The Internal and External Challenges Facing SMEs in Zanzibar
In table 4.6, internal and external challenges facing SMEs described. The respondents agreed by 100% that a management skill was a parameter that affects the business. About 76% of the respondents agreed that insufficient capital does affect. Deficit in accounting was agreed by 69% while poor cash flow was agreed by 97%. An in-appropriate source of finance was another obstacle which was agreed by 92%. 

[bookmark: _Toc362044609]Table 4.6 Internal Challenges Facing SMEs in Zanzibar
	Indicators / Variables

	Internal factors
	Yes 
	No 

	a)
	Management Skills
	100%
	0%

	b)
	Insufficient Capital
	76%
	24%

	c)
	Deficit in accounting
	69%
	31%

	d)
	Poor cash flow
	97%
	3%

	e)
	In-appropriate sources of finance
	92%
	8%

	f)
	Dependence of one customer/ supplier
	55%
	45%

	g)
	Impending depts.
	56%
	44%

	h)
	Poor market research 
	51%
	49%

	i)
	Technology 
	50.1%
	49.9%


Source: Field Data (2013)
On dependence of one customer or supplier the respondents looked into different scenarios depending on the type of business and only 55% of the respondent do agreed on this challenge whereby impending depts. Was also agreed by 56%. In the same case the respondent agreed by small percentage of 51% in poor market research and 50.1% in issue of technology level. 

These results show that there are other problems concerning skills, capital, poor cash flow, deficit in accounts, market research and technology used in the business. Hence these factors directly contribute to business failure.

Apart from internal challenges, external challenges were also included in the respondent’s questionnaires whereby a change in the national economy was measured to have an impact in a company and 70% of the respondents agreed. Disastrous unpredicted events for SMEs was agreed by 34%, governmental rules and policies affect some business sectors and pose a stringent burden was agreed by 94%. Environmental Protection and Other Regulatory Requirements have financial implication was just effect by 20%. The last external parameter looked was competition but the respondent just agreed by 65%. 

Based on the above findings, the most external challenges causing business failures are: national economy (poor) which respondents agreed by 70%, government rules (bureaucracy) which respondents agreed by 94% and finally business competition which respondents agreed by 65%. There were some external factors which posses smaller challenges as per the findings such as unpredicted events and environmental protection and other regulatory requirements.
It is desired that government bureaucracy should be very low to facilitate efficient operation of SMEs. High bureaucracy may lead to wastage of resources including working hours, efficiency and productivity. Furthermore, it inhibits establishment and formalization of SMEs.

[bookmark: _Toc362044610]The poor national economy results in high inflation. That is inflation deters effective economic and financial planning by SMEs basically misallocation of resources. Specifically increase operation cost of basic inputs of SMEs hence erodes profits. It is desirable to have a low and stable inflation to support growth and development of SMEs.

Table 4.7 External Challenges Facing SMEs in Zanzibar
	Indicators / Variables

	External Factors
	Yes 
	No 

	a)
	Changes in the national economy have an impact in a company.
	70%
	30%

	b)
	Disastrous unpredicted events for SMEs
	34%
	66%

	c)
	Governmental rules and policies affect some business sectors and pose a stringent burden.
	94%
	6%

	d)
	Environmental Protection and Other Regulatory Requirements have financial implication 
	20%
	80%

	e)
	Competition
	65%
	35%


Source: Field Data (2013).

[bookmark: _Toc403552740]4.3.6 Recommended Strategies to Improve Performance of SMEs in Zanzibar 
In table 4.8 the researcher proposed the recommended strategies to improve the performances of SMEs. The first one of was good customer care, which was agreed by 97%, use of quality materials for production was agreed by 77% and quick delivery was 80%. Produce services/goods where customers are available were agreed by 90%. The respondents were asked the quality of service/ goods whereby 70% agreed that is best strategy.
 
Technology adoption was agreed by 60% while innovation was 79%. The researcher pointed also on employee motivation which the respondents agreed by 72% and market dominance agreed by 90% of the total respondents.
 
[bookmark: _Toc362044611]Table 4.8 Recommend Strategies
	
	Factors 
	Agree
	Not Agree

	a)
	Good customer care
	97%
	3%

	b)
	Use of quality materials for production
	77%
	23%

	c)
	Quick delivery
	80%
	20%

	d)
	Produce/render services/goods where customer are available 
	90%
	10%

	e)
	Quality of service/ goods
	70%
	30%

	f)
	Technology adoption
	60%
	40%

	g)
	Innovation 
	79%
	21%

	h)
	Employee motivation
	72%
	28%

	i)
	Market dominance
	90%
	10%

	j)
	Fair pricing
	95%
	5%

	k)
	Discount 
	89%
	11%

	l)
	Special offer
	70%
	30%

	m)
	Offer variety of services/ product
	65%
	35%

	n)
	Market penetration 
	89%
	11%

	o)
	New market development
	90%
	10%

	p)
	Product differentiation
	88%
	22%

	q)
	Joint venture
	42%
	58%

	r)
	Diversification 
	60%
	40%

	s)
	Managing receivables and liabilities
	94%
	6%


Source: Field Data (2013)

One of the most important parameters in the marketing is pricing whereby 95% of the respondents agreed that fair pricing can make the business better. The discount prices were agreed by 89% and special offer by 70%. 
Offer variety of services/ products increase value to business, for this case 65% of the respondents agreed. Market penetration was agreed by 89% and new product development was 90%. The respondent agreed by 88% that product differentiation can enhance business strategy.  Other tactics were joint venture which was agreed by 42%, diversification agreed by 60% and managing receivables and liabilities was agreed by 94%.

This implies that with good customer care, quick delivery of products, quality products, reasonable price, offers and all specified in the table below with big percentage can enhance business penetration in SMEs. 

[bookmark: _Toc403552741]4.7 Discussion 
According to respondents on SME strategy, it was observed that it should also include the following.
i) Define the supply chain process  components and needs for SME reconstruction;
ii) Identify its core supply chain differentiators and capabilities, and assess current performance;
iii) Determine which functions could be better performed by a partner, and begin to identify these partners;
iv) Define the measurement framework, which is aligned with SME objectives, goals, vision and mission. Set targets and thresholds for the key supply chain performance indicators;
v) Evaluate the financial and operational value to be achieved in terms of financial performance and operational performance characteristics such as cycle time, quality and service level attainment. Use modeling tools to simulate end-state financial statements and operational performance criteria;
vi) Define the real-time information and connectivity vision, including open and services-based technology architecture, required to support the vision;
vii) Prioritize which initiatives will have the greatest impact on performance, operational excellence, ROI and shareholder value.

Finally it should be known that SME’s transformation requires a roadmap that establishes the steps required to achieve the business goals, vision and mission.
[bookmark: _Toc403552742]
CHAPTER FIVE
[bookmark: _Toc403552743]5.1 CONCLUSION AND RECOMMENDATIONS

[bookmark: _Toc403552744]5.1 Introduction
The previous chapter presented study findings and analysis as well as discussions on the findings. This chapter provides the conclusion and recommendations of the study based on the findings.

[bookmark: _Toc403552745]5.2 Summary
The main objective of this research was to examine the factors influencing performance of Small and Medium Enterprises in Zanzibar. In meeting the objective, the researcher looks on the critical factors that drive SMEs performance in Zanzibar, the measure weaknesses in the performance of Zanzibar SMEs and the gap between SMEs production and the potential market.

The research defined SMEs owner’s behaviors related to SMEs performance, explore the contribution of SMEs to social economic process and identify challenges facing SMEs in their operations towards expansion. The role of SMEs in the economic development of a country cannot be over-emphasized. They contribute to employment, GDP, innovations, human resource development and poverty alleviation. It was found that inappropriate risk management. However, there are constrains such as access to credit, lack of management skills, insufficient capital, and deficit in accounting, poor cash flow and even technology, moral hazard and possible adverse selection limit their access to credit. The SMEs need to build strong financial control and management skills for their own success and survival. More over the government need to develop better strategies and policies to enhance SMEs development.

[bookmark: _Toc403552746]5.3 Conclusion
According to this research, it has been found that SMEs are not developed because of the nature of the business environment. SMEs have experiences lack of awareness in this industry’s requirements, low level of technology, lack of related training, lack of market research, innovation, lack of proper funds and internal control cause to failure of SMEs. The SME owners are unable to adopt new technologies because financial resources are limited. Yes, the financial resource is limiting the adoption of modern technologies.
 
This study supports the argument that Zanzibar’s SMEs have a great potential to engender broad-based performance and development in the country. This is underpinned by the diversity, quantity and quality of its resource base. However, to unleash this potential, the country would have to take proactive actions in several fronts, including:
i) Continued investment to improve the level and the quality of the country’s products.
ii) Deploying resource rents smartly into the expansion of physical, human and social infrastructure.
iii) Unbundling the sector to identify entry points for maximizing local participation, boosting employment of local labour and increasing local 
procurement of goods and services.
iv) Operationalizing development corridors to open up other sectors of the economy and maximize resource sector linkages by improving the mapping and identification of potential areas and establishing the required institutions to manage the areas.
v) Developing specialized skills, development and technology innovation to transform the resource-based comparative advantage into a knowledge-based competitive advantage that facilitates economic diversification. 

Moreover, the quality of government institutions in policy making, strategy setting, and monitoring and evaluation is the key to maximizing the development and transformative potential that the SMEs in Zanzibar offer.

Also, the country lacks an integrated resource-based industrialization and development vision and strategy. This should receive urgent attention. The developed countries provide ample good practices on how to use natural resources to build strong and competitive economies, which Zanzibar can replicate, taking into account the local context, development trajectory and conditions.

[bookmark: _Toc403552747]5.4 Recommendations
SMEs contribute significantly to the economic development of a country in the area of employment, creativity and entrepreneurship. In the course of setting up and operating, they face financial and non-financial challenges.

Specifically,  the  following  areas  of  concern  should merit special attention by the 
authorities to facilitate the development of SMEs to provide better contribution to the Zanzibar economy. 

Although several challenges have the tendency to slow down the performance of these businesses, the one that is often highlighted is that of access to finance. 
· SMEs should seek advice from experts in good time in order to be trained to acquire the appropriate skills for detecting and reacting in advance to threats to the survival of the business. Professionally qualified accountants play a significant role in this respect, as they have the knowledge and expertise to advise and help entrepreneurs through all stages of an SME’s life, enabling them to be prepared to spot and react to any warning signs of potential insolvency.
· SMEs should put in place systems of planning, budgeting and forecasting which enable them to identify key performance indicators and which incorporate provision for them to compare, on an ongoing basis, actual performance data with the original forecasts and targets.
· In order to deal with the problem of funding, institutions and government have to put up some intervention measures to rescue the problem that persists.
· SMEs have had to rely on financial institutions as an alternative source of funding. However, these financial institutions would not grant credit to SMEs until collateral is provided. Even though society usually recognize on financial institutions for such conduct, this institutions should also trying to manage their risk as way to sustain institutional survival.
· Financial institutions such as banks should not just lend to SMEs but be able to make a convincing case about the future prospects and sustainability of their business. Such loan seekers should be able to demonstrate their management’s awareness and competency to cope with business risks as well as satisfy providers of funds that they are taking an acceptable risk and will receive reasonable return.
· The fund taken from these financial institutions should be managed by the committee headed by a Fund Manager. The members of this committee would constitute volunteers from the SMEs, representatives from other contributors such as the government, international bodies and other institutional investors. The Fund Manager would be responsible for making the necessary investment decisions of the fund. 
· One of the greatest needs of managers of small businesses is to understand and develop small business marketing strategies for their products and services. Small business success is based on the ability to build a growing body of satisfied customers. Modern marketing programs are built around the "marketing concept," which directs managers to focus their efforts on identifying and satisfying customer needs at a profit. It is emphasized that marketing skills and business knowledge are an indication of how well an entrepreneur can perform important tasks and activities related to the functions of a business. The marketing challenges of SMEs can be decreased by training marketing skills to SME owners and assist them to use the marketing concept more efficiently.
· The marketing concept rests on the importance of customers to a SME and states that:
i. All company policies and activities should be aimed at satisfying customer needs, 
ii. Profitable sales volume is a better company goal than maximum sales volume.
· The conducted research recommends that SMEs use the marketing concept and determine the following:
i) Determine the needs of their customers (Market Research);
ii) Analyze their competitive advantages (Market Strategy);
iii) Select specific markets to serve (Target Marketing), and;
iv) Determine how to satisfy those needs (Market Mix).

[bookmark: _Toc337098092][bookmark: _Toc336512045][bookmark: _Toc336421771][bookmark: _Toc403552748]5.6 Limitations of the Study
There was limited time to conduct the study with the result that some SMEs were excluded from the study. The research only assessed some of the aspects concerning SMEs in a relatively small sample. More comprehensive research is still needed to gain more insight into the key factors for the performance of small and medium enterprises.
Also the study was only conducted in one Zanzibar town and with a very small sample. Care should therefore be exercised in the interpretation and utilization of the results. 

[bookmark: _Toc337098093][bookmark: _Toc336512046][bookmark: _Toc336421772][bookmark: _Toc403552749]5.7 Suggestions for Future Research
The findings of this study were based only on descriptive, lower-level statistics. Further research is thus needed to gain more insight into the unique challenges facing the SMEs. It is recommended that more advanced statistical procedures, such as regression and factor analyses, should be utilized in the further development of the knowledge base to truly understand the dynamics towards the establishment and development of the industry. 
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APPENDICES
APPENDIX 1
Question 1 SME’s Profile and Entrepreneurs Characteristics 
a) SME Name............................................................................................
b) Location.... ...........................................................................................
c) Age of SME...............Registration No................ Year of Registration........
d) Sector   .....................................................................
e) Legal Status 	i) Registered  {  }	ii) Not Registered  {  }
f) Age of Entrepreneur 	
i) Less than 30 years{  } ii) 	30 to less than 40 years{  }
iii)	 40 to less than 50 years{  } 	iv)Beyond 50 years	{  }
g)  Education Level (tick)
i)	University{  }		 ii). College	{  }
iii). Secondary{  } 	iv). Others	{  }
h) Entrepreneurship Skills Relevant to the Business (Please Tick)
i) Formal Training	{}	ii) Seminar {}	iii) Workshop	{}
i) Gender (tick): 	 i). Male{  }		ii). Female	{  }

Question 2: Identify the Owners’ behavior affecting the SMEs performance
 Please tick (√) into the corresponding box space provided below:-
	Performance indicators
	Significant
	Insignificant
	N/A
	I don’t know

	Management capacity (ability to manage large number of employee) 
	
	
	
	

	Clear understanding of business direction
	
	
	
	

	Financial management skills 
	
	
	
	

	Ability to recognize and respond to opportunity 
	
	
	
	

	Physical capital
	
	
	
	

	Human capital
	
	
	
	

	Social capital
	
	
	
	

	Training capacity building  
	
	
	
	



Question 3: Please register the contribution of SMEs following variables;
i) Social economic processes………………………………………………………..
ii)	Community neediness’………………………………………..………………
iii)	 Poverty reduction…………………………………………………….............

Question 4: Explain the internal and external challenges facing SMEs in Zanzibar
Please tick (√) into the corresponding box space provided below:-
	
	Indicators / Variables
	
	

	Internal factors
	Yes 
	No 

	a)
	Management Skills
	
	

	b)
	Insufficient Capital
	
	

	c)
	Deficit in accounting
	
	

	d)
	Poor cash flow
	
	

	e)
	In-appropriate sources of finance
	
	

	f)
	Dependence of one customer/ supplier
	
	

	g)
	Impending depts.
	
	

	h)
	Poor market research 
	
	

	i)
	Technology 
	
	

	External factors
	
	

	a)
	Changes in the national economy have an impact in a company.
	
	

	b)
	Disastrous unpredicted events for SMEs
	
	

	c)
	Governmental rules and policies affect some business sectors and pose a stringent burden.
	
	

	d)
	Environmental Protection and Other Regulatory Requirements have financial implication 
	
	

	e)
	Competition
	
	

	
	
	
	



Question 5: Recommend strategies to be taken on board to improve performance of SMEs to the study area;
Please tick (√) the corresponding box space provided: strategies used to promote SMEs
	
	Factors 
	Agree
	Not Agree

	a)
	Good customer care
	
	

	b)
	Use of quality materials for production
	
	

	c)
	Quick delivery
	
	

	d)
	Produce / render services/ goods where customer are available 
	
	

	e)
	Quality of service/ goods
	
	

	f)
	Technology adoption
	
	

	g)
	Innovation 
	
	

	h)
	Employee motivation
	
	

	i)
	Market dominance
	
	

	j)
	Fair pricing
	
	

	k)
	Discount 
	
	

	l)
	Special offer
	
	

	m)
	Offer variety of services/ product
	
	

	n)
	Market penetration 
	
	

	o)
	New product development
	
	

	p)
	New market development
	
	

	q)
	Product differentiation
	
	

	r)
	Joint venture
	
	

	s)
	Diversification 
	
	

	t)
	Managing receivables and liabilities
	
	


									
				






APPENDIX 2: Interview Guidelines for SMEs Customers 
1. What benefit do you accrue from the operations of this SME?
2. Explain the factors determining the operation of SME in your locality?
3. What is the contribution to SMEs in the community 
4. Identify challenges facing SMEs in your local area?
5. What do you think are the causes for the above identified challenges?
6. Please recommend appropriate measures to be taken on board by different actors so as to promote the operations of SMEs 

APPENDIX 3: Interview Guidelines for SMEs Trade Officer Zanzibar
1. How many SMEs are in Zanzibar area?, how many are registered and how many are not registered?
2. What is the role of Zanzibar municipality in promoting SMEs performance?
3. What are the main activities of SMEs in Zanzibar Municipal
4. Where do you perceive SMEs position in the market and do you find competitors Influencing firm growth?
5. What factor do you find is the major one affecting the growth of SMEs in Zanzibar?
6. In your opinion, what internal and external factors hampering growth of SMEs?
7. What is it expected for SMEs to deliver in the municipal?
8. How are SMEs accountable to Zanzibar municipal?
9. What monitoring tools do you ensure that SMEs operations are according to legal requirement?

