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Abstract
The Tanzanian Small and Medium Enterprises (SMEs) sector has been considered as a
pivotal sector in the creation of employment opportunities, the generation of income, the
contribution to economic growth, and the reduction of poverty (Nkwabi & Mboya, 2019).
Considering SMEs’ importance to Tanzania’s economy, this report identifies the key
constraints that hinder the growth of SMEs and points to areas of potential improvements
and growth opportunities. This report identifies limited access to finance and training,
low levels of entrepreneurial knowledge, lack of business linkages and network
capacities and the recent COVID-19 as the major challenges to SMEs growth.
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1. Economic Outlook and SMEs in Tanzania
1.1 Tanzania’s Economic Outlook
Tanzania is set to become a middle-income country, as the economy grew by an average
of 6.5% per year in the past decade. While economic growth indicators are encouraging
and there have been significant improvements in school enrolment and infant mortality;
poverty, especially in rural areas and among disadvantaged groups, remains stark
(UNIDO, 2012). The key challenges of the country are to sustain economic growth and
alleviate poverty. To achieve these goals, investment in education, skills development,
and creation of labour market opportunities are pivotal. The population in Tanzania is
young, with 850,000 persons entering the labour market each year. In light of this,
fostering SME development is crucial to creating employment opportunities for the large
and growing labour force.
Agriculture employs approximately 75% of the country’s labour force, and contributes to
just under one-third of the GDP (UNIDO, 2012). However, it is characterised by limited
mechanisation and poor infrastructure. As such, SME development provides
opportunities for the agriculture sector to bring about agriculture-industry linkages to
increase productivity, facilitate transition to manufacturing, and consequently create offfarm employment opportunities. Despite the large presence of the agricultural sector,
there is a continual expansion of manufacturer exports, signalling a gradual transition in
the economic composition of the country. The annual growth rate of manufactured
exports grew at 30 percent between 2000 and 2010, surpassed that of neighbouring
countries such as Uganda, Rwanda and Kenya. Nonetheless, the manufacturing sector is
fragile because it is based on a limited number of export products, mostly semi- or
unprocessed commodities, which are concentrated by a small group of larger
enterprises.
Crucially, a large proportion of businesses in Tanzania are informal. The estimated size
of the informal economy as a percentage of GDP has decreased over time, from 62.5% in
1991 to 43.6% in 2005 and 39.7% in 2010. The estimated size of the informal sector as a
percentage of GDP when agriculture is excluded is somewhat lower and moved from
43.1% in 1991 to 30.1% in 2010 and 27.4% in 2010. As such, there is a gradual trend
from informal to formal. Additionally, women are predominant in the informal economy:
64% of informal sector activities are run by women, including small scale manufacturing
operations and food services (UNIDO, 2012). In the period 1996/97 – 2011/12 there has
been a steady increase in the number of registered companies (from around 2000 to 7000
per year) as well as in the registration of business names (from some 2500 to more than
15000 per year). However, most small businesses are sole proprietors, many are not
registered - only about 4% of small business are registered with Business Registrations
and Licensing Agency (BRELA) - and few have a tax identification number (TIN).

1.2 SMEs in Tanzania

SMEs are an important factor in a nations’ economic growth and when informal, often
play a role of absorbing the otherwise-unemployed population who do not integrate into
formal employment (Magembe, 2019). Although SMEs are found in all sectors of the
economy; they are dominant in trade (54%) followed by services (34%) (Madatta & Chen,
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2020). In terms of size, 62% are small and 27% are medium enterprises. It is estimated
that Tanzania’s SME sector consists of more than 3 million enterprises which contribute
to 27% of overall GDP. Most of them are in the agricultural sector, and more than half are
owned by women (World Bank 2017).
SMEs employ about 5,206,168 people; of those, 3,447,469 are owners/spouses; 964,246
are paid workers; 718,663 are relatives and friends; and 79,390 are apprentices. The
Small Industries Development Organisation (SIDO) in 2008 reported that about 90% of
school leavers, regardless of the level of educational attainment, were potentially
absorbed by the SME sector. The size of the SMEs sector and its role in the economy is
significant in Tanzania. By 2008, it was reported that 30% of the GDP originated from the
SMEs sector. The percentage increased from 30% to 35% in 2011 (URT, 2011). SMEs,
most of which are informal, play a significant role in providing livelihood for a substantial
number of Tanzanian workers. It is estimated that the largely SME-based informal sector
had an employment rate encompassing 93.3% of all employed persons in 2006. The
informal sector absorbs 62.5% of yearly urban labour force increase versus 8.5% by the
formal sector. More than 80% of such operators are self-employed without employees
(UNIDO, 2012).
In the context of Tanzania, micro-enterprises are those businesses which engage up to
four employees or employing capital amounting up to TZS 5 million. The majority of
micro enterprises fall under the informal sector (Masheenee and Kumburu 2020) and are
comprised of family units. In Tanzania, small scale businesses are defined according to
the number of employees and capital invested in machinery, as Table 1 illustrates.
Table 1. Category of Tanzanian Enterprises
Category

Employees

Capital investment in machinery (in million
TShs)

Micro enterprise

1-4

Up to 5

Small enterprise

5-49

5-200

Medium
enterprises

50-99

200-800

Large enterprise

100+

above 800

(Source: SME Development Policy, p. 3)

1.3 Key Challenges to SMEs Growth
The graduation rate from micro to small, medium and large enterprises in Tanzania is
very low and most enterprises remain micro while medium sized enterprises are rare
(Magembe, 2019; Argidius Foundation, 2017). Many scholars, policy makers and
practitioners are of the view that this limited growth of SMEs is a problem that calls for
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more research to be conducted (Shane and Venkataraman, 2000; McKelvie and Wiklund,
2010).
The growth of SMEs is inhibited by several factors - one of which is a fear to take risks in
business. SMEs owners fear forced closure due to failure in their businesses’ operations.
This fear limits the capacity of the individual to take risks and search for opportunities,
which could eventually produce business growth. However, SMEs growth is perceived
differently because SMEs owners, who are entrepreneurs, are heterogeneous in growth
intentions (Magembe, 2019). SME growth is important and should be sustainable for
small and medium enterprises. In fact, their survival depends entirely on their ability to
access the opportunities available in the market from larger companies (Davidsson,
Achtenhagen and Naldi, 2010; Machado, 2016). Business growth enables SMEs to survive
against all odds on the way through graduating from micro, to small, to medium and
finally to large companies (Rauch and Rijskik, 2013).
Another factor influencing SMEs growth is individual characteristics of the entrepreneur,
along with firm characteristics (Magembe, 2019). Individual characteristics could include
human capital, education, experience, skills, age, risk-taking propensity, innovativeness,
personal aims, internal control, and growth aspirations. Firms’ characteristics comprise
of size, profits, start-up capital and ownership. It is the combination of these
characteristics which influence the growth prospect of the enterprise.
Dar es Salaam is the most populated city in Tanzania, and as such is where a large number
of SMEs are situated (Magembe, 2019). Magembe’s empirical research covers three
municipalities of Dar es Salaam: Kinondoni, Ilala and Temeke. Magembe designed a
survey to identify the challenges impeding entrepreneur’s business growth. Respondents
were obtained through stratified random sampling because the targeted population was
heterogeneous. Primary data was collected through a questionnaire survey that
contained both closed and open questions, enabling the collection of quantitative data.
The secondary data was collected from publications such as SMEs Survey of 2012 and
Bank Tanzania (BoT). The study surveyed 300 SMEs owners from the 405,902 owners in
Dar es Salaam. This study found the following key barriers to SMEs growth:
1. Limited Access to financial services: It was discovered that the greatest
challenge according to a survey (35% of the respondents) is the limited access to
financial services. This corresponded to the 2012 Fin Scope Survey (2012) which
estimated that about 68% of the SMEs were excluded from formal financial
institutions. Limited access to finance implies reduced access to capital to start
and expand business operations. Many business operators complained about the
stringent conditions that were imposed by financial institutions: They were
perceived to be part of a high-risk group, more likely to default. Even those who
managed to access some form of financial services often did not receive loans due
to lack of assets that they could use as collateral. It was additionally noted that
some SMEs owners in the region lacked knowledge on preparation of sound
business plans that could meet the moneylenders’ requirements. As such, most
SMEs had reduced access to financial services and products which ultimately
limited their access to capital and consequently their business growth.
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2. Lack of collaterals: Collateral requirements by financial institutions limit SMEs
owners from accessing capital, to expand their business activities and manage
risks. Due to asymmetric information, collaterals are demanded by the financial
institutions to prevent risky investors (adverse selection) and minimise potential
default. However, many of the informal entrepreneurs lack sufficient collateral to
be eligible for loans. Magembe (2019) recommended that, in order to minimise
collateral requirements, asymmetric information should be controlled through
screening and scrutiny of loan applicants to hedge risks associated with adverse
selection.
3. Limited training: The lack of training available led to lack of innovation and
creativity in business. This lack of training subsequently caused a lack of strong
business plans, failure to keep business records, limited market networking
among SMEs and failure to access and compete in local and international markets.
Due to this challenge, SMEs operators in the region were doing business by just
using their experience and word of mouth – which often led conducting business
to meet subsistence needs only rather than adapting to changing markets.
Therefore, in order for SMEs to grow, training across multiple aspects of business
is highly recommended. Additionally, training events on entrepreneurship could
enhance creativity and innovation in doing business.
4. Entrepreneurs’ Characteristics: The results from regression analysis (Magembe,
2019) reveal that experience of the entrepreneurs, start-up capital, size of the firm,
ownership and business turnover all influence the growth of SMEs in the region.
These findings imply that both personal and businesses’ characteristics are crucial
for growth in business. If SMEs owners are given business education through
indoor training, it will enable them to improve their chances for success. Business
education can be offered through seminars, workshops and symposia near their
business premises. It is thus recommended that the government, through relevant
Ministries, Agencies and other stakeholders, should commit to offering business
education.
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2. Government Policy
2.1 Background
A 2017 World Bank report emphasised the importance of targeting all business
constraints, not only simply that of access to finance. In particular, the report highlighted
the importance of “market access, legal and regulatory frameworks, infrastructure,
human capital, technology including access to finance” in business success. Therefore,
interventions in promoting SME growth should be comprised of a combination of
financing, advocacy, advisory, training and other forms of technical assistance activities.
It has been the case that some government have only focused their interventions on
access to finance but did not address other constraints, and therefore have not achieved
optimal outcomes.
The Tanzanian government historically has supported SMEs, as they often represent the
initial phase of growth of new business (Magembe, 2019). The government also plays a
vital role in taxation, licencing and registering SMEs, technical support, research,
innovation, networking and improving access to financial services (Argidius Foundation,
2017). The government is currently working through the Tanzania Revenue Authority
(TRA) and the Ministry of Finance and Planning to formally license and register all SME
owners who are currently conducting their business informally. This is expected to
increase SME owners’ access to services and loans from financial institutions and other
important services from the government, something that is intended to eventually
promote SME growth in the country.
In 2003, the government introduced the SME development policy, aimed at alleviating
poverty and improving the SME sector. The SME Development Policy 2003 was the
outcome of a lengthy preparation process that followed a participatory approach. Zonal
workshops conducted over the period 1998-2001 brought together key stakeholders,
resulting in a situation analysis of the key issues that were the inputs for the formulation
of a draft policy document (2001/2002). Following a second round of consultations on
the draft policy in 6 locations across the country, the policy document was finalized in
November 2002 and got Cabinet’s approval in February 2003. The Ministry of Industry
and Trade (MIT) led the preparation and formulation process of the policy, with the
support of some development partners, namely Commonwealth Secretariat, UNIDO, the
Department for International Development (DFID) and the US Agency for International
Development (USAID).
This policy was reviewed in 2013 and concluded that despite government efforts to
improve the sector, SMEs still face significant challenges –in particular, limited access to
international markets, financial constraints, underproduction, poor supply chain
management, technological difficulties, a lack of access to raw materials and a low
business registration rate (Nkwabi & Mboya, 2019).

2.2 Aim of SME Development Policy

The aim of the SME development policy was to facilitate a “Tanzanian SME sector that
contributes increasingly to equitable economic growth, income and employment
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generation”. The rationalisation given for the need for a specific and tailored policy
focusing on SME sector development was as follows:
1. The significance of the sector to employment creation, income generation and
poverty alleviation in the country;
2. The relevance to industrial development
3. The unique constraints inhibiting the growth of the sector;
4. The present need to revitalise the sector;
5. The importance of an effective institutional framework for implementation,
coordination, monitoring and evaluation.
The 2003 policy structure was built upon seven pillars with corresponding Policy
Statements (UNIDO, 2013), namely:
1. Legal and Regulatory Framework: the Government will enhance
implementation of programmes aimed at simplification and rationalization of
procedures and regulations so as to encourage compliance and minimize
transaction costs.
2. Physical Infrastructure: the Government will continue to improve the physical
infrastructures and provision of utilities in collaboration with Local Authorities,
private sector and development partners.
3. Business Development Services:
a) Entrepreneurship Development: the Government will promote
entrepreneurship development through facilitating improved
access of SMEs to financial and non-financial services;
b) Business Training: the Government will enhance the capacity of
institutions providing business training to SMEs;
c) Information: the Government will facilitate and support
programmes aimed at increased access of information pertinent to
the development of SMEs;
d) Technology: the Government will facilitate acquisition and
adaptation of technologies as well as enhance networking between
R&D Institutions and SMEs in a bid to upgrade technologies so as
to raise the productivity and competitiveness of the sector;
e) Marketing: the Government is committed to facilitating support
programmes aimed at improving SMEs’ access to market;
4. Access to Finance: the Government will enhance financial reforms aimed at
further liberalization of the financial sector and the creation of financial
intermediaries to cater for SMEs.
5. Institutional Framework for SMEs Development: the Government will
facilitate strengthening of institutions and associations supporting the SME
sector.
6. Rural Industrialization: the Government will facilitate the establishment of
manufacturing enterprises in rural areas so as to add value to agro products.
7. Cross Cutting Issues:
a) Environmental considerations: the Government will ensure that
environmental considerations are given due emphasis in all SME
development interventions.
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b) Gender and the Disadvantaged Groups: the Government will
ensure that gender mainstreaming is enhanced in all initiatives
pertaining to SME development.
c) HIV-AIDS: the Government will continue to implement
programmes that check the spread of HIV-AIDS amongst SME
operators.
UNIDO (2012) published a review of progress since the introduction of Tanzania’s SME
policy. Some of the improvements that have been observed since 2003 include:
1. A significant increase in the number of households that run a business as a
primary or secondary activity (from 35% in 2000 to 40% in 2006);
2. Enterprises creation increased from 22,780 in 2002-03 to 83,441 in 2010-11
which created an additional 370,000 jobs.
3. A significant increase in the number of TIN registered taxpayers (including
individual and enterprise registration) – with a figure of 1,035,281 registered
taxpayers in 2012 compared to a mere 190,000 in July 2003. This increase came
mainly from small tax which signalled an increase in the formalization of business.

2.3 UNIDO SME Policy Analysis
The following sections (2.3.1 to 2.3.4) of this report provide a synopsis of UNIDO’s (2012)
policy analysis ten years after Tanzania's implementation of the 2003 Development
Policy:

2.3.1 Legal and Regulatory Framework
i) Simplify business registration and licensing procedures: Respondents
acknowledged that in this respect a lot has changed for the better. Earlier on registration
was concentrated in Dar es Salaam, meaning that entrepreneurs from throughout the
country had to come to Dar es Salaam to register their company or to register a business
name. It was stated to cover some 3 months and documents could get lost. It evidently
discouraged formalization, especially of business far from Dar es Salaam.
The system now contains fewer steps, at lower fees and, most importantly, registration
can be done in the proximity of the business. Registration forms can be downloaded in
principle from one’s home from the internet. Reform is ongoing and continuing: pending
the amendment of the Evidence Act, electronic signature and electronic payment is not
yet possible to date (as electronic submissions are not yet recognized in the court as legal
documents). The registration process is leading further reforms needed to allow for
electronic submission. After the reform, it now takes max. 5 days for processing by BRELA
(provided information is complete); business name registration takes 1-3 days (including
checking on names).
ii) Train and sensitise SMEs on property rights: BRELA’s functions include also the
registration of trade and service marks and the granting of patents. Whereas the
registration of companies and business name registrations are on the rise, applications
for patents are few (inventors were said to follow international routes to protect
inventions/innovations). BRELA’s figures as regards applications for trade and service
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marks and their actual registrations show little change over the past decade. Still, SMEs
were found to feel insecure on how to protect their innovations, given limited knowledge
on patents and property rights.

2.3.2 Improved Access to Physical Infrastructure and Work
Places
i) Land for SMEs: Land reform is ongoing but the issue of distribution of working sites
remains complicated: some local authorities have allocated land but, due to the lack of
funding, there is limited capacity to compensate land owners. The problem is graver in
urban areas which result in growing numbers of “mobile” business. There is a need to
sensitise local governments in regard to offering working space for business.
ii) Develop industrial clusters and trade centres: The micro/small business
membership organisation VIBINDO worked with the Dar es Salaam Municipal Council to
build a centre providing workspace. The building which is not yet occupied, apart from
the alleged design errors (work sites being too small), has a higher than expected rental
price (TSh 90.000 per month). The problem of proper worksites for micro and small
businesses, therefore, remained an impediment to SME growth.

2.3.3 Business Development Services

i) Entrepreneurship Development: Entrepreneurship Education (EE) is now built into
all levels of education, which has been attributed not only to the Education Policy but also
to the SME Development Policy. The current challenge is reported to be the content of
entrepreneurship education, in that different institutions have different approaches,
curriculum, and teacher training. Since 2005, EE has been mainstreamed in the school
curriculum from grade 3 to higher school (grouped under life skills), which highlighted
confidence building, creativity, and vocational skills. However, the quality and
effectiveness of the curriculum is limited, there is a need to have more qualified teachers,
curriculum designers, school inspectors and policy makers. Similarly, EE at higher
technical education has improved, yet the quality and effectiveness vary.
Private training institutions have emerged: offering short and long term EE training.
UNIDO also noted that there is a scope for better exploiting available materials, both from
international and local sources (EMPREtEC, CEFE, SYB, IYB, etc) and international
support (e.g. NUFFIC/The Netherlands, International Labour Organisation, UNIDO).
ii) Business Training: As mentioned, there has been an increase in both formal and
private training programmes, albeit of varying quality. One issue brought up by
respondents was the opportunity costs for the business owners to undergo the training
while managing their business and household duties. There is a need, therefore, to keep
in mind that training sessions should be feasible for the SMEs owners to balance with
their work life (for example, half day training as opposed to full day or scheduling
flexibility).
iii) Information Services: there is increased access to computers, but most small
entrepreneurs, especially those in rural areas, do not use IT to access information, even
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medium-sized enterprises lack digital connectivity to access crucial market information.
Further, E-commerce and e-payment are not really developed in Tanzania, albeit mobile
payment has been rapidly developing in Tanzania.
iv) Market Access: There is a need to promote business linkages between large and
small enterprises. There were a few examples where local bottle manufacturers became
suppliers of breweries, but these successful examples of larger firms supporting the
growth of smaller firms are rather rare. Another complication is that most of the medium
firms in Tanzania are owned by Indian nationals, therefore there is an incentive for them
to build partnerships with other Indian firms, making it harder for smaller Tanzanian
owned enterprises to establish linkages. Further, there is also a need to strengthen
marketing agencies and institutions that support SMEs. The challenges for smaller firms
are greater in terms of market access and regional competition. For example, the soap
industry has lost out of competition, in particular with Kenya. In building marketing
capacity for SMEs, three areas demand greater attention and support: market research,
brand management, and product development.

2.3.4 Strengthened Stakeholder Capacities

i) Strengthen Associations and Forums for SMEs: Workers associations allow SMEs
businesses owners to exchange market information, substantiate positions, build
business networks, and most importantly, collectively lobby to demand labour’s rights
and raise awareness. Although the current associations such as VIBINDO, TPSF, TCCIA,
are developing, many of them remain organisationally weak with no proper income to
hire skilled staff and limited access to funding. Thus, there is a need to strengthen
business membership organisations and provide grants for advocacy initiatives.
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3. Access to Finance
3.1 Background
Access to finance was the fourth objective under the 2003 SME growth policy. The
difficulty in loan accessibility for SMEs have seen them turn towards ‘semi-financial
institutions, such as savings and cooperative associations and informal financial
institutions such as money lenders (Mori, et al., 2009; Olomi, et al., 2008)’ away from the
more traditional commercial banks who are more reluctant to lend.
In Tanzania, the key obstacle to SMEs growth is limited access to credit as well as
technical know-how even when there is access. This is especially true for younger
entrants to businesses. Most young entrants to SMEs are school leavers and graduates.
They face this particular obstacle in businesses because they lack experience, networking
and collateral to pledge to lenders for loan approval because of their short time in
business (Magembe, 2017). Market imperfections lead to credit rationing and may
severely limit the investment and operations of SMEs due to shortage of capital that
eventually limits the growth of SMEs. Credit constraints limit business start-up and
growth, something that accounts for about 70% of the problems that face SMEs in
Tanzania (Olomi, 2009).
Other problems that are reported to hinder SMEs’ growth include: some SMEs operate in
remote areas, inability of the SMEs owners to prepare and present loan applications that
meet lenders’ requirements, limited capacity of SMEs owners who start and operate
businesses, in terms of the attitudes, exposure, skills and experiences, regulatory
framework and limited access to working premises (URT, 2003; Alexander, 2003). This
situation has resulted in limited contribution of the SMEs to GDP growth. For example, a
Survey on SMEs done in 2012 estimated that there were 2.75 million Micro, Small and
Medium Enterprise (MSME) owners and about 3.16 million Micro, Small and Medium
Enterprises (MSMES) in Tanzania, contributing about 27% of the GDP and employing
more than 5.2 million people ( URT, 2012).
Commercial bank interviews revealed that in order to reverse the current climate of
lending reluctance, SMEs must provide more relevant documentation to mitigate the
information failure driving the commercial banks view of adverse selection. If banks are
better able to judge SME lending risk, then a profitable interest rate according to this will
be more likely provided. (Richard & Mori 2011). Further, the World Bank (2017) pointed
out the importance of developing the SME financing ecosystem. Access to finance itself is
a complex and broad topic that goes beyond the provision of credit. For example,
Malaysia’s government responded effectively to this fact and built a comprehensive SME
financing ecosystem. The ecosystem consists of several distinct but mutually reinforcing
elements: institutional arrangements, financing schemes, education and awareness,
facilities to seek information and redress, as well as debt resolution programs. The
presence of such a financing ecosystem is important because the needs of SMEs will
evolve as they become more sophisticated.
There is also a need to provide a wide spectrum of financing services and products. The
SME sector is comprised of enterprises with different characteristics. Common
differentiating characteristics are size, sector, location, business life cycle, and ownership
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profile (gender or education, for example). SMEs may have different needs for financial
services and products according to their characteristics. Malaysia’s comprehensive
financing landscape combines government grants and soft-loan schemes with
commercial loans, credit guarantees, equity-based financing and other products. Both
conventional and Islamic financing services are also available. Service providers range
from traditional financial institutions such as development financial institutions,
commercial banks, credit guarantee institutions and investment companies, to new
players in SME financing: financial technology companies. The fostering of such an
ecosystem in Dar es Salaam, through government or NGO activity, could present
significant opportunity for SME growth.
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4. Network Building

Business network and linkages are among the most important factors that contribute to
the growth of enterprises (Kazungu, 2020). Networking capability is the ability to initiate,
maintain and utilise firms’ relationship with various partners to the firm’s advantage. No
firm is independent from others, as they rely on other partners to gain access to resources
such as capital, personnel, technology, raw materials, and market information etc.
(Rutashobya & Allan, 2016). This implies that networking capability emphasises creating
and sustaining relationships that allow for the exchange of strategic resources and
capabilities for firm’s advantage (Nyangarika, 2016). There are four key dimensions that
define networking capabilities: relational skills, internal communication, coordination
and partner’s knowledge. Rutashobya & Allan (2016) pointed out that SMEs in Tanzania
faced several networking constraints:
1. Lack of Linkages: The liabilities of smallness and newness of the SMEs lead to
business isolation, demonstrating a negative relationship between firm size and
failure, with smaller and newer firms facing higher risks of failure than larger and
older ones (lack of economies of scale, dependence, government support). The risk
of isolation can be mitigated by a supportive environment and resilient networks–
–namely, to engage in linkages or networks to gain access to resources and
minimise costs and consequently enhance its growth.
2. Lack of Business Knowledge: Many Tanzanians are first generation
entrepreneurs, which limits their opportunities to engage in networking and rely
on others' experience for learning. Networks, which serve as channels for
technological exchange and knowledge, should lead to the accumulation of
capabilities on the part of the partners.
3. Women entrepreneurs have poorer networks than men: The issue of culture
might have affected the way women and men entrepreneurs form networks, in
terms of the composition and characteristics of the relationships built. For
example, while women tend to build relationships through kin, men’s networks
appears to involve more non-family members (Gwen, 1990). This may implies that,
albeit having less capacity to explore wider networking opportunities, the kinship
and community-based network that women build is stronger, due to emotional
involvement. However women face more constraints in reaching out to wider
networks due to social stigma and the traditional division of labour.
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5. Impact of COVID-19
5.1 Background

The spread of the COVID-19 virus has caused massive disruption to the global economy
with effects clearly seen in Tanzania. World bank projections expected a sharp drop in
Tanzanian economic growth rates to 2.5% in 2020, from its initial value of 6.9% in 2019
(June 2020). Supply side disruptions to input chains and trade flows meet falling demand
side conditions through investment, domestic and foreign consumption. Furthermore
estimates of an 80% fall in revenue to tour operators represent the restrictions to one of
Tanzania’s previously fastest growing sectors, due to international travel bans, and this
has multiplier effects through the economy. Other effects of the virus will largely be
concentrated in commodity prices, trade and FDI. Reduced investor confidence among
rising consumer precautions is expected to delay investment projects and lead to even
further financial access issues for SMEs.
Despite the low reported number of COVID deaths in the country, there is a troubling
climate around attitudes towards the virus in Tanzania. Ideas of denial are propagated by
the president. With reported strained resources in hospitals at the capital (BBC 2020),
and the emergence of new more dangerous variants of the virus, it is troubling that
President Magufuli expressed a sharp rejection of vaccines and a dismissal of lockdown
procedures. The government stopped the reporting of cases in May 2020, at 509
infections and 21 deaths (Kombe 2021), citing religious protection.

5.2 Aggregate Macroeconomic Metrics
Real GDP growth rates at market prices: Using aforementioned World Bank
projections, growth rate was forecasted to be at 2.5% in 2020, decreased from 5.8% in
2019 and expected to increase back to 5.5% in 2021. The values for 2020 and 2021
were readjusted from January 2020 forecasts with Coronavirus decreasing these values
by 3.3% and 0.6% respectively.
Inflation: Overall, Coronavirus seemed to have little impact on the overall price climate,
with the headline inflation staying relatively constant at just over 3%. (Bank of Tanzania
2021)
Credit Supply: More pertinent to
SMEs, although private sector credit
has maintained a positive growth rate
throughout 2020, the pandemic has
had an undeniable downwards
pressure, falling to 3% in December
2020 from 11% in December 2019. A
continuation of this trend into 2021
will represent an increasing difficulty
to SMEs to access finance for
investment projects. (Image Source:
Bank of Tanzania 2021)
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Exports: In total export value has decreased from 9,658.6m USD in 2019 to 8,809.3m
USD in 2020, mainly due to aforementioned decline in travel receipts by 59.2% to
1,061.6m USD from COVID travel restrictions. This aggregate represents the falling
external demand conditions faced as a result of the pandemic. (Bank of Tanzania 2021)

5.3 Government Response
With only 652 tests conducted as of the 29th April 2020 (House of Commons Library
2020) and an information blackout, it is unsurprising that no significant fiscal or
monetary policy changes have been put into place in response to the virus. With media
and NGO access restricted, it has been hard to truly judge the effects of the virus on SME
growth in Dar es Salaam. This gives significant room for varied consequences – the
existence of cases themselves may prove adverse to labour productivity and business
practice, in addition to the international economic impacts of the virus. However, it can
be concluded at this point that SMEs globally will face a harsher economic climate in the
wake of COVID-19, and Dar es Salaam is unlikely to be an exception.
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6. Conclusions

This report concludes that, despite governmental and international efforts to support the
growth of SMEs in Tanzania, SMEs still are confronted with many barriers to their
development. Such barriers include (1) an inability to compete effectively in international
markets due to a lack of linkages in domestic and regional economies; (2) limited access
to financial capital due to due to the inability of small enterprises to provide collateral
and the high interests rates demanded by formal banks (18-22%); (3) underproduction
on account of lack of technological and business knowledge among the majority firstgeneration entrepreneurs, poor supply chain management, and technological
difficulties; (4) governmental failure to spread awareness, disseminate information and
simplify the registration processes limiting the formalisation of SMEs; (5) the limited
ability of worker’s associations to lobby, demand worker’s rights, share market
information and build network capacities; and finally, (6) a governmental failure provide
adequate social safety measures for SMEs that are negatively impacted by the COVID-19
pandemics.
Of these barriers, access to finance is the most widely acknowledged and crucial area to
be tackled for SMEs to invest in productive capitals and eventually expand and scale-up.
Potential actions to tackle this and promote SME growth in Dar es Salaam include, but are
not limited to: (1) the establishment of microfinance and social venture capital funds to
provide alternative pathways to financial capital access (2) the provision of training to
help SME owners navigate the complicated formalisation and financing processes, and
(3) placing pressure on the government and banking institutions to reduce inaccessible
requirements for collateral and high interest rates charged to SMEs entrepreneurs.
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2.

Tanzania’s SME Development Policy 2003

Source: UNIDO (2012)
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