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Abstract

This study sets out to investigate the Impact of Micro Finance on Poverty Reduction in Tanzania, using a case of
Small Industries Development Organization (SIDO) in Ilala District. This organization disburses loans to small
and medium enterprises throughout the Country. Data for study were collected from Ilala and Temeke district
between January to July, 2017 and a sample of 90 respondents was involved. These were business entrepreneurs
who had loans from SIDO and others had not taken loans. The finding of the study indicates that business
growth needs more capital, training, lower interest rates and a reduction of different charges as well as conducive
environment for business operations. Moreover, it was noted that SIDO loans was meant for poor people lacking
tangible assets for security, but this rule was not adhered and the disbursed loan amount were too small to boost
clients business. Therefore the study suggests that the organization should acquire more seed fund in order to
increase its disbursement capacity and a change in programme’s operation should take place for the benefits of
the loan borrowers because a comparison of SIDO loan borrowers and non-borrowers indicated that there is no
significance difference. This indicates that the loan did not help much and something was needed to supplement
the loan. If changes would be made, SIDO loans would be a more effective tool in the effort to alleviate poverty.
Keywords: Microfinance, poverty reduction, Impact, Small Industries Development Organization (SIDO) and
SMEs
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INTRODUCTION

Microfinance is hailed as a sustainable means of poverty alleviation and leading to holistic development. It
provides financial tools to poor people who cannot access conventional banking by removing collateral
requirement and creating a banking system which is based on mutual trust, strict supervision, accountability,
participation and creativity. Yunis (2003) argue that if financial resources can be made available to the poor
people at terms and conditions which are appropriate and reasonable, these millions of small people with their
millions of small pursuits can add up to create the biggest development wonder. In addition, it is asserted that
credit is a powerful weapon and is a fundamental human right in the society for development and generally,
creates entitlement to resources and is the basis for the economic emancipation of the poor.

In respect to the Microfinance role, Small Industries Development Organization (SIDO) established in 1972
in Tanzania changed its focus in 1994 from small industries development to revenue generation from services
rendered and mostly is credit to Small and Medium enterprises. Initially SIDO aimed to develop Small industry
sector in the country, through policy formulation, direct support to industries and involvement in the actual
establishment of enterprises. Its best-known activities included industrial estates, common facility workshops,
training cum production Centre’s, hire purchase schemes for equipment, technology development, technology
transfer through twinning arrangements and exchanges with industries in Europe and direct marketing (GTZ
Report, 2000). However, a profound change through economic structural adjustment Programme (SAP) of 1980s,
has gradually introduced the framework necessary for the development of the market economy. Hence, the
government has withdrawn from direct involvement in the economy, and the private sector has grown rapidly.
Thus, SIDO’s role as the government’s instrument for small-scale industrialization has become less relevant and
some services that SIDO used to offer, such as the supply of machines, spare parts production, marketing, and
business premises have been taken over by the private sector as a result of the changed economic and political
reality.

As a result of change, SIDO as a national Institution changed its role from small industries development to
promotion of Small and Medium Enterprises in the area of technology, finance, consultancy, management and
training. In this regard, the main function of the organization turned to be provision of credit to SMEs on softer
terms and establishment of financial facility specialized in financing SMEs (URTMIT, 1996). This earmarked
service was considered to have a high demand and had a strong developmental impact on the community to
address the problem of poverty eradication and thus, the organization had broadened the organization’s client
group to all enterprises instead of just small industries.

Moreover, the organization restructuring and provision of these services was to develop small industries,
create employment, generate income and improve the living standard of people in the Country (SIDO Strategic
plan, 2000). Being spread all over the country within the region headquarters, its implementation strategy for
assisting small industries and incorporate all business entrepreneurs it was considered could resolve poverty
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problem in rural and urban areas of the country through provision of credit as working capital, development of
entrepreneurship skills and management, provide training and advocacy to support all the groups, which had
been neglected during the launch of the organization. The slow development of entrepreneurs and the increase in
the extent of poverty among individuals in the society ignite a debate whether the organization solves the
problem or not.

Through SIDO, more entrepreneurs were expected to arise as result of their services, and hence decline of
poverty level. Olomi (2003) define entrepreneurship as the act of people to create or realize income generating
activities. This arises as a result of credit provision and encouragement of self-employment for income
generating activities for the poor, as opposed to consumption. This was initiated as a challenge to the
conventional banking system which rejects the poor by classifying them as ‘not creditworthy’. Therefore the
micro finance system rejects the basic methodology of the conventional banking system and has created its own
methodology (Gallardo, Joselita, Bikki Randhawa and Orlando Sacay, 1997). Emphasize that, poor people need
and use a variety of services, including deposits, loans and other services. They use financial services for the
same reasons as anyone else; to seize business opportunities, improve their homes, deal with large expenses, and
cope with emergencies (Elizabeth, Rosebenberg; 2004). Therefore, in view of microfinance, the study aim to
evaluate the impact of microfinance in poverty eradication; using a case of SIDO Ilala, in Dar-es Salaam region.

RESEARCH METHODS

The research was conducted in Dar-es salaam region (Tanzania) taking a case of SIDO located in Vingunguti
area along Nyerere road in Ilala district. A total sample of 90 respondents was picked from two districts, namely
Ilala and Temeke through different sampling strategies. SMEs owners were selected through simple random
sampling while loan officers from SIDO were selected through purposive sampling technique. Both SMEs
served and not served by SIDO were included in the study to determine the impact of microfinance.

Methods of data collection were through in questionnaires and documentary review. It employed qualitative
and quantitative design in order to counter the effect which could be caused by the use of a single design. To
ensure validity and reliability of information gathered, field work was conducted by the researcher himself to
avoid some misunderstanding which would have been caused by the data collector.

Data obtained through questionnaire were coded, summarized and entered into computer software. Chi-
squire test used to establish significant relationship between borrowers and non-borrowers while data obtained
through in depth interview and documentary review were coded and analyzed descriptively according to the
specific objectives of the study. Data were presented using simple frequency tables and bar charts.

RESULTS AND DISCUSSION

This section provides data analysis and discusses major findings from the study. The fieldwork comprised
interviews and documentary review. The rate of response to the administered questionnaires was very high
ranging from 100% for SMEs clients to 80% for SIDO staff. This indicates that respondents understood the
purpose of this study and its value to them. Table 1 shows questionnaires administered and the response rate.
Table 1: Status of the distributed and collected questionnaires

Questionnaires Number Of Respondent Collected % Of Total
SIDO Staffs 5 4 80%
SIDO Clients(SMEs) 45 45 100%
SME:s not finance by SIDO 45 45 100%
Total 95 94 97.1%

Source: Field data 2017.

Respondents Characteristics

Age, Gender and marital status of respondents

The results of the study show that the mean age of the business respondents who enjoy a loan from SIDO is 33
years. The respondents’ age ranged from 19 years to 55 years. The distribution by gender is 53.3 percent female
while 46.7 percent is male. The result shows that most of the respondents were married and they run small
business to sustain their families although some had employment while others did not have alternative means of
living. In addition, it was found that more of female were self-employed compared to male counterpart.
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Chart 1: Gender Results
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Source: Field data 2017

The ages of the respondents were grouped into five categories: those below 20 years were 3.3 percent, those
between 21 and 30 years 33.3 percent, those between 31 and 40 years 46.67 percent, those between 41 and 50
years 10 percent while those over 50 were 6.67 percent. The results show that people between 31 years and 40
years old are more represented in SME business and enjoy the SIDO loan facilities. And it is suggested that may
be people at that age level, have obligations to care for the child hence therefore have to find means under which
they can earn income and Small and Medium Enterprises were the solution for this group.
Chart 2: Respondents Age
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Source: Field data 2017

Out of the total number of respondents (90), 53.3 percent were female while 46.7 percent were male. The
majority of females were engaged in small businesses and a half of them had received a loan from SIDO.
According to the sample studied, 56.67 percent were married, 6.67 percent were divorced, 20 percent were single
while 16.67 percent were widows/widowers. In surprise more of the married group were engaged in business,
compared to the other groups. May be the married had more obligations compared to the other group as they had
to feed their kinds and pay school fees and therefore found business as the only means for earning income for
the purpose described.
Location of the respondents
The study sample was 90 respondents and hence respondents interviewed were equal from each district and by
surprise the response rate was almost 100%. The study revealed that 50% of respondents come from Temeke
while the other 50% come from Ilala district. Most of the respondents were found at SIDO office some coming
to repay their loans and others coming to make follow up of their loan application. However, to confirm whether
they had businesses, we had to make follow up with a loan officer to assess the business needs according to the
amount applied. This gave us a confirmation or proof that all who were coming were actually running businesses.
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Table 2: Respondents Location

Location Number of Respondents Percentage Cumulative %
Ilala 55 50% 50%
Temeke 45 50% 100%

Source: Field data 2017.

Education level of the respondents
The level of education was grouped into four categories, consisting of primary education, Ordinary secondary
education, High secondary education and college. However the study revealed that most of the people who
engage in small businesses have a primary level of education, amounting to 43.3 percent of the respondents, 23.3
percent had secondary education, 16.67 percent high secondary education while 16.67 percent had attended
college. The result imply that, those who had lower education level, had no other alternative to sustain their
living, hence running small business was the only means while others who had a bit high education level had an
opportunity for employment.

Table 3: Respondents Academic Qualifications

Education Frequency Percentage Cumulative %
Primary 39 43.3% 43.3%
Ordinary Sec School 21 23.3% 66.6%
Advanced Sec School 15 16.7% 83.3%
College 15 16.7% 100.0%
Total 90 100% -

Source: Field data 2017.

Business experience of the respondents
The number of years in business of the respondents ranges from 1 to 10 years. In average, most of the
respondents have an experience of 4 years. This shows that most of the respondents have a high experience in
business which is expected to have an influence on the business growth.
Table 4: Length in Business (Duration)

Years Frequency Percentage Cumulative %
1 6 6.7% 6.7%
2 18 20.0% 26.7%
3 21 23.3% 50.0%
4 21 23.3% 73.3%
5 3 3.3% 76.7%
6 6 6.7% 83.3%
7 3 3.3% 86.7%
8 6 6.7% 93.3%
9 0 0.0% 93.3%
10 6 6.7% 100%
TOTAL 90 100% -

Source: Field data, 2007

Loan amount to start a business

The capital for businesses ranges from Tshs 75,000 to 10,000,000, according to the respondents information. The
average amount of capital in this study is Tshs 2,014,655.17. However, according to SIDO loan policy, the micro
loans they disburse start from Tshs 50,000 to 500,000, which is below the average loan amount shown in the
study. Most of the respondents in the study were having a capital of about Tshs 500,000/= and only few had
more than that amount. The Table 7 shows the distribution of capital and its percentage.
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Table 5. The Amount of Initial Capital for Business

Amount(Tshs) Frequency Percentage Cumulative
75,000 3 3.3% 3.3%
200,000 3 3.3% 6.9%
300,000 9 10.0% 17.2%
500,000 15 16.7% 34.5%
600,000 3 3.3% 37.9%
650,000 3 3.3% 41.4%
700,000 3 3.3% 44.8%
800,000 9 10.0% 55.2%
1,000,000 6 6.7% 62.5%
1,200,000 6 6.7% 69.0%
2,000,000 12 13.3% 82.5%
3,000,000 3 3.3% 86.2%
5,000,000 3 3.3% 89.7%
10,000,000 9 10.0% 100.0%

Source: Field Data 2017

Income of the respondents per day

This refers to the amount the respondents are able to get per day from sales. Referring to the results of the study
the income ranges from Tshs 3,000 to Tshs 500,000, while the average income per day is Tshs 52,200. However,
the study reveals that the average revenue per day is high in comparison with the real situation. This situation has
been caused by only few people who have high income with high capital and lead the average income to skew on
the right hand side.

Expenditure per day

The individual expenditure explains the income of the people. However in the study the mean expenditure for
respondents is Tshs 7,233, ranging from Tshs 1,500 to 50,000 per day. Therefore the results of the study indicate
that when people’s income is low their expenditure is low too.

Salaries for the employment created

The salaries for the employment created by these small businesses range from Tshs 5,000 to 120,000 while the
average salary is 25,666/=. According to the study this salary has a great impact on the poor since it raises the
living standard of an individuals.

Table 8: Factors Contributing To Business Growth

NO. Minimum Maximum Mean Std Deviation
Age 90 19 55 33.06 9.04370
Sex 90 1 2 1.4333 0.50401
Marital Status 90 1 4 1.9667 1.21721
Location(Residence) 90 1 2 1.5333 0.50742
Education Level 90 1 4 2.7333 1.20153
Length In Business 90 1 10 4.1 2.42615
Initial Capital 90 75000 10000000 2014655.17 2939459.96
Income From Business 90 3000 500000 52200 93805.52
Interest Rate 90 1 2 1.08 0.27689
Salaries Paid 90 5000 120000 25666.66 28527.34
Expenditure 90 1500 50000 7233.33 8911.18

Source: Field Data 2017.

Determinants of factors influencing the growth of small Business

The logistic regression analysis was conducted to ascertain factors that contribute significantly to business
growth, measured in term of sales turnover by the respondents who received a loan from SIDO. Variables
considered include age, number of years in business, education level of the respondents, sex of the respondents,
marital status, number of children of the respondents, expenditure per day of the respondents, location of
business of the respondents, amount of loan received from SIDO, loan interest rate and other socio -economic
factors influencing the success of the business of the respondents. Out of those variables only number of years in
business, education level and amount of initial capital from SIDO were regressed with dependent variable of
business growth measured in terms of sales turnover. The multiple standard regressions were used where by all
the independent variables were entered into the equation at once. The results indicated how well these variables
are able to predict the business growth measured in terms of sales turnover. The results indicated that only initial
capital from SIDO had significant value less than 0.05 which shows it has a significant unique contribution to the
prediction of the dependent variable. The number of years in business (Experience) and education level were not
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making a unique contribution to the prediction of the dependent variable, this may be due to overlap with other
independent variables in the model. The results of logistic regression analysis are shown in Table 7.

Age

The results indicated that the loan disbursed by SIDO to its clients is for people from 19 to 55 years old. The
mean of the respondents is 33 years old. This indicates that most of the people who get loans from SIDO are
younger people who are risk takers. The old people are risk averse and would not like to enter into debt
obligations and are afraid of loan conditions. In addition the group concerned is the reproductive one, which of
course struggles hard in order to sustain their families, and also to ensure that their families get a good education.
The regression results indicate a positive coefficient but not a significant relationship between business growth
and age of the respondents. This was expected because age does not contribute anything to business growth.
There are both young and old people who have succeeded in their businesses. Hence age under this study was
insignificant.

Level of education

Years of formal education were thought to be a significant variable that could determine chances for business
growth. However its positive coefficient of 0.213 beta and the alpha value of 0.185 is greater than 0.05, hence it
is concluded that, the variable is not making unique contribution to the prediction of the business growth. The
result on this variable was not expected, as it was believed that chances for business success could be determined
by the level of education of the respondents. It was a surprise therefore that SIDO loans are given to poor people
who have a low level of education.

Length of business (Duration in business)

The experience of the business owner was thought to be a significant factor, but the result for regression
indicates the 0.194 beta and alpha value of 0.284 which is greater than 0.05. The results shows the variable do
not make a unique contribution to the dependent variable besides having a positive coefficient of 0.194 beta. It is
believed that a person who has been in business for a number of years has a chance to excel in business, but
according to this study this factor does not seem to hold. The growth of the business depends a lot on the initial
capital of the clients rather than the number of years of the client in business.

Location of the business/Residence of the respondents

The location of an individual (whether in Temeke or Ilala district) was also thought to be an influencing factor in
business growth, but the regression results show that there is no significant relationship between location and the
chance to succeed in business.

Sex and Marital status

Sex and Marital status was thought also to be an influencing factor in business growth, but according to the study
results this factor is not significant. However other studies point out that female clients are careful and faithful in
terms of loan repayments, but 100% loan repayment does not guarantee that the business will generate enough
income to enable them pays back the loan. On the other hand, to grow their business they propose that married
couples are always serious about their business, in which case they excel through taking out loan, but this is not
the case in this study.

Expenditure per day of the respondents

Expenditure shows the trends of an individual’s income. The higher the expenditure per day, the higher the
income. The regressed results of the study indicate that this is not a significant factor in business growth because
the expected result was a positive coefficient with an insignificant relationship, because the more the expenditure
incurred by a business owner, the more the business profits decline.

Employment created by the business

This factor aimed to measure the improvement in jobs created accelerated by the loan disbursed by SIDO. The
more income that is distributed to poor people the more likely that employment is created. Hence, according to
the regression results, the factor has a positive coefficient since employment always drains income from the
business. The result is true as expected since, through employment, the profits from the business get distributed
to the employees in terms of salaries and hence there are less remaining for business growth.

Amount of capital of the business/Loan received

The relationship between sales or business growth and amount of capital has a linear relationship. The greater
the amount of capital the higher the value of sales the business is likely to make. In this study the regressed
results show that this fact has a positive coefficient of 0.455 beta and alpha value of 0.015 which is less than 0.05
level of significant. This indicates that the variable is making a unique contribution in prediction of the
dependent variable. The more capital the business has the more sales. Therefore, there is a direct relationship
between business growth and amount of capital.

Loan Interest rate

Loan interest rate is also among the factors considered in the study, which has a negative impact on business
growth. The more interest that is required to be paid back, the more expense the business incurs. Hence, through
this study, the results for regressed data indicate that it has a negative impact on business growth.



European Journal of Business and Management WWWw.iiste.org
ISSN 2222-1905 (Paper) ISSN 2222-2839 (Online) DOI: 10.7176/EJBM JLEN
Vol.11, No.2, 2019 Ils E
Table 9: Factors Influencing the Business Growth (Regression results)
Unstandardized Coefficients Standardized Coefficients
B Std. error Beta T Sig

Constant 52531.519 40579.429 - -1.295  0.207
Education level 16681.351 12235.748 0.213 1.363  0.185
Length in business 7493.317 6838.592 0.194 1.096 0.284
Initial capital-SIDO 1.473E-02 0.006 0.455 2.601 0.015

Source: Field Data 2017

Dependent variable: Growth of the business measured in terms of Sales turnover

The Impact of Micro Finance on Poverty Reduction

Chi-square test was run to determine the relationship between SIDO loan beneficiaries and Non- beneficiaries.
The test was made on the bases of variables like: Length of time in business, expenditure per day, salaries paid to
employed staff on small business, Revenue received per day, Education level of respondents and, expenditure
per day. The results of chi-square test indicate that there is an independent of each other on variables tested
between SIDO borrowers and non-borrowers as per Table 10.

The Chi-square test results show that those variables under consideration have not shown a significant
relationship because the asymp.sig values is greater than 0.05. However, lack of baseline data makes it difficult
to ascertain with full certainty that the observed equality between SIDO borrowers and non-borrowers means
that the loan does not contribute to any changes to the business. Also it is appreciated that the establishment of
the casual role of the SIDO loan is complex due to the multiple sources of revenue of the individuals and the
problem of the reliability of data.

However, the t- test for differences between loan beneficiaries and non-loan beneficiaries indicated that
there is no difference between these groups. It is evident that the majority of SIDO borrowers were poor and if
they could not receive a loan their life could be even worse. The loan they received from SIDO enabled them to
acquire assets, send their children to school and even to raise their standard of living in general to the extent that
they became equal to those who did not get a SIDO loan, who were considered higher income earners. The
implication is that the increase in income of borrowers who belong to the poor group might have been
accelerated by the loan facility from SIDO.

The Chi-square test analysis has also shown that as SIDO loan has had a great impact on poor people, as
explained above.

Table .10: Relationship between SIDO Loan Beneficiaries and Non Beneficiaries
(Chi-square results)

= i wn
= & Z Z = @ 175
S = = S, |Ez 28 | 92% |Boi
g =2 cE |E¢ 2% 223 |22z
2 > < Z o <2
z 7 Z Sp= ©Z Qo Qme = =
z = ~Q = <5
3 = o= =
CHI-SQUIRE 0.000 0.333 0.000 0.000 0.000 -
DF 2 1 2 1 2 -
ASYMP SIG 1.000 0.564 1.000 1.000 1.000 -
YES CHI-SQUIRE 12.826 2217 11.826 0.692 6.739 7.000
DF 7 3 8 1 11 5
ASYMP SIG 0.076 0.529 0.159 0.405 0.820 0.221
NO CHI-SQUIRE 0.500 1.000 0.500 0.000 0.000 0.000
DF 2 1 2 2 3 2
ASYMP SIG 0.779 0.317 0.779 1.000 1.000 1.000

Source: Field data 2017.

Qualitative Assessment of Some Important Factors for Business Growth

Some qualitative information was also collected and the responses of the respondents on issues raised are
summarised as follows:

Attitudes of respondents towards credit and interest

Out of 90 respondents, 69 (76.6 percent) showed a positive attitude to credit, pointing out that is a very essential
element for business growth and that it enables the borrowers to get working capital to start up or expand
profitable businesses, and they were ready to receive a repeat loan if given the opportunity. However 13.3
percent of the respondents showed negative attitude to SIDO loans, arguing that the conditions attached to such
credit are difficult to meet and involve high risk of failing to repay, which may lead to confiscation of the
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borrower’s property. This group of respondents, even after being given adequate clarification showed reluctance
to accept credit from SIDO. While 10 percent were neutral as they did not respond and had no comments about
SIDO loans.

When asked their opinion on the interest rate charged by SIDO on loan, 63 (70 percent) of respondents did
not accept it and complained that 22 percent interest rate is too high. However they understand that public
institutions have to charge interest in order to cover operational expenses and get some profits, but they still had
doubts about the percentage charged. Some referred to the Islamic loan policy that is free from interest, while 27
(30 percent) of the respondents were not knowledgeable on the amount charged and the interest they paid on the
SIDO loan, because of their low level of education.

Respondent’s opinion on factors limiting getting a loan

The study aimed at capturing respondent views and opinions on factors which limit their chance to get credit
from SIDO. Five factors were mentioned, which include difficult conditions 37 percent, high interest rate 27
percent, cumbersome and difficult bureaucratic procedures 10 percent, favouritism 7 percent and higher charges
for feasibility study 19 percent. But out of those factors difficult conditions, higher interest rate and bureaucratic
procedures were taken to be big problems that hinder people to get the facility from SIDO.

Table 11. Factors limiting to get Loan

Factor Frequency Percentage Cumulative %
Difficult conditions 34 37% 37%
Higher interest rate 24 27% 64%
Bureaucracy 9 10% 74%
Favouritism 6 7% 81%
Feasibility study charges 17 19% 100%

Source: Field data, 2017

Factors contributing to business growth

For further analysis, respondents were asked to identify the most important factors that contribute to business
growth. Their replies included the following: Own efforts, loan impact, location of the business, having own
premises for business, experience, large market, reliable transport, reduction of unnecessary expenditure, good
environment, good supervision, good display of goods, business training, trustworthy employees, cooperation
with other business people and politeness to the customers or customer care. All these factors mentioned are
valid it has a significant contribution to the individual business growth apart from those the researcher
considered.

Factors that limit the success of the business

The respondents were asked to mention some problems which hinders their business growth, and about 16
factors were mentioned although the frequently repeated reasons were: limited amount of capital, lack of
business, lack of business transport, high running costs, high prices of products, debtors do not pay, high taxes,
stiff competition, high interest rates charged, not in a good location, jealousy in the neighbourhood, too busy,
employees not trustworthy, loan disbursement irregularities, high transaction costs and disturbance brought
about by city guards.

Reason for borrowers failing to repay loan

Borrowers were asked if they had ever failed to repay a SIDO loan, but none of them had. This contrasts with the
real situation learned from the interview held with the SIDO officers. According to Anna a credit officer at SIDO
Ilala, they had a stock of mortgaged assets in the store that had been confiscated from the clients who failed to
repay. But the response from the questionnaires in the study none agreed, which indicates that they were hiding
the real situation or perhaps the sample used for study had never faced that problem. Respondents showed that
the SIDO loan was convenient, while in other questionnaires where they were asked about the problems of
acquiring a loan from the institution they mentioned a number of problems that include bureaucracy of SIDO
officers, high cost of feasibility study and high interest rate. This also contradicts the replies they gave.

CONCLUSION AND POLICY IMPLICATION
Overall, the study suggests that SMEs need more capital, which is essential for business growth. The loan
provided by the MFIs involves high charges and high interest rates the burden of which the client has to bear.
Micro loans as defined by (Shahidur, R. K. 2005) refer to small amount of credit lent to poor people who lack
tangible assets to secure a loan and also is given without tough conditions and is interest free. However the study
reveals that loans given are accompanied by different fees, like transport charges for officers who make a visit to
the business premise of the client, form charges and fare for follow -up of the loan, feasibility study fees and
interest rates. Hence the interest rate of 22 percent is not true if all those charges incurred by the client are
aggregated. Furthermore, it seems there is no difference between the institution for MFIs and commercial banks
that charge almost the same interest rates and others are even lower than 22 percent.

A savings culture is the backbone of micro finance, but SIDO does not mobilize the client to enhance
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savings. This could reduce the interest rate since the money they disburse as a loan could be coming from the
customers themselves and this could also enhance effective loan repayment.

The institution’s loans target poor people, but the process for disbursement does not consider this and they
ask for collateral. The aim is to reduce the extent of poverty among the people but at the same time, if they fail to
repay, their assets are confiscated and so all that does accelerate extend of poverty.

Repayments of loans to the institution by the clients are seen to be good, but it has not been ascertained
whether the clients are paying back the loan from the revenue generated by the business or whether they have
multiple sources of revenue. The institution could develop a measure to check if the clients are able to repay the
loan from the business, which could facilitate and hasten the process of poverty reduction through the
establishment of good lending policies.

Lending methodology is a key to success of the MFIs. SIDO is an old institution which has undergone
restructuring from assisting small industries to now entrepreneurs, but it has not yet found its own lending
methodology. This has been proved through the establishment of Self Help Organizations (SHOs), Solidarity
group lending and individual lending which have all copied from the new MFIs like PRIDE, MEDA and FINCA,
whose methodology was geared to their main motive to earn profits. But SIDO as a Government institution
could develop a good methodology with the vision of alleviating poverty among the citizens without
compromising its mission of sustainability.

Micro finance for developing countries has been seen as a way for redistributing income to the poor, but it
does not contribute to the economic growth of the nation (Khandker and pitt, 2003). This study also has shown
that the loan disbursed by SIDO is for starting or expanding informal businesses. These businesses are informal
and do not contribute much to economic growth but they help the poor to acquire some property and help to
empower women economically.

The study has revealed that the loans disbursed create employment. However, the Institution should
establish a measure to check the quality of employment created. This is a successful indicator but the quality of
employment is poor in terms of remuneration. The Government minimum wage for civil servants is Tshs
80,000/= while the mean wage for employment created through SIDO loan is Tshs 25,666/=, which cannot
sustain an individual for the whole month under the mean expenditure of Tshs 7,233/=per day.The loan amount
offered by SIDO in the study indicates a range of Tshs 75,000 to 2,000,000. But SIDO loans start from Tsh
50,000/= to 500,000/= which are too small to enable a business to grow and generate profits.

RECOMMENDATION

The Institution should design a better lending programme, which fits in with the vision of alleviating poverty in
the country. The current programmes, NEDF and RRF, do not meet the target for several reasons including; the
small amount of the loan, the high interest rate and it operates in only urban areas. Furthermore, its lending
methodology has not resolved the problem and so SIDO should seek a better methodology with good lending
policies without jeopardizing its desire for sustainability.

In the study we have revealed that there are many charges accompanying loan disbursement. These charges
could have been eradicated through subsidies from the Government under its strategy of poverty reduction and at
the same time the interest rate should be lowered. The current programme, which needs the client to incur
charges for a feasibility study, transport cost for visit, form fees and interest rate, reduces their seed capital and
lowers their productivity. But if all those charges were to be subsidized and the interest rate lowered, then the
situation could improve.

The amount of the loan offered by SIDO through its programme is too small for business growth. Hence it
is wise for the Government through its Ministry of Industries and Trade to increase the seed fund to enable the
Institution to increase the loan amount. Even the Economic Empowerment Funds, which have been guaranteed
by the Government to CRDB and NMB loans to Entrepreneurs, could have been given to SIDO, which has been
in the business of poverty alleviation long before instead of NMB and CRDB.

The Institution should encourage a culture of savings in its clients in order to develop funds for the
programme. Through this saving programme loans could be disbursed on an interest free basis because that
money comes from the clients. This could enhance an effective and efficient programme of poverty reduction
and at the same time people could learn to save, as savings are the source of investment capital. In the same vein,
SIDO should have a vision of being a Micro finance Bank in the long run through a savings deposit scheme.

The Institution should define its clients in terms of loan amount. This will help to know its base and once
client numbers have grown, it can then link up with other money lending institutions. This could help the clients
who develop from micro business to corporate enterprise to get easy access to finance without incurring
unnecessary expense. Therefore the Government should link micro finance institutions with the commercial
banks, so that SIDO and other MFIs would find out which of their clients have reached their credit limit.

The Institution at the beginning was offering a hire purchase loan facility. But has abandoned that and
adopted a new credit system. However it has been seen that the new system does not meet the requirements of
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the poor, and so it is necessary to return to the old system of hire purchase which, because of its wide coverage,
can reach even rural areas. Furthermore, poor people not only need funds, but they need the provision of tangible
property for generating income which could be of more worth to them compared with money.

The Government through its poverty Reduction Strategy has earmarked micro finance as one of the action
that should be taken to eradicate poverty. However, it is true that finance given to the poor cannot help if the
business environment is not conducive. Hence in order for the plan to succeed, the Government should create a
conducive environment for informal businesses by reducing the unnecessary taxes that are levied.

REFERENCES

Aboagye, A.A (1989), An analysis of the Dar es Salaam Informal sector Survey, ILO JASPA, Addis Ababa

Adam D.W. (1998): The conundrum of successful Credit Project in Floundering Rural Financial Markets
‘Economic development and Cultural change, 36:355-367

Adam, G. & Hall, G (1993), Influences on growth of MSES; An international Comparison Entrepreneurship and
Regional Development, Vol.5 Sage, India

Bagachwa, M.S.D. (1994), Poverty alleviation in Tanzania, Recent Research Issues, Dar es Salaam University
Press

Bagachwa, M.S.D. (1991), Impact of adjustment policies on small-scale enterprises in Tanzania, Dar es Salaam
printing unit, Tanzania

BOT, (2000): National micro finance paper for Tanzania.

Buckley, G (1997), Microfinance in Africa: is it a problem or the solution? World development, Volume 25
no.7.

Christen, R (1995), An empirical investigation on external Environmental factors hindering export success of
Brazilian SMEs, Journal of International Business Studies, Vol.18

Christen, R. & Drake (2001), Issues in the Regulation and supervision of Microfinance ‘Paper presented at
ACCION international conference, Washington, DC, November 1995

Churchill G.A Jr. and Iacobucci D. (2002), Marketing research methodological foundation, 2" Ed. The MC
Graw-Hill companies Inc.

Daniel, L & Meads, DC (1999), The contribution of small Enterprises to Household and National income in
Kenya’ Economic Development and culture change 47(1):45-47.

Elizabeth, L and Rosebenberg R; (2004): Microfinance and the poor, breaking down walls between microfinance
and formal finance. Finance and Development, June 2004.

Gallardo, Joselita, Bikki Randhawa and Orlando Sacay (1997)’: A Commercial Bank’s Micro finance experience:
The case of Hatton National Bank in Sri lanka; Discussion paper No 369, Washington DC. The World Bank,
1997.

GTZ Report, (2000), Pre-feasibility study, Review of the small Industries development organization and options
for the future (David, L and Roel, H : Consultants).

Hornby, A.S., Oxford Advanced learners English Dictionary.

ILO, (1992), Resolution concerning statistics of employment in informal sector, Geneva Institute, London, pp.
64.

Irmi, H. (2000), Micro —credit programs undelivered promises in poverty alleviation: Journal fur
Entiwicklungspolitik xvi/3,2000 pg 303-328.

Julen, P.A., (1998), The state of the art in small business and entrepreneurship Ashgate, Sydney.

Khandker, S.R, Ashe 2000: Todd 2000; Fisher 2002; Robinson 2002; Simanowitz 2002; Snodgrass 2002 (2002),
Fighting poverty with Micro credit in Bangladesh, Oxford University press for the World Bank, New York.

Kirumba, P.L and Lyatuu, E (1998), Small Business and poverty alleviation in Tanzania, Dar es Salaam
University Press.

Kothari C.R. (2004), Research methodology. Methods and techniques, 2™ edition, New

Kuzilwa, J.A & Mushi, E.K, (1997), Credit needs for small business, The Tanzania Bankers Journal, No 9,
pp.13-16

Ledgerwood, J. (1998), Microfinance program Economics Institute and CGAP, Micro Banking bulletin, Vol. 1.
no.1 (1997) and no. 2. (1998) Boulder, CO: Economics Institute Boulder Corolado, 1997 and 1998.

Levy & Powell, (1998), SME flexibility and the role of information Systems Small business economics;
dordrecht, sep. Vol. II, no 2.

Mayoux, L (1997), The magic Ingredient? Micro financing and Women’s empowerment ‘Micro credit summit,
Briefing paper.

Mayoux, L (1998), Questioning Virtuous spiral: Microfinance and Women’s Empowerment, African Journal of
International Development.

Mc Lead, R. H. (1992 & 1991) The Financial evaluation of small Businesses in Indonesia.

Meads & Lied Holm (1998), Small scale Industry in Africa Dynamic issues and the role of policy .LD” AQEH

10



European Journal of Business and Management WWWw.iiste.org
ISSN 2222-1905 (Paper) ISSN 2222-2839 (Online) DOI: 10.7176/EIBM may
Vol.11, No.2, 2019 “s E

Development studies Working Paper

Meads D.C (1994) ‘The contribution of small enterprises to employment growth in southern and eastern Africa’
World Development, 22(12) 1881-1894.

Minga, N.M (1998), Impact of Structural adjustment Programmes on Small scale enterprises in Tanzania. A case
study of Agro —bared enterprises in Dar es Salaam (Unpublished).

Narasimham, R (2001): Commercial Banking for Financing SME in Transitional Economy. Vikas Publishing
House PTV Ltd, New Delhi

Nyagori, EA (2001): Evaluation of Small scale agro Based enterprise in Morogoro (Unpublished MSc thesis,
Sokoine University of Agriculture)

Nyiti, A .A (2001): ‘The SME promotion policy in Tanzania’ Paper presented at the training workshop on
Management and Development of SMEs, Faculty of Commerce and Management, UDSM, 19th,-30th March,
2001.

Olomi, D (2003), Entreprencurship and small Business development .A Tanzania respective .Dar es Salaam
University Press.

Otero, M and Rhyne, E. Eds. (1994), The new World of micro enterprise Finance; Building healthy financial
Institutions for the poor. Intermediate Technology Publications. Paper No.21, April 1990.

Pervez, G. and Kjell, G. (2002), Research Methods in Business Studies, A practical Guide.

Planning Commission (1991) Tanzania: The Informal sector. Government Printer, Dar es Salaam, pp. 43-70

Pyke, F. and Sengenberger, W. (1992): Industrial Districts and Local Economic Regeneration. ILO International
institute for Labour Studies, Geneva

Rhyne, E. and Otero, M .Eds. (1994): ‘Financial services for Micro Enterprise in Tanzania Bankers Journal
10.9 June pp1-12

Robinson, M. (2002): Introducing Saving in Micro credit Institution ‘When and How’ Focus note 8, The World
Bank, Consultative Group to Assist the Poorest (CGAP), April 1997.

Rothwell, R. & Zegveld, W. (1982): Innovation and small Medium —sized Firms: There roles in employment and
Economic change, Frances Pinter (Publishers): London.

Rutashobya, L and Olomi, D (1999): African Entrepreneurship and small Business Development. Dar es Salaam
University Press.

Saunders, A. (1994), ‘Financial Institutions and management: A Modern Perspective’ .Irwin McGraw-Hill, New
York

Saunders, N., Lewis, P. and Thornhil, A. (2000): ‘Research Methods for Business students, Person Professional
Limited 2000.

Sowa J.F, (1992): Small enterprises and adjustment: The impact of GHANAS Economic Recovery programme.
Overseas Development

Steel & Webster, L. (1991), World Bank Lending for small and medium Enterprises, fifteen years of experience,
World Bank Discussion paper 113, Washington DC.

URT, (2001): National Microfinance Policy. Ministry of Finance, Government Printers, Dar es Salaam.

Variyan, J. N. & Kraybill, D.S. (1992), ‘Empirical Evidence on Determinants of firm Growth ‘Economic Letters,
Vol. 38, pp.31-36

Wijewardena, H & Cooray, S (1995): Determination of Growth in small manufacturing firms; Japanese
experience, Journal of small business Management, vol.33 no 3

Yankson, P.W.K. (2000, 1983): ‘Small scale Industries in the implementation of Growth Center strategy for
Regional Development’. A case study in Ghana. Industry and Development pp 343.

Yin, R.K. (1994), The Bridged version of case study research: Design and method, In Bicman, L., and Rog .(eds),
hand book of applied social science methods, Sage :London. p.19.

Yunus, M (2003), ‘Grameen Foundation works to reach the world's poorest People across four continents.

Zikmund, W.G. (2000): Business Research Methods 6™Edition, The DRYDEN Press Fort Worth.

11



