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1.0 INTRODUCTION 

 

1.1 An Overview of the Stdy 

This study intends to examine the impact of MFIs on growth of MSEs and owners in Tanzania. It 

does so by examining the contribution of MFI on growth of MSE and also assessing the outcome 

of MFI loans on the livelihood of MSE owners. The direct and indirect costs are assessed in 

terms of how it affects MSE in accessing MFI loans. The study motivation stem from the fact 

that no studies that has been done in Tanzania which focused on the cost and benefit of MFI 

loans to MSEs and weather the MFI loans have helped the MSEs and MSE owner’s to grow. The 

study will use both quantitative and qualitative data, primary data will be collected through 

observation, structured questionnaires and semi structured interview. Secondary data will be 

obtained from different sources like Ministry of Finance and Economic Affairs, Ministry of 

Trade and Industries, Bank of Tanzania and other international sources like UNDP and World 

Bank. 

1.2 Background to the study 

Empirical evidence shows that a dynamic and growing Micro and Small Enterprises (MSEs) 

sector can contribute to the achievement of a wide range of development objectives, including: 

the attainment of income distribution and poverty reduction DFID (2000); creation of 

employment Daniels and Ngwira (1993); savings mobilization Beck et al (2005); and production 

of goods and services that meet the basic needs of the poor Cook and Nixson (2000). While 

estimates vary greatly depending on definitions, recent work by the World Bank suggests that 

almost 30 per cent of employment in developing countries and Tanzania alike is generated by the 

informal economy, while an additional 18 per cent is provided by (formal) small and medium 

enterprises. Together these two groups contribute 63 per cent of the GDP Ayyagari et al. (2003).  

 

Despite of MSEs large contribution in countries development and economic growth, their growth 

and development in developing countries were mainly inhibited by access of finance, poor 

managerial skills, and lack of training opportunities and high cost of inputs Cook and Nixson, 
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(2000). Further studies conducted suggest that finance is the most important constraint for the 

MSE sector (Green et al., 2002). The MSEs have very limited access to financial services from 

formal financial institutions to meet their working and investment needs Kessy and Temu (2009).  

 

However, the generation of self-employment in the MSEs requires investment in working 

capital, at low levels of income, the accumulation of such capital may be difficult. Under such 

circumstances, loans can help the poor to accumulate capital and investment in employment 

generating activities Hossain (1988). According to Grade (1984), loans enable the individual’s 

member or enterprises to enjoy the benefit of economies of scale and new technology. 

Availability of credit to small business and low income households could greatly enhance their 

economic strength and eventually break the vicious circle of low income – low saving – low 

investment – low income Yunus (1984). 

 

In a study done by Rweyemamu et al. (2003) revealed that, formal financial institutions have 

failed to serve the MSEs in both urban and rural communities. Financial problem of most MSEs 

arise due to poor financial management; existence of information asymmetry and bank credit 

rationing Chijoriga and Cassimon (1999). Ogawa and Suzuki (2000) pointed out that bank do not 

want to offer loans to MSEs because the nature of loans required is too small and those banks 

find it more expensive to offer such loans. According to Chijoriga and Cassimon (1999), most 

formal institutions regard low- income households as too poor to save, and are not personally 

known to them , do not keep written accounts or business plans, they usually borrow small and 

uneconomic sums. 

 

Commercials banks, which were traditionally looked upon as powerful catalyst of economic 

development through mobilization and the provision of credit to profitable ventures do not offer 

credit to the rural poor or small business. Stringent lending policies and collateral requirements, 

cumbersome procedures and their perception of small business and the rural poor as risky, often 

leads to exclusion. Most formal financial institutions regard low income households as too poor 

to save, and are not personally known to them, they do not keep written accounts or business 

plans, they usually borrow small sums, while administration and carrying costs are almost as 

high as for large loans Kuzilwa and Mushi (1997). 
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According to Wangwe and Semboja (1997), MSEs in Tanzania contribute 12% and 34% of rural 

and urban employment respectively as well as up to 32% of the country GDP. Therefore the 

Government of Tanzania in recognizing the contribution of MSEs in country economy developed 

the National Microfinance Policy which aims at enabling low-income earners to access financial 

services URT (2000). Microfinance institutions (MFI’s) provide a broad range of services 

including deposits, loans, payment services, money transfer and insurance to the poor/low-

income households and their enterprises (Chijoriga,2000). 

 

The introduction of MFI’s in Tanzania is seen as the best alternative source of financial services 

for low income earners and their MSEs as a means to raise their income, hence reducing their 

poverty level and contributing in country economy (Kessy and Urio, 2006). Along this line the 

service of microfinance institution to majority of Tanzanians who are low income earners  have 

given them a number of possibilities including managing scarce household and enterprises 

resources more efficiently, protection against financial risks by taking advantages of investment 

opportunities and gaining economic returns ( Chijoriga, 2000). Micro finance enables clients to 

protect, diversify and increase their incomes, as well as to accumulate assets, reducing their 

vulnerability to income and consumption shocks (Robinson, 2002)  

1.3 Statement of the problem 

Do MSEs consider the direct and indirect costs of accessing the MFIs loans, whether or not they 

do is a critical problem addressed by this study. According to Mosley (2001), MFI are said to be 

a cheaper way of source of finance to MSEs. Despite of MFI service been cheaper way of source 

of finance to MSEs, very little is known on the actual cost for microfinance clients to access 

these services, except interest rates. The interest rate is not the only cost of credit incurred by 

MSEs, there are also other costs related to the process of obtaining information about the 

services and the whole process of applying for the loan, cost of getting transportation to make 

loan payments, time spent obtaining loan and tracking the debt all these are referred as 

transaction costs. 

In a study done by Chijoriga and Cassimon (1999) revealed that, to get loan from MFI’s involves 

high transaction cost due to Bureaucratic procedures and time involved in processing the loan, 
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the study also pointed out that asymmetric information between borrower and lender is very high 

and this led to MFIs imposing tight monitoring and supervision rules to borrower. However, 

despite of high transaction costs, MSEs in Tanzania are still utilizing the services, and thus, it is 

worth asking if the MFI loans have impact on growth of MSEs at enterprises level and household 

level taking into consideration the true cost of MFIs loans. This study therefore seeks to 

investigate the impact of microfinance service on the growth of MSEs in Tanzania and to 

investigate the benefit received from microfinance loans if they outweigh the cost incurred by 

MSE’s when servicing the loan liability, and the contribution of MFI in Tanzania on 

improvement of household welfare of MSE’s. Also there is no study that have been conducted in 

Tanzania which look on the cost and benefit of MFI loans to MSEs and weather the MFI loan 

have helped the MSEs to grow despite of the true cost incurred on the process, as a result 

industry never know if MFI loans have truly helped MSEs to grow. 

1.4 Objectives of the Study 

1.4.1 General Objective 

The main objective of this study is to assess the contribution of MFI services on the growth of 

MSEs in Tanzania. 

1.4.2 Specific Objectives 

Specifically the study attempt: 

i. To examine the contribution of MFI on micro and small enterprises growth  

ii. To assess the impact of MFI loans on livelihood of Micro & Small Enterprises owners 

and, 

iii. To assess the direct and indirect costs that  micro and small enterprises  incur when 

accessing the microfinance services  

1.5 Research Questions 

To be able to meet the above objectives, the study adopts the following key guiding question:  

 

i. What are the contributions of MFI on micro and small enterprises growth?  
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ii. What is the impact of MFI loans to the livelihood of owners of micro and small 

enterprises? 

iii. What are the direct and indirect costs that Tanzanian micro and small enterprises incur 

when accessing microfinance services? 

1.6   Significance of the Study 

First, the study will contribute to the body of knowledge on the impact of microfinance on the 

growth of micro and small enterprises taking into consideration the true cost incurred by MSEs 

apart from interest cost. Second, this study is intended to shed light on the relationship between 

microfinance services and growth of micro and small enterprise particularly with the focus on 

their livelihoods for both planners and policy makers in government, agencies and NGOs. This 

will help them to come out with substantive possible alternative policy interventions which 

might help to address problems and challenges which micro and small enterprises face. Third, 

this study will offer empirical evidence on the impact of microfinance services on the growth of 

micro and small enterprises for use in short term and long term interventions especially in the 

fight against poverty. A study of this nature is equally very important because it is going to 

enlighten the government and the public on the role of MFI in the SMEs sector. 

1.7 Scope and limitation of the study 

To cover all the regions in the entire country will be impossible because of the limited time 

frame and amount of funds for this research. For this reason, the research will be cover four 

regions of Tanzania, which are Dar es Salaam, Dodoma, Kilimanjaro and Mwanza. The choice 

of Dar es salaam region, Dodoma region, Kilimanjaro region and Mwanza region is due to the 

fact that the four regions has large number of MSEs and high concentration of MFIs and also the 

regions are well distributed therefore these regions  will provide good source of data for the 

study.  The impact of microfinance to the growth of SMEs in this area will be analyzed, looking 

at its contributions, and in what form, and of course the response of MSEs to the contributions of 

this institution to them. 
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2.0 LITERARTURE REVIEW 

2.1 Definition of Key Terms 

2.1.1   Micro and Small Enterprises 

The MSE nomenclature is used to mean Micro, Small and Medium Enterprises. It is sometimes 

referred to as micro, small and medium enterprises (MSMEs). The MSEs cover non-farm 

economic activities mainly manufacturing, mining, commerce and services URT (2003). 

According to kessy and Urio (2006), MSEs can be defined as a productive activity either to 

produce or distribute goods and or services, mostly undertaken in the informal sector The 

Tanzanian government defines MSEs according to sector, employment size, and capital 

investment in machinery. A micro-enterprise is one with fewer than five employees, a small 

enterprise with 5-49 employees, a medium enterprise with 50-99 employees and a large 

enterprise with more than 100 employees. Capital investments range from less than Tshs 5 

million to over Tshs 800 million. This definition would exclude a number of informal economy 

enterprises, peasant farmers, and Tanzanians engaged in lower-level income-generating activities 

URT (2003). 

2.1.2 Contribution of SMEs to the economy 

MSEs all over the world are known to play a major role in socio-economic development. URT 

(2003) estimates that about 1/3 of the GDP originates from MSE sector; they tend to be labour 

intensive thus creating jobs: the International Finance Company (IFC) of the World Bank 

estimates that there are approximately 2.7 million enterprises in the country. A large majority of 

these (98%) are micro enterprises (employing less than 5 people), effective in the utilization of 

local resources using simple and affordable technology; and complementing large industrial 

requirements through business linkages, partnerships and subcontracting relationships Olomi, 

(2001); URT (2003). 

2.1.3 Challenges facing MSEs 

However, the URT MSEs policy recognizes that MSEs are confronted with unique problems 

including heavy costs of compliance resulting from their size. Other constraints include 

insufficient working premises and limited access to finance, Business Development Services, 

namely services related to entrepreneurship, business training, marketing, technology 
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development and information are undeveloped and not readily available. SMEs lack information 

as well as appreciation from such services and can hardly afford to pay the services. As the 

result, operators of the sector have rather low skills. Institutions and associations supporting 

SMEs are weak, fragmented and uncoordinated partly due to lack of clear guidance and policy 

for the development of the sector (URT, 2003). 

 

2.1.4 Meaning of Microfinance and Importance of MFI to MSE’s 

By definition micro finance is described as the provision of appropriate financial services to 

significant numbers of low income, economically active people with an end objective to alleviate 

poverty Ledgerwood (1998). Micro Finance is recognized as an effective tool to fight poverty by 

providing financial services to those who do not have access to or are neglected by the 

commercial banks and financial institutions. Financial services provided by the Micro Finance 

Institutions (MFIs) may include one or any combination of savings, credit, insurance, 

pension/retirement and payment services Chijoriga (2000). Microfinance is also frequently 

combined with the provision of social and business development services, such as literacy 

training, education on health issues, management or accounting.  

Micro finance can be a critical element on effective poverty reduction strategy. Improved access 

and efficient provision of savings, credits and insurance facilities in particular can enable the 

poor to smooth their consumption, manage risk better; built assets gradually develop micro 

enterprises, enhance their income earning capacity and enjoy improved quality life (Rubambey, 

2001).The main features of a microfinance institution which differentiate it from other 

commercial institutions, are such that, it is a substitute for formal credit; generally requires no 

collateral; have simple procedures and less documentation; easy and flexible repayment 

schemes; financial assistance of members of group in case of emergency; most deprived 

segments of population are efficiently targeted; and, last but not least, is groups interaction.  

2.1.5. Microfinance Market in Tanzania 

Demand: It is estimated that there are close to 8 million small and micro entrepreneurs who need 

financial services and the number is growing by 4% annually, the majority of whom are found in 

the rural areas. The SMEs are involved in a wide range of businesses including trading, small 
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scale manufacturing, agriculture (crop farming and animal husbandry) and services (food 

vending, transport, hair and beauty saloons etc).  

Supply: Microfinance institutions operating in Tanzania provide financial services to the SMEs 

mainly in the form of micro credit with an exception of cooperative based microfinance 

institutions, which are predominantly savings based. The credit based institutions number 

between 80 and 100 out of which 42 are registered members of the Tanzania Association of 

Microfinance Institutions (TAMFI), the local microfinance network. The main microfinance 

institutions can be categorized as non governmental organizations (NGOs), Cooperative based 

institutions namely SACCOs and SACCAs while the third category is banks. The major players 

in the NGOs category include PRIDE Tanzania, FINCA (Tanzania), Small Enterprise 

Development Agency (SEDA) and Presidential Trust for Self-Reliance (PTF). Others, which are 

relatively smaller in size, include Small Industries Development Organization (SIDO), 

YOSEFO, SELFINA, Tanzania Gatsby Trust, Poverty Africa and the Zanzibar based Women 

Development Trust Fund and Mfuko. There rest consists of very tiny programmes scattered 

throughout the country mainly in the form of community based organizations (CBOs). Banks 

that are actively involved in microfinance services delivery include the National Microfinance 

Bank (NMB), CRDB bank, Akiba Commercial Bank (ACB) and a few Community/regional 

banks namely, Dar es Salaam Community Bank, Mwanga Community Bank, Mufindi 

Community bank, Kilimanjaro Cooperative Bank, Mbinga Community Bank and Kagera 

Cooperative Bank. It is estimated that all the MFIs in Tanzania put together serve a combined 

client population of about 400,000 SMEs, which is only around 5% of the total estimated 

demand. Commercial banks including community banks account for around 50,000 while the 

NGO category accounts for the an estimated population of 220,000 clients. PRIDE Tanzania 

being the largest single player accounts for about 29% of the market share in this category or 

16% of the existing total market share.  

Urban versus Rural Distribution: The distribution with respect to the concentration of 

microfinance activities in Tanzania is skewed in favor of the urban areas leaving rural areas 

grossly under served. Most MFIs with an exception of tiny rural based SACCOs are reluctant to 

extend their services to the rural areas due to poor infrastructure, high risk and high cost of 

operation. The latter is brought about by the fact that rural areas in Tanzania by nature are 

sparsely populated.  
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2.2 Review of Empirical Studies 

2.2.1 Empirical Studies outside Tanzania 

Amin et al (2003) used a unique panel dataset from northern Bangladesh with monthly 

consumption and income data for 229 households before they received loans. They find that 

while microcredit is successful in reaching the poor, it is less successful in reaching the 

vulnerable, especially the group most prone to destitution (the vulnerable poor). Coleman (1999) 

also finds little evidence of an impact on the programme participants. The results, Coleman 

further  explains, are consistent with Adams and von Pischke’s assertion that “debt is not an 

effective tool for helping most poor people enhance their economic condition” and that the poor 

are poor because of reasons other than lack of access to credit. 

 According to Mosley (1999), microfinance makes a considerable contribution to the reduction of 

poverty through its impact on income and also has a positive impact on asset level. But the 

mechanism through which poverty reduction works varies between institutions. Generally, 

institutions that give, on average, smaller loans reduce poverty much more by lifting borrowers 

above the poverty line, whilst institutions giving larger loans reduce it much more by expanding 

the demand for labour amongst poor people. 

Mosley and Hulme (1998) found evidence of a trade-off between reaching the very poor and 

having substantial impact on household income. They found that programmes that targeted 

higher-income households (those near the poverty level) had a greater impact on household 

income. Those below the poverty line were not helped much and the very poorest were 

somewhat negatively affected. The poorest tended to be more averse to risk-taking. They also 

used their loans for working capital or to maintain consumption levels rather than for fixed 

capital or improved technology. Since, microcredit programmes typically require loan repayment 

on a weekly basis; some critics argue that repayment comes from selling assets rather than from 

profits of micro-enterprises. 

Fatchamps (1997) noted that with insufficient funds, farmers and fishers cannot invest in new 

equipment and machinery, and it becomes difficult to reach out to new markets and products. He 

further contends that without financial assistance, small farmers and artisanal fishermen cannot 

cope with temporary cash flow problems, and are thus slowed down in their desire to innovate 
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and expand. The general perception is that access to external finance is critical for poor 

entrepreneurs, who may never have funds proportional to their ambitions. 

Pitt and Khandker (1998) reasoned that given the small loan size and the type of activities 

undertaken by micro-entrepreneurs, it is unlikely that capital intensity has increased. Given that 

the labour and the capital intensity of rural non-farm production are unchanged, increased 

microfinance implies that employment can be expected to rise. However, if increased income as 

a result of microfinance programmes results in a decrease in labour supply (income effect), it can 

negatively affect labour supply of particular type, for example male labour supply. As a result 

employment may decline, given the demand for labour. Therefore, the net impact cannot be 

determined a priori. Microcredit programmes seem to reduce wage-employment and income, but 

raise self-employment and corresponding income for programme- participating households. One 

might expect that a reduction of employment in the wage market might increase wages, but this 

may not happen because the wage-employment gap may be filled by previously unemployed or 

underemployed wage workers. 

Mosley (2001), in his research on microfinance and Poverty in Bolivia, assessed the impact of 

microfinance on poverty, through small sample surveys of four microfinance institutions. Two 

urban and two rural, using a range of poverty concepts such as income, assets holdings and 

diversity, and different measures of vulnerability. All the institutions studied had on average, 

positive impacts on income and asset levels, with income impacts correlating negatively with 

income on account of poor households choosing to invest in low-risk and low-return assets. The 

studies revealed also that in comparison with other anti-poverty measures, microfinance appears 

to be successfully and relatively cheap at reducing the poverty of those close to the poverty line. 

However, it was revealed to be ineffective, by comparison with labour-market and infrastructural 

measures, in reducing extreme poverty. 

Nichols (2004) used a case study approach to investigate the impact of microfinance upon the 

lives of the poor in the rural China and found that the participation of poor in MFI program had 

led to positive impact in their life. Their income have increased, spending on educational and 

health have increased hence improved their standard of living and also women have benefited 

out of this program. There were visible sign of higher wealth level within the village. 
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2.2.2 Empirical Review in Tanzania 

In Tanzania several studies has been done on microfinance institutions service, one of the 

researcher who have done research on MFI service is Kuzilwa and Mushi (1997) examined the 

role of credit in generating entrepreneurial activities. He used qualitative case studies with a 

sample survey of business that gained access to credit from a Tanzanian government financial 

source. The findings reveal that the output of enterprises increased following the access to the 

credit. It was further observed that those enterprises, whose owners received business training 

and advice, performed better than those who did not receive training. He recommended that an 

environment should be created where informal and quasi-informal financial institutions can 

continue to be easily accessed by micro and small businesses. 

 

Chijoriga (2000) evaluated the performance and financial sustainability of MFIs in Tanzania, in 

terms of the overall institutional and organizational strength, client outreach, and operational and 

financial performance.28 MFIs and 194 MSEs were randomly selected and visited in Dar es 

Salaam, Arusha, Morogoro, Mbeya and Zanzibar regions. The findings of this revealed that, the 

overall performance of MFIs in Tanzania is poor and only few of them have clear objectives, or a 

strong organizational structure. It was further observed that MFIs in Tanzania lack participatory 

ownership and many are donor driven. Although client outreach is increasing, with branches 

opening in almost all regions of the Tanzanian mainland, still MFIs activities remain in and 

around urban areas. Their operational performance demonstrates low loan repayment rates. In 

conclusion, the author pointed to low population density, poor infrastructures and low house hold 

income levels as constraints to the MFIs’ performance. 

 

 Another study on microfinance in Tanzania were carried out by Rweyemanu et al (2003), he 

evaluated the performance and constrains facing semi-formal microfinance institutions in 

providing credit in Mbeya and Mwanza regions. The primary data were collected through a 

formal survey of 222 farmers participating in the Agriculture Development Programme in Mbozi 

and the Mwanza Women Development Association in Ukerewe .In the analysis of their study the 

interest rates were found to be a significant barrier to the borrowing decision. Also the borrowers 

cited other problems like lengthy credit procurement procedures and the amount disbursed being 
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inadequate. On the side of institutions, Mbeya and Mwanza credit programme experienced poor 

repayment rates, especially in the early years of operation, with farmers citing poor crop yields, 

low producer prices and untimely acquisition of loans as reasons for non-repayment.  

 

In a study conducted by Kessy & Urio (2006) on contribution of MFI on poverty reduction in 

Tanzania, the researchers covered four regions of Tanzania which are Dar es salaam, Zanzibar, 

Arusha and Mwanza. Both primary and secondary data were collected; primary data were 

collected from 352 MSE’s through questionnaires, interviews were also conducted. PRIDE (T) 

Ltd which is a microfinance institutions were used as a case study so as to get the insight of MFI 

operations. The study findings pointed out that to large extent MFI operations in Tanzania has 

brought positive changes in the standard of living of people who access their services, clients of 

MFI complained about high interest rate charged, the weekly meeting was pointed out as barrier 

as the time spent in weekly meeting could be used to other productive activities. The study 

recommended MFI to lower its interest rate, increase grace period and provide proper training to 

MSEs. 

2.3 Theoretical Review 

The theoretical frame work for this study will base on transaction cost theory. Transaction cost 

approach to the theory of the firm was created by Ronald Coase (1937) in his article "The 

Problem of Social Cost"  

“In order to carry out a market transaction it is necessary to discover who it is that one wishes to 

deal with, to conduct negotiations leading up to a bargain, to draw up the contract, to undertake 

the inspection needed to make sure that the terms of the contract are being observed, and so on”. 

More succinctly transaction costs are:  

 search and information costs  

 bargaining and decision costs  

 policing and enforcement costs  

The transaction cost can be conceptualized as a non financial cost incurred in credit delivery by 

the borrower and the lender before, during and after the disbursement of loan. The cost incurred 

by the lender include; cost of searching for funds to loan, cost of designing credit contracts, cost 
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of screening borrowers, assessing project feasibility, cost of scrutinizing loan application, cost of 

providing credit training to staff and borrowers, and the cost of monitoring and putting into effect 

loan contracts. On the other hand, the borrowers that is MSEs for this case may incur cost 

ranging from cost associated in screening group member (group borrowing), cost of forming a 

group, cost of negotiating with the lender, cost of filling paper work, transportation to and from 

the financial institution, cost of time spent on project appraisal and cost of attending meetings, 

etc (Bhatt and Shui-Yan, 1998). The parties involved in a project will determine the transaction 

cost rate. They have the sole responsibility to reduce the risk they may come across (Stiglitz, 

1990). 

2.4 Conceptual Framework Developed from Literature Review 

2.4.1 Overall Assumption of the Conceptual Model 

The conceptual framework developed from literature review sheds the light for the methodology 

of this study. The conceptual framework developed has two parts; one part encompasses the 

MSEs which have received MFI services and the other part comprises MSEs with no services 

from MFI which is referred to as control group. Aim of having two parts is to make comparison 

on MSEs receiving MFI services against those who do not, this will help on assessment of other 

factors than MFI services that can contribute to MSEs growth.  

 

MFI services have impact not only on the SMEs growth but also on the owners and community 

at large, therefore the conceptual framework developed reflect the outcome of MSEs growth at 

household level this is due to the assumption that increase on growth of result into an increase of 

MSEs owner’s wealth and overall standard of living since the profit obtain from SMEs activities 

enable the SMEs owners to meet his/her living expenditure, hence create a possibility of 

trickledown effect. 

 

Coase (1960) pointed out that financial intermediation involves transaction costs and  according 

to Chijoriga and Cassimon (1999) transaction costs comprises cost involved in finding a lender, 

mismatch costs and risk premium, all these transactions increase the gross cost of credit for the 

borrower. The conceptual framework reflects the effect of transaction cost on SMEs when 
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accessing and servicing MFI services. High transaction cost limit MSEs effective utilization of 

the services received, hence limit MSEs and household growth.  

 

2.4.2 Indicators of Growth 

According to Sebstad et al, 1995 there is different range of indicators of growth of SMEs. This study 

will use income of the MSEs, Accumulation of business assets, revenue and employment as indicator 

of growth for the enterprises while household income, household expenditure on ( food, education 

and health) and assest accumulation will be used as  indicator of livelihood of owners of MSEs. 

 

 

 

 

 

 

 

.  
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Figure 1.1 The link between MFI loans and the growth of MSE at enterprises level and household level. 
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2.3.2 Hypotheses 

In this study the following hypotheses will be tested: 

H1: MFI services have a positive contribution on the growth of MSEs. 

H2: MFI loans have a positive outcome on the livelihood of MSE owners. 

 H3: High transaction costs on MFI loans to MSEs have a negative impact on growth of MSEs 

and MSE owners. 

H4: There is a significant difference in growth of MSEs with MFI services and MSEs without the    

service of MFI. 

 

 3.0 Methodology 

3.1. Data Types and Sources: Both quantitative and qualitative data will be used. Primary data 

will be collected through observation, structured questionnaires and semi-structured interviews 

using checklist of leading questions. Secondary data will be obtained from the following sources: 

Ministry of Finance and Economic Affairs, Ministry of Trade and Industries, Bank of Tanzania 

and other international sources like UNDP and World Bank will be used to gather more 

information for international comparisons.  

 

3.2. Population, Sampling Frame   and Sample Size  

3.2.1. Population:  This is the set of people or entities to which findings are to be generalized. In 

analyzing the impact of micro financing institutions on the growth of micro and small 

entrepreneurs at household level the focus will be given to households which access 

microfinance services. This population is given priority due to the needy of getting empirical 

evidence in Tanzania. However, for comparison purposes, control group will include households 

which do not access micro financing services.  

 

3.2.2. Sampling Frame: In order to perform non probability sampling, a sampling frame will be 

constructed basing in the study area. The list of households’ in the study areas will be generated 

from the selected microfinance institutions for both urban and rural areas. The list of control 
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group will be selected randomly. The households to be included in the control group will be 

those living in close proximity to the households which access and use micro financing services.  

3.2.3. Sample Size: Data collection may be done on the entire population but this study will 

cover a total of 600 households. Specifically, the coverage will include 300 households who have 

access and use micro financing services and 300 households who do not use micro financing 

services (Control Group). Households which do not use micro financing services will represent 

households living in close proximity to those households which have access and use micro 

financing services, but which did not at the time of the interview include persons with access and 

or using micro financing services. 

 

3.3. Study Area, Sample Type and Sampling Procedure 

3.3.1. Study area: The spread of microfinance institutions is throughout the country, but due to 

limitation in time and financial resources, the study will mainly be carried out in Dar es Salaam 

region, Dodoma region, Kilimanjaro region and Mwanza region. The regions are selected since 

they have large numbers of people with access to microfinance services and who are using the 

services and second reason is that, a large number of micro and small entrepreneurs engaged in 

different entrepreneurship activities are located in these regions. For each region, at household 

level the survey will be conducted in two local communities i.e., one in urban and the second 

rural areas. 

 

3.3.2. Sample Type: The study will use two different sample types. First, the study will use 

purposive sampling which is a non probability sample that conforms to certain criteria for 

selecting households. Purposive sampling will be very useful since it will help to reach targeted 

samples quickly and it will help to get easily the opinions of the targeted population. 

Specifically, the study will use a second type of purposive sampling which is Quota Sampling. 

Quota sampling will be used since it improves the representativeness of the sample especially 

with other variables in the population which we have no control of them (Cooper, 1998). 

Second, the study will use random sampling in choosing households which do not access and use 

microfinance services and living in close proximity to households accessing and using 
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microfinance services. Selection criteria will consider the following factors; time frame of the 

study, financial resources, coverage of households, and accuracy of information, reliability of 

information and precision of information. 

3.3.3. Sampling Procedure 

The sampling procedures will involve the following steps: 

i. Obtaining the total number of households accessing and using microfinance services 

from microfinance institutions in Dar es Salaam, Dodoma, Kilimanjaro and Mwanza 

respectively. 

ii. Select households to be studied.  This however, will take into account residence aspects. 

The sample will include about 45 percent of urban based households and 55 percent of 

rural based households. The selection of households from urban and rural areas will be 

done by giving them equal chances of being included in the sample but basing on the 

proposed percentages of the quotas (Urban areas 45 percent and rural areas 55percent) 

and without mixing them.  

3.4. Data Collection Techniques 

Data for this study will be collected through the following ways:  

i. Documentation: This will involve collecting information and data from existing surveys, 

reports and documents. 

ii. Structured Questionnaires: This will be used to collect information from households. 

Questionnaires will be developed to obtain survey data that allows an understanding of 

the impact of micro financing services on the growth of micro and small entrepreneurs. 

 

iii. Semi-Structured Questionnaires: This will be used to guide dialogue with a range of 

stakeholders from microfinance institutions and officials who are involved in outreach 

missions of spreading microfinance services especially in rural areas and informed people 

in the areas of study. 

 

iv. Focus Group Discussion (FGD): The Focus Group Discussion (FGD) will be done to 

compliment the field data. The main purpose of FGD will be to draw upon respondents’ 
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attitudes, feelings, beliefs, experiences and reactions. In particular FGD in this study is 

intended for exploring the experiences. Snowball sampling technique will be used to 

selects the participants. Two Focus Group Discussions for each of the selected regions 

will be conducted with between 5 to 15 people in each group.  All Focus Group 

Discussions will employ the funnel approach (This approach involves the use of broad 

questions followed gradually by more narrow questions) in collecting information. 

v. Key Informants Interviews (KIIs): Key informants will be purposively selected because 

they are knowledgeable about various issues related to micro financing and 

entrepreneurship. Key informants interview will be conducted with local government 

officials, religion leaders, officials from microfinance institutions and some of the heads 

of households which have access and using microfinance services. Overall, three KIIs 

will be conducted in sampled areas. Trained interviewers will conduct interviews with the 

aid of question guides that elicit responses on various aspects of related to the impact of 

microfinance on growth of micro and small entrepreneurs. Interviewers will meet the 

participant in a place convenient for them. The interviews are expected to last for about 

one hour. Attempts will be made to audiotape record all interviews. In cases where 

informants do not allow such recording, interviewers will make detailed notes of the 

responses of the informants. 

 

vi. Observation: Observation during the fieldwork will be used mainly to probe issues 

beyond those covered in the structured questionnaires and semi-structured questionnaires. 

 

3.5 Research quality issues  

Before data entry into computer a series of pretest will therefore be conducted the data scanning 

and scrutiny technique will be employed from available questionnaires from respondents to 

examine and validate the survey instrument so as to ensure content validity and reliability. 

Validity: To ensure validity study will apply the triangulation technique by using interviews, 

questionnaires and secondary data analysis concurrently and this will be done through piloting of 

the data collection instruments used to collect data. The data collection instruments will be 
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designed in such a way that they measure attitudes and opinions of respondents towards MFIs 

loans to the maximum degree possible. Issues developed from conceptual framework will be 

compared with issues obtained during interview and answers obtained from questionnaires so as 

to ensure construct validity, statistical analysis such as correlation will be used. 

 

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

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

through an elaborate procedure which involved a series of revisions under the guidance of the 

study supervisors to ensure that fieldwork will be conducted by use of high quality data 

collection. Also quotes from interview and statement from questionnaires will be used as 

references to ensure reliability. In order to measure internal consistency, researcher will use 

Cronbach’s alpha method. Researcher will use checklist of questions when making personal 

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

 

3.6. Data Analysis 

Analysis in this study will be done through comparison between households using microfinance 

services and households not using the services. The comparisons will take place on outcome 

variables such as: household income, consumption expenditure on food and non food, household 

asset and household livelihood characteristics. All the comparisons will be segregated for 

location level analysis.  Quantitative data will be generated and analyzed through questionnaires. 

Data will be presented in the form of frequencies, percentages cross tabulation and correlation 

analysis, so as to establish the relationship of variables.  Correlation analysis will be done in 

order to test some of the assertions raised. Correlation coefficient will be used to quantify the 

strength of association between the variables as well as testing the significance of relationships.   
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