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ABSTRACT
In the world, countries have exposed great consideration on creating and facilitating favorable
environment for encouraging development of Small and Medium Enterprises (SME’s) in order to
boost their economy for the purpose of reducing poverty within their country. The study aims to
establish the influence of provision of credit facilities on financial performance, to determine the effect
of savings mobilization on financial performance of SMEs in Ilala Municipal. The study used
descriptive research design, the study used Slovene's Formula to obtain sample size of 356 SMEs
from the target population of 3215 SMEs, structured questionnaire was used to collect primary data,
data was analyzed using descriptive statistics included measures of central tendencies (mean) and
measures of dispersion (standard deviation, the finding of the study concluded that microfinance
(Credit facilities, saving mobilization) have positive effects to the financial performance of SMEs and
recommended that microfinance institutions should consider more entrepreneurs training to
entrepreneurs who do not have entrepreneurial skills.
KEYWORDS: Microfinance, Small Enterprises, medium Enterprises and financial performance
1.1 INTRODUCTION
Worldwide, countries have exposed great consideration on creating and facilitating favorable
environment for encouraging development of Small and Medium Enterprises (SME’s) in order to
boost their economy for the purpose of reducing poverty within their country, (Mapunda,2016).
Bologna Charta on SMEs policies acknowledged that the e importance of the SME’s in the growth of
economies and it was also established that SME’s are more labor-intensive than larger
business/companies are able in creation of employment to the people in their country (Khan &
Khalique, 2014).
Improving access to funding for SMEs is vital in promotion entrepreneurship, rivalry, improvement
and expansion, this situation is compounded by the complexity in acquiring funds for financing SMEs
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by considered by financial providers as a high-risk activity that generates high transaction costs and
low returns on investment (Kinyua, 2013).
It was suggested that SME’s create more value added per unit of capital and thus generate both more
employment and output for a given investment but Small and Medium Enterprises in Tanzania face
major problem in accessing finance even though there are a number of microfinance organizations but
still they meet small segment of the demand for access of finance and the demand for initial startup
capital and working capital is very high and the supply is limited, (Madole, 2013).
Tanzanian Government formulates the National Microfinance Policy of 2000 with a vision of to
institute the basis for development of proficient micro-financial scheme in the for the purpose of
facilitating Small and Medium Enterprises to grow and expansion for the purpose of contributing to
the economic growth and in turn to reduce poverty within the country.
1.2 Statement of the Problem
Tanzania and other countries create ways of encouraging the performance and growth of Small and
Medium Enterprise’s. One of the ways recommended is the accessibility of microcredit to the Small
and Medium Enterprise’s (Bauer et al., 2012).). Within ilala municipal there are lot microfinance
organizations such as FINCA, TUNAKOPESHA LIMITED PRIDE, and BRAAC. However, statistics
from Tanzania Investment Centre (TIC 2018) shows that 18% of the Small and Medium Enterprise’s
collapse in the third year of concern, while 20% remains undeveloped making slight profits and it
experiential that 65% of Small and Medium Enterprise’ collapse or have miserable performance due
to lack of microcredit from microfinance institutions that required for expand and bring new products
and services to the market. In Ilala municipal despite of many microfinance institutions Small and
Medium Enterprises are performing dismally (TIC, 2018). This leads the question “What is the
assistance of financial institutions to the financial performance of the SMEs in Ilala Municipal?
The financial performance of Small and Medium Enterprises’ would to assist their growth and in turn
offer employment opportunities to people and stimulate economic growth of Tanzania. Also, the
financial performance would propel the Small and Medium Enterprises to grow to larger enterprises
or industries and actualize the National theme of making Tanzania industrialized by the year 2025.
Other Studies on Small and Medium Enterprises have done such as by Kemei, (2016) on Microfinance
loans and Small and Medium Enterprises innovations in Moshi municipality and Wakaba, (2016) on
the effects of microfinance credit and the establishment of new business enterprises in Kenya.
Microfinance loans are significant in enhancement performance of Small and Medium Enterprises.
1.3 Research Objectives
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i.
ii.

To establish the influence of provision of credit facilities on financial performance of Small
and Medium Enterprises in Ilala Municipal.
To establish the effect of savings mobilization on financial performance of Small and
Medium Enterprises in Ilala Municipal.

2. LITERATURE REVIEW
Chibvamindu,(2018) in Zimbabwe conducted study concerning with the effects of microfinance loans
on the growth of SMEs, in his study he revealed that people entrepreneurs, especially in developing
countries, majority of women SMEs do not have access to microfinance services for their financing
their business that lead to low business performance than their men SMEs counterparts, whereas the
speed of their contribution in the informal division of the economy is superior than males, and
microfinance issue could have positive effect on enterprise performance.
According to Waithanji & Wakaba, (2014) conducted study concerning with the effects of
microfinance credit on the financial performance of small and medium enterprises in Kenya, in their
study they revealed that Small and Medium Enterprises borrow investment capital and they use it for
the purpose in which they borrowed for and it shows that Most of them do not have other basis of
funding other than from micro-finance organizations and they did not have other form of funding
previous they started getting financing from microfinance organizations.
A study conducted by Kurgat (2007) in Kenya concerning with the role of savings in Microfinance
Institutions, in his study he revealed that savings mobilization is important for the improved financial
performance and outreach particularly in the rural areas where contact to financial services is
demanding.
Yeboah (2010) in Ghana conducted study concerning with microfinance in rural in his study he
revealed that little progress has been made to establish microfinance institutions (MFIs) as full-fledged
financial mediators and microfinance institutions present only credit, and savings mobilization ruins
the beyond half of microfinance. Microfinance sectors can increase outreach to Small and Medium
Enterprises by providing suitable savings products. The Microfinance institutions should conduct
research to guarantee that the pricing of their savings products that guarantee financial sustainability.
Akasamire (2010) in Uganda conducted study concerning with microfinance credit terms and
performance of SMEs, in his study he revealed that firm growth opportunities have a correlation with
liquidity levels, enterprises with more investment occasions keep superior liquidity levels in order to
cancel their profitable investment projects. It can be disagreed that these variety of organizations
would need a consistent savings organization to facilitate them maximize on their growth
opportunities, MFIs should establish effective savings programs by renovating their abilities to support
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Small and Medium Enterprises saving services.
The study conducted by McQuid & Egdell, (2011) in Scotland conducted study concerning with
financial capability training resources in their study they revealed that essential skills can be viewed
as very significant to the achievement of a business organization. Therefore, its significant to examine
the effect of financial skills training on the development of SMEs as it is often these vulnerable
businesses affected by lack of financial capability. The effects of a lack of financial capability are not
only financial but may lead to wider problems for the individual, household and away from, together
with debt and higher stress.
According to Sánchez, (2011) conducted study concerning with University training for entrepreneurial
competencies, in his study he revealed that financial education training provides material capital to a
business person empowering people to play a part in the economy, society and Microfinance educate
entrepreneurs on financial supervision, business planning and projection. Another major advantage of
training is that the owners develop networks, technology sharing, and learn skills to enhance their
business by commercializing it to a bigger level. The basic reason behind acquiring all these skills is
that such training are tailored to teach entrepreneurial skills among the owners of SMEs. All over the
world importance of training has an impact on the financial performance of SMEs.
3. METHODOLOGY
This study used descriptive research design because it helps to get gather more information of one
particular situation for the purpose of gaining in-depth understanding of issues being investigated
(cooper and Shindler, 2003). Hence, the major purpose of using this of descriptive survey as a method
of collecting information by administering a questionnaire to a sample individual and employed
quantitative research approach (Kothari 2004). The target population consisted of the registered 3215
Small and Medium Enterprises operating in Ilala Municipal (Ilala Municipal Council, 2018) the
researcher used Slovene’s Formula to obtaining sample size of 356 SMEs. The researcher used
probability sampling in order to give equal chances to all the SME’s to participate. In order to collect
the data needed, the researcher used questionnaire for collecting primary data and the questionnaire
was closed ended that was developed objectives and literature review.
4. RESEARCH FINDINGS
4.1 General profile of the Respondents
This part shows Gender, Age, Education and marital status of the respondents may have different
response or opinion as advocated by Churchill & Iacobucci, (2010).
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Table 4.1 General profile of the Respondents

Gender

Male
Female

Frequency
(f)
165
191

Percent
(%)
46.3
53.7

Cumulative Percent
46.3
100.0

18-25years
26-30 years
31-35 years
36-40 years
41-45 years
46 years and
above

59
48
63
65
82
39

16.6
13.5
17.7
18.3
23.0
11.0

16.6
30.1
47.8
66.0
89.0
100.0

Education

Postgraduate
Secondary
Certificate
Diploma
Primary
Bachelor

18
91
63
83
45
56

5.1
25.6
17.7
23.3
12.6
15.7

5.1
30.6
48.3
71.6
84.3
100.0

Marital

Single
Married
Divorced
Widow
Total

145
154
19
38
356

40.7
43.3
5.3
10.7
100.0

40.7
84.0
89.3
100.0

Age

Source: Author (2018)
Table 4.1 above shows general profile of the respondents, female are 191(53.7%) and male are
165(46.3%), respondents who have82 have age 41-45years (23.0%),65 have age 36-40years(18.3%),
63 have age 31-35years(17.7%),59 have age 18-25years(16.6%), 48 have age26-30 years(13.5%)
and39 have age 46 years and above(11%).in part of education 91 have secondary education(25.6%),83
having diploma(23.3%), 63 having certificate(17.7%),56 have bachelor(15.7%),45 have primary
education and 18 have postgraduate education(5.1%), in the part of marital status of the respondents
154 are married(43.3%), 145 are single(40.7%), 38 are widow(10.7%) and 19 are divorced(5.3%) of
the total respondents.
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4.2 Determination of the effects of microfinance on financial performance of small and medium
enterprises in Tanzania: a case study of Ilala Municipality was identified
A five-point Likert scale was provided ranging from: From 1 to 1.80 represents strongly agrees. From
1.81 until 2.60 represents agree. From 2.61 until 3.40 represents Undecided. From 3.41 until 4.20
represents disagree. From 4.21 until 5.00 represents (strongly disagree. From the answer, descriptive
measures of central tendency: mean and standard deviation were deployed for simplicity of
explanation and generality of findings.
4.2.1 Determination of the influence of provision of credit facilities on financial performance
of SMEs in Ilala Municipal
Table 4.2 Provision of credit facilities on financial performance of SMEs in Ilala Municipal
Variables

Statistics

Mean

Std deviation

Micro credit has increased earnings per share.

356

1.9213

1.17940

Micro credit has led to an increase in capital
requirements
Micro credit has increased net income
Micro credit has led to an increase in net assets
Micro credit has improved the business liquidity
position.
Average

356

1.9551

1.18830

356
356
356

1.9747
1.9803
2.0084

1.20886
1.16385
1.22988

356

1.9680

1.1941

Source: Author (2018)
Table 4.2 above shows the influence of provision of credit facilities on financial performance of SMEs
in Ilala Municipal; Micro credit has increased earnings per share. Majority of the respondents agreed
with high mean of 1.9213 and standard deviation of 1.17940 respectively, this findings shows that
loans from financial institutions increase capital of the business and when capital increase even the
profit in the business increase also and these findings are supported by findings obtained by Yeboah,
(2010) in Ghana he found that microfinance on businesses boost profitability and returns to investment
by increasing business capital. Micro credit has led to an increase in capital requirements, majority of
respondents agreed with high mean of 1.9551 and standard deviation of 1.18830 respectively, these
findings indicates that access of micro credit facilities from microfinance institutions lead to increase
business capital and these findings are same with findings obtained by Morobe, (2015) in Nairobi
Kenya he revealed that microfinance loan influence financial performance in SME’s to a very great
extent. In addition, and rose of entrepreneurs who establish new business enterprise, and Small and
medium enterprises raised their output during receiving funds from microfinance institutions that leads
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to enterprises development. Micro credit has increased net income, majority of the respondents agreed
with high mean of 1.9747 and standard deviation of 1.20886 respectively, these findings indicates that
access of microcredit to SMEs lead to increase capital and when capital increase also profit increase
within the business ,these findings are same with findings obtained by Madole, (2013) in Tanzania he
revealed that services they provide by microfinance are tailored to meet the needs and aspirations of
the local inhabitants and their small up to medium enterprises. Micro credit has led to an increase in
net assets, majority of respondents agreed with high mean of 1.9803 and standard deviation of 1.16385
respectively, these findings indicates that access of credit facilities from financial sector leads to SMEs
to increase current asset within their business and are same with findings obtained by Waithanji,
(2014) in Kenya he revealed that microfinance services have a positive effect on financial performance
of SMEs interns of Business capital. Liquidity, asset accumulation, risk management and protection
against income. In general these findings indicates that provision of credit facilities by Microfinance
institution leads to financial performance to SMEs due to majority of the respondents agreed with high
mean of 1.9680 and standard deviation of 1.1941 and are same with findings obtained by Koila ,(2014)
in Kenya he revealed that provision of credit by microfinance institutions has been regarded as an
essential tool for increasing the incomes of Small and medium enterprises, mostly by organizing
resources to more productive utilizations.
4.2 Determinations effect of savings mobilization on financial performance of SMEs in Ilala
Municipal
Variables
Micro- Saving has led to increase earnings per share.
Micro-Saving has led to an increase in capital
requirement
Micro-Saving has led to an increase in net assets.
Micro-Saving has increased in net income.
Micro-Saving has improved the business liquidity
position.
Averages

Statistics
356
356

Mean
1.8764
1.9017

Std deviation
1.09617
1.12282

356
356
356

1.9185
1.9270
1.9803

1.12167
1.11848
1.16385

356

1.9208

1.12456

Source: Author (2018)
Table 4.2 above shows effect of savings mobilization on financial performance of SMEs in Ilala
Municipal, Micro- Saving has led to increase earnings per share, majority of the respondents agreed
with high mean of 1.8764 and Standard deviation of 1.09617 respectively, these findings indicates
that when traders within the area having tendency of saving funds to the financial institution leads to
earn funds and these findings are same with findings obtained by Kihara,(2015) in Kenya he revealed
that micro saving have positive effects on financial performance of SMEs. Micro-Saving has led to an
increase in capital requirement, majority of the respondents agreed with high mean of 1.9017 and
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standard deviation of 1.12282 respectively. This finding indicates that microfinance services like
saving leads to increase capital and money when needed and these findings are same with those
obtaining by Bass & Henderson, (2011) he revealed that micro saving leads to increase capital
requirement within the SMEs. Micro-Saving has led to an increase in net assets, majority of the
respondents agreed with high mean of 1.9185 and standard deviation of 1.12167,these findings
indicates that micro saving done SMEs leads to increase current assets within the business and are
supported by findings obtained by Cheruiyot et al., (2012) in Kenya he found that effective savings
mobilization strategies on Entrepreneur’s savings mobilization and see the necessitate to expands
marketing and new products strategies for the purpose of facilitating constituents to gain from
competitive interest rates on loans rented and to offer a wider selection of financial products/services.
Micro-Saving has increased in net income, majority of the respondents agreed with high mean of
1.9270 and standard deviation 1.11848, these findings indicates that micro saving leads to increase
net income within the business and are same with findings obtained by Yeboah, (2010) in Ghana, he
revealed that micro saving within the business has positive effect in increasing net income within the
business. In general, these findings indicate that savings mobilization leads to financial performance
of SMEs due to majority of the respondents agreed with high mean of1.9208 and Standard deviation
of 1.12456 and are same with findings obtained by Morobe (2015) in Kenya he found that
microfinance services have great effects to the financial performance of SMEs.
4.3 Determination relationship between Microfinance on financial performance of SMEs
Pearson correlation coefficient was used to compute the correlation between the dependent variable
(financial performance) and the independent variables (credit facilities and saving mobilization) in
order to determine the strength of the relationship at 1% significance level. A correlation of r>+0.7
implies that the variable are strongly related positively. Correlation coefficient ranges from -1.0
(perfect negative correlation) to +1.0 (perfect positive relationship) as advocated by Sekaran, (2016).
And the relationship between the dependent variable and independent variable was established by
correlation coefficient (Kothari, 2013).
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Table 4.4 Correlation Analysis
S/n
1

2

3

Objective
financial
performance

Credit facilities

Savings
mobilization

Pearson
Correlation
Sig. (2-tailed)
N
Pearson
Correlation
Sig. (2-tailed)
N
Pearson
Correlation
Sig. (2-tailed)
N

1
1

2.

3.
.

.000
356
.974**

1

.000
356
.980**

356
.977**

1

.000
356

.000
356

356

**. Correlation is significant at the 0.01 level (2-tailed).
Source: Author (2018)
Person correlation was used to determine the relationship microfinance variable (Credit facilities and
Savings mobilization) were found to have positive significant correlation on financial performance at
0.0 1 level of significance. There was a strong positive significant correlation between credit facilities
on SMEs financial performance (r=0.974, P <0.01). There was strong positive and significant
correlation between saving mobilization on SMEs financial performance (r= 0.980, P <0.01). In
general these findings indicates that microfinance (Credit facilities, saving mobilization) have positive
effects to the financial performance in Tanzania.
5. SUMMARY, CONCLUSION AND RECOMMENDATION
5.1 Summary
This part presents the summary of the research findings, conclusion and recommendations derived
from the results obtained in this study.
The study aims to assess the effect of microfinance on financial performance of SMEs in Tanzania. A
case of Ilala Municipal.
Table 4.2 shows the influence of provision of credit facilities on financial performance of SMEs in
Ilala Municipal, the findings indicates that provision of credit facilities by Microfinance institution
leads to financial performance to SMEs due to majority of the respondents agreed with high mean of
1.9680 and standard deviation of 1.1941 and are same with findings obtained by Koila (2014) in Kenya
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he revealed that provision of credit by microfinance institutions has been regarded as an important
tool for raising the incomes of SMEs, mainly by mobilizing resources to more productive uses.
Table 4.3 shows effect of savings mobilization on financial performance of SMEs in Ilala Municipal,
the findings indicates savings mobilization leads to financial performance of SMEs due to majority of
the respondents agreed with high mean of1.9208 and Standard deviation of 1.12456 and are same with
findings obtained by Morobe (2015) in Kenya he found that microfinance services have great effects
to the financial performance of SMEs.
5.2 Conclusions
Based on the research findings obtained, the study come with the following conclusions:
The study agreed that microfinance institutions in Tanzania have highly engaged in promoting
financial services such as credit facilities to entrepreneur who start business and other who need to
increase business capital for the purpose of obtaining high profit within their business and Majority of
SMEs have tendency of saving their fund within the microfinance institutions for the purpose of has
increased in net income of their business. These findings indicate that microfinance (Credit facilities,
saving mobilization) have positive effects to the financial performance of SMEs. Therefore,
Microfinance institutions should create conducive environment for SMEs to access financial services
in order to boost their capital and hence to reduce poverty by creating employment opportunities in
Tanzania.
5.3 Recommendation
Based on the research findings obtained, the study come with the following recommendations
The study recommends that microfinance institutions as service providers and policy development
partners should consider micro-insurance scheme in the micro finance package and extension of the
current loan grace period of one month would give the entrepreneurs adequate time to invest the loan
and use the returns from the investment for loan repayment.
Also, the study recommended that microfinance institutions should consider more entrepreneurs
training and trainings should target SME entrepreneurs who do not have entrepreneurial skills.
6. Acknowledgments
I give glory to the Almighty God for his privilege and gift of life as well as for protection to this
destination I reached for writing this journal. Also, I take this opportunity to convey my sincere thanks
to my supervisor, Dr. Bernad Oyagi for his time in providing guidance, encouragement, motivation
and vast productive corrections until submission of this journal with the support received from other
academic staff members in the Department of postgraduate and Research.

http://ijrcms.com

Page 16

International Journal of Research in Commerce and Management Studies
ISSN 2582-2292
Vol. 2, No. 06; 2020

Furthermore, I would like to extend my gratitude to Management Ilala Municipal Council” it is no
possible to list all the name here but in few Mr Kiime(District Excutive director) and Regional
Commissioner Paul Makonda and all those who responded to questionnaires, out of which this study
was fruitful.
I would like to take this prospect to thank my parents MR & MRS Mnunka for their courage without
forgetting by beloved wife Maureen Ngumu, my children, Radhia,Shamim and Sharifal. I understood
that in my absence you felt solitude, but I appreciate your heart and blessings you threw towards my
studies. Your patience, advice, prayers and financial support were tools for my prosperity
Mr. Emanuel Willium and Sister hanifa Sultan my beloved brothers and sisters thanks for your moral,
financial, and technical support; Julius Gekula, Mrandina kaposwe and Halipaha parsalaw, I truly
appreciate the assistance that you offered towards my study which was a mirror for my progress.
7. REFERENCES
Akisimire, R. (2010). Microfinance Credit Terms and Performance of SMEs in Uganda. A case study
of SMEs in Mbarara Municipality, 17-32.
Bass, J., & Henderson, K. (2011). Innovations in Microfinance: The Microfinance experience with
savings mobilization. (p. 10). Weidman Associates.
Bauer, M., Chytilová, J., & Morduch, J. (2012). Behavioral foundations of microcredit: Experimental
and survey evidence from rural India. American Economic Review, 102(2), 1118-39.
Cheruiyot, T. K., Kimeli, C. M., & Ogendo, S. M. (2012). Effect of Savings and Credit Co-operative
Societies Strategies on Member’s Savings Mobilization in Nairobi, Kenya. International Journal of
Business and Commerce, 1(11), 40-63.
Chibvamindu, T. (2018). The effects of microfinance loans on the growth of SMEs in Zimbabwe: a
case study of SMEs in Bindura (Doctoral dissertation, BUSE).
Churchill, D. A., & Iacobucci, D. (2010). Market research. Methodological Foundations, 2.
Cooper, D. R., Schindler, P. S., & Sun, J. (2003). Business research methods.
Kemei, M. K. (2011). The relationship between microfinance services and the financial performance
of SMEs in Nandi district (Doctoral dissertation, University of Nairobi).
Khan, M. W. J., & Khalique, M. (2014). An overview of small and medium enterprises in Malaysia
and Pakistan: past, present and future scenario. Business and Management Horizons, 2(2), 38-49.
Kihara, D. W. The effect of micro finance services on financial performance of small and medium
enterprises in Nairobi county.
Kinyua, A. N. (2013). Factors affecting the performance of Small and Medium Enterprises in the Jua
kali sector in Nakuru Town, Kenya (Doctoral dissertation, Egerton University).
Koila, T. L. (2014). The effect of microfinance services on financial performance of small medium
and enterprises in Narok county (Doctoral dissertation, University of Nairobi).

http://ijrcms.com

Page 17

International Journal of Research in Commerce and Management Studies
ISSN 2582-2292
Vol. 2, No. 06; 2020

Kothari, C. R. (2004). Research methodology: Methods and techniques. New Age International.
Kothari, C. R. (2013). Research methodology: theory and techniques. New Age.
Kurgat, P. (2007). The role of savings in Microfinance Institutions a case of KWFT. Unpublished
Master’s Thesis), Solvay Brussels School of Economics and Management.
Madole, H. (2013). The impact of microfinance credit on the performance of SMEs in Tanzania: a
case study of national microfinance bank-Morogoro (Doctoral dissertation).
Mapunda, G. A. (2016). The Role of Financial Institutions on Supporting the Growth of SMEs in
Tanzania: A Case of ABC Bank in Dar es Salaam (Doctoral dissertation, The Open University of
Tanzania).
McQuaid, R., & Egdell, V. (2011). Review of financial capability training resources-report of the
Scottish Government social inclusion division.
Morobe, D. M. (2015). The effect of micro finance loans on the financial performance of small
medium enterprises in Nairobi County (Doctoral dissertation, University of Nairobi).
Sanchez, J. C. (2010). University training for entrepreneurial competencies: Its impact on intention of
creation. International Entrepreneurship and Management Journal, 7(2), 239-254.
Sekaran, U., & Bougie, R. (2016). Research methods for business: A skill building approach. John
Wiley & Sons.
Waithanji, S. W. (2014). Effects of microfinance credit on the financial performance of small and
medium enterprises in Kiambu County. A Master of Science in Finance Degree Research, School of
Business, University of Nairobi, Kenya.
Wakaba, S. (2015). The Effect of Microfinance Credit on the Financial Performance of Small and
Medium Enterprises in Kiambu County, Kenya. International Journal of Bank Marketing, 2(4), 45–
50.
Yeboah, E. H. (2010). Microfinance in rural Ghana: A view from below (Doctoral dissertation,
University of Birmingham).

http://ijrcms.com

Page 18

