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1. INTRODUCTION 

Throughout the l a s t  two decades many governments in Africa, and Tanzania i s  
among them, concentrated the i r  devel opment effor ts  toward creating and supporting 
1 arge scale "western" sty1 e enterpri ses,  as a prerequi s i t e  t o  moderni zati on .  To 
a large extent th i s  e f for t  did n o t  succeed, as the insti tutional structure 
surrounding these firms was quite unsuitable t o  the i r  proper functioning. The 
consequences were often disastrous with huge 1 osses which were covered with money 
creation, and led t o  nonviability of the "modern sector." Tanzania i s  a country 
where th i s  scenario was played t o  extremes, with the resul t  being an enormous 
c r i s i s  that led t o  several stabilization and structural adjustment programs 
s tar t ing in the mid-eighties ( for  detai ls  of the Tanzanian experience and 
adjustment e f for t s ,  see Sarris and Van den Brink 1993). 

Economic 1 iberal ization since 1986 in Tanzania has led t o  a visually obvious 
increase in small-scale urban enterprise act ivi ty .  Not much, however, i s  known 
about the structure and performance of small enterprises ei ther  before or a f te r  
1986. During the period before the onset of adjustment small-scale ac t iv i t ies ,  
a lbei t  o f f ic ia l ly  encouraged, having a parastatal devoted to  the i r  support (the 
Small Industries Devel opment Organization or SIDO) , operated 1 argel y outside 
off ic ial  control and s t a t i s t i ca l  observation, and within what has become known 
as the informal sector. Some ef for t s  in the l a t e  seventies to  obtain a 
comprehensive coverage of small-scale industries, such as the 1978 Industrial 
Census (United Republ i c of Tanzania [URT] l985), 1 ed t o  contradictory resul ts  
compared t o  other surveys, and in any case were concentrated on the larger ones 
among the "small" industries (Havnevik 1986). The purpose of t h i s  paper i s  to  
characterize the structure and constraints of the urban small-scale enterprise 
sector in Tanzania, as evidenced by the resul ts  of an appropriate survey. 

The importance of small-scale enterprises in the Tanzanian economy i s  
underscored by the resul ts  of the 1976 Household Budget Survey, which found that 
17 percent of total  rural household income and 24 percent of urban household 
income i s  from trade, enterprise or profession. Even allowing, for the fact that 
part of t h i s  income might be derived from profi ts  of 1 arger private enterprises, 
i t  appears that  small enterprises contribute significantly t o  household income. 

During the l a s t  decade some effor ts  have been made t o  measure the unreported 
informal economy in Tanzania, where most of the small-scale enterprises are 
found. I t  must be noted that there i s  no accepted definition of what i s  
"informal" (for  a discussion on the issue, see Peattie 1987), a1 though "small- 
scale" i s  easier t o  define. I t  appears that a reasonable b u t  s t i l l  vague 
definition i s  the one used by De S o t o  (l989), who defines informal enterprise as 
the "refuge of individuals w h o  find that the cost of abiding by existing laws in 
the pursuit of legitimate economic objectives exceed the benefits" ( o p .  c i t . ,  p .  
xx i i ) .  In most previous attempts t o  measure the size of the "informal" and hence 



1  a r g e l y  unrecorded economy, t h e  d e f i n i t i o n  has over1 apped w i t h  t h a t  o f  "smal l  - 
sca le . "  

I n  any case, Maliyamkono and Bagachwa (1990) es t imated  t h e  s i z e  o f  t h e  
unrecorded i n f o rma l  economy i n  Tanzania a t  between 20 and 30 percen t  o f  o f f i c i  a1 
GDP th roughou t  t h e  e a r l y  1980s, w h i l e  S a r r i  s  and Van den B r i n k  (1993) have g i ven  
es t imates  as h i g h  as 60 percen t  o f  GDP. Since i t  i s  d i f f i c u l t  t o  separate formal 
f rom i n fo rma l ,  ou r  survey cons idered s i z e  as t h e  c r i t e r i o n  which d i s c r i m i n a t e d  
e n t e r p r i  ses. 

Impor tan t  as t h e  i s sue  o f  t h e  s i z e  o f  t h e  unrecorded sma l l - sca le  e n t e r p r i s e  
sec to r  m igh t  be, t h e  i ssues  t h a t  w i l l  have more s p e c i f i c  po l  i c y  imp1 i c a t i o n s  
concern t h e  s t r u c t u r e  and behav ior  o f  t h e  sma l l - sca le  e n t e r p r i s e  sec to r .  Some 
surveys o f  sma l l - sca le  i n d u s t r i a l  e n t e r p r i s e s  have been conducted i n  Tanzania, 
b u t  t h e r e  a re  no such surveys o f  a l l  t h e  d i f f e r e n t  types o f  sma l l - sca le  
e n t e r p r i s e s .  Bagachwa (1981, 1983) has repo r t ed  t h e  r e s u l t s  o f  smal l -sca le  
i n d u s t r i a l  e n t e r p r i s e  surveys i n  Arusha and Dar-es-Salaam, r e s p e c t i v e l y ,  w h i l e  
t h e  World Bank (1991) r epo r t ed  some r e s u l t s  f rom a  1989 survey o f ' t h r e e  smal l -  
sca le  i n d u s t r i a l  e n t e r p r i s e  sec to rs .  

The e a r l  i e r  surveys found t h a t  smal l  - sca le  i n d u s t r i  a1 e n t e r p r i s e s  used smal l  
amounts o f  l a b o r  and c a p i t a l ,  and p a i d  wages below t h e  o f f i c i a l  minimum wages. 
Most smal l  f i r m s  were cons t ra i ned  by i n p u t  supply  and work ing c a p i t a l  f i nance .  
They a l s o  seemed t o  be hampered by t h e  c o s t  o f  t h e  l e n g t h y  a d m i n i s t r a t i v e  and 
o t h e r  1  egal  procedures necessary t o  operate.  The regu l  a t o r y  environment and 
inadequate f i n a n c i n g  and i n f r a s t r u c t u r e  were a l s o  found t o  be a  problem i n  t h e  
1989 survey, w h i l e  l a c k  o f  i n p u t s  was l e s s  o f  a  problem. 

The r e s u l t s  r e p o r t e d  here  seek t o  f u r t h e r  e l u c i d a t e  and expand on t h e  
conc lus ions  o f  these e a r l i e r  surveys, and o f f e r  some f i r s t  suggest ions as t o  how 
t h e  economic recovery  program has a f f e c t e d  smal l -sca le  e n t e r p r i s e s .  Th i s  f i r s t  
r e p o r t  f rom t h e  1991 survey i s  l a r g e l y  d e s c r i p t i v e .  A more a n a l y t i c a l  s tudy 
us ing  t h e  same da ta  i s  a l so  planned, b u t  g i ven  t h e  need t o  p rov i de  pol icymakers 
w i t h  t i m e l y  i n f o rma t i on ,  i t  was f e l t  t h a t  a  sma l l e r  summary r e p o r t  would be 
u s e f u l .  

Sec t i on  2  below descr ibes  t h e  survey and t h e  da ta  coverage. Sec t ion  3  
o u t l i n e s  t h e  major  c h a r a c t e r i s t i c s  o f  e n t e r p r i s e  owners and t h e  f i r m s ,  Sec t ion  
4 exposes t h e  business environment w i t h i n  which smal l  f i r m s  operate .  Sec t ion  5 
i l l u s t r a t e s  employment and wage pa t t e rns ,  and Sec t i on  6 descr ibes  t h e  economic 
s t r u c t u r e  o f  f i r m s .  Sec t ion  7 d iscusses r e l a t i o n s  w i t h  government, w h i l e  Sec t ion  
8  o u t l i n e s  t h e  e n t e r p r i s e  owners' pe r cep t i on  o f  economic ou t l ook  and c o n s t r a i n t s  
t o  expansion. F i n a l l y  Sec t ion  9  o f f e r s  conc lus ions.  



2.  THE SURVEY AND DATA 

The urban e n t e r p r i s e  survey (UES) was done i n  f i v e  urban areas i n  Tanzania, 
cons idered as r e p r e s e n t a t i v e  o f  t h e  whole coun t r y ' s  urban sec to r .  These were 
Arusha, Mbeya, Dodoma, Mwanza, and Dar-es-Sal aam. About 100-115 smal l  
e n t e r p r i  ses pe r  c i t y  were sampl ed. The sampl i n g  procedure was t h e  f o l  1 owing. 
F i r s t  each c i t y  ward was inspec ted  v i s u a l l y  and knowledgeable l o c a l s  were 
i n t e r v i ewed  rega rd i ng  t h e  en te rp r i ses .  Then f rom each c i t y ,  except Dar-es- 
Sal aam, one ward was chosen, and a complete 1 i s t  o f  a1 1 e n t e r p r i s e s  i n  t h i s  ward 
was made. I f  t h e  ward had fewer than  250 en te rp r i ses ,  another  ward was chosen. 
For  Dar-es-Salaam e i g h t  wards were chosen, and g i ven  t h e  very  l a r g e  d e n s i t y  o f  
f i r m s  i n  these wards, a s t r e e t  w i t h i n  each ward was chosen, and again  a complete 
l i s t i n g  o f  f i r m s  was done. From these l i s t i n g s  two s t r e e t s  were chosen, each 
w i t h  f i r m  d e n s i t y  1 a rger  than 250. 

The complete 1 i s t i n g  a1 so i nc l uded  i n f o r m a t i o n  on t h e  main a c t i v i t y  o f  t he  
e n t e r p r i s e .  A l l  f i r m s  were then c l a s s i f i e d  i n t o  one o f  37 sec to r s  engaging a l l  
nonfarm a c t i v i t i e s ,  and based on t h e  Tanzanian Input-Output sec to r  c l a s s i f i c a -  
t i o n .  From t h e  complete l i s t i n g ,  f i n a l l y ,  a sample o f  about 100-115 f i r m s  was 
drawn f rom each c i t y  by s t r a t i f i e d  random sampling, so as t o  i n c l u d e  f i r m s  i n  a l l  
37 sec to rs ,  and o n l y  those w i t h  fewer than  10 employees. The f i n a l  sample 
i nc l uded  546 f i r m s  whose genera l  c h a r a c t e r i s t i c s  a re  e x h i b i t e d  i n  Table  1. The 
37 sec to r s  were aggregated f o r  r e p o r t i n g  purposes i n t o  10 more comprehensive 
sec to rs ,  t h e  correspondence be ing  e x h i b i t e d  i n  Table  A . l  i n  Appendix A. The 
l a r g e r  concen t ra t i on  o f  f i r m s  i s  i n  manufactur ing and serv ices ,  and then  
commerce, w h i l e  t h e  f i r m s  a re  sp l  i t  r a t h e r  evenly  among c i t i e s .  Whi le t h e  sample 
i s  n o t  s t a t i s t i c a l l y  r e p r e s e n t a t i v e  o f  t h e  coun t ry  as a whole, we be1 i eve  t h a t  
i t  i s  one o f  t h e  most r e p r e s e n t a t i v e  samples o f  sma l l - sca le  e n t e r p r i s e s  i n  
Tanzania t h a t  has been analyzed to-date.  





3 .  MAJOR CHARACTERISTICS OF SMALL ENTERPRISES AND OWNERS/MANAGERS 

O f  t h e  546 e n t e r p r i s e s  surveyed 204 (37 percen t )  were so le  p r o p r i e t o r s h i p s  
employing no o t h e r  workers, 226 (41 percen t )  employed 1-2 workers, 98 (18 
percen t )  employed 3-5 workers, and o n l y  18 (3 percen t )  employed 6  o r  more workers 
(see Table A.2 i n  Appendix A).  C l e a r l y  t h e  sample suggests t h a t  most smal l -sca le  
e n t e r p r i s e s  a re  indeed ve ry  sma l l .  

O f  t h e  546 en te rp r i ses ,  423 o r  77 percen t  a re  managed by  males, and t h e  r e s t  
by femal es . The concen t ra t  i on o f  femal e  managers i s 1  arge i n Dar-es-Sal aam where 
46 o u t  o f  105 (44 percen t )  e n t e r p r i s e s  a re  managed by women, and sma l l es t  i n  
Arusha where o n l y  15 o u t  o f  t h e  115 f i r m s  (13 percen t )  a re  managed by women. No 
d i s t i n c t  p a t t e r n  o f  male-female management emerges when f i r m s  a re  c l a s s i f i e d  by 
i n d u s t r y  o r  number o f  workers.  The average age o f  t h e  e n t e r p r i s e  managers i s  35 
years ,  w i t h  no s i g n i f i c a n t  d i f f e r e n c e  observed across i n d u s t r y ,  reg ion ,  o r  s i z e  
c lasses .  

Table  2  g i v e s  t h e  average years  o f  educat ion o f  t h e  smal l  - sca le  e n t e r p r i s e  
managers by  sec to r ,  r eg i on ,  and s i z e .  S ix ty- two,  o r  11 percent ,  o f  a1 1  managers 
have no educa t ion  a t  a l l ,  w h i l e  341, o r  62 percent ,  have had o n l y  p r imary  
educat ion ( p a r t i a l  o r  t o t a l  ) . One hundred f i f t e e n  managers (21  percen t )  had some 
secondary educa t ion  (above t h e  e i g h t  s tandard p r imary  grades) ,  and 14 (2.5 
percen t )  had some u n i v e r s i t y  l e v e l  educat ion.  Given t h a t  f rom t h e  1976 Household 
Budget Survey (HBS) i t  was found t h a t  51.6 percent  o f  household heads had no 
educat ion w h i l e  o n l y  2.5 percen t  o f  household heads had some educat ion above 
pr imary,  i t  appears t h a t  educat ion,  and e s p e c i a l l y  postpr imary,  makes someone i n  
Tanzania more l i k e l y  t o  s t a r t  o r  manage a  smal l  business. 

Table 2  suggests t h a t  managers i n  Dar-es-Salaam are  on average much l e s s  
educated than  i n  o t h e r  c i t i e s .  It a l s o  suggests t h a t  managers o f  s o l e  
p r o p r i e t o r s h i p s  and t h e  sma l l es t  e n t e r p r i s e s  a l s o  t end  t o  be l e s s  educated. 
Across sec to rs ,  e n t e r p r i s e s  i n  h e a l t h  and educa t ion  se r v i ces  appear t o  have t h e  
most educated managers. Th i s  i s  t o  be expected, as these se rv i ces  a re  human 
c a p i t a l  i n t e n s i v e .  Among t h e  o t h e r  sectors ,  o n l y  c o n s t r u c t i o n  e n t e r p r i s e s  appear 
t o  be managed by more educated people.  There a l s o  seems t o  be a  d i f f e r e n c e  i n  
educa t ion  among sexes o f  managers. Male managers have on average 7.5 years  o f  
school ing,  compared t o  6.2 f o r  female managers. 

Most e n t e r p r i s e  managers a re  ma r r i ed  (73 percen t )  have l i v e d  i n  t h e  same 
c i t y  f o r  severa l  years  (on average 7.6 years) ,  and 1  i v e  q u i t e  c l o s e  t o  t h e  
e n t e r p r i s e  (average 3.5 kms .) . F o r t y - s i x  percen t  o f  managers a re  s e l f  taugh t  as 
f a r  as t h e  e n t e r p r i s e  s k i l l  i s  concerned w h i l e  30 percen t  have had appren- 
t i c e s h i p s  mos t l y  w i t h  o t h e r  i n d i v i d u a l s .  Only 7  percen t  o f  managers were 
e n t e r p r i  se managers be fo re  s t a r t i n g  t h e  surveyed smal l  business; 18 percen t  were 
farmers, 21 percen t  were se l  f employed i n  nonfarm occupat ions,  whi 1  e  32 percent  





were publ  i c  o r  p r i v a t e  sec to r  wage earners  (even ly  d i s t r i b u t e d ) .  I t i s  n o t  c l e a r  
whether t h e  wage earners  were f i r e d  o r  l e f t  on t h e i r  own t o  s t a r t  an e n t e r p r i s e .  

One o f  t h e  major  l i n k s  o f  t h e  e n t e r p r i s e s  w i t h  t h e  r e s t  o f  t h e  economy i s  
through t h e  f i n a n c i a l  system. Table 3  e x h i b i t s  t h e  d i s t r i b u t i o n  o f  en te rp r i ses  
and managers accord ing t o  whether they  have a  bank account. The t a b l e  shows t h a t  
409 en te rp r i ses ,  o r  75 percent ,  do n o t  have a  bank account, w h i l e  t h e  p r o p o r t i o n  
o f  managers t h a t  do n o t  have a  bank account i s  sma l le r  (338, o r  62 pe rcen t ) .  
Looking a t  t h e  s i z e  d i s t r i b u t i o n ,  i t  appears t h a t  t h e  l a r g e r  t h e  en te rp r i se ,  t h e  
g r e a t e r  t h e  l i k e l i h o o d  t h a t  i t s  manager o r  t h e  e n t e r p r i s e  has a  bank account. 

I n t e r e s t i n g l y ,  w h i l e  most smal l  e n t e r p r i s e s  i n  Mwanza have a  bank account 
(58 percen t ) ,  o n l y  3  percen t  do i n  Dar-es-Salaam;, a  p r i o r i  one would expect Dar- 
es-Salaam t o  be b e t t e r  se r v i ced  by banks. The r e g i o n a l  s i z e  d i s t r i b u t i o n  o f  
f i r m s  does n o t  seem t o  be t h e  exp lana t ion .  As Table  A.2 i l l u s t r a t e s ,  i n  bo th  
Mwanza and Dar-es-Salaam, much as i n  t h e  o t h e r  c i t i e s ,  about 80 percen t  o f  t h e  
surveyed f i r m s  a re  ve ry  smal l  ( w i t h  fewer than 3  workers) .  

For most managers (478, o r  87.5 percen t )  t h e  e n t e r p r i s e  i s  t h e  major  occupa- 
t i o n  as i n d i c a t e d  i n  Table 4. A lso  managers o f  l a r g e r  e n t e r p r i s e s  a re  more 
l i k e l y  t o  l i s t  t h e  e n t e r p r i s e  as t h e i r  main occupat ion.  Nevertheless,  i t  i s  
i n t e r e s t i n g  t o  n o t i c e  f rom t h e  t a b l e  t h a t  w h i l e  i n  Arusha, Mwanza, and Dar-es- 
Salaam, most managers l i s t  t h e  e n t e r p r i s e  as t h e i r  p r imary  occupat ion,  i n  Mbeya 
and Dodoma a  s i g n i f i c a n t  number l i s t  them as n o t  t h e i r  major  occupat ion.  

Those s t a t i n g  t h a t  t h e  e n t e r p r i s e  i s  t h e i r  major  occupat ion spend an average 
o f  96 percen t  o f  t h e i r  work ing t i m e  there ,  and o b t a i n  thereby on average 96 
percent  o f  t h e i r  income. Those s t a t i n g  t h a t  t h e  e n t e r p r i s e  i s  n o t  t h e i r  major  
occupat ion spend about 41 percen t  o f  t h e i r  work ing t ime  and draw 46 percen t  o f  
t h e i r  income f rom t h e  surveyed f i r m .  The o t h e r  major  a c t i v i t i e s  o f  those s t a t i n g  
t h a t  t h e  e n t e r p r i s e  i s  no t  t h e i r  major  occupat ion are farming, o t h e r  en te rp r i se ,  
se l  f-empl oyment , and publ  i c  sec to r  wage empl oyment . 

For most e n t e r p r i s e s  (503 ou t  o f  546) t h e  c u r r e n t  owner a l s o  s t a r t e d  t h e  
e n t e r p r i s e ,  w h i l e  i n  most o f  t h e  remain ing cases t h e  e n t e r p r i s e s  were taken over 
f rom a  r e l a t i v e .  Table 5  e x h i b i t s  t h e  d i s t r i b u t i o n  o f  f i r m s  by t h e  year  t he  
c u r r e n t  owner es tab l  i shed o r  t ook  over  t h e  en te rp r i se ,  c i t y ,  s i z e  o f  en te rp r i se ,  
and sex o f  manager. I t  i s  q u i t e  c l e a r  t h a t  most e n t e r p r i s e s  were es tab l  i shed  o r  
taken over  a f t e r  1987, w i t h  most o f  those be ing  es tab l i shed  i n  t h e  l a s t  t h r e e  
years .  One hypo thes is  c o n s i s t e n t  w i t h  t h i s  observa t ion  i s  t h a t  l i b e r a l i z a t i o n  
and re forms under t h e  s t r u c t u r a l  adjustment program have c rea ted  more f avo rab le  
c o n d i t i o n s  f o r  c r e a t i o n  o f  smal l  en te rp r i ses .  An a l t e r n a t i v e  exp lana t i on  m igh t  
be t h a t  t h e  smal l  s i z e  and i n d i v i d u a l  ownership o f  t h e  sma l l - sca le  e n t e r p r i s e s  
reduce t h e i r  chances o f  s u r v i v i n g  f o r  l o n g  under a  v a r i e t y  o f  e x t e r n a l  shocks i n  
any economic regime. E i t h e r  hypothes is  would skew t h e  d i s t r i b u t i o n  o f  smal l  
e n t e r p r i s e s  toward t h e  newer en te rp r i ses .  

Note f rom Table 5  t h a t  most o f  t h e  l a r g e s t  e n t e r p r i s e s  ( w i t h  s i x  o r  more 
workers) s t a r t e d  be fo re  1984, namely, t h e  onset o f  adjustment.  As t h e  s i z e  o f  
t h e  e n t e r p r i s e  ge t s  sma l le r ,  t h e  d i s t r i b u t i o n  o f  t h e  s t a r t i n g  dates o f  f i r m s  ge ts  









more skewed toward the recent years. This i s  more consistent with the second of 
the above hypotheses, which would also be consistent with the observation that 
the size distribution of firms i s  more even, the ear l ie r  the firms s tar ted.  In 
other words, the data i s  consistent with a model, whereby a very small firm has 
a small overall chance of survival over a long period of time, b u t  certainly a 
better one i f  i t  manages t o  grow. Nevertheless, i t  i s  not a t  a l l  clear whether, 
i f  the same survey had been done in the 1980s the size distribution of firms by 
s tar t ing year of operation would be similar. 

Table 6 gives the size distribution of enterprises by s tar t ing year and 
sector. Non-food manufacturing small enterprises, as well as those in 
healthleducation, and other services seem t o  be much older on average than 
enterprises in food manufacturing and commerce. This would appear t o  be related 
t o  the l iberalization of the staple food trade since 1986, which allowed related 
enterprises to  pro1 i ferate .  Nevertheless, i t  i s  rather surprising that 49 of the 
133 enterprises in the intermediate and capital good manufacturing sector started 
before 1984. This cannot be explained by s ize,  as only 7 of these enterprises 
have 6 or more workers, and 43 have 3 t o  5 workers. However, as was seen in 
Table 5, a total  of 46 firms that started before 1984 have more than 3 workers, 
and i t  i s  n o t  l ikely that a l l  of them are in one sector. 

Table 7 gives a matrix of primary versus secondary motivations of entrepre- 
neurs for going into business. The primary reason for s tar t ing enterprise i s  
lack of wage opportunities. The secondary reason for startup i s  perception of 
profitable opportunity. I t  appears that Tanzanian entrepreneurs are motivated 
both  by positive factors (profi t  motive) as well as negative factors (lack of 
more secure alternatives such as wage employment). 

The majority of enterprises (417, or 76 percent) are owned by one 
individual, while another 69 (13 percent) are owned by members of one household 
and 46 (8 percent) are owned by members of different households. Only 12 of the 
surveyed enterprises were limited partnerships, joint stock companies, or 
cooperatives. The major source of finance for starting enterprises i s  own funds 
(66 percent of a l l  funds on average), followed by loans from relatives and 
friends (21 percent of funds), and g i f t s  ( 7  percent). Less than 2 percent of 
startup funds on average were obtained from formal financial inst i tut ions (banks, 
co-ops, government), and only 1 percent of funds were obtained through rotating 
savings and loans associations (ROSCAs). Only the larger among the enterprises 
surveyed (those with more than three employees) reported any sizeable bank loans 
as instrumental in s tar t ing business, and then the loans accounted for a small 
portion of total  startup capital ( 7  percent). 

Among those reporting that the i r  own funds were important in sett ing up  
business, 38 percent of the i r  own funds came from profi ts  from previous 
enterprise, 29 percent came from wage employment in Tanzania, 11 percent from 
sale of assets,  and the remaining 2 2  percent from other unspecified sources. 
Only a minuscule proportion (1 percent) came from wage employment outside 
Tanzan i  a .  
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The ava i l ab i l i t y  of infras t ructura l  amenities t o  enterpr ises  i s  modest. 
Three forty-four of the  546 enterpr ises  (63 percent) have some source o f w a t e r  
avai 1 able,  241 (44 percent) have el e c t r i  ci t y ,  69 (13 percent) have telephone 
service ,  and 406 (74 percent) have to i  1 e t s .  As, i t  might be expected, 1 arger 
enterpr ises  have g rea te r  access t o  these amenities. The majority of surveyed 
enterpr ises  (491 or  90 percent) were in a fixed location,  of which more than half 
(297 or 60 percent of those with.f ixed location) operated in a permanent struc- 
t u r e .  



4. BUSINESS CONDITIONS 

Competition seems t o  be keen among small-scale e n t e r p r i s e s .  Only 2 
e n t e r p r i s e  managers s t a t e d  t h a t  they had no competition f o r  t h e i r  product,  while 
465 (85 percent)  s t a t e d  t h a t  they had more than 5 competitors.  Tab1 e 8 compares 
cu r ren t  percept ions of t h e  leve l  of competition with pas t  percept ions.  I t  i s  
q u i t e  c l e a r  t h a t  competition has become much more in tense  over t h e  l a s t  f i v e  
years .  While 203 of t h e  268 f i rms in  business around 1986 r epor t  t h a t  
competition was minimal then,  in 1991 only 24 of t he  546 f i rms surveyed say the  
same th ing .  On  t he  contrary 435 (80 percent)  repor t  in tense  competition. Around 
1988, two years  a f t e r  t he  f i r s t  S t ruc tura l  Adjustment Program (SAP) was s t a r t e d ,  
most f i rms reported moderate competition. These percept ions a re  the  same 
i r r e s p e c t i v e  of s e c t o r ,  region,  o r  s i z e  of e n t e r p r i s e ,  hence they must r e f l e c t  
t he  general economic environment. Competition i s  mostly from firms of s imi l a r  
o r  smaller  s i z e  ( a s  reported by 67 percent of those repor t ing  some competi t ion) ,  
while 21 percent r epor t  competition from l a r g e r  f i rms.  Very few f irms repor t  
competition by public  companies (1  percent ) .  

The customers of t he  f i rms a r e ,  f i r s t ,  low-income urban customers (most 
1 i  kely including o ther  small f i rms)  (46.5 percent of s a l e s )  ; then high-income 
urban customers (26.7 percent of s a l e s ) ;  rura l  customers (7.4 percent of s a l e s ) ;  
t r a d e r s  (7 .3  pe rcen t ) ;  shops (3.0 percent ) ;  and the  government (3 .5  percent of 
s a l e s )  . Only a minuscule amount of s a l e s  (1 .5  percent)  i s  t o  fo re igne r s  (mostly 
cons t ruc t ion ) .  The small remainder goes f o r  f u r t h e r  processing o r  o ther  s a l e s .  
About 84.2 percent of a l l  s a l e s  of en te rp r i se s  i s  t o  loca l  customers, 12 percent 
t o  customers within t h e  same region, and 3.3 percent t o  customers in  o ther  
regions.  Only 0.4 percent of t o t a l  s a l e s  i s  d i r e c t l y  f o r  export .  I t  thus 
appears t h a t  t h e  bulk of production of small-scale e n t e r p r i s e s  i s  f o r  domestic 
consumption, f i n a l  o r  intermediate .  

Although t h e  managers seem t o  perceive in tense  competition, a l a r g e  share 
(35 percent)  s t a t e d  t h a t  demand f o r  t h e i r  product increased a l o t  in  t h e  year  
preceding t h e  survey ( l a t e  1990 t o  f a l l  1991), and another 37 percent reported 
a moderate increase .  The percentage of managers who responded s imi l a r ly  about 
demand changes in  t h e  year  before the  one preceding t h e  survey was 18 and 51 
percent ,  r e spec t ive ly ,  of those who responded a t  a l l  ( l a rge ly  those in  business 
t h e  previous yea r ) .  Ten percent of respondents s t a t e d  t h a t  demand f o r  t h e i r  
product decl ined in  t h e  year  preceding the  survey, compared with 8 .5  percent of 
those in  business  t h e  previous year .  These responses suggest a general increase 
in  demand in  t h e  years  1990-1991, becoming more pronounced in 1991. 

These general percept ions about changes in demand appear t o  d i f f e r  by region 
and s i z e  of e n t e r p r i s e .  Table 9 shows t h a t  while in Arusha and Mwanza demand 
increases  appear t o  be l a rge ly  modest o r  n i l ,  they appear t o  be q u i t e  subs tant ia l  
i  n Mbeya and Dar-es-Sal aam. Simi 1 a r l  y ,  whi 1 e most 1 a rger  en te rp r i  s e s  seem t o  
experience s trong increases  in the  demand f o r  t h e i r  products,  t he  smallest  f i rms 







do n o t .  T h i s  cou ld  be due t o  t h e  g r e a t e r  ease o f  e n t r y  f o r  sma l l e r  f i rms ,  which 
inc rease  compe t i t i on  and e f f e c t i v e l y  reduces demand. These r e s u l  t s  appear t o  be 
b road l y  c o n s i s t e n t  w i t h  those o f  Table 8. 

Most e n t e r p r i s e  managers se t  p r i c e s  on a cos t - p l us  bas i s  (63 percen t ) ,  w h i l e  
fewer managers s e t  p r i c e  accord ing  t o  what t h e  market w i l l  bear (24 percen t ) .  
Fewer s t i l l  s t a t e d  t h a t  t hey  p r i c e d  t h e i r  p roduc ts  accord ing  t o  government 
c o n t r o l  s  (6  pe rcen t ) .  

Given t h e  growing compet i t i on ,  one would expect t h a t  p r o f i t s  a re  squeezed. 
Indeed, 56 percen t  o f  those responding t o  t h e  ques t ion  r epo r t ed  l owe r  p r o f i t s  i n  
1991 than  i n  1990. Th i s  answer v a r i e s  l e s s  by s i z e  than  by r eg ion .  I n  Mwanza, 
f o r  i ns tance ,  83 percen t  o f  f i r m s  repo r t ed  h i ghe r  p r o f i t s ,  w h i l e  i n  Dar-es-Sal aam 
83 percen t  r epo r t ed  lower  p r o f i t s .  I n  t h e  o the r  r eg ions  t h e  responses were i n  
between. Comparing t h e  p r o f i t a b i l i t y  o f  1990 t o  t h a t  o f  1987, o n l y  26 percen t  
o f  f i r m s  r e p o r t e d  dec l  i nes  i n  p r o f i t s ,  w h i l e  t h e  same comparison over  t h e  p e r i o d  
1985-1987 revea led  t h a t  24 percen t  o f  f i r m s  r e p o r t e d  p r o f i t  dec l  i nes. 

Table  10 e x h i b i t s  t h e  p r i c e  increases r e p o r t e d  by f i r m s  i n  t h e  l a s t  yea r  and 
t h e  yea r  be fo re  l a s t  accord ing t o  t h e  perce ived  degree o f  compet i t i on ,  reg ion ,  
and f i r m  s i ze .  The r e g i o n a l  d i f f e r e n c e s  i n  average p r i c e  increases a re  r a t h e r  
s u r p r i s i n g .  I n  Mwanza and Dar-es-Sal aam, average p r i c e  increases appear t o  be 
much sma l l e r  than  those  i n  t h e  o t h e r  t h r e e  c i t i e s ,  bo th  i n  1991 and 1990, and f o r  
a1 1 degrees o f  competi t i o n .  The 1 a rges t  f i r m s  do n o t  appear t o  have increased 
t h e i r  p r i c e s  more t han  those  o f  sma l l e r  s i ze .  However, f i r m s  ope ra t i ng  o n l y  w i t h  
t h e  owner seem t o  have exper ienced t h e  sma l les t  p r i c e  increases i n  bo th  per iods .  
Dur ing  t h e  l a s t  yea r  when most f i r m s  perce ived  i n t ense  competi t i o n  (Table 8), 
p r i c e  increases appear t o  have been r a t h e r  un i fo rm.  I n  t h e  p rev ious  year,  which 
appears t o  have been one o f  l ower  demand and l e s s  compet i t i on ,  p r i c e  increases 
were l a r g e r  f o r  f i r m s  who perce ived  t h a t  t h e r e  was n o t  much compet i t i on .  The 
s e c t o r a l  p a t t e r n  o f  p r i c e  increases revea led  t h a t  average p r i c e  increases i n  t h e  
l a s t  yea r  ranged f rom 15 t o  27 percent ,  w h i l e  i n  t h e  yea r  be fo re  l a s t  f rom 13 t o  
21 percen t .  I n  bo th  years  p r i c e  increases o f  commercial e n t e r p r i s e s  were among 
t h e  sma l l es t  r e p o r t e d  (17 percen t  i n  1991 and 14 percen t  i n  1990). 





5. EMPLOYMENT AND WAGES 

Apar t  f rom t h e  manager, t h e  surveyed e n t e r p r i s e s  employed a t o t a l  o f  825 
o t h e r  workers (an average o f  1.5 workers per  f i r m ) ,  o f  which 244 were c l ose  
f a m i l y  members (spouses, c h i l d r e n ,  parents ,  b ro thers ,  and s i s t e r s ) ,  121 were 
o t h e r  r e l a t i v e s ,  and 460 were n o n r e l a t i v e s .  O f  these, 664 were male (580 
r e g u l a r ,  84 pa r t - t ime )  and 161 female (129 r e g u l a r  and 32 p a r t - t i m e ) .  Table 11 
shows t h e  d i s t r i b u t i o n  o f  workers among c l o s e  f a m i l y  and non fam i l y  by sec to r ,  
reg ion ,  s i ze ,  and sex. C lea r l y ,  immediate f a m i l y  l a b o r  i s  much more impor tan t  
f o r  smal l  f i rms  than  f o r  l a r g e r  ones, w h i l e  no o t h e r  c l e a r  p a t t e r n  across 
,sectors ,  r eg i ons ,  o r  sex emerges. 

The d i s t r i b u t i o n  o f  educat ion among workers was s i m i l a r  t o  t h a t  among 
managers. T h i r t y - f o u r  workers ( 4  percen t )  had no educa t ion  a t  a1 1, 636 (77 
percen t )  had some p r ima ry  o r  had f i n i s h e d  p r imary  (576 o f  those) ,  w h i l e  109 (13 
percen t )  had some secondary educat ion,  and o n l y  1 percen t  had some u n i v e r s i t y  
t r a i n i n g .  O f  a l l  t h e  workers, 566 (69 percen t )  r e q u i r e d  some s k i l l  t o  do t h e i r  
job;  and most o f  these  (407, o r  72 percen t )  had acqu i red  t h e  s k i l l  on t h e  job .  
Another 117 (21 pe rcen t )  had acqui red t h e i r  s k i l l  t h rough  formal  appren t i cesh ip  
o r  voca t i ona l  school . 

O f  a1 1  employed workers 54 (6 .5  percen t )  d i d  n o t  g e t  p a i d  a t  a1 1, 304 (36.8 
percen t )  were p a i d  o n l y  i n  cash, 185 (22.4 percen t )  were p a i d  o n l y  i n  k ind ,  w h i l e  
t h e  rema in ing  282 workers (34.2 percen t )  were p a i d  bo th  ways. The l a r g e  share 
o f  workers p a i d  o n l y  i n  k i n d  o r  bo th  i n  cash and k i n d  i s  t o  be noted. Most o f  
t h e  payments i n  k i n d  appa ren t l y  i nvo l ved  meals, as a l l  t h e  workers who rece i ved  
some i n  k i n d  payment (467 workers),  428 o r  92 percen t  r ece i ved  t h e  i n  k i n d  
payment d a i l y .  A lso  a  l a r g e  share o f  those r e c e i v i n g  cash payments (236 o u t  o f  
a  t o t a l  o f  586 t h a t  r ece i ved  cash),  rece ived  t h e i r  cash payment on t h e  bas is  o f  
hours worked, w h i l e  another  104 rece i ved  i t  d a i l y .  

The average t o t a l  month ly  pay (cash and k i nd )  o f  a l l  r e g u l a r  workers was 
7,328 Tsh, w h i l e  t h a t  o f  p a r t - t i m e  workers was 4,894 Tsh f o r  a  weighted average 
o f  6,983 Tsh as mean month ly  pay p e r  worker. However, t h e  average number o f  
hours worked i n  t h e  month be fo re  t h e  da te  o f  t h e  survey by r e g u l a r  workers was 
266.1, w h i l e  f o r  p a r t - t i m e  workers i t  was 150.1. Th i s  i m p l i e d  an average h o u r l y  
t o t a l  wage f o r  r e g u l a r  workers o f  27.5 Tsh versus 32.6 f o r  p a r t - t i m e  workers.  
Employers o r  sel f -employed seem t o  work s l i g h t l y  more than r e g u l a r  workers, 272 
hours on average. 

I f  we assume t h a t  about 30 Tsh i s  a  reasonable h o u r l y  t o t a l  remunerat ion,  
then  i t  appears t h a t  d a i l y  t o t a l  wages should be i n  t h e  v i c i n i t y  of 240-300 Tsh 
( f o r  an 8-10 hour  day).  Casual d i scuss ions  i n  Dar-es-Salaam i n  March 1992 
suggested t h a t  d a i l y  cash wages f o r  u n s k i l l e d  l a b o r  ( n o t  i n c l u d i n g  i n  k i n d  bene- 
f i t s )  were i n  t h e  v i c i n i t y  o f  100-300 Tsh, w h i l e  f o r  s k i l l e d  l a b o r  (such as 





c o n s t r u c t i o n )  t hey  were 300-400 Tsh. These f i g u r e s  a re  b road l y  c o n s i s t e n t  w i t h  
t h e  f i n d i n g s  o f  t h e  survey. 

Among those p a i d  o n l y  i n  cash, t h e  average month ly  wage was 6,828 Tsh, w h i l e  
f o r  those p a i d  o n l y  i n  k i n d  t h e  va lue  o f  a l l  goods rece i ved  was 6,503 Tsh p e r  
month, a  f i g u r e  n o t  much lower .  However, f o r  those who rece i ved  payment i n  bo th  
cash and k ind ,  t h e  t o t a l  average month ly  pay was 8,803 Tsh: 4,503 i n  cash and 
4,300 i n  k i n d  - almost an even s p l i t  among t h e  two types o f  payment. 

Table 12 e x h i b i t s  t h e  average h o u r l y  pay i n  cash and k i n d  by economic 
sec to r ,  w h i l e  Table  13 e x h i b i t s  t h e  same i n f o r m a t i o n  by reg ion ,  s i ze ,  and type  
o f  worker ( r e g u l a r  o r  p a r t - t i m e ) .  Table 12 shows t h a t  t he  lowes t  wage sec to r  i s  
commerce, w h i l e  t h e  h i ghes t  wages a re  i n  cons t ruc t i on ,  hea l t h ,  and educat ion 
(which i s  expected as these a re  s k i l l  i n t e n s i v e  sec to r s ) .  There does n o t  appear 
t o  be any sys temat i c  d i f f e r e n c e  i n  t h e  t o t a l  h o u r l y  pay o f  r e g u l a r  versus p a r t -  
t ime  workers, b u t  on average p a r t - t i m e r s  seem t o  g e t  h i ghe r  o v e r a l l  pay per  hour.  
Female workers appear t o  g e t  an average h o u r l y  t o t a l  pay about 18 percen t  lower  
than  male workers, a l b e i t  i n  many sec to r s  t h i s  p a t t e r n  i s  reversed.  

Table  13 r e v e a l s  t h a t  t h e  average t o t a l  h o u r l y  pay was l owe r  i n  t h e  ve ry  
smal l  f i r m s .  Th i s  i s  because these f i r m s  employed c l o s e  re1  a t i v e s  f o r  much o f  
t h e i r  work fo rce  (Tab le  l l ) ,  many o f  whom worked w i t h o u t  pay. I n  f a c t ,  among 
employees o f  f i r m s  w i t h  1-2 workers, 10.2 percen t  worked w i t h o u t  pay; w h i l e  t h i s  
was t h e  case f o r  o n l y  3.5 and 6.7 percen t  o f  employees o f  f i r m s  w i t h  3-5 and more 
than  6  workers,  r e s p e c t i v e l y .  However, on average, t o t a l  h o u r l y  pay t o  c l ose  
f a m i l y  members was n o t  s i g n i f i c a n t l y  d i f f e r e n t  . f r om  t h a t  o f  nonre l  a t i v e s .  For 
ins tance ,  spouses rece i ved  on average 28.9 Tsh per  hour, c h i l d r e n  24.1, pa ren ts  
24.6, s i b l i n g s  46.6, o t h e r  r e l a t i v e s  29.9, and n o n r e l a t i v e s  28.7. Wages d i d  no t  
appear t o  va r y  much by r eg ion .  

Apar t  f rom payments i n  cash and k ind ,  few workers enjoyed o t h e r  b e n e f i t s .  
For ins tance ,  o n l y  226 workers (27 percen t )  had p a i d  leave,  350 (42 percen t )  had 
medical  insurance,  and o n l y  145 (18 percen t )  r ece i ved  c o n t r i b u t i o n s  f o r  pension. 

The major  d i f f e r e n c e s  i n  h o u r l y  pay were assoc ia ted  w i t h  s k i j l  and educat ion 
l e v e l s .  The average s k i  1  l e d  worker i n  ou r  sampled e n t e r p r i s e s  r ece i ved  30.7 Tsh 
per  hour,  w h i l e  t h e  average u n s k i l l e d  worker r ece i ved  21.7, o r  30 percen t  l e s s .  
Tab1 e  14 e x h i b i t s  t h e  average h o u r l y  pay by educa t ion  l e v e l  and sex. C l e a r l y  f o r  
male workers, more educa t ion  i s  assoc ia ted w i t h  h i ghe r  h o u r l y  pay - b u t  n o t  f o r  
female workers.  The p o s s i b l e  excep t ion  i s  a  u n i v e r s i t y  l e v e l  educat ion,  b u t  t h i s  
sample i s  t o o  smal l  ( o n l y  1)  t o  g i v e  any d e f i n i t e  conc lus ions. '  I n  f a c t ,  i t  
appears t h a t  a t  t h e  lowes t  educat ion l e v e l s  women a re  p a i d  t h e  same o r  more than  
men, w h i l e  a t  h i ghe r  educa t ion  l e v e l s  t h e  men a re  p a i d  much more. 

Table  15 e x h i b i t s  t h e  average h o u r l y  wages i n  cash and k i n d  by reg ion ,  s i z e  
o f  f i r m ,  and sex o f  worker.  These f i g u r e s  a re  s imple averages over  a l l  workers 
and n o t  weighted averages (by hours worked), as they  a re  in tended  t o  show t h e  
ac tua l  range o f  wages. It can be seen t h a t  a l though  t h e  o v e r a l l  wage d i f f e r e n -  
t i a l s  a re  n o t  wide among t h e  va r i ab l es ,  d i s t i n c t  p a t t e r n s  emerge i n  t h e  s p l i t  











between cash and in kind payments. In more commercialized c i t i e s  l ike Arusha, 
Mwanza, and Dar-es-Salaam, the largest share of total  pay i s  in cash, while in 
most remote c i t i e s ,  the share accounted for  by in kind payments i s  more signif- 
icant. Also, smaller firms tend t o  offer larger in kind payments. Interestingly 
a d is t inc t  pattern also emerges between sexes, with females receiving a much 
larger share of total  pay in kind. 

As f a r  as conditions in the labor market are concerned, of the 339 firms 
t h a t  hired any workers, 64 (19 percent) paid workers the minimum wage, while 95 
(28 percent) paid them according to  market conditions. Eighty-six percent of 
these managers t h a t  hired any workers and responded to the question said t h a t  i t  
was easy now (in 1991) to  find unskilled labor, while only 2 percent said i t  was 
d i f f i c u l t ,  the remaining stating t h a t  i t  was n o t  t o o  d i f f i cu l t .  The same per- 
centages in reference t o  three years before the survey were 76 (easy) and 2 (dif-  
f i c u l t ) .  Referring t o  five years before the survey, 71 percent of the respon- 
dents said i t  was easy t o  find unskilled labor, while 9 percent said i t  was dif-  
f i c u l t .  As f a r  as skil led labor i s  concerned only 9 percent stated t h a t  i t  was 
easy t o  find now, while 59 percent said i t  was d i f f i cu l t .  Three years before 
1991, the percentages were 8 and 61, respectively, while five years before they 
were 16 and 64 percent, respectively. If anything, these figures suggest an 
increased supply of unskilled labor in the recent years and a continuous t ight  
supply of skil led labor. 

Of the.339 firms employing labor, most (261 or 77 percent) reported using 
about the same amount of labor throughout the year before the survey, while 10 
percent used more and 3 percent used less .  However, 30 percent of firms used 
more labor since s tar t ing the enterprise, while 58 percent used the same amount 
and 7 percent used less .  

The average increase in wages paid over the year before the survey was 17.1 
percent, which was smaller than the 21 percent average increase in the price of 
the enterprise products reported in Table 10. There was again a strong geo- 
graphical bias, with wages in Dar-es-Sal aam and Mwanza reportedly increasing by 
3.7 and 11.0 percent, respectively. Average wage increases in the other three 
c i t i e s  were uniformly higher ranging between 20.6 and 21.7 percent. The smallest 
firms, those with 1-2 workers, reported average wage increases of 15.4  percent, 
while the larger ones increased wages by 20-21 percent. 



6. ECONOMIC STRUCTURE OF ENTERPRISES 

An overwhelming p r o p o r t i o n  o f  t h e  work ing c a p i t a l  o f  e n t e r p r i s e s  (87 percent  
on average) was f rom own funds o r  p r i o r  p r o f i t s  f rom t h e  e n t e r p r i s e .  Th i s  share 
d i d  no t  va ry  much by sec to r ,  reg ion ,  o r  s i z e  o f  f i r m .  The nex t  l a r g e s t  source 
o f  work ing c a p i t a l  was l oans  f rom r e l a t i v e s  (4.6 pe rcen t ) .  ,Less than  1 percent  
o f  work ing  c a p i t a l  o f  t h e  sampled e n t e r p r i s e s  came f rom banks o r  o t h e r  formal 
l e n d i n g  i n s t i t u t i o n s .  However, most e n t e r p r i s e  owners (59 percen t )  l i s t e d  t h e  
banks as t h e i r  p r e f e r r e d  source o f  f inance,  p r i m a r i l y  because c r e d i t  f rom banks 
i s  cheaper. It thus  appears t h a t  access t o  bank c r e d i t  i s  severe ly  1 i m i t e d  f o r  
smal l  - sca le  e n t e r p r i  ses. 

An average o f  26.4 percen t  o f  t h e  t o t a l  raw m a t e r i a l  i n p u t s  o f  f i r m s  was 
imported, 40.2 percen t  was produced l o c a l l y ,  and 33.4 percent  was produced i n  
o t h e r  p a r t s  o f  Tanzania. Most o f  those who impor ted i n p u t s  (76 percen t )  r epo r t ed  
us ing  more impor ts  now than  they  used t o  t h r e e  o r  f i v e  years  ago. Only about 10 
percen t  o f  e n t e r p r i s e s  r epo r t ed  us ing  l e s s  impor ted i n p u t s  now than i n  e a r l i e r  
years .  The p r o p o r t i o n  o f  m a t e r i a l s  t h a t  i s  impor ted does n o t  va ry  much by s i z e  
o f  f i r m ,  b u t  i t  v a r i e s  somewhat w i t h  r eg ion :  f i r m s  i n  Dar-es-Salaam repo r t ed  a 
much sma l l e r  p r o p o r t i o n  o f  i n p u t s  (15.2 percen t )  than  f i r m s  i n  o t h e r  reg ions  (25 
t o  34 pe rcen t ) .  

Table  16 shows t h e  annual cos t s  o f  wage 1 abor, o t h e r  i n p u t s  ( i n c l u d i n g  taxes 
and i n t e r e s t ) ,  t h e  annual t u rnove r  o f  f i rms ,  and t h e  gross ope ra t i ng  surp lus,  by 
sec to r ,  r eg i on ,  and s i z e .  The f i r s t  observa t ion  i s  t h a t  f o r  a l l  f i r m s  t h e  share 
o f  i n p u t s  i n  t o t a l  ou tpu t  ( t u r n o v e r )  was q u i t e  l a r g e ,  averag ing 59.7 percent .  
However, t h e  share o f  wages i n  t o t a l  revenue was q u i t e  smal l ,  an average o f  o n l y  
5.3 percen t .  

The t u rnove r  i n f o r m a t i o n  was compi led f rom answers t o  va r i ous  d i r e c t  and 
i n d i r e c t  ques t ions .  The ques t ions  were designed t o  min imize t h e  well-known 
tendency o f  smal l  ent repreneurs  t o  under repor t  revenues. Nonetheless, revenues 
were p robab ly  underrepor ted.  Hence, t h e  t u rnove r  f i g u r e s  should be cons idered 
as l owe r  bounds o f  t r u e  average revenues. 

The l a s t  column r e p o r t s  es t imates  o f  t h e  annual gross ope ra t i ng  surp lus,  
t h a t  i s ,  t h e  r e t u r n  t o  t h e  ent repreneur  by sec to r ,  reg ion ,  and s i z e  o f  f i r m .  
These f i g u r e s  must be cons idered o n l y  as i n d i c a t i v e  s ince  t h e  i n p u t  and ou tpu t  
i n f o r m a t i o n  i s  n o t  always complete o r  accurate .  I n  any case, i t  appears t h a t  on 
average t h e  annual gross ope ra t i ng  su rp lus  o f  smal l  e n t e r p r i s e s  was around 828 
thousand Tsh pe r  year ,  o r  69,017 Tsh per  month. Given t h a t  on average owners and 
managers worked about 272 hours pe r  month, as mentioned e a r l i e r ,  t h e  average 
h o u r l y  r e t u r n  t o  t h e  owner was about 254 Tsh. Th i s  i s  cons iderab ly  more than t he  
average h o u r l y  pay o f  employed workers, which was est imated e a r l  i e r  a t  o n l y  31.5 
Tsh/hour. 





Examining t h e  s e c t o r a l  means o f  g ross  o p e r a t i n g  p r o f i t s ,  i t  appears t h a t  
f i r m s  i n  c o n s t r u c t i o n ,  1  i v e s t o c k ,  f o r e s t r y ,  and f i s h i n g  ( t h e s e  f i r m s  a r e  m o s t l y  
engaged i n  cha rcoa l  p r o d u c t i o n )  were t h e  most p r o f i  t a b l  e. I n t e r m e d i a t e  and 
c a p i t a l  good m a n u f a c t u r i n g  and household i n d u s t r i e s  (home brewing and t a i  1  o r i n g )  
a l s o  seemed t o  be q u i t e  p r o f i t a b l e .  The p r o f i t s  i n  o t h e r  i n d u s t r i e s ,  however, 
were s m a l l  e r ,  r a n g i n g  f r o m  240,000 t o  640,000 Tsh p e r  y e a r .  R e g i o n a l l y ,  p r o f i t s  
appear t o  v a r y  s u b s t a n t i a l l y  between Arusha, where f i r m s  were q u i t e  p r o f i t a b l e ,  
and t h e  o t h e r  r e g i o n s .  The l e a s t  p r o f i t a b l e  r e g i o n  o v e r a l l  was Dar-es-Salaam. 

The g r o s s  o p e r a t i n g  s u r p l u s  v a r i e d  c o n s i d e r a b l y  by s i z e  o f  e n t e r p r i s e .  
Owner opera ted,  and sma l l  f i r m s  (one t o  two workers)  a r e  t h e  l e a s t  p r o f i t a b l e ,  
whi 1  e  1  a r g e r  ones a r e  c o n s i d e r a b l y  more p r o f  i t a b l  e. I n t e r e s t i n g l y ,  ano the r  1  arge 
d i f f e r e n c e  appears between r e t u r n s  t o  ma1 e-owned and femal e-owned f i r m s  : ma1 e- 
owned f i r m s  g e n e r a t e  more t h a n  t h r e e  t i m e s  p r o f i t a b l e  as t h e  female-owned ones. 

The su rvey  asked many q u e s t i o n s  about  asse ts .  The d i f f i c u l t i e s  o f  
e x t r a c t i n g  mean ing fu l  i n f o r m a t i o n  f rom answers t o  such q u e s t i o n s  a r e  well-known. 
Never the less ,  a  l a r g e  e f f o r t  was made t o  o b t a i n  some i n f o r m a t i o n  on t h e  asset  
s t r u c t u r e  o f  f i r m s .  T a b l e  17 e x h i b i t s  t h e  averages ( o v e r  t h o s e  f i r m s  r e p o r t i n g ) ,  
o f  t h e  a c q u i s i t i o n  o r  e s t a b l i s h m e n t  c o s t  o f  t h e  f i r m s ,  and t h e  c u r r e n t  asse t  
va lues  as computed by add ing t h e  d e p r e c i a t e d  va lues  o f  v a r i o u s  c u r r e n t  asse ts .  
A l l  v a l u e s  a r e  i n  1991 p r i c e s .  A c q u i s i t i o n  o r  o t h e r  v a l u e s  r e p o r t e d  f o r  e a r l i e r  
y e a r s  were i n f l a t e d  by  t h e  N a t i o n a l  Consumer P r i c e  Index  (NCPI) s e r i e s ,  wh ich  i s  
t h e  s e r i e s  a v a i l a b l e  o v e r  t h e  l o n g e s t  t i m e  p e r i o d .  

Severa l  d i s t i n c t  p a t t e r n s  emerge f r o m  t h e  t a b l e .  F i r s t ,  t h e  a c q u i s i t i o n  and 
c u r r e n t  asse t  v a l u e s  o f  o l d e r  f i r m s  a r e  h i g h e r  t h a n  t h o s e  o f  younger  ones. T h i s  
i m p l i e s ,  f o r  i n s t a n c e ,  t h a t  t h e  a c q u i s i t i o n  o r  s t a r t u p  c o s t  a t  c u r r e n t  p r i c e s  o f  
t h e  average f i r m  e s t a b l i s h e d  b e f o r e  1975 i s  more t h a n  20 t i m e s  t h e  c o s t  f o r  a  
f i r m  e s t a b l i s h e d  i n  t h e  most r e c e n t  p e r i o d ,  1989-1991. T h i s  m i g h t  be p a r t l y  
e x p l a i n e d  b y  t h e  l a r g e r  s i z e  (as n o t e d  e a r l i e r )  o f  o l d e r  f i r m s ,  and hence, t h e  
g r e a t e r  expense. Indeed, t h e  f i g u r e s  i n  t h e  bo t tom p a r t  o f  t h e  t a b l e  suppor t  
t h i s .  The average a c q u i s i t i o n  c o s t  o f  a  t y p i c a l  f i r m  o f  t h e  l a r g e s t  surveyed 
s i z e  i s  15 t i m e s  t h e  c o s t  f o r  a  t y p i c a l  owner ope ra ted  e n t e r p r i s e .  

The most c o s t l y  f i r m s  t o  e s t a b l i s h  by f a r  a r e  i n  c o n s t r u c t i o n ,  f o l l o w e d  by 
t h o s e  i n  l i v e s t o c k ,  f o r e s t r y ,  and f i s h i n g .  The cheapest  ones t o  e s t a b l i s h  a r e  
t h e  househo ld  i n d u s t r i e s  (home brewing and t a i l o r i n g ) .  S i m i l a r l y ,  f i r m s  i n  
Arusha seem t o  be more a s s e t  r i c h  t h a n  t h o s e  i n  o t h e r  c i t i e s .  

F o r  most  c l a s s i f i c a t i o n s ,  t h e  c u r r e n t  asse t  v a l u e  i s  n o t  t o o  d i f f e r e n t  f r o m  
c u r r e n t  e s t a b l i s h m e n t  o r  a c q u i s i t i o n  va lue .  It i s  n o t  c l e a r  i f  t h i s  i s  because 
f i r m s  do n o t  i n v e s t  much i n  expansion,  o r  because o f  problems w i t h  t h e  da ta .  
A lso ,  i t  i s  i n t e r e s t i n g  t o  n o t e  t h a t  w h i l e  t h e  average a c q u i s i t i o n  c o s t  does n o t  
v a r y  much between ma1 e  and female  owned e n t e r p r i s e s ,  t h e  c u r r e n t  asse t  v a l  ues o f  
male owned f i r m s  a r e  s u b s t a n t i a l l y  l a r g e r .  As was seen i n  Tab le  16, t h e s e  a r e  
a l s o  t h e  s e c t o r s  where f i r m s  genera te  t h e  h i g h e s t  p r o f i t s .  





7.  RELATIONS WITH GOVERNMENT 

About h a l f  o f  t h e  f i r m  owners (47 p e r c e n t )  a r e  aware o f  government programs 
t h a t  c o u l d  b e n e f i t  them, w h i l e  t h e  r e s t  a r e  n o t  aware o f  any such programs. 
However, o f  t h e  fo rmer ,  t h e  v a s t  m a j o r i t y  (83 p e r c e n t )  r e p o r t e d  t h a t  t h e y  d i d  n o t  
b e n e f i t  f r o m  them. 

T a b l e  18 e x h i b i t s  t h e  m a j o r  reasons g i v e n  f o r  n o t  b e n e f i t i n g  f r o m  t h e  
programs. E n t e r p r i s e s  i n  Dodoma appear t o  have been se rved  much b e t t e r  f rom 
programs t h a n  e n t e r p r i s e s  e l  sewhere. A1 so, 1  a r g e r  e n t e r p r i  ses ( t h o s e  w i t h  s i x  
o r  more worke rs )  have b e n e f i t e d  p r o p o r t i o n a t e l y  more. About h a l f  o f  t hose  who 
s t a t e d  t h a t  t h e y  were aware o f  t h e  programs b u t  d i d  n o t  b e n e f i t  (105 o u t  o f  218, 
o r  48 p e r c e n t )  c i t e d  bureaucracy  as t h e  ma jo r  reason,  w h i l e  ano the r  24 pe rcen t  
s a i d  t h e  e n t e r p r i s e  was t o o  s m a l l .  I n t e r e s t i n g l y ,  most e n t r e p r e n e u r s  s t a t e d  t h a t  
t h e  second most i m p o r t a n t  reason i s  t h e  need f o r  money t o  t a k e  advantage o f  
program. I f  we i n t e r p r e t  t h e  answer " t o o  b u r e a u c r a t i c "  as r e q u i r i n g  t o o  much 
t i m e  o r  money t o  q u a l i f y  f o r  government programs, t h e n  i t  seems t h a t  programs 
aimed a t  sma l l  e n t e r p r i s e  development do n o t  appear t o  have been implemented i n  
a  f a s h i o n  easy t o  be accepted by  smal l  e n t e r p r i s e  owners. 

Tab le  19 e x h i b i t s  t h e  t y p e  o f  f o r m a l i t y  t h a t  f i r m s  s t a t e d  t h e y  needed t o  
e s t a b l i s h .  One hundred f o r t y - o n e  f i r m  managers ( 3 1  p e r c e n t  o f  t h o s e  respond ing)  
m o s t l y  owner o p e r a t o r s  and v e r y  sma l l  (1-2 workers)  e n t e r p r i s e  managers, s a i d  
t h e y  d i d  n o t  need any f o r m a l i t y  t o  s e t  up t h e  e n t e r p r i s e .  Among t h o s e  s t a t i n g  
t h a t  t h e y  needed some t y p e  o f  f o r m a l i t y  (320 respondents) ,  most needed a  
r e g i s t r a t i o n ,  a  l i c e n s e ,  and a  s i t e  p e r m i t  t o  ope ra te .  I t appears t h a t  seve ra l  
reasonab le  f o r m a l i t i e s  were needed t o  s e t  up a  sma l l  bus iness.  

There  are ,  however, o t h e r  aspec ts  o f  t h e  f o r m a l i t i e s  i s s u e s .  Tab le  20 
e x h i b i t s  t h e  t i m e  needed t o  comple te  t h e  f o r m a l i t i e s  b y  t h o s e  t h a t  s a i d  t h e y  
needed some t o  s e t  up  t h e  e n t e r p r i s e .  The we igh ted  mean t i m e  i t  t o o k  t o  s e t  up 
was about  2.4 months ( i f  t h e  midpoi .nt  o f  t h e  r e l e v a n t  t i m e  i n t e r v a l  i s  t aken  as 
average),  wh ich  does n o t  seem excess i ve .  About h a l f  o f  t h e  respond ing 
e n t r e p r e n e u r s  s a i d  t h e y  needed l e s s  t h a n  one month, w h i l e  ano the r  129 (40 
p e r c e n t )  needed between 1 and 6 months. There i s  a  r e g i o n a l  d imens ion t o  t h e  
problem, w i t h  a lmost  a l l  who s t a t e d  t h e y  needed more than  seven months t o  s e t  up 
b e i n g  i n  Dodoma and Dar-es-Salaam. 

O f  t h o s e  need ing f o r m a l i t i e s  t o  s e t  up, 20 p e r c e n t  s a i d  t h a t  t h e  c o s t  o f  t h e  
f o r m a l i t i e s  i n c l u d e d  some "non-normal"  c o s t s .  On average t h e y  s a i d  t h a t  t hese  
non-normal c o s t s  were 29 p e r c e n t  o f  t h e  t o t a l  c o s t s  o f  t h e  f o r m a l i t i e s .  I t  i s  
n o t  c l e a r ,  n o r  was i t  asked, what t h e s e  non-normal c o s t s  were, b u t  t h e y  most 
l i k e l y  i n v o l v e d  s i d e  payments. 









8. OUTLOOK AND CONSTRAINTS 

Most responden ts  (373, o r  68 p e r c e n t )  s a i d  t h a t  p r o s p e c t s  f o r  1992 ( t h e  y e a r  
a f t e r  t h e  su rvey )  were good o r  v e r y  good, 46 o r  8  p e r c e n t  s a i d  p r o s p e c t s  were bad 
o r  v e r y  bad, and 80 o r  15 p e r c e n t  s a i d  p r o s p e c t s  were s tagnan t .  For  t h e  n e x t  
t h r e e  y e a r s  a  s i m i l a r  m a j o r i t y  (64 p e r c e n t )  l i s t e d  t h e  p r o s p e c t s  as good o r  v e r y  
good, w h i l e  12 p e r c e n t  s a i d  t h e y  were bad o r  v e r y  bad. There was no c l e a r  
s e c t o r a l ,  r e g i o n a l ,  o r  s i z e  p a t t e r n  t o  t h o s e  who were o p t i m i s t i c  o r  p e s s i m i s t i c .  

T a b l e  21 1  i s t s  responses t o  t h e  q u e s t i o n  whether  t h e  e n t e r p r i s e  can 
c u r r e n t l y  s e l l  a l l  i t s  p r o d u c t i o n .  I n  a l l  s e c t o r s  and most r e g i o n s  (excep t  
Mwanza) and s i z e  c l  asses, most respondents  (374 o r  68 p e r c e n t  i n  t o t a l )  s a i d  t h a t  
t h e y  c o u l d  s e l l  e v e r y t h i n g  t h e y  produced and more. E i g h t y  f i r m  owners (20 
p e r c e n t )  s a i d  t h e y  c o u l d  n o t  s e l l  e v e r y t h i n g  t h e y  produced, w h i l e  58 ( 1 1  p e r c e n t )  
s a i d  t h e y  c o u l d  s e l l  what t h e y  c u r r e n t l y  produced b u t  n o t  more. It appears 
c l e a r l y  t h a t  most  e n t e r p r i s e s  wou ld  want t o  expand p r o d u c t i o n  s i n c e  t h e y  c o u l d  
s e l l  more. 

The s u r v e y  t r i e d  t o  o b t a i n  an i d e a  o f  t h e  c o n s t r a i n t s  t o  e n t e r p r i s e  
expansion.  Tab les  22 and 23 l i s t  t h e  most  i m p o r t a n t  c o n s t r a i n t s  t o  expansion 
p e r c e i v e d  b y  f i r m s  b y  s e c t o r ,  r e g i o n ,  s i z e ,  and sex o f  respondent .  F i f t y - o n e  
f i r m  managers (9  p e r c e n t )  p e r c e i v e d  no c o n s t r a i n t  t o  expans ion.  Most o f  t hose  
were v e r y  s m a l l  f i r m s  (owners o n l y  o r  1-2 worke rs )  i n  Mbeya. The overwhelming 
m a j o r i t y  o f  t h o s e  who r e p o r t e d  c o n s t r a i n t s  (246 o u t  o f  491, o r  50 p e r c e n t )  l i s t e d  
t h e  l a c k  o f  c r e d i t  f o r  w o r k i n g  c a p i t a l  as t h e  most s e r i o u s  c o n s t r a i n t .  T h i s  
f a c t o r  was t h e  most c r u c i a l  i n  a lmost  a l l  s e c t o r s  and r e g i o n s .  I n t e r e s t i n g l y ,  
i n  Dodoma, a lone  among c i t i e s ,  t h e  m a j o r  p e r c e i v e d  c o n s t r a i n t s  i n v o l v e d  
unava i  1  a b i  1  i t y  o f  mach inery  and heavy taxes ,  r a t h e r  t h a n  c r e d i t  . Other  
c o n s t r a i n t s  p e r c e i v e d  as ma jo r  were l a c k  o f  c r e d i t  f o r  new c a p i t a l ,  and i n a b i l  i t y  
t o  o b t a i n  l o c a l  raw m a t e r i a l s  ( p o s s i b l y  f o r  l a c k  o f  p r o d u c t i o n ) .  I n f r a s t r u c t u r a l  
problems such as e l e c t r i c i t y  and t r a n s p o r t  d i d  n,ot appear t o  be m a j o r  con- 
s t r a i n t s ,  n e i t h e r  were heavy t a x e s  o r  b u r e a u c r a t i c  problems. 

The most o f t e n  c i t e d  second m a j o r  c o n s t r a i n t  t o  expans ion was a g a i n  c r e d i t  
f o r  w o r k i n g  o r  new c a p i t a l .  I n  o t h e r  words, most o f  t h o s e  who d i d  n o t  c i t e  
c r e d i t  as t h e i r  m a j o r  expans ion c o n s t r a i n t  l i s t e d  c r e d i t  as t h e i r  second ma jo r  
c o n s t r a i n t .  I n t e r e s t i n g l y ,  t h e  h i g h  c o s t  o f  c r e d i t  d i d  n o t  appear o f t e n  e i t h e r  
as a  m a j o r  o r  second m a j o r  c o n s t r a i n t  t o  expansion.  F r e q u e n t l y  c i t e d  second 
m a j o r  c o n s t r a i n t s  were i nab i  1  i t y  t o  o b t a i n  mach inery  and 1  o c a l  raw m a t e r i  a1 s, 
heavy taxes ,  and h i g h  t r a n s p o r t  c o s t s .  

Tab les  24-26 e x h i b i t  t h e  p e r c e p t i o n s  o f  f i r m s  concern ing  t h e i r  most s e r i o u s  
o v e r a l l  p rob lems now, t h r e e  y e a r s  ago, and f i v e  y e a r s  ago, by  y e a r  o f  e s t a b l  i s h -  
ment and s i z e  o f  f i r m .  Again,  i t  i s  c l e a r  t h a t  f o r  f i r m s  o f  a l l  s i z e s  and ages, 
a v a i l  a b i l  i t y  o f  w o r k i n g  c a p i t a l  was t h e  ma jo r  problem. N o t i c e ,  however, t h a t  i n  
1991 t h e  i n t e n s i t y  o f  c o m p e t i t i o n  ( t o o  many f i r m s )  and t h e  l a c k  o f  customers '  















purchasing power are also quite prominent problems, while in earlier years the 
avai 1 abi 1 i ty and prices of raw materi a1 s were a1 so quite important. Bureaucracy, 
taxes, and changing rules do not figure prominently as major problems. 
Similarly, infrastructural problems do not appear to be the entrepreneurs' most 
serious problem. 

Table 27 gives the areas where the enterprise profits of the previous year 
(1990) were spent. The proportions were similar for 1989 and did not differ much 
by sector, so these are not shown. Most enterprise profits (40.1 percent) were 
reinvested in the same enterprise, while the second major share (33.5 percent) 
were for consumption. Interestingly, the third highest share (8.7 percent) went 
to educate household members (including the respondent). Only 5.1 percent was 
put in the bank, and only 3.2 percent was kept as cash. 

These proportions varied somewhat by region, but more with size. Owners of 
the smallest firm invested a small er share of profits and consumed a 1 arger share 
than 1 arge firm owners. Similarly, 1 arge firm owners put a much 1 arger share of 
their profits in banks. However, they invested much less in education of family 
members. Also it is interesting to note that female owners seem to reinvest a 
larger share and consume a smaller share of enterprise profits. 





9. CONCLUSIONS 

The s t a t i s t i c s  e x h i b i t e d  i n  t he  paper suggest severa l  conc lus ions concerning 
t he  behavior  o f  smal l -sca le  en te rp r i ses .  It i s  q u i t e  obvious t h a t  most smal l -  
s ca le  e n t e r p r i s e s  a re  i n d i v i d u a l l y  o r  f a m i l y  owned and q u i t e  smal l ,  employing no 
more than  two workers. The u n s k i l l e d  workers aye p a i d  very  l i t t l e ,  and appear 
t o  be i n  ample supply,  b u t  s k i l l e d  workers a re  i n . t i g h t  supply.  On t h e  con t ra ry ,  
t h e  gross ope ra t i ng  surp lus  o f  ent repreneurs appears t o  be much h ighe r  than t he  
average wage pa id .  I n  f a c t ,  i t  appears t o  be o f  t h e  same magnitude as t h e  va lue 
o f  t he  average a c q u i s i t i o n  cos t ,  o r  c u r r e n t  va lue  o f  assets.  Th i s  would imp ly  
a  very  h i g h  r e t u r n  t o  investment i n  smal l -sca le  en te rp r i ses .  Furthermore, i f  we 
s u b t r a c t  t h e  average owner's wage f rom t h e  gross ope ra t i ng  surp lus  and d i v i d e  i t  
by a c q u i s i t i o n  cos t ,  o r  va lue  o f  c u r r e n t  assets,  we o b t a i n  r e t u r n s  t o  c a p i t a l  
c l o s e  t o  100 percen t  (gross o f  d e p r e c i a t i o n ) .  Th i s  would suggest t h a t  smal l -  
s ca le  e n t e r p r i  ses a re  q u i t e  p r o f i  tab1 e. 

Most ent repreneurs appear t o  ho ld  t h i s  v iew a lso,  j udg ing  f rom t h e i r  s t a t e d  
d e s i r e  t o  expand. However, they  face  severa l  c o n s t r a i n t s ,  t h e  major  among these 
be ing  assoc ia ted  w i t h  c r e d i t  and working c a p i t a l  a v a i l  a b i l  i t y .  The same 
c o n s t r a i n t  a l s o  appears t o  be t he  general  major ope ra t i ona l  problem o f  
ent repreneurs.  

I n t e r e s t i n g l y ,  t he  bureaucracy and t h e  government do n o t  appear t o  cause 
major  problems f o r  t h e  entrepreneurs,  a1 though they  appear t o  be t h e  major  reason 
f o r  n o t  b e n e f i t i n g  f rom va r i ous  programs. It i s  n o t  c l e a r  whether t h e  l a c k  o f  
many formal  t i e s  w i t h  t h e  r e s t  o f  t he  economy, f o r  ins tance  w i t h  banks, i s  a l so  
assoc ia ted w i t h  t h e  major  problem w i t h  f inance .  Th is  i s  a  sub jec t  f o r  f u r t h e r  
i n v e s t i g a t i o n .  

General 1 y  speaking, t h e  small - sca le  e n t e r p r i  se sec to r  i n  Tanzani a  seems 
dynamic, adaptable,  and eager t o  expand. B e t t e r  r e c o g n i t i o n  o f  i t s  problems and 
p o t e n t i a l  cou ld  h e l p  encourage programs and i n s t i t u t i o n s  t o  enhance t h e i r  
performance. I t  i s  hoped t h a t  t he  r e s u l t s  o f  t he  survey presented here have 
p rov ided  f u r t h e r  i n f o r m a t i o n  toward t h a t  end. 
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