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1.0 Background
Prior to independence the majority of Tanzania citizens were denied the opportunity to participate fully in the economic activities of their country.  They engaged themselves only in the informal sector the formal economy was largely in the hands of colonial rulers and settlers.  
The independence that was attained in 1961 gave the country only political powers but the economy remained in the hands of settlers and a few citizens.  This caused political disenchantment and was one of the major factors behind the Arusha Declaration of 1967.  The Declaration aimed to ensure that the majority of Tanzanians, through the state, take command of the economy.  To this end, state enterprises were established to engage in the production sector and provision of services.
Prior and after independence there were Cooperative Societies and Local Government Authorities to facilitate local participation in economic activities.  The Cooperative Societies were directly involved in production.  The Local Government Authorities by virtue of their closeness to the local communities proved to be instrumental in ensuring effective participation of the people in productive activities.

In the same spirit, in 1973, the Government established the Small Industries Development Organisation (SIDO) to promote the development of small scale industries.

Due to various reasons the Local Government Authorities were disbanded in 1972 and were replaced by Regional Administration which operated as executive arms of the Central Government and were more accountable to the Central Government than they were to the Local Constituencies.  
In 1976 Cooperative Societies were transformed into Cooperative Unions which were under a national apex body (Washirika), affiliated to the ruling party.  In this way, the catalystic role of the Cooperative Societies and the Local Government Authorities in facilitating the participation of the majority of Tanzanians in economic activities was greatly undermined.  
The Government had realised that mistake and in 1982 re-established the Local Government Authorities and in 1984 brought back Cooperative Societies to make them more people oriented. 

Furthermore, in 1992 the Government adopted privatisation policy after recognising that state enterprises were becoming an unbearable burden and the Government was unable to sustain them.  However, due to lack of adequate entrepreneurship skills and capital, participation of the majority of Tanzanian citizens in the privatisation process has been rather limited.
It was a good idea for the Government to establish Privatisation Trust Fund, but there were no arrangements in place that would help Tanzanians to buy shares in privatised companies. This was the reason for the establishment of the National Economic Empowerment Policy in 2004. The policy aims at building a roadmap for participation of the majority of the Tanzanian citizens in all sectors of the economy.

1.1 National Economic Empowerment Policy

The National Economic Empowerment Policy is intended to address all economic empowerment needs of individual Tanzania citizens and local companies in which Tanzania citizens hold not less than 50 percent of the shares.  The Policy takes on board all groups of the society, starting from farmers, livestock keepers, fishermen, employees, traders as well as other groups of individuals in various economic activities.  The Policy puts in place the general guidelines for the formulation of strategies to be used by respective sectors depending on the prevailing circumstances.   In this respect, each sector is enjoined to come up with concrete implementation strategies.

1.2 National Economic Empowerment Act No. 16 of 2004 and the Establishment of the National Economic Empowerment Council (NEEC)

The Government has expressed its aspirations through the National Economic Empowerment Policy of 2004 that, natural resources, trade, agriculture, industry and other economic opportunities must generate wealth, boost the Small and Medium Enterprise (SME) sector, in order to bring about a sustainable affirmative action and facilitate genuine and positive economic empowerment to the population of Tanzania. 

Economic Empowerment is a central means for bringing about economic growth and social justice among people which is necessary for the promotion of peace, tranquility and social stability. The National Economic Empowerment Act of 2004 was enacted by the Parliament to provide legal strength in the implementation of the NEEP with a view of: 

(i) promoting rapid economic growth that will facilitate broader economic ownership by Tanzanians; and 

(ii) establishing structures and mechanisms to redress the existing economic inequalities among various sections of the population. 

The objectives of the Act are two fold:

(i) To establish the National Economic Empowerment Council for the promotion and facilitation of ownership of income generating activities and assets by Tanzanians; and to provide legal and institutional framework for the Council; and 

(ii) To establish the National Economic Empowerment Fund for facilitating equity ownership of property among Tanzanian, creation of employment opportunities, and a link to institutions engaged in economic empowerment activities.  

1.3 Establishment of the National Economic Empowerment Council (NEEC)
Section 5 of the Act provides the establishment of the NEEC. The primary function of the Council is to implement the National Economic Empowerment Policy. According to the Act, the Council discharges its duties under its four primary functions:
1 To provide Tanzanians with the opportunity to participate in economic activities;

2 To encourage and promote savings, investments and meaningful economic participation;

3 To promote and support business ventures pioneered and run by Tanzanians; and

4 To manage, administer and identify sources of grants and donations for the Mwananchi Empowerment Fund (MEF).

In discharging its four primary functions, the NEEC is responsible for facilitating, designing, planning, supervising, coordinating, monitoring and evaluating all economic empowerment activities. The Council is also charged with mobilizing resources and managing Mwananchi Empowerment Fund. 

2.0 Initiatives Undertaken to Implement the Economic Empowerment Policy 
In its objective of achieving National Strategy for Growth and Poverty Reduction in 2010 and National Development Vision 2025 Tanzania has embarked on various Economic Empowerment initiatives so as to turn around the economy through participation of its citizens in various economic activities. All measures so far undertaken have been revolving around challenges facing Tanzania economy. Measures initiated and instituted include:-
2.1 Mwananchi Empowerment Fund

The Fund aims at empowering Tanzania citizens so as to access capital and loans and participating fully in the economic activities of their country. Specific objectives of the Fund include;

· to broaden investment knowledge among Tanzanians;

· to increase employment opportunities;

· to provide a link among the institutions, companies, and corporations registered under Economic Empowerment Act by coordinating their activities, advising and developing them.  

· to provide loans to private individuals, corporations and institutions under credit guarantee scheme or non guarantee scheme. 

The Mwananchi Empowerment Fund was launched in January 2008 with a start up capital of 400 million Shillings as a revolving fund. Given this limited resources, the government decided to start with five regions and proceed with other regions subject to availability of funds. The selected regions in the first phase include Lindi, Mtwara, Manyara, Singida and Rukwa.        

A Memorandum of Understanding (MOU) has been signed between the CRDB bank and NEEC in which it was agreed that NEEC will deposit the 400 million Shillings to the CRDB Bank as cash guarantee. In return the CRDB Bank will issue loans 3 times as much the amount of the guarantee, which is equivalent to 1.2 billion Shillings. 
Until 30th September 2008 a total loan worth 143,770,000 has been issued to Lindi and Mtwara regions. 

2.2 Economic Empowerment Programme (J.K. Fund)
 In the financial year 2006/07, the government put aside 21 billion Shillings which is equivalent to one billion shillings per region of Tanzania Mainland. The aim of the fund is to provide concessional loans through normal banking procedures to empower micro, small and medium entrepreneurs mainly those in rural and urban areas. The main focus of the Fund is to raise income, productivity and employment opportunities.

The implementation of the programme is divided in two phases. The first phase was allocated 10.5 billion Shillings which were issued under Credit Guarantee Scheme. The CRDB Bank and NMB were designated to participate in the first phase and agreed to issue 3 times as much the amount of guarantee. 
The second phase was also allocated with 10.5 billion Shillings which were issued to banks and non-bank financial institutions to provide loans mainly to districts which CRDB and NMB banks were unable to cover during phase I. 
As of 30th September, 2008 loans worth of 39 billion shillings were issued from phase I allocation, whereby the CRDB Bank issued 22.8 billion Shillings and NMB 16.2 billion Shillings. This benefited a total of 48,370 entrepreneurs. Out of these 26,384 entrepreneurs benefited from CRDB and 21,955 from NMB.

2.3 Small Entrepreneurs Loan Facility (SELF)
The project was established in 2000 with the main objective of increasing accessibility to financial service for Tanzanians mainly in the rural areas. The project provides Tanzanians with the opportunities to participate in the economic activities so as to increase their income and eradicate poverty.

The main activities of the project is to issue concessional loans through micro finance institutions; capacity building to Micro Finance Institutions, particularly those in rural areas; capacity building to entrepreneurs who have secured loans so as to invest their fund professionally and acquire more profit; sensitizing and educating various stakeholders on services provided by the project; and evaluation of the project.
The project is implemented in 14 regions in Tanzania Mainland and all regions in Zanzibar. The regions in Tanzania Mainland include Mtwara, Coast, Morogoro, Dodoma, Singida, Mwanza, Mara, Ruvuma, Mbeya, Iringa, Tanga, Kilimanjaro and Arusha. The Government Plan is to scale up the project to reach all regions and districts.     

2.4 Business Environment Strengthening for Tanzania (BEST)
The BEST programme was put in place to minimize regulatory and administrative costs, risks and barriers to conducting business in Tanzania, improving policy and regulatory decision–making and service delivery by government, and in so doing, promote a better environment for business and investment. 
The goal of BEST programme is to enhance growth and development of the private sector, particularly SMEs and their participation in the economy. Specifically, the purpose of BEST is to reduce the burden on doing business, including SMEs, by reforming and eradicating as many procedural and administrative barriers as possible and to improve the quality of services provided by Government to the private sector.
BEST programme components includes Business Entry, Regulation and Exit; Land Administrative Reform; Commercial Dispute Resolution; Labour Law Reform; Strengthening the Tanzania Investment Centre; BEST Management and Institutional Support; BEST Zanzibar (Sub–programme); and BEST Advocacy (Sub–programme).

Achievements of the programme during 2007/2008 include: 
a) Business Registration and Licensing

Business Entry Regulation and Exit is an important component expected to contribute to streamlined and simplified business start up requirements and procedures so as to lower the cost of establishing new business. These efforts are geared towards increased investment and in particular the formalization of informal operations. 
Through this programme the following milestone have been attained:

· It takes about 3 to 5 days to register a company and 2 to 3 days to register a business name.

· Currently 18% of firms identify business licensing as a major obstacle.(WB ICP 2006)

· After submission of all required document a temporary license is obtained the same day (This document is legal and is used within 30 days) and the permanent license is issued within 30 days.

b) Labour Law Reform Component

The objective being that an efficient, flexible and socially responsive labour market is established. 

Seven regulations were drafted under Occupation and Safety Health Agency (OSHA). Social security Regulatory Authority (SSRA Act No. 8 of 2008) has been signed by the President on 6th June, 2008. Commission for Mediation and Arbitration (CMA) has registered approximately 5,000 cases of which approximately 60% have been successfully disposed off. 
c) Strengthening the Tanzania Investment Centre Component

TIC is supported to attract new investment and maximize its impact on the economy. During the period July 2007 to June 2008, 813 projects have been registered out of which 435 are owned by locals, 184 by foreigners and 194 are Joint Venture partnerships. The projects are expected to employ 120,344 people with a total investment of about 6.94 billion US$. Aftercare services have been provided to investors in the areas of TRA (tax) (facilitated 5,179 investors), Lands (1,734), Business licensing (190), Company Registration (267), Labour (2,737), and Immigration class A (275) and Immigration class B (2,509). 

2.5 Tanzania Social Action Fund (TASAF) Phase II

The Second Phase (TASAF II) started its implementation on 23rd May, 2005 with the objective of capacity building for the community to utilize their available opportunities that contribute to the improvement of their wellbeing. TASAF II supports implementation and monitoring of community projects based on the indicators of the Millennium Development Goals 2015 as identified in the National Strategy for Growth and Reduction of Poverty (NSGRP).

TASAF II has been of great achievements. This is because the community understood the objectives of the project. This led to increased number of project proposals for funding. 
TASAF II has two components namely; the National Village Fund (NVF) and Capacity Building.
a) The National Village Fund (NVF)

During 2007/08, 4,582 projects were successfully implemented. Out of these, 3,187 were for impoverished/poor communities; 1,091 were for households with food shortage and 304 were for impoverished and disadvantaged social groups.
There were also Ring-Fenced Projects (supported by other projects). In this group a total of 515 projects were implemented, namely; MACEMP (159), PFM (82), ZAC (83), and OPEC (191).
b) Capacity Building

TASAF offered training to Village leaders and community project coordinators. The training focused on project supervision/coordination, storage of project facilities, bookkeeping and procurement knowledge. TASAF II continued to sensitize the public on TASAF activities towards community empowerment at all levels of stakeholders through electronic and print media. Moreover, TASAF II continues with sensitization on community savings and investment groups.  
Training of community savings and investment groups started with a total of Tshs. 14,066,000/= disbursed to 21 Councils to facilitate 500 groups.

2.6 Property and Business Formalization Programme (PFBP)
The Property and Business Formalization Programme (PFBP) was initiated by the Government with the objective of transforming informal sector to formal. The programme seeks to address the economic and legal imbalances and develop capital formation system that is tailored to circumstances of the disadvantaged communities. This enables the properties and businesses to enjoy the advantages of the formal business. 

The Programme implemented various activities during 2007/08 with the following achievements:

(i) Completion of Handeni District Project which formalized about 1,190 pieces of land in which arrangements to provide Title Deeds are underway. Land Registries were also built at 7 villages in the district;
(ii) 1,423 plots were surveyed in Hananasif (Kinondoni Municipal) and 400 Plot Offers were issued;

3.0 Small and Medium Enterprises (SMEs) Development in Tanzania.

The Tanzania Development Vision foresees that by the year 2025 “Tanzania should have created a strong, diversified, resilient and competitive economy, which can effectively cope with the challenges of development and, which can also easily and confidently adapt to the changing market and technological conditions in the regional and global economy”.  

To achieve this goal various initiatives are underway among others include the strengthening of the SME sub-sector of the economy. SMEs have played pivotal role in propelling economic development in many countries.

In the case of Tanzania, SMEs contribute one third of the GDP and there are 1.7 million SME projects which employ 3 million people. This number is equivalent to around 20% of the work force in Tanzania.

According to statistics there are about 700,000 new entrants into the labour market every year. About 500,000 of these are school leavers with less marketable skills. The public sector employs about 40,000 new entrants only, leaving about 660,000 to join the group of unemployed or underemployed. Most of these people end up in the SME sector, especially in the informal sector. 
Given that situation and the fact that Tanzania is characterized by low rate of capital formation, SMEs are the best option to address economic development.
· SMEs tend to be more effective in the utilisation of local resources;
· SMEs utilize effectively both local resources and technology and hence enhance domestic market competition as a source of new products;

· It is one of the best poverty reduction initiatives.

The importance of SMEs in economic development  prompted the Government to formulate the SMEs Development Policy in 2002 to ensure that SME related components are adequately addressed, harmonized, and coordinated with the main focus in creation of an enabling business environment, developing of financial and non-financial services and putting in place supportive institutional infrastructure.
The policy focuses specifically on designing programmes; reducing the cost of running SME sector; strengthening SME infrastructure in collaboration with LGAs, private sector as well as development partners; and enhancing the growth of SMEs through enabling entrepreneurs to access banks and financial institutions.
Other policy initiatives toward SMEs development in the country include.

· National Microfinance Policy.

· Sustainable Industrial Development Policy.

· The Minerals Policy of Tanzania.

· Agriculture and Livestock Policy.

· The National Employment Policy.

· Gender and Women Development Policy.

· Cooperative Development Policy.

· National Energy Policy.

· National Environment Policy.

3.1 Definition of Small and Medium Enterprises

There is no universally accepted definition of SME. Different countries use various measures of sizes depending on their level of development. The commonly used yardsticks are total number of employees, total investment and sales turnover. This is illustrated in the table below:

Categories of SME definition as per the SME Policy 2002
	Types of  Business (Category)
	Employees
	Capital investment in Tshs

	Micro business
	        1-4
	Up to 5 million

	Small business
	      5 – 49
	Above 5 million  to 200 million

	Medium business
	      50 -99
	Above 200 million to 800 million

	Large business
	     100+
	Above 800 million


Source: SME Development Policy, 2002.
3.2 Economic Empowerment Strategies towards SMEs Development.

· As part of implementing the Empowerment Policy, NEEC in collaboration with higher learning institutions will design and develop entrepreneurship curriculum to boost SMEs’ capacity building;
· Promote formation of SACCOS to inculcate savings culture and future investments in SMEs development;
· To link SMEs with corporate organization investing in the country for backward and forward linkages growth; and
· To help SMEs participate in both local and international trade fairs as part of marketing and business learning techniques.

3.3 Implementation Status of SMEs Development.

3.3.1 Access to finance

a) SME Credit Guarantee Scheme: This scheme was established by the Government and it is implemented by the Bank of Tanzania (BOT) in collaboration with Financial Institutions. The scheme is operational since 2005. Its overall objective is to encourage financial institutions lending to SMEs. So far the Government has allocated Tshs 2.0 billion for this scheme.


b) The National Entrepreneurship Development Fund (NEDF): 
This fund was established by Government in 1994 with the objective of enhancing micro enterprises access to finance. So far, the Government has allocated Tshs 1.8 billion for this scheme.
c) Regional Revolving Fund: 
This Fund scheme is operated in collaboration with SIDO and the East African Development Bank, whereby the micro-enterprises can get a loan of up to 30 million.

d) Economic Empowerment Programme (JK Fund)
During its phase one of implementation, the JK Fund Programme through CRDB and NMB banks has issued loans amounting to shillings 39 billion to SACCOS, economic groups, and individual entrepreneurs by 30th September 2008. 
The programme is in its second phase after a successful implementation of phase one. 
Thirteen financial institutions are participating in phase two implementation of the J.K. Fund Programme. Until 30th September 2008 a total of 2.7 billion Shillings were issued to beneficiaries.

e) Mwananchi Empowerment Fund

Mwananchi Empowerment Fund was launched in January 2008 with a capital of Shillings 400 million.  

A Memorandum of Understanding was signed between NEEC and the CRDB bank, whereby the NEEC is required to deposit the Shillings 400 million to the CRDB bank as cash deposit and in turn the CRDB Bank is required to issue loans 3 times as much the amount deposited. This is equivalent to 1.2 billion Shillings.

Following the small amount of money, only five regions will be covered. They include Lindi, Mtwara, Manyara, Rukwa and Singida. Coverage of other regions will depend on the availability of funds.
To date Shillings 143 million have been issued to five SACCOS in Mtwara and Lindi Region.

f) Other Sources of Fund 

The Government has also set up funding mechanism through Women Development Fund and Youth Development Fund to support SMEs to access financial services particularly, credit to improve their businesses. 
Other sources were also established through Government /DPs efforts. These include Small Entrepreneurs Loan Facility (SELF), National Income Generating Programme (NIGP), Presidential Trust Fund (PTF) and Community Development Trust Fund.

Financial sector reforms being one of the most important tools in economic development, the Government has liberalized financial market and encourages the establishment of banks and non-banks to offer financial services competitively in the market. To date there are 40 financial institutions in the country with variety of services focusing on SMEs development.

3.3.2 Capacity building 

SIDO remains the main Government arm for promoting SMEs in the country. Some of the measures employed in the process include the construction of 16 industrial estates with more than 140 sheds at regional headquarters; the establishment of 10 training-cum-production centers that offer simple rural based technologies.
With NEDF, SIDO has supported SMEs in capacity building programmes.  Furthermore, ACCESS programme supports women entrepreneurs through training to penetrate the international market.

Tailored entrepreneurship training has been designed and offered to different entrepreneurs in the country as a response to the implementation of SME Development Policy. 
Higher learning institutions such as UDSM (UDEC), Mzumbe, CBE, SUA and MUCCOBS have their entrepreneurship centers offering a range of business development services.

Financial institutions also have been supportive to the move by conducting training to its customers to make their business sustainable. Examples include, CRDB Bank, NBC, etc. Moreover, a number of Business development service providers have been established countrywide complimenting entrepreneurship development services.

3.3.3 Marketing 

SME Competitiveness Facilitation Facility (SCF) was established in 2005 through DANIDA funding. SCF supports product quality improvement, and market and trade development for export-oriented SMEs in Tanzania through a funding facility. Applicants are obliged to contribute 50 percent of the costs as a matching grant.
ACCESS Program which is implemented by SIDO was established in November 2005. The programme is targeting African business women to access and participate in international trade. The programme engages itself in training on importance of creativity, property rights, marketing, quality assurance and e-commerce.
3.3.4 Institutional Development

Institutional arrangements developed to Support SME Development include:

4.
Challenges

· Entrepreneurial skills: Lack of entrepreneurial culture which calls for high involvement in entrepreneurship training and opportunity identification.  

· Business registration procedures

· Technology

· Globalization on the labour market

· Marketing information

· Markets

· Infrastructure

· Statistical data about SMEs (both formal and informal SMEs). Apart from some initiatives by the Government in collaboration with other stakeholders, to date there is no any National MSME Database.   

· Tax regime: unfriendly tax administration environment.
· Information, Education and Communication: It needs time and financial resources to sensitize stakeholders.  

Way forward

· Establishment of a National Micro Small Medium Enterprises (MSME) Database. 
· Strengthening the existing Special Economic Zones (SEZ).
· Political will (economic empowerment initiatives).
· Change of working spirit (Malyasia, Singapore, Thailand, Vietnam example)

· Review  current education system to reflect entrepreneurial development ( developing job creator  instead of job seekers)

· Formalization process enhanced to reduce cost of SMEs operations (single phase system to register SMEs).
· Technology transfer and development.

· Strengthening SIDO to acquire better technical skills to spearhead entrepreneurship development. 
· Strengthen Information Education and Communication
· Transforming VETA to match with the technological development.

· Improve Tax administration system.
· Strengthening business registration system
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