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1. Introduction

This report sets out to present baseline characteristics ofmiafoproperties and
businesses in Dar es Salaam Region. It is an elaborate sapg@y of the present status
of informal business activities, commonly referred to as the irdbomextralegal sector,
in Dar es Salaam region. The report constitutes inputs fongetti of benchmarks that
will be used to plan, measure and monitor progress of the envisaged grPgoperty
and Business Formalization Programme — famously known as MKURABHR8wahili.
The presentation of this report is organized in four major sediomelude all the tasks
of the study as stipulated in the Terms of Reference attachmeditieas Appendix 1.
The first section is the introduction to the report, which includesotjectives of the
study, definitions and clarification of concepts and issues, and methodwdltyy study.
The second section is an overview of the informal business mdititat describes the
major features of the sector in Dar es Salaam. We theneatioB 3, make specific
assessments of pre identified business constraints in the infeectar in view of the
formalization programme. The last section is a summary of mhergng issues and
conclusions.

1.1 Background

The Government of Tanzania prepared the Growth and Poverty Reductadegtr
known as MKUKUTA in Swabhili, as a medium plan towards the eradication of poverty in
the country by the year 2025. The Strategy identifies agricuttadeinformal business
activities as the main sectors from which majority of the p@wn e¢heir livelihoods.
Towards implementation of the Strategy, the government is detedmio induce
accelerated growth in the economic activities that home in the pdaha economically
vulnerable segments of Tanzanians. In this regard, the Property asthe&s
Formalization Programme was established to initiate anditédeil formalization of
informal property and business entities in order to enhance the#ssado services
enjoyed in the formal sector, and thus accelerate their growthpetiveness and
survival.

Practically, the Formalization Programme seeks to establisintegrated system of
property rights and business rules as a basis of transition ofliha, yperi-urban and
rural areas into a market that enables Tanzanians to have equalppiesrin using
their assets access credit services. Thus, the Programt@igystematically reduce the
informal sector to an acceptable national limit to which the indbrsector can co-exist
with the formal sector.

Studies on the informal sector in Tanzania indicate that more timatyrpercent of
properties and business activities in the country operate in thar.sBg implication,
policies and strategies targeting economic growth and povertyti@iun Tanzania
should fundamentally deal with activities in the informal sectobvi@Qusly then,
thorough understanding of the nature of the informal sector in tefrstent, location,

! MKURABITA - Mpango wa Kurasimisha Rasilimali nadhara za Wanyonge Tanzania
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operations, ownership, etc. for each of the informal activity, is assacy step towards
effective operationalization of the objectives of the MKURABITA Programm

But information on the extent, operations, ownership, etc. of informal prepend
business activities is obtainable through carefully planned surbeytis regard, the
Property and Business Formalization Programme arranged to arihis survey to
compile and assess selective information with a view of drawma@ road map for
formalization of informal properties and businesses in Tanzaniaeg@im bbhe process,
Dar es Salaam and Zanzibar have been purposely earmarked forsth@und of
baseline surveys on informal properties and business entities.

1.2 Objective and Scope of the Report

The objective of the study was to carry out a baseline surveheahtormal properties
and businesses in Dar es Salaam with a view of drawing upad map for the
operationalization of MKURABITA. Specifically, the study cadi out documentation
and assessment of informal properties and business activitiesria of the following
aspects:

)] Number of informal real estate assets, land and business owners.
(Houses and or land in unplanned areas)

i) Establish the location of the informal assets and businesgtiast and the
number of employees in each of them by gender.

i) Assessment of the business needs in terms of capital, worghemises,
technology, markets, legal protection, membership to collaboratitteories,
access to credits, and annual turnover and profits for those who cowidep
The assessment would also include the nature and characteristics of ownership.

Iv) The number of entrepreneurs, which enter and exit the market amdothees
behind.

1.3. Clarification of Survey Issues and Concepts

The survey sought to establish information on informal properties andelsass on the

basis of which appropriate assessment will be carried out éonuiee the initial steps

towards the formalization process. Selectively, the study hexs dene in Dar es Salaam
and Zanzibar as pilot cases that may determine further studies in thethestadintry.

The survey targeted informal properties and business activities, whicltaaye soattered
and varied. The main purpose of this study is to link ownership of praparteebusiness
entities. The survey thus distinguished between two major groups ioEbsisctivities;
those which operate without fixed business premises and those thate dpefxed

premises and thus have physical location cum address. The survetedatige latter

Report prepared by the Economic Research Buretheddniversity of Dar es Salaam and the NationaleBu of Statistics 2
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group in order to bring together assessment of property, business andlopunEhose
with no fixed premises, i.e. street vendorswaarmachingain Swabhili are not included in
the survey.

In addition to the Terms of Reference for this study, the comssilteeld discussions with
the Secretariat of MKURABITA to jointly elaborate and underscthe expectations
from the study in line with the objectives of the Programme antieothen envisaged
baseline study of the informal sector. The deliberations of theigdigms revolved
around two sets of comments cum proposals as elaborations on the elgadtscope of
the study.

The first set of elaborations related to the general objectitteeasurvey, which is to set
up benchmarks towards formalization of informal properties and bussnes3anzania.
By implication, the survey would in the first place identify imf@ businesses and the
corresponding properties. The key questions here were: Why doeasfdhaal sector
exist? What forms does it take? What dimensions/parameteegppropriate to say that
an establishment is informal? Is it because of lack of licghde it because of fluid
premises? What makes them informal? What are the const@iotsrtalisation and thus
growth, their level of informality and proportion in the total business entities?

Clearly, the first set of elaborations and the emerging questimesi do define, identify
and characterize businesses and their properties in the informal sector.

The second set of comments related to the specific tasks to htalkedeby the survey.
This related further to appropriate methods of collection of infoomaand assessment
with the aim of bringing out the following:

(1) Identification of those who are doing dynamic business vetmsetwho do it as
a survival strategy. Which ones have the potential of graduatinigetéotmal
sector and which ones are tied up in the survival strategy? Howhisabe best
judged? How can MKURABITA design interventions that best disoabe "real
enterprising individuals" visa-vis those who are doing business asvievat
strategy? How can these interventions be targeted? And of d¢eipsbusinesses
in the informal sector to graduate by levels towards full féira@on; and
possibly including the other categories of informal businesses at a lgger sta

(i) As a matter of principle, there are general rules foiryeto and exit from
business. Surprisingly, there are firms in Tanzania which migltategorically
bankrupt but remain in business as usual. This raises a number dbmpgjest
which this survey set out to address. Is bankruptcy well understabdfgected
in business undertakings? What are the situations under which onesideced
bankrupt?

(i) Itis believed that large and small businesses co-éxiste form of business links

with the aim of maximizing returns. Yet the former is beleet@ benefit more in
such arrangements though the two may also co exist in orderatie tax and
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(iv)

v)

other legal obligations. What is the extent of such linkages? Hownakl
businesses benefit from the linkages? How is formalization expéstehange
the nature of such linkages and at whose cost and benefit?

The authenticity of books of accounts is another area whiempsrtant and

challenging to address in Tanzania. It is argued that, many bsss;éhat keep
books of accounts have three types of books — for three different purBosés:

for owners of business (reflecting real situations), Books for Banfer credit

access or repayment) and Books for the government (for tax rassdkss
Important issues for this survey are the real situation on thendr any recent
changes in such a strategy, implication on the property and bsgorenalisation
process, and any measures to rectify it.

Establishing the current support to informal business activitidsch informal
business organizations receive support from associations and organjzti@ns
form and extent of the support, the existing needs/gaps and potential
interventions.

The policy challenges posed by the informal sector are net mest of the recent
interventions have their foundation in earlier works such as ILO (19&%dio (1986),
and Portes et al (1989). There have been two major informal sacteys in Tanzania;
the 1991 nationally representative survey and the 1995 informal sectay sthat
covered Dar es Salaam Region only (URT 1991, URT 1995). It is odskora the
reports that the two surveys adopted similar definition of the informal sector iafianz

Likewise, the current survey considers the informal sector to b@yhigpterogeneous,
encompassing production units of different features and in a widge raf economic
activities, as well as people (i.e. workers, producers, employen®ing or producing
under many different types of employment relations and production arrangements.

Thus, more specifically, the informal sector, as stipulatedhenRifteenth International
Conference of Labour Statisticians (ICLS, January 1993), the IntarahiSystem of
National Accounts (ISNA) and the Revised International Classiicaof Status in
Employment (ICSE), is characterized by

free entry and exit .i.e. no guidelines in terms of licensesgavernment
legal framework to monitor the existence of these businesses.

reliance on personal or family resources

mainly family or individual ownership

small scale operations

labour intensive and adaptive technology

skills acquired outside of the formal sector

unregulated and competitive markets”.

typically operate at a low level ofganization, with little or no division
between labour and capital and on a small scale labour relations or
personal and social relations rather than contractual arrangements with
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formal guarantees.

The units of informal sector possess the characteristics of ‘holdsenterprises’ which
are:

Fixed and other assets do not belong to the unit but to the owner

Units cannot engage in transactions or enter into contracts nor igdoilitiés on

their own behalf

Expenditure for production and capital goods is often indistinguishable from
household purposes.

Customarily then, informadector includes all economic activities which are not offigiall
regulated and which operate outside the incentive system offered by the gemernm

In Tanzania, informal properties refer to own occupied or rented buildingslands
available in un-surveyed areas. These assets are un-bffmrahed by individuals and
exist outside the incentive system offered by the government.

NPA (2005) offers indicators that can be used to identify inforynalitproperties that
include the following characteristics:

Land development without building permit

Land used differently from what it was approved for
Granted might has not been renewed

Rights of occupy not registered

Unauthorized sub division of the property

Building o the reserved land or hazardous land
Building in the unplanned land.

Obviously, it is difficult to have properties that exhibit all tbaracteristics of
informality inclusively; rather, many of such properties willvbaseveral of those
features. But the major characteristic is unplanned versus planppdred by permits
thereof.

1.4 Approach and Methodology

Implementation of the baseline survey involved four major tasks: symeparations,
fieldwork collection of data cum information; data processing andysisaland report
writing. This was in addition to consultations with the MKURABIT®ecretariat as

inputs to the designing of the survey instruments, sampling frankeand approach to
the then envisaged interviews.

Sampling framework of the survey respondents

Report prepared by the Economic Research Buretheddniversity of Dar es Salaam and the NationaleBu of Statistics 5
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The informal sector business activities are many by type andemum each of the
identifiable categories. Studies on the informal sector have idehtifferent categories
of activities depending on their respective objectives, coveragecampe. As a basis of
classification of informal sector activities in Tanzania, ahdréin sampling for the
baseline survey, the 2004 NBS/OCGS survey of business enterpridasas Salam and
Zanzibar was examined. The survey defined business as a coainaetority that is
operated in physically locatable premises. The list of busingegaries which was
adopted in the NBS survey follows international classification llaat more than five
hundred categories. These were found to be too many and thus would makeatistis
too complicated and difficult to accomplish the survey tasks. WWgouped the
NBS/OCGS list by putting together business categories thatl@sely related and came
up with a list of fifty three major categories of businestsvdies for the baseline survey.
The list is attached herewith as Appendix 2.

The NBS/OCGS 2004 survey covered all business enterprises thaideetiiable by
physical location cum premises and address. The survey thus coweneal fand
informal categories of business activities. The survey insmtimad a specific question
that was intended to distinguish between formal and informal busicigses though it
was not all that simple. The survey distinguished between faamly individual
owned/run businesses and other forms of business activities — thismpastant
information towards identification of the population of informal businesses for thentu
survey.

The baseline survey for the informal sector adopted the NBS/Qfb&@cterization of

the informal sector. From the list of all businesses in Zanziba&003 - 2004, as

compiled by NBS/OCGS, we filtered out informal business aawitusing the

characteristics enlisted in the survey instrument. We then redriagcompile a list of all

informal business activities by their major categories. ™teMas for 2003 — 2004, and
thus it excluded the recently established businesses after 200heYeétote needed to
update the list by designing a pre survey listing of new busime¢lsaewere started after
the NBS/OCGS survey.

The list of informal businesses, as retrieved from the NBS/O@4#& base, was printed
out in pieces by district, Shehia and the name of the respettaet. These were then
discussed with the respective Shehia leaders (Sheha) as a bdadtincompilation of
new businesses in each area. Trained research assistants, urslgretivésion of the
OCGS and NBS experts, worked with the Shehia leaders to cothpilests of new
businesses to include location, type, activities ownership, etc. fideegs involved
assessment of the old list to find out exists and new entries in the informal sector

So far then, there were two mutually exclusive lists of informainesses; one for the
period as covered by NBS/OCGS and the other for the post NBS/Q@&&S/ period or
the new businesses. We then merged the two lists to constituteumheted
comprehensive list of informal business activities as at the end of 2006.
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Considering the population size of the informal sector in Zanzibar &ed obnstraints,
we worked out a sample of 5% based on stratification by categalyp@portionate
representation of the category in the total number of informalnessi activities.
Therefore, the proportionate composition by category of businesatyadh the
population is the same as that of the final sample, though thereshgdgremodifications
as we explain next. The NBS/OCGS survey did not include businesses that do not operate
in physical premises but practically, there are big (by abpimformal businesses that
operate without physical identification. These include those in thonial transport
sector, dealers in food stuffs from upcountry, etc. The badelmsurvey included these
categories of businesses through searching in collaboration withaSbaters. In total,
the survey captured 616 business establishments in Zanzibar.

Recruitment of Fieldwork Staff, Training and Pre Test of the Survey mstits
Preparations for the baseline survey also involved recruitmentanahgy of field work
staff in Zanzibar using OCGS and NBS as well as ERB exp8imce the pre-testing of
the fieldwork instruments was done in Dar es Salaam, the Zanmshm started to
execute the survey right away.

Fieldwork Data Collection and Analysis

Fieldwork data collectors were deployed to contact Shehia kéokeall the respective
business entities selected for the survey. The two workedh&rget trace the sample
businesses in each respective Shehia. The survey targeted boginessas respondents
to the fieldwork instruments. This took into consideration the informatiahwas being
solicited for and the required additional information on ownership of piepeand
linkage to financing of business capital.

The survey data were finally processed and analysed in SPSH Ald\. The Zanzibar
findings of the survey and the emerging issues with regard tobiketive of the survey
are presented and discussed in the rest of this report.

2 Status of Informal Business Activities in Zanzibar

The baseline survey visited and interviewed owners of 616 differentriafdyusinesses
in two districts from Zanzibar. The distribution of the survey respotalin Table 1
indicates that Urban district has substantially many busingZ68s) relative to West
district which is obviously a reflection of the distribution of thdire population of
informal businesses in Zanzibar. The proportion of female businessrsowndhe

informal sector is 16.4%, which indicates that many of the infbrimasiness
establishments are owned by males. Note however, that in ternmfoahal sector
business ownership by gender, there are no substantial differbategeen the two
districts.
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Table 1: Distribution of the Selected Respondentdrdormal
Business Activities by District and Gender in Zabhar

District Number of business Percent of business Proportion of female
activities in the sample  activities owners

Urban 429 69.64 17.02

West 187 30.36 14.97

Total 616 100.0 16.4

Figurel: Percentage Distribution of Respondents by
Districts

2.1. Distribution by Category of Business Activities and Districts

Table 2 below shows the identified major categories of informahbssiactivities in
Zanzibar and concentration of businesses in each of the categbnesable also shows
district wise distribution of businesses for each of the idedtifmajor category.
Assessment of concentration of businesses by the different cadgmories indicates that
many of the enterprises are dealers in general retail todid §6.1%), small restaurants
in the form ofmama/baba lishé4.9%) Tailoring and dyeing (4.9%), Capentry (4.9%),
Hardware and building materials (4.6%) and general retail irireféecs and domestic
appliances (4.4%). The table shows that the biggest categoryinéssis general retail
others; but this includes many different small stores suclheagamous general retalil
shops, traditionally known aduka’.
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Table 2: Distribution of Informal Business Activids by Major Categories in Zanzibar

Number of  Percent out of Percentage Distribution by District
Business  g]| informal

Category of Business Activities entities businesses in ~ Urban West
Zanzibar

All Businesses in the informal sector 608 100 69.6 30.4
General wholesale 4 0.7 75.0 25.0
General retail food stuffs 37 6.1 54.1 46.0
General retail electronic and domestic Appliances 27 4.4 92.6 7.4
General retail others 186 30.6 67.7 32.3
Restaurants 25 4.1 60.0 40.0
Mamalishe/Babalishe 30 4.9 60.0 40.0
Hotel and guest house 20 3.3 95.0 5.0
Bars and pubs/grocery 2 0.3 0.0 100.0
Hair salon/ Barbershop 20 3.3 95.0 5.0
Garage and other repair shops 23 3.8 78.3 21.7
Stationeries/Secretarial/Communication services 26 4.3 76.9 231
Music and video store 1 0.2 100.0 0.0
Cereal milling shops 1 0.2 0.0 100.0
Tailoring and dyeing 30 4.9 73.3 26.7
Carpentry 30 4.9 56.7 43.3
Spare parts dealers 6 1.0 100.0 0.0
Hardware and building materials 28 4.6 60.7 39.3
Butchery/ fish store 2 0.3 0.0 100.0
Timber shops 1 0.2 100.0 0.0
Pharmaceuticals 23 3.8 87.0 13.0
Dispensary/ hospitals 3 0.5 66.7 33.3
Sands and cement blocks dealers 2 0.3 0.0 100.0
Gardening and flowers 1 0.2 0.0 100.0
Car and other transport 2 0.3 100.0 0.0
Manufacturing of metal products 3 0.5 66.7 33.3
Manufacturing of others 4 0.7 75.0 25.0
Poultry 20 3.3 35.0 65.0
Piggery 3 0.5 33.3 66.7
Manufacture of food products 1 0.2 100.0 0.0
Sales of motor vehicle 1 0.2 100.0 0.0
Sales of automotive fuel 1 0.2 0.0 100.0
Other retail sale in specialized stores 14 23 85.7 14.3
Other businesses 4 0.7 100.0 0.0
Clearing and forwarding 1 0.2 100.0 0.0
Money shops 3 0.5 100.0 0.0
Insurance services 1 0.2 100.0 0.0
Schools 3 0.5 66.7 333
Catering services and decorations 4 0.7 50.0 50.0
Music bands and cultural troups 3 0.5 33.3 66.7
Taxi services 11 1.8 90.9 9.1
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2.2. Business Registration and Structure of Ownership

The survey examined and probed on the status of registration of alfbumsinesses
including their names cum trade marks and ownership structurdintivegs on status of
registration of business are presented as Figures 2 & 3 below. B8%wbf informal
businesses in Zanzibar operate without formal registration af biginess names. We
however note that a relatively large proportion operates withde= (relative to Dar es
Salaam). The proportion with licences is large in Urban disissctompared to West
district. Of course the observation that many informal businespeste without
registration cum license is not a surprise; business regulaierieosely enforced in the
informal sector because of many reasons including inability ofefigective authorities
to monitor effectively.

Zanzibar

O Licensedm Unlicensed

It is worthy noting that even though majority of the informal besses identify
themselves with particular business names in the listing dilsstaent; legally, they do
not register their business names cum trade marks. It rapihed business names are
used casually to suit to the purpose of business and customer aitrdictivas also
observed in the survey that many businesses fail to distinguisiedrethe name of the
business and that of the owner of the business.
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Figure 3: Status of Registration of Business Namies
Zanzibar

Family business Individually owned Jointly owned Allinformal
business business Businesses in
Zanzibar

O Business with registered nar@EBisinesses with unregistered nan\'ues

Further assessment with regard to registration of businesddébear names by the major
categories is elaborated in Table 3. Several categories cotmdearly that license is
important to carry out business operations. These include Music and todesy §imber
shops, Dispensary/ Hospitals, Sands and cement blocks dealers, @éneanansport
services, Clearing and forwarding, Schools, Hotel and guest house, etc.

Table 3: Status of Registration by Major CategorieEBusiness Activities

Percent of Licensed Percent of Businesses
Major Categories of Business Businesses in each Major  with Registered Name in
Category each Major Category

Hair salon/ Barbershop 35.0 90.0
Garage and other repair shops 17.4 69.6
Stationeries/Secretarial/Communication services 19.2 76.9
Music and video store 100.0 100.0
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Cereal milling shops 0.0 100.0
Tailoring and dyeing 6.7 62.1
Carpentry 40.0 63.3

Spare parts dealers 33.3 83.3

Manufacturing of metal products 33.3 66.7
Manufacturing of others 25.0 75.0
Poultry 5.0 5.0
Piggery 0.0 0.0
Sales of motor vehicle 0.0 100.0
Sales of automotive fuel 0.0 100.0
Other retail sale in specialized stores 50.0 92.9

The structure of ownership of informal business entities is ahlysFigures 4 & 5 & 6
and further in Appendix 3. We observe that about 83% of informal businesseate
owned by individuals, of which female owners constitute only 16%. ré&steare either
owned as family business — the second largest group of ownership, orgoiate — the
smallest group. However, the distinction of ownership between fandyindividuals is
marginal because the latter, in principle, belong to famides so are their businesses.
Practically then, many of the businesses indicating that @éneyowned by individuals
belong to the background families. As observed earlier that sothese# businesses do
not have registered names, it is difficult to distinguish betvileenndividual, the family
and the respective business operations — and hence exhibiting informality.
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Figure 4: Structure of Ownership of Informal Busingses in
Zanzibar
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Figure 5: Ownership of Informal Businesses by Gende
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Figure 6 shows distribution of joint ventures in informal businessethdyumber of
owners, ranging from 2, 3, 4, and 5 and above on the vertical axis apertieatage of
the jointly-owned businesses that belong to each of the groups on thentalraxis. It is
observed that majority (about 65%) of the joint ventures in the infosewbr are two-
individual partnerships. Apparently, joint ventures in the informal secgonot specific
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for certain major categories of business activities; ratherthe results of the survey
indicate, they spread over to all major categories of business activities.

Number of Owners

0 10 20 30 40 50 60 70

Percent

2.3. Age Structure, Entry and Exit

The age structure for given business-entities shows the peried thle entities were
established, expanded, phased out or exited from business. Entry to dusieesto the
year of establishment of the business which may also includeetined for which the

entity remains in business. Exit from business occurs when anigstabéntity decides
or is forced to close down indefinitely. In line with the defon of entry to and exit
from business, the baseline survey set out to analyse the agwurstrof informal

businesses. The results are presented in Table 4 in different pdin@dsecond column
indicates the proportion of the oldest business entities in each businessycabhege are
businesses which were established in 2000 or before. Analogously, cobimans 4

indicate the businesses which were established in the subsequent years.
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Table 4: Age Structure of Informal Business Entiseby the Major Categories
Major Categories of Informal Groups of Business by Year (interval) of Total

Businesses Establishments
2001/2004 2005 and
2000 and older (NBS) later
All Businesses in the informal
sector 41.3 39.3 19.4 608

Bars and pubs/grocery and

refreshments 0.0 0.0 100.0 2
Hair salon/ barbershop 15.0 55.0 30.0 20
Garage and other repair shops 65.2 17.4 17.4 23
Stationeries/secretarial/communic:

on services 11.5 65.4 23.1 26
Music and video stores 0.0 100.0 0.0 1
Cereal milling shops 0.0 100.0 0.0 1
Tailoring and dyeing 36.7 50.0 13.3 30
Carpentry 53.3 40.0 6.7 30

Car and other transport hire servic 100.0 0.0 0.0 2
Manufacturing of metal products 66.7 33.3 0.0 3
Manufacturing of other products 50.0 50.0 0.0 4
Poultry 35.0 55.0 10.0 20
Piggery 66.7 0.0 33.3 3
Manufacture of food products and

drinks 100.0 0.0 0.0 1
sales of motor vehicle 0.0 0.0 100.0 1
Sales of automotive fuel 0.0 100.0 0.0 1

Taxi services
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The figure below is an extension from Table 4; it measures amg@ares survival rates
between business establishments in Urban and West districtsadtdut that business
establishments in the Urban districts tend to have low survivalhatetheir counterparts
in the West. Of course there are a number of reasons that cqulminegsuch a
difference; but presumably, severe competition in the Urbanatlias compared to the
West district is just one of the explanations. Unlike Daraaa, however, we do not
observe significant variations in the survival rates between tloesesed and those that
are not.

Figure 6(b): Survival Rates of Businesses in the Informal Sector
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A clear message from Figure 6 is that the rate of survivaluginess in the informal
sector is small and declining sharply. Those which survive in treresdeable future are
very few. Naturally, informal business environment is very competititerally, there
are no barriers to entry and exit. Initial capital is in nmeastes small and conditions to
entry other than business projections are minimal. Thus, an immethatging concern
in the analysis of survival rates in business is what readlyes many of those firms exit
business prematurely in some sense. And further to that, is whedhgr exit is
associated with some forms of business — i.e. specific major categories.

Starting with the first concern, we make assessment of #same that made about 82
business firms to exit their previous business undertakings andigstablwv ones.
Accordingly, Figure 7 shows reasons for exit from businesses. Véetimait the major
reason for exit from business is associated with business envirormnseetifically low
profits or loss as many businesses strive to win customers.lidgjhess competition,
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which is indicated as one of the major reasons for exit from Bssiaéso has the same
effect as that of low customer turn outs. Other major reasonsexipédin exit from
business include natural business growth, taxes, etc. Of courgeatt@eiother minor
specified and unspecified reasons which also feature as stroeg icathe analysis.
Surprisingly and contrary to what many people might argue ag&msss and corruption
do not surface as one of the strong reasons for exit from informal businesses.

Went bankrupt

Corruption

(o))
o

Percent of respondents indicating the reasons

Next is a response to the second concern; to bring out whether survival rate itaries w
some specific categories of business. This information was obtained by asksogvitne
respondents to indicate the last business they exited from and why. Table ®#tfieat
rate of exit from business by the major categories in a descending order

Table 5: Exit from Business by the Major Categorie§informal Businesses

Major Categories of Business Number of Percent of Businesses Exited
Businesses Exited  (within the major category)

All informal Businesses in the sample 82 13.3
General wholesale 1 1.2
General retail food stuffs 17 20.7
General retalil electronic and domestic 6 7.3
General retail others 26 31.7
Restaurants 7 8.5
Mamalishe/Babalishe 4 4.9
Hotel and guest houses 1 1.2
Bars and pubs/grocery and refreshments 1 1.2
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Pharmaceuticals 3 3.7
Entertainment services 1 1.2
Gardening and flowers 1 1.2
Boutique 1 1.2
Car and other transport hire services 1 1.2
Mining and salt extraction activities 1 1.2
Other retail sale in specialized stores 1 1.2
Other businesses 1 1.2
Total 82 100

It is observed that the exits that turned into new other forms of business are around 13%
in Zanzibar. Major categories of business for which exit is common are thosegdealin
with General retail others, General retail food stuffs, Restaurantsrabegtail

electronic and domestic and Mamalishe/Babalishe. These are usuallpssiadsses

that do not necessarily require a big capital to start business. But they in ressieas

with perishable products that require assured and fast selling marketehA®arriers to
entry are minimal but the business environment is highly competitive and uncertain.

Table 6: Businesses Planning to Change or Exit lmetNext Twelve Months

Major Category of Business Percent indicating pkto exit or change
the current business

All informal Businesses in the sample 3.2
General retail electronic and Domestic

appliances 3.7
General retail others 2.2
Restaurants 4.0
Mamalishe/Babalishe 6.7
Garage and other repair shops 13.0
Tailoring and dyeing 3.5
Carpentry 6.9
Spare parts dealer 16.7
Butchery/ fish store 50.0
Pharmaceuticals 8.7
Other retail sale in specialized stores 7.1

Table 6 indicates the leading categories of business in terpisuts to change or exit
from business. These are Butchery/ fish store, Spare paity,déarage and other repair
shops, Pharmaceuticals, Other retail sale in specialized ,stoG@spentry,
Mamalishe/Babalishe, Restaurants, General retail electaomdc Domestic appliances,
Tailoring and dyeing, and General retail others. The reasomxitoor change that were
discussed earlier also apply to the plans to change or exit from the currensfusine
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2.4. Paid and Unpaid Labour Services in Informal Businesses

One of the key features of informality in business operationsasotisinpaid labour
services. It has been observed that informal businesses relyf angdamily labour,
including relatives, which is not directly compensated from theentsq@ business
returns.

The baseline survey assessed labour services rendered to informal businiesees of

paid and unpaid services by gender. Figure 8 shows employment of labour sarvices i
informal businesses. We observe that more than 75% of businesses in the infoonal sect
do not hire paid labour services in their operations. We note further that those who hire
labour do so by recruiting mainly female workers.

Figure 8: Employment of Paid Labour in Informal Bugsesses
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Percent of all Labour hiring in informal Business
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Figure 9: Unpaid Labour Services in Informal Busirsses
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It is however noted from Figures 8 & 9 that own labour servicesnatgaken into
account by many business operators in the informal sector; tbhepot consider
themselves as part of the business labour services. Thus, those wheedployt hired
labour in Figure 8 do not much exactly with those who report that #lgyon unpaid
labour services in Figure 9. The business operators excluded thesnseéither of the
two categories of labour services. This is a further evidehdefamality in business
operations in Zanzibar.

Table 7 is analysis of employment of paid labour in the maj@goaies of business by
gender. The entries in this table are the proportion of businessexhncategory that
have at least one paid male or female employees. With aptexcef a few categories,
many businesses employ both males and females. However, conaerisagender in
some of the informal businesses is observed.
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Table 7: Employment of Paid Labour in Major Categes of Business by Gender

Percent of Businesses Employing Paid Labour from
Major categories of business Females Males

All informal Businesses in the sample 28.6 14.0

Hair salon/ barbershop 25.0 60.0
Garage and other repair shops 30.4 0.0
Stationeries/secretarial/communication services 26.9 15.4
Music and video store 0.0 0.0
Cereal milling shops 100.0 0.0
Tailoring and dyeing 26.7 6.7
Carpentry 33.3 0.0
Spare parts dealer 66.7 0.0

Manufacturing of metal products 100.0 0.0
Manufacturing of other products 50.0 0.0
Poultry 5.0 0.0
Piggery 0.0 0.0
manufacture of food products 100.0 0.0
Sales of motor vehicle 0.0 100.0
Sales of automotive fuel 0.0 0.0
Other retail sale in specialized stores 14.3 0.0
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2.5. Turnover and Profits in the Informal Sector

Compilation of information on the true profit functions of firms in bussheghether
formal or informal, is difficult and sometimes generatingelinble results. But such
information is crucially needed however unreliable it might beth\Whis view, the

baseline study of the informal sector set out to probe on profiiend bperating in the
sector. The results are presented in Table 8 indicating monthlyvarrnprofits in

absolute figures and ratio of the firms’ profits to turnover.

Table 8: Turnover and Profits in the Informal Secto

Profits as a

Category of Major Business Total Monthly Profits proportion of

Turnover turnover
All Businesses in the informal sector 803,766 206,830 25.7%
General wholesale 5,100,000 550,000 10.8%
General retail food stuffs 594,189 123,056 20.7%
General retail electronic and Domestic
appliances 1,063,462 341,154 32.1%
General retail others 594,238 176,564 29.7%
Restaurants 1,169,600 297,200 25.4%
Mamalishe/babalishe 1,013,500 111,500 11.0%
Hotel and guest house 2,420,000 555,000 22.9%
Bars and pubs/grocery and refreshmen 1,750,000 45,000 8.3%
Hair salon/ barbershop 208,000 83,750 40.3%
Garage and other repair shops 369,348 137,826 37.3%
Stationeries/secretarial/communication
services 556,923 172,885 31.0%
Music and video stores 350,000 150,000 42.9%
Cereal milling shops 300,000 110,000 36.7%
Tailoring and dyeing 216,500 100,690 46.5%
Carpentry 551,724 175,000 31.7%
Spare parts dealer 433,333 184,167 42.5%
Hardware and building materials 2,225,000 360,714 16.2%
Butchery/ fish store 2,250,000 575,000 25.6%
Timber shop 800,000 200,000 25.0%
Pharmaceuticals 329,565 120,435 36.5%
Dispensary/ hospitals 2,233,333 700,000 31.3%
Sands and cement blocks dealers 3,100,000 417,500 13.5%
Gardening and flowers 900,000 250,000 27.8%
Car and other transport hire services 1,050,000 450,000 42.9%
Manufacturing of metal products 1,116,667 153,333 13.7%
Manufacturing of other products 570,000 162,500 28.5%
Poultry 733,000 277,750 37.9%
Piggery 383,333 100,000 26.1%
Manufacture of food products and drink 1,000,000 400,000 40.0%
Sales of motor vehicle 120,000 50,000 41.7%
Sales of automotive fuel 300,000 120,000 40.0%
Other retail sale in specialized stores 465,385 189,231 40.7%

Report prepared by the Economic Research Buretheddniversity of Dar es Salaam and the NationaleBu of Statistics 22



Baseline Study of the Informal Sector in Zanzit@0722

Other businesses 400,000 163,333 40.8%
Clearing and forwarding 3,000,000 200,000 6.7%
Money shops 500,000 225,000 45.0%
Insurance services 600,000 350,000 58.3%
Schools 716,667 87,500 12.2%
Catering services and decorations 93,333 43,333 46.4%
Music bands and cultural troupes 180,000 63,333 35.2%
Taxi services 518,182 167,273 32.3%

The table estimates ratios of profit in each of the identifiethbas categories. It is noted
that 17 business categories reported that their profit was rhare & third of their
turnover. The top ten are Insurance services, Tailoring and dy@atgring services and
decorations, Money shops, Music and video stores, Car and other trdmspg#rvices,
Spare parts dealer, Sales of motor vehicle , Other businesses,handetail sale in
specialized stores. These reported at least profit/turnoverbetiiveen 40 — 58 percent.
The bottom ten are Hotel and guest house, General retail food s$fafidware and
building materials, Manufacturing of metal products, Sands andntenhecks dealers,
Schools, Mamalishe/Babalishe, General wholesale, Bars and pubs/gracer
refreshments, and Clearing and forwarding. These reported tlodit'tpmover ratio
between 22 — 7 percent.

Further on the issue of profitability, it is found that total gsoiin the informal sector are
25.7% of turnover. The ratio can be compared with costs of businpial ¢a the
financial market and tax payments. Given that many of the infdsasnesses in the list
use own capital, unpaid labour and own premises, as will be indlileaées; it is unlikely
that many of those businesses would survive if subjected to fulhdmssicosts
inclusively.

3. Needs Assessment of the Informal Business Activities

As many other studies in the informal sector indicate, inforimasinesses are
characterized by notable inadequacies that limit their operatindsthus profits and
growth. Such inadequacies revolve around business capital, working presarses
physical location, technology, markets, support services, legal pooteetc. Along the

same order; this study examined and assessed needs of informakbes in Zanzibar.
The discussion of the results of the analysis is presented isesbons as capital
assessment, working premises, technology, market arrangemahtnkage with big

business operators and membership to associations. Each of theds &sfexher

subdivided for detailed and clearer analysis of the results and emergirg issue

3.1 Capital Assessment
3.1.1 Sources of Finance for the Current Capital
The survey asked owners of informal businesses to indicatetinees of their current

business capital including magnitude of contribution by each of thoseesonalysis
of their responses with regard to sources of finance for the busieissl is divided into
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two. The first analysis is the depth of each of the sources mfatdinance — the
magnitude of contribution in business capital. The second shows thessotiftgance
for the business capital by proportion of businesses that sourcedefimanceach of the
identified sources.

As depicted in Figure 10 & 11, majority of the owners respondedhbahajor sources
are own capital finance and other sources. Very few indicate @oacrahBanks and

other microfinance institutions to be their sources of capitalC@EAS have never been
used as a source of capital in the sample — indicating a special casezibaZan

Figure 10: Sources of Finance of the Current Capita Informal Businesses
(Percent of All Businesses Indicating Source ofi2g§p

SACOS/SACCAS
Commercial Banks .1
Other MFI .1.3

Family/frends -5.8

Relatives and Friends -12

Other Sources 90

Figure 11: Average Amount of Contribution to Busise
Capital from Various Sources

1,480,278

Commercial Banks| -
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For the few respondents who indicated that commercial banks weia dmsr sources
of capital, the average amount they got was relatively largadisated in Figure 11.
Effectively, commercial banks are the major source of infotmaalness finance though
of course covarege is very small.

Further analysis of sources of business capital by the roajegories of business is
provided in Table 9 and 10. Table 9 shows concentration of businesses acanitimg t
sources of finance of the business capital by the major cagsgufrbusiness. We note
that the source 'Other MFIs' featured only in two categorieselyaGeneral retail others
(2.7%) and tailoring and dyeing (3.3%). Likewise, only three gypé business
categories reported to have used commercial banks as a soureg oapital. These are
Hotel and guest houses (10.0%), Carpentry (3.3%), and General retail others (1.1%).

The analysis shows further that own sources is outstandingly timesmaice by the total
number of businesses depending on it as a means of finance of busapéss.
Distribution by the major categories shows varied results witihescategories relying on
one or just a few sources of finance for the business capital.

Table 9: Sources of Capital by the Major CategorigsBusiness

Percent of business with capital from
Family Relatives and | Own Sources | Other Sources
Friends

All businesses 5.8 12.0 90.0 90.0
General wholesale 50.0 0.0 50.0 50.0
General retail food stuffs 0.0 5.4 94.6 94.6
General retail electronic and domestic

appliances 7.4 29.6 92.6 92.6
General retail others 5.4 16.1 89.3 89.3
Restaurants 8.0 16.0 76.0 76.0
Mamalishe/Babalishe 3.3 3.3 93.3 93.3
Hotel and guest houses 5.0 10.0 90.0 90.0
Bars and Pubs/grocery and refreshmen 0.0 0.0 100.0 100.0
Hair salon/ barbershop 10.0 30.0 90.0 90.0
Garage and other repair shops 4.4 8.7 95.7 95.7
Stationeries/secretarial/communication

services 0.0 3.9 100.0 100.0
Music and video stores 0.0 0.0 100.0 100.0
Cereal milling shops 0.0 0.0 100.0 100.0
Tailoring and dyeing 3.3 6.7 96.7 96.7
Carpentry 6.7 3.3 86.7 86.7
Spair parts dealer 0.0 16.7 100.0 100.0
Hardware and Building materials 14.3 14.3 78.6 78.6
Butchery/ fish store 0.0 0.0 100.0 100.0
Timber shop 0.0 100.0 100.0 100.0
Pharmaceuticals 0.0 0.0 95.7 95.7
Dispensary/ hospitals 0.0 0.0 100.0 100.0
Sands and cement blocks dealers 0.0 50.0 50.0 50.0
Gardening and flowers 0.0 0.0 100.0 100.0
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Car and other transport hire services 0.0 0.0 100.0 100.0
Manufacturing of metal products 0.0 0.0 100.0 100.0
Manufacturing of other products 0.0 0.0 100.0 100.0
Poultry 0.0 0.0 95.0 95.0
Piggery 66.7 0.0 0.0 0.0

Manufacture of food products and drink 0.0 0.0 100.0 100.0
Sales of motor vehicle 0.0 100.0 100.0 100.0
Sales of automotive fuel 0.0 0.0 100.0 100.0
Other retail sale in specialized stores 21.4 14.3 78.6 78.6
Other businesses 0.0 0.0 100.0 100.0
Clearing and forwarding 100.0 0.0 100.0 100.0
Money shops 0.0 0.0 66.7 66.7
Insurance services 0.0 0.0 100.0 100.0
Schools 0.0 0.0 100.0 100.0
Catering services and decorations 25.0 25.0 75.0 75.0
Music bands and cultural troupes 0.0 0.0 100.0 100.0
Taxi services 0.0 18.2 100.0 100.0

Table 10 provides the mean business capital, median, and the range — minimum and
maximum, for each major category of business. We note that in general, the average
capital in the informal sector is Tshs 2.2milion. Of course as the table inditetes

average amounts by categories vary greatly; the highest has Tshs 2@n7asildapital
recorded in Sands and cement blocks dealers. The lowest average, below TSh 350,000
which falls under Bars and pubs/grocery and refreshments; Manufacturirigeof ot
products, and Catering services and decorations.

Table 10. Magnitude of Business Capital and Disuition by the Major Categories

Major Categories of Business Mean Median Minimum Maximum

All Businesses in Zanzibar 2,236,093 550,000 10,000 50,000,000
General wholesale 3,550,000 3,000,000 1,200,000 7,000,000
General retail food stuffs 1,065,676 200,000 15,000 20,000,000
General retail electronic and domestic

appliances 4,576,667 2,000,000 20,000 25,000,000
General retail others 1,503,569 500,000 45,000 25,000,000
Restaurants 2,638,800 200,000 10,000 50,000,000
Mamalishe/Babalishe 560,179 185,000 10,000 5,000,000
Hotel and guest houses 10,400,000 7,500,000 600,000 30,000,000
Bars and pubs/grocery and refreshments 335,000 335,000 170,000 500,000
Hair salon/ barbershop 678,947 500,000 200,000 2,000,000
Garage and other repair shops 1,141,818 400,000 20,000 10,000,000
Stationeries/secretarial/communication servic 1,689,231 500,000 100,000 15,000,000
Music and video stores 600,000 600,000 600,000 600,000
Cereal milling shops 3,000,000 3,000,000 3,000,000 3,000,000
Tailoring and dyeing 974,500 400,000 100,000 12,000,000
Carpentry 1,166,667 400,000 50,000 9,000,000
Spare parts dealer 2,583,333 550,000 300,000 10,000,000
Hardware and building materials 5,135,714 2,000,000 600,000 30,000,000
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Butchery/ fish store 375,000 375,000 250,000 500,000
Timber shop 1,200,000 1,200,000 1,200,000 1,200,000
Pharmaceuticals 1,156,522 500,000 150,000 10,000,000
Dispensary/ hospitals 3,500,000 4,000,000 1,500,000 5,000,000
Sands and cement blocks dealers 20,700,000 20,700,000 1,400,000 40,000,000
Gardening and flowers 1,000,000 1,000,000 1,000,000 1,000,000
Car and other transport hire services 5,700,000 5,700,000 2,000,000 9,400,000
Manufacturing of metal products 633,333 600,000 300,000 1,000,000
Manufacturing of other products 250,000 125,000 50,000 700,000
Poultry 1,211,500 400,000 150,000 12,000,000
Piggery 466,667 400,000 200,000 800,000
Manufacture of food products and drinks 20,000,000 20,000,000 20,000,000 20,000,000
sales of motor vehicle 700,000 700,000 700,000 700,000
Sales of automotive fuel 1,500,000 1,500,000 1,500,000 1,500,000
Other retail sale in specialized stores 4,939,286 800,000 400,000 40,000,000
Other businesses 512,500 500,000 50,000 1,000,000
Clearing and forwarding 1,500,000 1,500,000 1,500,000 1,500,000
Money shops 5,500,000 5,500,000 1,000,000 10,000,000
Insurance services 3,000,000 3,000,000 3,000,000 3,000,000
Schools 283,333 150,000 100,000 600,000
Catering services and decorations 67,500 75,000 20,000 100,000
Music bands and cultural troupes 366,667 350,000 250,000 500,000
Taxi services 4,245,455 4,000,000 2,700,000 8,000,000

So far we have noted that the use of Commercial Banks and Microfinance brssituti
(MFIs) as a source of capital is rather limited. Furthermore, SACO& wa¢ mentioned

in Zanzibar as one of the sources of capital. Then the question is what are the main
reasons behind such a pattern? The answer to that question needs further analysis to
establish constraints of access to credit from financial institutions — thysiana

provided in Table 11 and Figures 12 & 13.

Starting with Table 11, we analyse credit from commerbaiks and microfinance
institutions in terms of those who have ever applied for credit. ptg, there are very
few who applied for credit from commercial banks and other fiaantstitutions; these
are 3.9 % and 4.2% of the respondents, respectively. The raj@obably lower than
expected, even though we know that many businesses in the inforctad sy on
informal sources of finance for their business capital. Furtbknsince not all who
applied for credit eventually get it, the actual utilization Htéhese sources of capital is
really minimal (only 1% of the businesses). As will be shown Bhame of the reasons
for low access to credit from financial institutions is lackaoteptable collateral. This
finding points to obvious capital constraints that limit the growth of the informedrsédic
is likely therefore that, formalization would ease accessotmdl sources of capital
finance and enhance growth of small businesses.
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Table 11: Application for Credit from Financial Instutions

Major Category of Business Applied credit from banks Applied credit from MFIs
General wholesale 3.9% 4.2
General retail food stuffs - 7.7%
General retail electronic and domestic

appliances 4.2% -
General retail others 37.5% 42.3%
Restaurants 4.2% -
Mamalishe/babalishe 4.2% 11.5%
Hotel and guest house 8.3%

Hair salon/ barbershop - 3.8%
Stationeries/secretarial/communication

services - 3.8%
Tailoring and dyeing 8.3% 11.5%
Carpentry 8.3%

Pharmaceuticals 4.2% 3.8%
Sands and cement blocks dealers 4.2% -
Poultry 8.3% 3.8%
Manufacture of food products and drinks - 3.8%
Taxi services 4.2% -
Number of respondents 24 26

But more interesting in the analysis of access to creditarinformal sector, is to bring
out the reasons why the proportion of informal businesses that apghetbt is so small
on one hand; and those who manage to get are just a few of theadialapplications
on the other hand. Accordingly, Figure 12 presents reasons why some @fwthos
applied for credit from commercial banks and MFIs failed to tgétlearly, a substantial
proportion of businesses fail to get credit from either commnidraizks or MFIs because
they do not have properties cum assets that qualify as call@gainst credit from
financial institutions. Also, there are businesses whose project géanrejected.
However, a significant number of the respondents did not specifyeésems why they
failed to get credit. There are no remarkable differenceselegtneasons for not getting
credit between commercial banks and MFIs.
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Figure 12: Reasons for failing to get credit apptidor

Did not havex
collateral
18%

Other reasons
64%

In fact more interesting even, is why many business firmbeninformal sector have
never applied for credit. This analysis is depicted in Figure 13enhis noted that many
of informal businesses have never applied for credit because thegtdwed it. The
reasons why they do not need credit were not captured in the sbmgyresumably the
nature and the scale of operations of those businesses could explaia rsgonse.
Other reasons for not applying for credit from commercial bankso#mer financial
institutions include low knowledge on the procedures of credit applicatidinGult
collateral requirements, high interest rates, etc.

Others

Collateral requirement too difficu
The interest is too hig

Not a member of microfinance cre
Did not know the procedur

Did not have any collater:

Figure 13: Reasons for not applying for credit
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In Figure 13 it is observed that collateral features twicthénanalysis, and if one puts
together the reasons which are in principle the same thing, isslaésd to collateral

against credit for business in the informal sector feature asfadhe major constraints in
accessing credit from financial institutions. This finding is cstesit with findings by

many other studies in the informal sector.

3.1.2 Future Plans for Expansion and Projected Capital Needs

The survey also sought to know future plans for expansion of informal bsessnasd the
sources of their projected capital needs. The results in Tablghow that the major
source of finance for the planned expansion is own sources (61%). Aboutex qtithe
respondents indicate that they will use commercial banks as solupital in the
planned business expansion. Nevertheless, SACOS and other MFIs do ta fea
favourably as sources of capital for the planned expansion. Furthebie T2 is the
analysis of the planned future sources of capital by the mapgarges of business. The
sources of finance vary by the major categories of businesslkesseme inclined to
financial institutions and others to informal sources.

Table 12: Sources of Finance for firms planningxpand their Business

Major Categories of

Business Sources of Credit for Business
Family = Commercial Saccos and Other microfinance Relatives Own  Others
friends Banks saccas institutions sources
All Informal
Businesses
6.3 24.3 1.4 3.1 2.7 61.2 1.0
General wholesale 50.0 50.0
General retail food
stuffs 22.2 3.7 3.7 3.7 63.0 3.7

General retail
electronic and

domestic appliances 25.0 6.3 68.8
General retail others g 1 21.0 1.6 2.4 3.2 63.7
Restaurants 20.0 20.0 60.0
Hotel and guest

houses 10.0 10.0 70.0 10.0
Bars and

pubs/grocery and

refreshments 50.0 50.0
Hair salon/

barbershop 6.7 6.7 6.7 80.0
Garage and other

repair shops 50.0 8.3 417

Stationeries/secretari
al/lcommunication

services 5.0 20.0 5.0 70.0
Music and video

stores 100.0
Cereal milling shops 100.0
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Tailoring and dyeing 4.8 42.9 9.5 42.9
Carpentry 105 36.8 47.4 5.3

Manufacturing of

metal products 50.0 50.0
Manufacturing of

other products 50.0 50.0
Poultry 5.0 30.0 5.0 60.0
Piggery 33.3 66.7
Manufacture of food

products and drinks 100.0
sales of motor

vehicles 100.0
Sales of automotive

fuel 100.0

Other retail sale in

specialized stores 20.0 10.0 10.0 60.0

3.2. Working Premises

Informal business activities operate in many forms of presnishich range from
temporary cum mobile shelters, simple huts, frames in a housmdyainclude several
other activities including household shelters, to well established mgsidihat may
include office space. The baseline survey set out to study the ohtiln@se premises in
two aspects. One was to relate premises and business profiles imformal sector —
specific premises for specific businesses particularlyngdisishing the ownership of the
premises from the family of the business owner. Second wasdesathe informality of
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properties whose ownership is linked to informal businesses to detettmineiability
as collateral against credit from the formal financial institutions.

The analysis begins with ownership of properties and the extent to which thegdiesus
collateral against credit in the informal sector (Table 13)

Table 13: Ownership of Properties and Usage as @i@ial for Business Credit

Percent of  Percent of Number of
businesses those with business
with properties respondents
Major Categories of Business properties  using them
as collateral
All Businesses in Zanzibar 75.82 28 608
General wholesale 100 4
General retail food stuffs 83.78 37
General retail electronic and domest
appliances 77.78 27
General retail others 75.81 213 186
Restaurants 30 25
Mamalishe/babalishe 63.33 10.53 30
Hotel and guest house 95 20
Bars and pubs/grocery 50 2
Hair salon/ barbershop 45 11.11 20
Garage and other repairs 69.57 23
Stationeries/secretarial/communicati
services 61.54 6.25 26
Music and video store 100 1
Cereal milling shops 100 1
Tailoring and dyeing 66.67 30
Carpentry 80 4.17 30
Spare parts dealer 100 6
Hardware and building materials 92.86 28
Butchery/ fish store 100 2
Timber shop 100 100
Pharmaceuticals 73.91 5.88 23
Dispensary/ hospitals 100 3
Sands and cement blocks dealers 100 50 2
Gardening and flowers 100 1
Car and other transport hire services 100 2
Manufacturing of metal products 66.67 3
Manufacturing of other products 75 4
POU'tI’y 95 20
Piggery 66.67 3
Manufacture of food products and
drinks 100 1
Sales of motor vehicles 0 1
Sales of automotive fuel 0 1
Other retail sale in specialized stores 92.86 14
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Other businesses 50 4
Clearing and forwarding 100 1
Money shops 66.67 3
Insurance services 100 1
Schools 33.33 3
Catering services and decorations 0 4
Music bands and cultural troupes 66.67 3
Taxi services 72.73 11

The second column of Table 13 shows that of all owners of businesses infarmal
sector, slightly over 76% that have properties — mainly houses. In coluseawe note
that of those business owners with properties, it is only 2.8% who ueea their
properties as collateral against credit. Really, the figures point to an aedotential
source of capital finance through appropriate linkages betweenrsivimef properties
and financing of business capital.

Properties in developing cities are usually heterogeneous in ghamgnsions. They

include those located in unplanned and un surveyed areas, surveyed bwnnetpl
planned and surveyed areas, and a number of other characteridtibavbalso been

identified in other studies. The baseline study looked on the three qai@gories of

properties to determine the extent to which they constitute @&btoraccessing business
credits in the formal sector.

First, we would want to understand the extent to which the propéniesqualify as

collateral against credit are currently being used for thapgser Table 14 shows
properties in planned and surveyed areas that are owned by inforsiaédsudealers.
The third column of the table indicates that about 28% of those pesgpart in survey
and planned areas. The proportion varies with the major categofridmisiness.

Combining the findings of Table 13 and Table 14, it is noted thet just a small

proportion of the formal properties that are owned by dealers imtihienal sector are

used effectively for credit application in financial institutiondv@usly, we need to
understand why the rest of the properties are not used as ebligamst credit in the
formal sector though they are qualified as far as formadizas concerned- this is the
analysis in Figure 14.

Table 14: Properties in Planned and Surveyed Areas

Major Categories of Properties in % of business Numbers of responses in
Business planned/surveyed areag category with such the business category
(Number) property

All Businesses 172 28.3% 608

General wholesale 3 75.0% 4

General retail food stuffs| 4 10.8% 37

General retail electronic an

domestic appliances 16 59.3% 27

General retail others 41 22.0% 186
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Restaurants 8 32.0% 25
Mamalishe/babalishe 7 23.3% 30
Hotel and guest house 17 85.0% 20
Bars and pubs/grocery 0 0.0% 2
Hair salon/ barbershop 5 25.0% 20
Garage and other repairs 4 17.4% 23
Stationeries/secretarial/con

munication services 4 15.4% 26

Car and other transport hire

services 2 100.0% 2
Manufacturing of metal

products 0 0.0% 3
Manufacturing of other

products 0 0.0% 4
Poultry 7 35.0% 20
Piggery 0 0.0% 3
Manufacture of food

products and drinks 1 100.0% 1
Sales of motor vehicles 0 0.0% 1
Sales of automotive fuel 0 0.0% 1

Of those with properties in planned and surveyed areas, about 50Kkaeerse — they
are afraid of loosing their properties, 24% do not need credit, 1i@Pthsd the properties
belong to their families, 3% said that it is cumbersome to precésan, and 11% didn’t
due to other unspecified reasons (Figure 14).

Report prepared by the Economic Research Buretheddniversity of Dar es Salaam and the NationaleBu of Statistics 34



Baseline Study of the Informal Sector in Zanzit@0722

Figure 14: Reason why people do not use their pndjgs as collateral(%)

Informal Businesses Operating in their Own Premises

One of the features of informality in business properties isthiey operate in premises
which they do not cost against the respective businesses becausepHrability of
ownership of properties between household/family and the business eAttiagesult,
some of the loss making informal businesses might be subsidizeahly properties
and continue with business as if they are not bankrupt. The baseline sakey
questions with regard to ownership and other characteristics of bsigginemises. The
objective was to bring out proportion of businesses that operate inotheipremises,
their separability from household versus business properties, andrseavhether such
properties are formally owned — i.e. in planned and surveyed areadintimgs are
presented in Tables 15 — 17 below.

Table 15 shows proportion of informal businesses operating in own psgenfises
observed from column two of the table that 51% of informal businessgannbar
operate in own premises. Further analysis in columns 2 — 5 showsftlait the
businesses that operate in own premises, about 60% of the owners livahendame
roof/premises with the business; 6% live in a separate housethetsame plot with the
business premises; 35% have their business premises built inrardifféot or location.
The patterns show that of all informal business that operate inposvnises, 35% can
easily qualify as collateral against bank credit if eventuadgistered and thus
formalized. The rest of the properties can also qualify, but bdiegiess for the
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respective households also, we will need to design a fall back pogiteoto potential
insecurity that is associated with failure to pay back a banditcrerhe rest of the
analysis in the table shows distribution of businesses operatiogrirpremises by the
major categories of business.

Table 15: Proportion of Informal Businesses Openagj in Own Premises

Whether the owner lives under the same
roof/premises with the business (%)

No, in a No, ina
Percentage of Yes separate different
Major Categories of businesses working in house in the  plot/location
Business their own premises same plot

General wholesale 50 100 0 0
General retail food s 89.19 78.79 3.03 18.18
General retail electricity 29.63 62.5 0 375
General retail others 54.3 72.28 3.96 23.76
Restaurants 40 20 40 40
Mamalishe/Babalishe 26.67 37.5 125 50
Hotel and guest house 90 0 0 100
Bars and pubs/grocery 0
Hair salon/ barbershop 30 50 0 50
Garage and other repairs 43.48 10 10 80

Dispensary/ hospitals 33.33 0 0 100
Sands and cement bloc 50 0 0 100
Gardening and flowers 100 0 100 0
Car and other transport 0

Manufacturing of metal 66.67 50 0 50
Manufacturing of others 100 50 0 50
Poultry 90 72.22 22.22 5.56
Piggery 66.67 100 0 0
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specialized stores

Other businesses
Clearing and forwarding
Money shops

Insurance services
Schools

Catering services an
Music bands and cultural
groups

Taxi services

75 100
100 0
33.33 100

0
66.67 50
0
0
50 0

0

100

50

100

Table 16 is further analysis of the properties owned by business@péerathe informal
sector. The analysis looks on all properties owned by the basipesators regardless of
whether the property is being used as business premises or nobbfeived that the
properties differ in terms of the extent of their informalityich also differs by the major
categories of business. The first three columns show variation anmality of the
properties that belong to informal business owners and currently occupied by Hema. T
constitute about 23% of the properties in unplanned and un-surveyed areas,e21% ar
surveyed but are located in unplanned areas, and 24% are surveyae amghlanned
areas. Analogously, those with houses which are not currently ocdupibeém are 2%,
3% and 4%, respectively. Distribution by the major business categoeedso indicated
in the table accordingly.

Table 16: Characteristics of Properties of Business Owners in the Infar®ector

Major Categories of

Owners with own house but occupied by

Owners with houses but not

BUSINess them currently occupied by them

Un un

surveyed surveyed | Surveyed| Surveyed
in Surveyed in in in and
unplanned| unplanned | Surveyed and| unplanned| unplanned| planned

area area planned area area area area
All Businesses owners
with properties 22.9 20.9 24.3 2.0 2.5 4.1
General wholesale - 25.0 75.0 25.0 = s
General retail food s 32.4 35.1 10.8 5.4 - 2.7
General retail electricity 7.4 18.5 44.4 = 3.7 7.4
General retail others 24.7 23.1 19.9 0.5 3.2 1.1
Restaurants 28.0 16.0 20.0 4.0 4.0 4.0
Mamalishe/Babalishe 16.7 20.0 16.7 - _ 3.3
Hotel and guest house 5.0 15.0 65.0 - 5.0 50.0
Bars and pubs/grocery 50.0 = - - - .
Hair salon/ barbershop 5.0 10.0 20.0 - 5.0 ,
Garage and other repairy  13.0 34.8 17.4 4.4 - 4.4
Stationeries/secretarial 7.7 30.8 15.4 = = =
Music and video store S - 100.0 - - 100.0
Cereal milling shops 100.0 - - - R .
Tailoring and dyeing 16.7 20.0 13.3 3.3 - -
Carpentry 43.3 23.3 13.3 3.3 - -
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Spare parts dealer - 33.3 50.0 - 16.7 -
Hardware and building 39.3 7.1 39.3 3.6 - -
Butchery/ fish store 100.0 = - - - -
Timber shop - 100.0 s - - .
Pharmaceuticals 13.0 17.4 34.8 - 4.4 8.7
Dispensary/ hospitals S - 100.0 - - -
Sands and cement block . = 100.0 - - -
Gardening and flowers 100.0 = = - - -
Car and other transport 5 - 100.0 = = s
Manufacturing of metal 33.3 33.3 - - - -
Manufacturing of others 50.0 25.0 - - = >
Poultry 50.0 15.0 30.0 10.0 - 10.0
Piggery 66.7 - - - - -
Manufacture of food

products and drikns - - 100.0 - - -
Sales of motor vehicle s = = - - -
Sales of automotive f S = - - - -
Other retail sale in

specialized stores 14.3 35.7 42.9 - - -
Other businesses 25.0 25.0 = - - -
Clearing and forwarding - - 100.0 - 100.0 -
Money shops - 33.3 33.3 = = =
Insurance services = = - - - 100.0
Schools s - 33.3 - - -
Catering services an S = - - - -
Music bands and cultura

groups 33.3 = s = - =
Taxi services 36.4 - 18.2 9.1 18.2 9.1

Lastly in the analysis of business premises cum propertientpayment by those who
do not operate in own properties — about 51% according to the earligsianal Table
15. Descriptive summary statistics for rent payment for buspressises in the informal
sector is provided in Table 17. On average, the rent payabledomatodation of one
informal business is Tshs 58,486. The median rent payable is 30,000 — imjbigtng
about half of all informal businesses pay less that Tshs 30,000 per ammémt for
business premises. The rest pay monthly rent above 30,000. The maamdumnimum

rent payable is also indicated by the major categories of business (Table 17).
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Table 17: Rental Costs for Businesses OperatindgrRiented Premises

Category of Major Business Mean Median  Minimum vaxn

All businesses in Zanzibar 58,486 30,000 200 3,000,000
General wholesale 92,500 92,500 35,000 150,000
General retail food stuffs 230,000 230,000 10,000 450,000
General retail electricity 35,583 30,000 2,000 100,000
General retail others 56,373 35,000 2,500 200,000
Restaurants 40,933 25,000 7,000 250,000
Mamalishe/Babalishe 28,278 20,000 6,000 100,000
Hotel and guest house 175,000 175,000 50,000 300,000
Bars and pubs/grocery 60,000 60,000 20,000 100,000
Hair salon/ barbershop 30,615 30,000 2,000 70,000
Garage and other repairs 40,500 37,500 5,000 100,000
Stationeries/Secretarial/Communicatior

services 29,059 20,000 10,000 70,000
Cereal milling shops . . . .
Tailoring and dyeing 18,722 15,000 5,000 50,000
Carpentry 33,375 22,500 12,000 100,000
Spare parts dealer 30,000 30,000 30,000 30,000
Hardware and building materials 77,356 43,750 200 300,000
Butchery!/ fish store 18,000 18,000 16,000 20,000
Pharmaceuticals 31,727 28,000 15,000 70,000
Dispensary/ hospitals 210,000 210,000 20,000 400,000
Sands and cement blocks dealers 45,000 45,000 45,000 45,000
Car and other transport hire services 130,000 130,000 100,000 160,000
Manufacturing of metal 40,000 40,000 40,000 40,000
Poultry 40,000 40,000 40,000 40,000
Piggery . . . .
Sales of motor vehicle 25,000 25,000 25,000 25,000
Sales of automotive f 30,000 30,000 30,000 30,000
Other retail sale in specialized stores 40,333 40,000 27,000 50,000
Other businesses : . . .
Money shops 1,540,000 1,540,000 80,000 3,000,000
Insurance services . . . .
Schools 60,000 60,000 60,000 60,000
Catering services and decorations . . . .
Music bands and cultural groups 13,333 15,000 5,000 20,000
Taxi services 18,600 6,000 6,000 69,000

3.3. Technology

The baseline survey of the informal sector also set out to bringgciuiologies used in
the informal sector businesses in Zanzibar. Since the type lofdiegy one uses is to
some extent related to his level of training or knowledge, the sustayed with

assessment of the level of education of the owner of the resplectiveess, followed by
his occupation. There after the survey assessed the current tecbsotogise in the
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informal sector, reasons for not using technologies such as comantelastly training

needs as identified by the informal firm owners.

Analysis of the level of education of owners of business bynthgr categories is
presented in Table 18. In general, many of the business ownéesimfdrmal sector are
ordinary level secondary school leavers (40.2%). Next to them are whus started but

never completed ordinary level secondary school levers (29.4%). reldtevely high

(compared to Dar es Salaam) level of secondary school leavefiasawho did not

complete ordinary level secondary school is attributable to educatimy polZanzibar
whereby Form | and Il are automatically tied to primary scingoliThe distribution of
the highest levels of education of the owners of the informal séots by the major

categories of business is also indicated in the table.

Table 18: Education of the Owners of Businesseghe Informal Sector
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g é a § o
All Businesse 4.3% 4.6% 11.1% |29.4%| 40.2%| 3.8% 4.1% 2.0% .5%
General wholesale 25.0%| 50.0%| 25.0%
General retail food stuffs 8.3% | 8.3% | 19.4% |22.2%]|38.9% 2.8%
General retail electronic and domestiq 7.4% | 7.4% 3.7% |22.2%|51.9% 7.4%
appliances
General retail others 3.2% | 4.3% 15.1% |28.1%|42.2%| 2.7% 2.7% 1.6%
Restaurants 4.0% | 8.0% 20.0% |28.0%| 32.0% 8.0%
Mamalishe/Babalishe 10.0% | 6.7% | 16.7% |36.7%|26.7% 3.3%
Hotel and guest house 10.5% 31.6%|42.1%| 5.3% 5.3% | 5.3%
Bars and pubs/grocery 100.0%
Hair salon/ barbershop 5.0% |40.0%|35.0%| 10.0% | 10.0%
Garage and other repairs 43% | 43% | 4.3% |39.1%]|26.1% 13.0% | 8.7%
Stationeries/Secretarial/Communi( 3.8% 26.9%| 50.0%| 15.4% | 3.8%
ion services
Music and video stores 100.09
Cereal milling shops 100.09
[Tailoring and dyeing 10.0% 20.0% |36.7%|26.7%| 6.7%
Carpentry 3.3% 10.0% |40.0%|43.3% 3.3%
Spare parts dealer 66.7%| 33.3%
Hardware and building materials | 7.1% | 7.1% | 7.1% |10.7%|60.7%| 3.6% 3.6%
Butchery/ fish store 50.0%| 50.0%
[Timber shop 100.09
Pharmaceuticals 8.7% | 4.3% 30.4%| 34.8%| 4.3% 8.7% 8.7%
Dispensary/ hospitals 33.3%| 33.3% 33.3%
Sands and cement blocks dealers 50.0%| 50.0%
Gardening and flowers 100.0%
Car and other transport hire services 50.0% 50.0%
Manufacturing of metal 100.09
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Manufacturing of other products 25.0% |25.0%| 25.0%| 25.0%

Poultry 5.0% 10.0% |20.0%| 45.0%| 5.0% 15.0%

Piggery 66.7% 33.3%

Manufacture of food products and dri 100.09

Sales of motor vehicle 100.0%

Sales of automotive fuel 100.0%

Other retail sale in specialized sto 7.1% 7.1% |35.7%|42.9%| 7.1%

Other businesses 75.0%| 25.0%

Clearing and forwarding 100.09

Money shops 33.3%| 33.3% 33.3%
Insurance services 100.09

Schools 33.3% 66.7%

Catering services and decorations 75.0%]| 25.0%

Music bands and cultural groups 33.3%| 33.3%| 33.3%

Taxi services 9.1% 72.7% 9.1% 9.1%

Analysis of occupations of owners of business in the informal secgrown in Figure
15. Majority of owners of businesses are directly involved in the lasif@3%). There
are no major differences between male and female owners figjire includes those
who reported that they are business persons or unemployment. corhisnation is
necessary because sometime the respondents may misclasaggltles as unemployed
while in fact they are employees of their businesses.

Figure 15: Occupations of Business Owners in thefdnmal Sector
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The next analysis is technology used by businesses operatinginfotimeal sector. The
survey identified three areas of common technology — use of compbtoks of
accounts and issuance of receipts. The survey assessed the udetetlsnclogies by
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the major categories of business and the implied training needdieasted by business
owners in the informal sector. It is apparent in Table 19 thatldhbusiness categories,
or 25% of all respondents, indicated that they use computers. In gdrezedbte, many
informal businesses do not use computer technologies — presumablgebet#ue scale
of operations and the fact that they do not keep records.

Surprisingly, all respondents indicated that they issue recejpiash their sales except
dealers in Garage and other repairs. To the contrary, only thresegsigiategories
indicated that they keep books of accounts. These categories are
Stationeries/Secretarial/ Communication services (100%), Gee&ndlfood stuffs (50%)

and General retail electronic and domestic appliances (17%ghoitld be noted that
issues of authenticity are critical in thses results.

Table 19: Business Technology Used by Informal Bussses

Major Categories of Business Percent of all Businesses
Major Categories of Business With Computers
Insurance services 100

Car and other transport hire services 50
Dispensary/ hospitals 33.33
Money shops 33.33
Schools 33.33
General wholesale 25

Hotel and guest house 25
Stationeries/Secretarial/Communication services 19.23
General retail electronic and domestic appliances 11.11
Restaurants 4
Hardware and building materials 3.57
General retail food stuffs 2.7
General retail others 1.62

The survey also wanted to establish reasons for not keeping booksoohis¢cthe
findings of which are presented in Figure 16. It is appafremt the figure that the
majority do not keep books of accounts because they find them not tsetiuéir
business operations. However, there is an indication that lack ofr gjaope&ledge bars
business operators from keeping books of accounts.
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Figure 16 : Reasons for not keeping records

The baseline survey also asked the respondent business ownersdte itttea training
needs that are currently pressing given the nature of operaifotigir businesses.
Surprisingly, only 28% of the respondents indicated that they need sodhefkraining.
The needs include business skills, business management, entreprekigsriassvell as
business administration and marketing skills. These needs convesg#aining in
business skills as the most pressing training needs.

Table 20: Training Needs of Informal Business Acities

Training needs as indicated by informal businesstfis Percent of all businesses
indicating needs for training
across the various skills

Mamalishe/Babalishe 23.33
Hotel and guest house 25
Bars and pubs/grocery 100
Hair salon/ barbershop 35
Garage and other repairs 34.78
Stationeries/Secretarial/Communication services 34.62
Music and video stores 100
Cereal milling shops 100
Tailoring and dyeing 43.33
Carpentry 56.67
Spare parts dealer 16.67
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Total 28.29

3.4. Markets Arrangements

Informality in business implies limitation to market arrangeis with formal business
activities. Often, informal businesses fail to enlarge thearkets to include formal
customers cum clients because they cannot enter into enforceabiacts, they do not
issue credible receipts, they do not have records, etc. As & mbsuimarket for the
informal dealers is said to be small — limiting transactiansnainly among informal
sector operators themselves.

As shown in Figure 17, the big share of the market of products frermtormal sector
comes from ordinary individuals (72%). These are simple transactiahsire effected
without much requirement from either side. The formal sector, itetica the figure as
the central government, local government authorities and private n@sphave limited
proportion of business deals with the informal sector.
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Figure 17: Informal Business Customer Segmentation
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Further analysis of the markets of informal products is present@ble 21 which

shows the size of market cum market problems by the majorocee®f business. In
general, the market for informal businesses is just moderateijable — not big. The
proportion with a big market for their products is only 38.7% and ldntte a few

businesses. At the same time, only about 5% reported to be corstrgiseall size of
the markets/clients. Clearly, the analysis of the market structure ahiafbusinesses in
Zanzibar has shown potential areas for expansion and new investmehes sactor.

Also, those businesses with market problems are indicated.

Table 21: Analysis of Markets of Informal Busine$¥oducts

Major Categories of Businesses
The marketis The marketis The market is

big small moderate

All informal businesses 38.7% 4.8% 56.0%
General wholesale 25.0% 75.0%
General retail food stuffs 32.4% 5.4% 62.2%
General retail electronic and 48.1% 48.1%
domestic appliances

General retail others 45.7% 3.2% 51.1%
Restaurants 32.0% 8.0% 60.0%
Mamalishe/Babalishe 31.0% 3.4% 65.5%
Hotel and guest house 20.0% 15.0% 65.0%
Bars and pubs/grocery 100.0%
Hair salon/ barbershop 15.0% 5.0% 80.0%
Garage and other repairs 39.1% 8.7% 52.2%
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Stationeries/Secretarial/Commur 42.3% 7.7% 50.0%

cation services

Music and video stores 100.0%
Tailoring and dyeing 40.0% 3.3% 56.7%

Carpentry 37.9% 62.1%

Spare parts dealer 16.7% 83.3%

Hardware and building materials 35.7% 3.6% 60.7%

Butchery/ fish store 50.0% 50.0%

Timber shop 100.0%
Pharmaceuticals 56.5% 8.7% 34.8%

Dispensary/ hospitals 33.3% 66.7%

Sands and cement blocks dealel 50.0% 50.0%

Gardening and flowers 100.0%
Car and other transport hire 50.0%

services

Manufacturing of metal 33.3% 66.7%

Manufacturing of other products 50.0% 50.0%

Poultry 20.0% 25.0% 55.0%

Piggery 66.7% 33.3%

Manufacture of food products an 100.0%
drinks

Sales of motor vehicle 100.0%
Sales of automotive fuel 100.0%
Other retail sale in specialized 21.4% 78.6%

stores

Other businesses 50.0% 50.0%

Clearing and forwarding 100.0%
Money shops 33.3% 33.3% 33.3%

Insurance services 100.0%
Schools 33.3% 66.7%

Catering services and decoratior 100.0%

Music bands and cultural groups 66.7% 33.3%

Taxi services 54.5% 36.4%

3.5. Linkage with Big Business Dealers and Support Services

Many informal businesses have business Linkages with big dealdre market. They
benefit in various forms from such business networks. The survey probedsawntre
existence of businesses networks with big dealers and the bemgdyed thereof. This
information is analysed in Table 22. The proportion of informal busisetts¢ have
arrangements with big dealers is still very low. As sucts, @nly 16 informal business
categories that have reported to have such arrangements.raigeanents and benefits
enjoyed vary with the major categories of businesses as indicated in the table.

Table 22: Arrangement/Linkage with Big Business &lers and the Benefits Enjoyed

Major Categories of Busine Supply to my business on [Supply to my  [Supply to my business on
credit business on cashommission basis

All Businesse 66.7% 28.9% 4.4%

General wholesale 100.0%

General retail food stuffs 100.0%
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General retail others 90.9% 9.1%

Restaurants 100.0%

Mamalishe/Babalishe 75.0% 25.0%

Garage and other repairs 100.0%
Stationeries/Secretarial/Comm 100.0%

ication services

Hardware and building materia 77.8% 11.1% 11.1%
Butchery/ fish store 100.0%

Timber shop 100.0%

Pharmaceuticals 100.0%

Sands and cement blocks deal 100.0%

Poultry 20.0% 80.0%

Manufacture of food products 100.0%

and drinks

Sales of automotive fuel 100.0%

Other retail sale in specialized 100.0%

stores

The survey went further and probed on whether those businesses thatrhagements
with big dealers can survive in business without the arrangemealde 23 gives
summary distribution on this issue. Many indicate that their @aisittoo small to stand
alone — which implies that they get supply on credit as observedrearliable 22. Also,
the indication that the arrangement gives relatively good pritesvss that the
arrangements are beneficial to both sides involved, and without the sigmuoet of the
businesses would not be able to compete and survive in business. Tokthestable
indicates variation of the responses by the major categories of business.

Table 23: Indications of Whether Informal Businesse&an Operate Without Preferential Arrangements
with Big Dealers

The arrangement gives My capital is too Others
Major Category of Business relatively good prices small to stand alone
All Businesses 15.5% 83.1% 1.4%
General wholesale 100.0%
General retail food stuffs 100.0%
General retail electronic and domestic 100.0%
appliances
General retail others 9.1% 90.9%
Restaurants 75.0% 25.0%
Mamalishe/Babalishe 100.0%
Stationeries/Secretarial/Communicatis 100.0%
services
Tailoring and dyeing 50.0% 50.0%
Carpentry 100.0%
Spare parts dealer 100.0%
Hardware and building materials 100.0%
Timber shop 100.0%
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Pharmaceuticals 50.0% 50.0%
Manufacturing of other products 100.0%
Poultry 100.0%
Manufacture of food products and 100.0%
drinks

Catering services and decorations 100.0%
Music bands and cultural groups 100.0%

3.6. Membership to Associations and Benefits

It is common for individuals or businesses to form or enter into g with given
objectives. These associations exist in various forms and bepafisnhbers. The results
of the survey indicate only a small proportion (5%) of all infarrhbusinesses have
membership to some identified associations (Table 24). A largeopahis is in
production/service organization and others that were not specifléek rest include
social associations and other organisations.

Table 24: Informal Sector Membership to Associat®n

Percent Percent of All Businesses and their membership to
with Associations
Major Category of Business Membershi
p to
Association SACCOS/SA  Production/ Social Others
s CCAS Service Association

Organization

All Businesses 5.0 1.0 1.3 0.7 2.0
General retail food stuffs 8.1 2.7 - 2.7 2.7
General retail electronic and

domestic appliances 3.7 - - - 3.7
General retail others 6.5 1.6 1.1 - 3.8
Restaurants - - - - -
Mamalishe/Babalishe - - - - -
Hotel and guest house 5.0 - 5.0 - -
Bars and pubs/grocery - - - - -
Hair salon/ barbershop 5.0 - - - 5.0
Stationeries/Secretarial/Communit

tion services 4.0 4.0 - - -
Music and video stores - - - - -
Tailoring and dyeing 6.7 - - 3.3 3.3
Carpentry 3.5 - - 3.5 =
Pharmaceuticals 4.4 4.4 - - -
Dispensary/ hospitals 33.3 - 33.3 - -
Poultry 10.0 - 10.0 - -
Money shops 33.3 - - - 33.3
Schools 33.3 - - 33.3 -
Taxi services 9.1 - 9.1 - -
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But more interesting in the analysis of membership to assmes, are the benefits that
are enjoyed from being a member. Accordingly, Figure 18 shmnsfits enjoyed from
membership to associations by informal businesses.

Figure 18: Benefits Enjoyed from Membership
Association in the Informal Sectc
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As one would anticipate, the main benefit is credit (35.5%), infoomatn business
(39%), and business connections (16%). Clearly, membership taaéissotargets
given form of benefits. Business owners in the informal sector @orjoin associations
anticipating to enjoy from such benefits which vary with theetgp association and the
nature of business operations.

4. Summary of Issues and Conclusions

The Zanzibar baseline study has indicated that the extent omalfty differs across
major categories of business and within the categories. Fuith®s shown that the
distribution of informal business activities in the two distridisves major differences
with regard to concentration and extent of informality but not on eyem/olvement.

The following is the summary outlines of the major issues.

4.1 Many business dealers in the informal sector do not registerkthginesses
and business names. The distinction between personal names/ataitlites
the respective businesses is not there in practice.

4.2 To alarge extent, informal businesses do not last long in the market; the entry-
exit period is very short. And, as such, many informal busin@ss&mnzibar
are new.

4.3 Informal businesses rely heavily on unpaid labour that includes the ©wher
the business. Because much of the unpaid labour is not directly agsiedt
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the respective business, it is obviously difficult to recognieg & business
entity is bankrupt.

4.4 The analysis has shown that the general rate of profits to turniso®&%. But
many of those businesses do not pay tax, rely on unpaid labour seance
some operate in their own premises for which they do not pay renhy Ma
informal businesses are thus subsidized in their operations.

4.5 The survey shows that the main source of finance for busindss informal
sector is own sources and commercial banks and MFIs are only used
sparingly. SACCOS were not use by anyone in the sample.

4.6 The proportion of informal businesses that apply for credit from comater
institutions is small. The proportion of those who get is even emallhose
who manage to get credit constitute even a rather small proportithos#
who apply for it. Thus, the Linkage between business finance in thenialfor
sector and commercial credit is small. However, a substgmtabrtion of
those who plan to expand indicated that they will turn to the comrhercia
banks and other MFIs for credit.

4.7 The survey identified owners of informal businesses who also have fesper
that can be linked to the respective business. Aab®gfo of informal
business owners have properties. Some of businesses operate iowtheir
premises, including sharing one roof with their respective households. The
characteristics of those properties differ significantly, butgemeral, the
proportion of properties that qualify as collateral against comaiecoedit
has not fully being utilized.

4.8 Use of computer technology and books of accounts is rather smddéin t
informal sector. However, this is not the case with issuanoecefpts — with
an exception of a few categories, all the respondents indicaaedhty do
issue receipts.

4.9 The market of products of informal businesses is largely therséself.
Trading with the formal sector is limited. Nevertheless sistem also relies
on arrangements cum connections with big dealers in the markegpsider
discounts and capital finance. Included in this arrangemengnsbership to
associations that also appears to assist informal businesses in seysral wa

The results of the survey point to the need for increased foatiahzof informal businesses.

This is likely to accelerate growth though of course the resuttingpetition will force a good
number of businesses to close down.
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The Way Forward

The way forward following from this report is to assess tha@rahent of the MKURABITA
objectives, given the status of the informal sector as discusgsbd report. To what extent
can the current informal sector be formalized? What arexpected results and in which
activities? What are the implied costs? Is there valuenforey? Isn’t there any potential
reversibility to informality once formalized? What will be timeentives to join the program
from the business operators’ point of few?

Really, further critical analysis on those issues is deemeziat to guide implementation of
the intended formalization program. This should carefully examineethdts of the baseline
study and assess the extent to which the envisaged formalizatiorbe implemented,
particularly the extent to which the informal sector will tesponsive to the envisaged
interventions in order to realize the anticipated benefits.

Report prepared by the Economic Research Buretheddniversity of Dar es Salaam and the NationaleBu of Statistics 51



Baseline Study of the Informal Sector in Zanzit@0722

| Appendix 1: Terms of Reference

Baseline Study of the Informal Sector

1.

11

1.2

Background Information

The Informal Sector in Tanzania has been studied in severabkiogs for
different specific purposes but often with an overarching objeafvénding
ways and means to improve its operations.

Amongst such previous studies is the Road Map Study of the infeentdr in
Tanzania (2000) whose objective was to identify the main regulatmstraints
and analyze their coping mechanisms, the costs of coping and the tmpdmad
on their formalization.

This study did among other things map out some groupings of actohe in t
informal sector.

The population census of 1988 and 2002 as well as the integrated Laboceir Fo
Survey of 2000/2001 provides information on the informal sector on household
basis.

The 1995 survey of the informal sector in Dar es Salaam whiclavi@sow up

of the National Survey of the informal Sector done in 1991 providesmaton

based on a household sample of 2,626 households out of a total of 325,447
households.

Segregation was also done on the basis of employment in specific industoal se
among other specific classifications.

The Property and Business Formalization Program is a governnitgitive
seeking to establish an integrated system of Property Rightsusiess rules as
a basis of transition of the urban, peri-urban and finally rurakarea a market
economy where all Tanzanian will have equal opportunities in usingabsets
to access capital through credit or otherwise.

In other words the Program aims at systematically redutia informal sector to
an acceptable national limit to which the informal sector canllbe/ed to co-
exist with the formal sector.

The Formalization Program is in its Reform design phase duringhvahbistomary
practices governing property and business ownership and operatiorbewill
improved and standardized on the one hand and the current laws anddnatitut
set up governing property and business will be reviewed so as to rexnogat
obstacles impacting negatively on the informal sector on the other hand.
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The two systems will be harmonized and merged to produce the envisafjed
national legal framework. This legal framework is expectedbé used to
empower entrepreneurs in the informal sector to graduate to the formal sector.

The Program is thus principally targeted at property and businessr®w the
informal sector or better still in the extra legal sector.

1.3 The Informal studies of 1991 and 1995 for Dar es Salaam contain ealuabl
information on the categories of actors in the informal sector aretadeother
useful data on their characteristics.

However as the current thrust is on legal ownership of property amebsist is
important to build information on that score as well.

In the 1995 Dar es Salaam survey the age of an informal sextbaity was also
studied which is a good indicator of formalization.

In the proposed baseline study it will be necessary to documerddtuesf that
contribute to growth of specific category of enterprise or other undertakings.

2. Objective

The objective is to carry out a survey in Dar es Salaam andhaarthat will
provide information on the informal sector as described below.

3. Scope of the Assignment

The Base line study of the Informal sector will be caroed in Dar es Salaam
and Zanzibar so as to obtain the following information:

3.1 Number of informal real estate assets and land owners. (Hoakses land in the
unplanned areas)

3.2 Number of informal business owners.

3.3  Location of the informal assets

3.4 Number of employees in an informal sector enterprise — (with gendeiapgcif
3.5 Needs assessment in order of importance

3.5.1 Capital

3.5.2 Working premises
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3.5.3 Know how (technology etc)

3.5.4 Markets

3.5.5 Inputs including support and production services

3.5.6 Legal protection

3.5.7 Membership to group associations or other collaborative networks.
3.5.8 Access to credit from informal sources

3.5.9 Access to credit from formal financial institutions

3.5.10 Annual turnover and profits if books of accounts are maintained.
3.5.11 Number of entrepreneurs entering the market annually.

3.5.12 Number of entrepreneurs exiting from the market and reasons

3.5.13 Any other information relevant to the upgrading of members adalality of
skills upgrading facilities and programs.

4. Methodology

The Consultant will undertake literature review to obtain relevafdrmation in
particular information available in the study of the informadteein Dar es Salaam
(1995) as well as the 1991 study of the informal sector of Tanzania.

Other relevant studies including the integrated Labour Force S@8@/2001, Road
map study of the Informal sector in Mainland Tanzania 2002, otheestodi land use
and real estate business, financing of the small and medium isdalktries as well as
policies on informal sector and small medium enterprises in b@hntainland and
Zanzibar.

The Consultant will use information obtained to develop an instrumentfoyirny out
the study on the chosen representative samples of Dar es Saldadenzibar where
informal property and business are prevalent. Data collected frerachiosen samples
will be analyzed to produce information on the basis of defined or agreed scopa#struct
5. Output

The Consultant will produce separate Reports for Dar es Sakaain Zanzibar
respectively.
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6. Delivery Schedule
6.1  An Inception Report — One and half weeks after order.
6.2 T Draft Report — 6 weeks after the approval of the Inception Report

6.3 Final — Report in 3 Hard copies and one electronic copy 3 weekseafégpt of
comments on the*IDraft.
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Appendix 2: Identified Major Categories of Business

General wholesale

General retail food stuffs

General retail electronic and domestic appliances
General retail others

Restaurants

Mamalishe/babalishe

Hotel and guest houses

Bars and pubs/grocery and refreshments
Hair salon/ barbershop

Garage and other repair shops
Stationeries/secretarial/communication services
Music and video stores

Cereal milling shops

Tailoring and dyeing

Carpentry

Wood carving

Spear parts dealer

Hardware and building materials
Butchery/ fish store

Electronic repair

Timber shop

Pharmaceuticals

Dispensary/ hospitals

Sands and cement blocks dealers
Entertainment services

Gardening and flowers

House brokers

Boutique

Footwear makers and repairs

Car and other transport hire services
Manufacturing of metal products
Manufacturing of other products
Poultry

Piggery

Other livestock

Mining and salt extraction activities
Manufacture of food products and drinks
Dealers in leather products

Sales of automotive fuel

Other retail sale in specialized stores
Other businesses

Clearing and forwarding

Money shops

Insurance services

Legal activities

Schools
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Catering services and decorations
Music bands and cultural troupes
Taxi services

Wholesale dealers in food stuff from upcountry

Appendix 3: Structure of Ownership of Informal Business Entities by the Major Categories of

Business
Percentage Distribution Total Number of
Major Categories of Business Family  Individual Joint Businesses inthe
Category
All informal businesses 9.23 82.87 7.91 607
General wholesale 50 50 0 4
General retail food stuffs 5.41 94.59 0 37
General retail electronic and domestic
Appliances 11.54 76.92 11.54 26
General retail others 4.3 84.95 10.75 186
Restaurants 16 76 8 25
Mamalishe/Babalishe 6.67 86.67 6.67 30
Hotel and guest house 35 50 15 20
Bars and pubs/grocery 50 50 0 2
Hair salon/ barbershop 5 90 5 20
Garage and other repairs 4.35 82.61 13.04 23
Stationeries/Secretarial/Communication
services 3.85 96.15 0 26
Music and video stores 0 100 0 1
Cereal milling shops 0 100 0 1
Tailoring and dyeing 0 96.67 3.33 30
Carpentry 10 80 10 30
Spare parts dealer 33.33 66.67 0 6
Hardware and building materials 3.57 89.29 7.14 28
Butchery/ fish store 0 0 100 2
Timber shop 0 100 0 1
Pharmaceuticals 4.35 86.96 8.7 23
Dispensary/ hospitals 0 66.67 33.33 3
Sands and cement blocks dealers 0 100 0 2
Gardening and flowers 0 100 0 1
Car and other transport hire services 0 100 0 2
Manufacturing of metal 0 100 0 3
Manufacturing of other products 25 75 0 4
Poultry 20 80 0 20
Piggery 100 0 0 3
Manufacture of food products and
drinks 100 0 0 1
Sales of motor vehicle 0 100 0 1
Sales of automotive fuel 100 0 0 1
Other retail sale in specialized stores  14.29 71.43 14.29 14
Other businesses 50 50 0 4
Clearing and forwarding 0 100 0 1
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Money shops 66.67 33.33 0 3
Insurance services 0 100 0 1
Schools 33.33 66.67 0 3
Catering services and decorations 0 100 0 4
Music bands and cultural groups 0 66.67 33.33 3
Taxi services 0 100 0 11

Report prepared by the Economic Research Buretheddniversity of Dar es Salaam and the NationaleBu of Statistics

58



