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ABSTRACT 

 Theories of economic growth emphasise the fact that industrialisation is the key to 

economic growth. A country has to shift from dependence on agriculture to dependence on 

manufacturing. Many emerging economies such as Malaysia, have achieved this through the 

growth of SMEs. In Zimbabwe, many SMEs have not shown signs of growth despite the 

priority they have received from the government. The country continues to rely on imported 

goods that can easily be produced internally. Studies in other countries found that the growth 

of SMEs was negatively affected by many factors among them lack of capital (Emine 2012, 

Wickremanghe 2011). A study by Monimal et al (2011) found that the growth of SMEs was 

hindered by lack of utility facilities such as electricity, frequent changes in prices of raw 

materials, high interest rates and transportation costs. The current study aimed at 

investigating factors affecting the growth of manufacturing SMEs and suggesting strategies 

that can be employed to make them grow. A descriptive survey design was used. A sample of 

80 SMEs was used in the study. The study established that the growth of SMEs in Zimbabwe 

was hindered by many factors which included lack of finance, high production costs, severe 

competition from imports, shortages of raw materials and inadequate space to carry out 

production. The study recommended that SMEs should come together and buy raw materials 

in groups in order to benefit from economies of bulk buying and. Banks and micro finance 

institutions were recommended to give long-term loans and apply other models of lending 

that reduced costs and default risk of SMEs. The study also recommended that manufacturing 

SMEs be protected from unfair competition from cheaper imported goods. Another 

recommendation was that SMEs should improve their efficiency in production so as to be 

price competitive and compensate for high production costs. 
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Background to the study 

The SMES sector has assumed centre stage world over because of the crucial roles it plays.  

According to the UNDP (2010) the sector has positive impact on economic growth, 

employment creation, and poverty alleviation. The SMES tend to belabour intensive as it uses 
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labour intensive methods of production. This can help to solve the problem of unemployment 

which is prevalent in many developing countries. The World Bank (2003) stated that the 

SMEs sector contribution to total employment creation varies from 57.27 per cent in high 

income countries to17.24 per cent in low income countries. SMEs employ more than half of 

the labour in the OECD area (OECD, 2009). Throughout the 19 major economies of Europe, 

the SME sector accounts for an estimated 19.5 million enterprises and provides employment 

to about 65 million people (The Financial Gazette 4February 2011). The importance of the 

SMEs sector in creating employment is also confirmed by the UNDP (2010) which gave the 

following contribution of formal employment in Sub-Saharan African countries (1990-1999) 

averages.   

COUNTRY CONTRIBUTION  TO EMPLOYMENT  BY   SMEs 

Ivory  Coast 18.70% 

Cameroon 20.27% 

Ghana 51.61% 

Kenya 33.31% 

Nigeria 16.72% 

Tanzania 32.10% 

Zambia 36.63% 

Zimbabwe 15.20% 

High  income countries   average       57.24% 

  

Source:  UNDP 2010  

In addition to employment creation, SMEs are recognised worldwide as engines for economic 

growth and development. The Reserve Bank Zimbabwe (RBZ) (2007) stated that in India 

SMEs play a pivotal role in the economy accounting for 40% share in industrial output and 

producing over 8000 different types of value added products.  In Malaysia, the SMEs sector 

accounts for 80% of all goods sold within the economy. SMEs  in Zimbabwe  contribute  

more  than  50%  of the GDP  and are  responsible  of  the livelihood  of  80%  of the 

population’ (RBZ 2007 :31).In Zimbabwe SMEs are involved manufacturing  and  retailing  

both  of  which  are  important in that they  increase  economic  growth .They  also export a 

variety of different goods. According to RBZ (2007) exports of Japanese SMEs products 

grew significantly from 2.6% in 1995 to 15.4% in 2000.In Zimbabwe SMEs exports garments 

and stone sculpture products among other goods. 
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The development of SMEs is another effective tool for poverty alleviation .This follows from 

their ability to create employment, economic, growth, generate income and create wealth. A 

study by Shigang Yan (2010) concluded that when the SMEs sector is large extremes in 

capital income and labour income avoided.  

The other importance of SMEs sector is that it contributes to entrepreneurship developments 

and innovativeness. Studies conducted by US department of Commerce, revealed that since 

World War 11, 50% of all innovations and 95% of radical innovations, have come from new 

and smaller firms (RBZ 2007). 

In Zimbabwe, the Gemini  Survey  was conducted in 1991 and identified  many  challenges  

faced  by SMEs  which included market  problems , finance problems , stock / raw material  

problems  and transport problems . The RBZ [2006] also identified a number of challenges 

which are confronted by Zimbabwe an SMEs. These included: 

 limited access to finance,  

 lack of capacity to conduct research  and development needed  to commercialize  

ideas and grow business, 

 Weak business structures  

 Poorly defined  legal  and  regulatory frame works 

 Poor marketing channels   

 Difficulties in  adapting to environmental  changes 

 Insufficient  management resources, finance, human resources  and technology 

 Absence of supportive institutional structures. 

Many SMEs in Zimbabwe have failed to grow into large manufacturing firms. This study will 

focus on manufacturing SMEs and will be conducted during a period of time Zimbabwe is 

recovering from a devastating economic downturn that lasted for almost a decade. In Africa, 

this phenomenon has been studied by researchers such as Daniels (1995).The focus of this 

study is to find out the causes the missing middle phenomenon in Zimbabwe. Most SMEs 

remain the same size despite being supported by the government, banks and micro-finance 

institutions. 

Statement of the problem 

SMEs in Zimbabwe receive a lot of support from the government and financial institutions 

Commercial banks have SMEs departments which give loans to SMEs .The government has a 

ministry responsible for SMEs. SEDCO was also set up to give financial and other services to 

SMEs. Despite all the support they get, most manufacturing SMEs fail to graduate into large 
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manufacturing firms. The focus of this study is to establish the constraints faced by 

manufacturing SMEs which hinder them from growing into large SMEs. 

 

Research Questions 

 Are there any financial challenges that hinder the growth and development of SMEs?  

 To what extent are SMEs affected with operational costs? 

 Do SMEs operate with sufficient factors of production? 

 Are SMEs efficient in their operations? 

Significance of the study 

The study aimed to establish the challenges that are faced by manufacturing SMEs that hinder 

them from graduating into large manufacturing firms. The growth of SMEs is of great 

importance to society as a whole because SMEs are considered to be the engines of growth. 

They also help to create employment thus helping to reduce poverty. The SMEs themselves 

in particular will benefit from the study. They will become aware of the factors that limit 

their growth which will help then come up with strategies that enable them to overcome the 

challenges. The study will also benefit policy makers to come up with appropriate policies 

that stimulate the growth of SMEs. The government needs to come up with appropriate SMEs 

models. Stakeholders who finance SMEs will also benefit from the study. Financial 

institutions regard SMEs as having high risk profiles. Their growth and development will 

reduce their credit risk profiles and make them attractive investments. Support groups such as 

SEDCO will also benefit from the study. Support groups are in existence to make SMEs grow 

and results from the study will be an eye opener to the challenges that are faced by SMEs. 

Strategies that can address these challenges can then be coined. 

Theoretical framework 

Many scholars have contributed to the theory of entrepreneurship. Schumpeter (1936) is 

believed to be the father of entrepreneurship (Simpeh, 2011). The various theories of 

entrepreneurship have their roots in areas such as economics, sociology, management and 

psychology. The theoretical framework for this paper will be grounded in economic 

entrepreneurship theories. Economic entrepreneurship theories originated from economics. 

These theories can be classified into classical and Neo-Classical theories 

The Classical theory had its roots in the virtues of the free market, specialisation and 

competition (Simpeh, 2011).The model is characterised by freedom of entry and exit of 

participation in production and distribution of goods and services. The implication is that 
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private individuals are free to start their own businesses. They are driven by the profit motive, 

that is, they aim to maximise profits. The model assumes that there are many producers who 

compete for the market share and each producer is too small to influence the price. The 

producers are price-takers. In a bid to maximise profits in this competitive environment, 

producers are forced to be innovative. This innovativeness helps them to come up with new 

opportunities. Charantimath (2006) stated that innovation, creativity or discovery are the key 

factors underlying the classical body of thought and research on entrepreneurship. Foss 

(2011) adds to it that the discovery of something new is the source of entrepreneurship. This 

is also in agreement with Simpeh (2011) who stated that entrepreneurship is viewed as the 

prime source of innovation and competitive advantage. Entrepreneurs will always seek for 

new opportunities that enable them to make profit. They are forced to be creative in order to 

come up with new innovations, products and markets in order to survive the competitive 

environment. 

 According to Simpeh (2011), the classical thought described the directing role of the 

entrepreneur in the context of production and distribution of goods in a competitive 

marketplace. The role of the entrepreneur is seen as that of combining land, labour and 

capital in the production of goods and services. This view concurs with the management 

school of entrepreneurship that suggested that an entrepreneur is person who organises and 

manages a business assuming the risk for the sake of profit (Charantimath (2006). The 

classical theory identified land, labour and capital as the four factors of production. These are 

the inputs into the production process that are combined by the entrepreneur.  

The Neo-Classical theory emerged from the classical model. In particular the model emerged 

from the criticism of the classical model. According to Simpeh (2006), the classical model 

indicated that economic phenomena could be relegated to instances of pure exchange 

participants, exchange occurrences and the impact of exchange on other market actors as the 

three constituents of the economic system.  As the actors who acted as the consumers 

acquired goods from the marketplace, the marginal utility which was gained from the last unit 

declined. This exchange coupled with diminishing marginal utility gave impetus to 

entrepreneurship. 

The economic theories of entrepreneurship are closely linked to the Resource-Based 

entrepreneurship theories. The entrepreneur requires land, labour and capital. The Resource -

Based theories also focus in the importance of resources to an entrepreneur. The model 

suggests that access to resources is an important predictor of new venture growth (Simpeh, 
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2011). For an entrepreneur to begin operations he must first acquire resources in the form of 

land, labour and capital. Simpeh (2011) emphasises the need to acquire financial, social and 

human resources. Access to financial capital increases the probability of starting a new 

business by the entrepreneur as investment requires financial capital. Entrepreneurs begin 

with resources which include social network contact (Foss, 2011).The view concurs with the 

social capital or social network theory which emphasises that social connections help 

entrepreneurs to transform the insights into profit. A born entrepreneur may be unable to 

translate his creativity into business if he lacks resources. Social connections will enable the 

inborn entrepreneur to have access to resources which are crucial for the entrepreneur to start 

any operations. For entrepreneurs to come up with any innovations they need resources to 

carry out research and development. 

Literature Review 

A number of studies have been carried out in different countries to determine the challenges 

faced by SMEs in their quest to grow. The Small Enterprises Development Agency (2013) 

carried out a study to establish the challenges of SMEs and concluded that electricity and 

water, access to finance and marketing and sales were among the major challenges of SMEs. 

Emine (2012) and Wickremanghe (2011) argue that lack of finance is one of the main 

challenges of SME development. Zaman and Islam (2011) and Kyan (2008) also confirm that 

lack of access to financing was a key impediment to growth in Bagladesh. They also argued 

that SMEs did not have the ability to make adequate investment in marketing and also lacked 

the necessary marketing skills. The unavailability of long-term finance isconsidered a major 

constraint that SMEs must deal with. Anastasov, Y. and Mateev, I.M., (2011) carried a study 

to explore the main determinants of growth in small and medium-sized enterprises in central 

and eastern Europe. The findings from the study suggested that high-growth firms relied 

more on external sources of capital to support their growth in sales as compared to low-

growth firms where the opposite was true. The conclusion that SME growth is constrained by 

lack of finance was disputed by Ferrando et al (2007). Their study focused on finding if the 

growth of SMEs in Europe was constrained by financing barriers and concluded that the 

growth of small and medium-sized enterprises was not impeded by financial barriers.  

Wignaraja (2012) carried a study focusing on Asia’s growth and SMEs. The study concluded 

that SMEs faced resource constraints in terms of finance, management capacity and 

technological capability. Zaman and Islam (2011) agreed that poor management hindered the 

growth of SMEs. A major finding from their study was that SMEs lack in managerial skills 
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and are not used to strategic planning. Ishengoma and Kappel (2008) agreed with the above 

findings. Their study in Uganda concluded that MSE growth potential was negatively 

affected by limited access to productive resources (finance and business services), high taxes 

and lack of market access.  These views were also shared by Kufuor (2008) who concluded 

that SMEs in Ghana faced constraints and challenges which included finance, lack of 

managerial competence, and lack of access to international markets and technology and 

equipment. Farroq and Akhtar (2011) agreed that poor management competences and 

deficiency in marketing strategies were growth constraints of SMEs. They went further to add 

lack of skilled manpower, low efforts on research and development and lack of innovative 

technology. Zaman (2011) agreed with the above findings and stated that lack of skilled 

technicians and workers was a perennial problem in Bangladesh.  

Monimal et al (2011) studied growth constraints to manufacture based SMEs in Bangladesh 

and concluded that lack of utility facilities such as electricity, gas and water and frequent 

changes in prices of raw materials, political unrest, high interest rates on borrowings and high 

transportation costs constrained the growth of the SMEs. High interest rates and emphasis on 

collateral by lending institutions also constrained SMEs (Wignaraja 2012, Manzur 2008).  

Nijland (2011) carried a study to establish the growth constraints of SMEs and concluded that 

financing, legal and corruption the constraints. Access to financing was found to be the 

biggest growth constraint. Baily (2008) supported the above argument as the researcher also 

concluded that a weak regulatory framework, limited SME access to finance and lack of 

support services were impediments the growth of SMEs. 

Farooq and Akhtar (2011) argued that low human resource capabilities and technological 

capabilities were some of the constraints faced by SMEs. Manzur (2008) expressed the 

opinion that lack of technically skilled workers was an impediment to the growth of SMEs. 

Manzur (2008) stated that a small domestic market size was a constraining factor to the 

growth of SMEs. This caused low demand for the products of SMEs. A study by the OECD 

in 2009 focused on the impact of the global crisis on SME and entrepreneurship financing. 

The study concluded that SMEs in most countries were being affected by a slump in demand. 

The firms were faced with two related stress factors namely increased payments delays of 

receivables and increased reported defaults, insolvencies and bankruptcies. SMEs were also 

confronted with worsening access to credit.  A study in Latin America  concluded that lack of 

to credit  was the most  important  obstacle to the development  of SMEs  business world- 

wide ,access to  finance  is the  critical  challenge facing SMEs. 
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Zaman (2011) argued that SMEs do not have the ability to maintain product quality. The 

products of SMEs cannot stand competition from imported products. Bowen (2009) identified 

competition from imports, large firms and among the SMEs themselves as other factors 

which affected the performance and hence their growth. Imported goods increase the 

elasticity of demand for locally produced goods. 

In Rwanda, the SMES Development Policy Document (2010) stated that lack of capital and 

ability to take advantage of economies of scale in terms of raw materials hindered the growth 

of SMEs. The document also identified problems of infrastructure and limited space as other 

impediments of the growth of SMEs. 

Mohmood (2008) argued that the unstable growth of SMEs is also caused by corporate 

governance structure in a firm. There is lack of awareness among firms regarding the 

significance of corporate governance. 

Methodology 

Research Design 

A descriptive survey was used in the study. This research design was suitable for the study as 

it allowed the collection of large amounts of data. The data collected were analysed using 

SPSS software packages. 

Population of the study 

The population of the study comprised Manufacturing SMEs in Masvingo. A sample of 100 

SMEs was selected for the study 

Research instruments 

The study employed questionnaires and interviews to collect data as these were cheaper and 

quicker. 

Results and discussion 

The objective of the study was to examine the factors that hindered the growth of 

manufacturing SMEs in Zimbabwe. A sample of 100 SMEs was used in the study. The study 

established that many factors hindered the growth of manufacturing SMEs in Zimbabwe. 

Lack of raw materials 

The study established that the growth of manufacturing SMEs was hindered by lack of raw 

materials. Manufacturing SMEs had challenges acquiring raw materials inputs in their 

production processes. Some raw materials such as candle wax were imported. However, 

because of lack of economies of scale of scale, the SMEs could not buy and transport the raw 

materials in bulk. They therefore paid high costs to acquire the raw materials if at all they 
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could afford but those that could not had their production negatively affected. The lack of raw 

materials resulted in low capacity utilisation by the SMEs. 

Lack of capital 

The study also found out that lack of capital was another major factor which caused 

manufacturing SMEs to remain small in Zimbabwe. SMEs in Zimbabwe had difficulties 

accessing finance from commercial banks although many of them indicated that they needed 

debt finance to invest in machinery and equipment. The economic downturn of Zimbabwe 

prevented firms from replacement investment. As a result many of the SMEs were using old 

machinery which frequently broke down. The SMEs needed to buy new machinery for use in 

production but unfortunately most of them lacked collateral needed to secure loans from 

banks. Banks were also giving short-term loans which were not suitable for the acquisition of 

capital equipment by SMEs. Those which had chance to get the debt finance were unable to 

get the full funding and had problems completing their projects. Another factor which 

resulted in lack of capital was the high interest rates charged by the banks. Lending rates by 

commercial banks were ranging from 8% to 30% per annum as from May 2011 to March 

2012 (Zimstarts, 2012). The inability to access capital by SMEs resulted in low production 

hence they failed to grow into large firms. 

Low domestic demand 

The study also brought to light the fact that low domestic demand hindered the growth of 

manufacturing SMEs in Zimbabwe. The economic decline of the Zimbabwean economy led 

to the collapse of the Zimbabwean industry. This left Zimbabweans relying on imported 

goods from China and other neighbouring countries such as South Africa. Imported clothes 

which were cheaper resulted in the decline in locally produced clothes. SMEs producing 

furniture and some building materials were also affected by the high competition from 

imports resulting in low demand for locally produced goods. The low domestic demand 

forced the manufacturing SMEs to scale down their production thereby affecting their 

growth. 

High production costs 

High production costs were also found to be one of the major factors that hinder the growth 

of manufacturing SMEs into large manufacturing firms. The high costs of emanated from 

high wages and rental charge and electricity charges. The high wages forced SMEs forced 

SMEs to cut down on labour. They ended up employing less labour than they needed thereby 

compromising on their level of production. On the other hand high rental charges forced the 
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SMEs to operate from unsuitable sites. Some were forced to crowd in small rooms as a 

strategy to cut on rental charges by sharing the burden which negatively affected their 

production. High electricity charges also contributed to low production. In some cases 

electricity was cut off because of non-payment. 

Lack of space 

The other factor which hindered the growth of manufacturing SMEs was lack of space to 

carry out production. It was established that 90% manufacturing SMEs lacked space to carry 

out their production activities. Land owners sub-divided space among many producers 

leaving them with insufficient space to display their goods. Local authorities were selling 

land at very high prices. 

 

Conclusions and recommendations 

 The study established that lack of raw materials was of the major challenges hindering 

the growth of manufacturing SMEs in Zimbabwe. Based on these findings the study 

recommends that SMEs should form small groups to enable them to acquire raw materials in 

bulk. This will enable them to enjoy economies of scale in the form of large discounts. They 

can also transport their raw materials in bulk which will lower the transport cost per unit. As 

a group the SMEs can stand a better chance of negotiating favourable terms with their 

suppliers. The study also found out that lack of capital also hindered the growth of SMEs in 

Zimbabwe. This was due to the fact that lacked collateral required when securing loans from 

banks. Banks were also not giving long term loans due to liquidity challenges. The study 

recommends that banks should give long-term loans to SMEs to enable them to invest in 

machinery and equipment. They should also come up with models of lending to SMEs which 

will help to reduce credit risk such as group lending. The other recommendation is that banks 

should fully fund SMEs when they apply for loans since partially funding them results in 

incomplete projects which results in high default rates. 

 The other major growth constraint of manufacturing SMEs was high competition 

from imported goods. The study recommends that manufacturing SMEs should improve their 

efficiency in production in order to cut down on production cost. They also need to promote 

their goods in order to motivate domestic consumers to buy the goods. The other 

recommendation in this regard is that infant SMEs be protected from unfair competition from 

the imported goods by the government. There is need for the government to impose trade 

barriers to protect local upcoming manufacturing SMEs. 
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It was also established in the study that high production costs were a big challenge to the 

growth of manufacturing SMEs in Zimbabwe. The study recommends that local authorities 

provide enough industrial sites to manufacturing SMEs to help them cut on rental charges. 

The current shortage of industrial site is a recipe for high rental charges. An increase in the 

supply of land for producer will have the effect of reducing rental charges. Availability of 

more land will enable SMEs to expand their production activities will enable them to grow. 

The study also recommends that SMEs consider using capital intensive methods of 

production to cut down on high labour costs. 

Statistical Results from the Study  

Tables 1-9 below show the statistics of respondents in order of how they perceived the impact 

of each of the given factors on operations of SMEs.  

Table 1: High Cost of production 

  Frequency Percent Valid  

Percent 

Cumulative 

Percent 

Valid Strongly 

disagree 

 2.6 2.6 2.6 

disagree 9 11.8 11.8 14.5 

agree 23 30.3 30.3 44.7 

Strongly agree 42 55.3 55.3 100.0 

Total 76 100.0 100.0  

 

Table 2:Raw materials 

  Frequency Percent Valid  

Percent 

Cumulative Percent 

Valid Strongly 

disagree 

4 5.3 5.3 5.3 

disagree 11 14.5 14.5 19.7 

Agree 23 30.3 30.3 50.0 

Strongly agree 37 48.7 48.7 98.7 

 1 1.3 1.3 100.0 

Total 76 100.0 100.0  
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Table 3:Accessibility of loans 

  Frequenc

y 

Percent Valid 

Percent 

Cumulative 

Percent 

Valid Disagree 2 2.6 2.6 2.6 

Agree 18 23.7 23.7 26.3 

Strongly 

agree 

56 73.7 73.7 100.0 

Total 76 100.0 100.0  

 

Table 4:Low demand Locally 

  Frequenc

y 

Percent Valid  

Percent 

Cumulative 

Percent 

Valid strongly 

disagree 

2 2.6 2.6 2.6 

Disagree 7 9.2 9.2 11.8 

Agree 18 23.7 23.7 35.5 

Strongly agree 49 64.5 64.5 100.0 

Total 76 100.0 100.0  

 

Table 5: High wages 

  Frequency Percent Valid  

Percent 

Cumulative Percent 

Valid Strongly disagree 1 1.3 1.3 1.3 

Disagree 8 10.5 10.5 11.8 

Agree 24 31.6 31.6 43.4 

Strongly agree 43 56.6 56.6 100.0 

Total 76 100.0 100.0  

 

Table 6: High interest rate 

  Frequency Percent Valid  

Percent 

Cumulative Percent 

Valid disagree 9 11.8 11.8 11.8 

Agree 17 22.4 22.4 34.2 

Strongly 

agree 

50 65.8 65.8 100.0 

Total 76 100.0 100.0  



JOURNAL OF INTERNATIONAL ACADEMIC RESEARCH FOR MULTIDISCIPLINARY 
Impact Factor 1.393, ISSN: 2320-5083, Volume 1, Issue 10, November 2013 

 

467 
www.jiarm.com 

Table 7:Lack of capital 

  Frequency Percent Valid  

Percent 

Cumulative 

Percent 

Valid Strongly 

disagree 

1 1.3 1.3 1.3 

Disagree 5 6.6 6.6 7.9 

Agree 16 21.1 21.1 28.9 

Strongly 

agree 

54 71.1 71.1 100.0 

Total 76 100.0 100.0  

 

Table 8:Lack of space 

  Frequency Percent Valid  

Percent 

Cumulative 

Percent 

Valid Strongly 

disagree 

1 1.3 1.3 1.3 

Disagree 6 7.9 7.9 9.2 

Agree 27 35.5 35.5 44.7 

Strongly agree 42 55.3 55.3 100.0 

Total 76 100.0 100.0  

 

Table 9: Capacity utilisation 

  Frequency Per cent Valid  

Percent 

Cumulative 

Percent 

Valid Strongly 

disagree 

5 6.6 6.6 6.6 

Disagree 33 43.4 43.4 50.0 

Agree 33 43.4 43.4 93.4 

Strongly agree 5 6.6 6.6 100.0 

Total 76 100.0 100.0  
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