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Economic development initiatives in Tanzania recognise the importance of enterprises in the 
country’s economy. Similarly, rural entrepreneurship has the potential to stimulate the rural 
economy. The promotion of rural entrepreneurship can help to fulfil that potential, with creation 
of value for customers as one of the promotion initiatives. Institutions govern the value creation 
activities of enterprises. By focusing on the wood furniture industry, this research article analyses 
the influence of institutions on the value creation activities of rural Micro and Small Enterprises 
(MSEs) in Tanzania. The institution theory and the value chain model are its theoretical bases. The 
Mvomero district is the study area. Interviews and discussions are the data collection methods 
used in this qualitative study and 14 cases are analysed. The study finds that four institutional 
concerns influence the value creation activities of enterprises and these are: regulations compli-
ance; regulations enforcement; regulations knowledge; and regulatory costs. However, the study 
excludes informal institutions. Its findings may be beneficial to stakeholders such as policymak-
ers, development stakeholders, researchers – as well as rural MSEs. 
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	 1. Introduction and the research problem

In this section we provide an introduction to the research topic, the research ques-
tion, and research objectives. 

Economic development initiatives in Tanzania recognise the importance of the pri-
vate sector in which micro, small and medium enterprises (MSMEs) play the dominant 
role (Isaga, 2015). The performance of such enterprises in the country’s economy is be-
low expectations. The existence of informal enterprises is one of the reasons for this 
outcome (UNIDO, 2013). Informal business entities are legitimate but have a limited im-
pact on the economy. Naude (2011) states that the presence of informal enterprises in 
the economy is an indicator of insufficient institutional support for business enterprises. 
Currently, the Tanzanian government is putting more effort into promoting economic 
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growth through the establishment of a conducive business environment for various eco-
nomic actors – including micro and small enterprises (MSEs). The promotion of the con-
tribution of entrepreneurship to the economy requires a thorough understanding of the 
influence of the institutional environment on the activities of MSEs.

According to the World Bank (2010), Tanzania has more than 40 million inhabitants 
of which 70% or more live in rural areas. The rural population of Tanzania is prone to 
poverty. Rural entrepreneurship has the potential to stimulate the rural economy through 
the exploitation of natural resources. In the bid to meet that potential the promotion of 
entrepreneurship in rural areas is an important activity.

The World Bank Group (2011) states that Tanzania has 35 million hectares of forests 
(of which 99.8% are government-owned). Forest resources contribute about 2% to 3% 
to the national income. Furniture manufacturing and construction industries use forest 
resources for the supply of timber and poles. Forests provide fuelwood as a source of 
energy and about 95% of fuel energy comes from forest resources (Wizara ya Maliasili 
na Utalii, 2016). Tanzanian forests are decreasing by approximately 1% a year because of 
activities such as agriculture, mining, urbanisation, animal grazing, and unplanned log-
ging (Wizara ya Maliasili na Utalii, ibid).

A discrepancy exists between production and consumption of forest resources in 
Tanzania; for example, in 2013, 84 million cubic meters of tree timber were produced 
while 103.5 million cubic meters were consumed (Wizara ya Maliasili na Utalii, ibid). 
This raises the attention of various stakeholders regarding the sustainability of such 
natural resources. Therefore, the sustainable utilisation of resources requires supportive 
institutions – but such sustainability is in question when ‘right’ and ‘functioning’ institu-
tions are not in place.

Forest resources do not at present provide a sufficient contribution to the Tanzanian 
economy. A mismatch exists between the abundance of forest resources and the socio-
economic gains from such resources. The country imports more timber and timber-re-
lated products than it exports. Dinh & Monga (2013) indicate a trade deficit of $63m 
in wood-related furniture for the year 2009. Wood furniture imports may suggest that 
MSEs are needed to create value for their customers. Value creation and subsequent value 
capture relates to an uplift in the competitive advantages of business enterprises. Institu-
tions govern the value creation activities of economic actors, and act as enablers or bar-
riers to entrepreneurial activities. Initiatives in entrepreneurship development in rural 
areas require a thorough understanding of the institutions influencing the value creation 
activities of MSEs.

By focusing on the rural furniture manufacturing industry, this research paper anal-
yses the influence of institutions on the value creation activities of MSEs in rural Tanza-
nia. More specifically, it analyses the influence of institutions on the value creation activi-
ties of rural MSEs in the acquisition of input, in the processing of input into output, and, 
in making output available to the market. The article has five sections. The following 
sections are composed of: a literature review, methodology, findings, and a discussion 
of findings which outlines the study conclusions, implications, limitations and areas for 
further studies.
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	 2. Literature

This section provides the theories and empirical research that forms the basis of 
this study. Arguments in this study are built from institution theory and the value-chain 
model. The section describes the study concepts and research model.

	 2.1. Institution theory

Institutions administer the interactions of economic actors – including business 
enterprises. According to institution theory, the performance of a business enterprise is 
influenced by institutional boundaries that may be formal or informal. Formal institu-
tions are more amendable than informal institutions (North, 1992). Institutions provide 
opportunities to, but can also hinder business enterprises.

Institutional concerns may be examined through various lenses; one way to analyse 
institutions is by focusing on the governing actors of the institutions. In this regard, such 
institutions can be economic institutions, political institutions, or legal institutions. 
Economic institutions are related to the actors who are linked to the supply of financial 
resources, quality and quantity of human resources, and technological resources. Politi-
cal institutions are linked to the actors who are associated with the availability of basic 
amenities and economic systems. Legal institutions include actors who are involved with 
decisions that relate to the legislation and regulations of a particular government (Sobel, 
2008).

Another way of analysing institutions is by focusing on the forms of institutions to 
reveal their cognitive, normative, and regulatory aspects. Sine and David (2010) examine 
the institutional limits on business enterprises by focusing on cognitive, normative, and 
regulatory institutions. They show that the outcomes of entrepreneurial activities, such 
as the establishment of new business enterprises and the launch of new products are 
influenced by institutions. The existence, adequacy, and functioning of institutions play 
a vital role in the value creation activities of business enterprises. This study analyses the 
influence of regulatory institutions on value creation activities of MSEs in rural areas of a 
developing country.

Business enterprises in rural areas of developing economies are prone to a deficien-
cy of favourable economic, political, and legal institutions (Vaillant & Lafuente, 2007). 
The promotion of rural entrepreneurship is linked to the existence of entrepreneurship-
nurturing institutions in rural areas. Naude (2011) claims that the desired performance 
of MSEs for the economy may be realised without the nurturing institutions in place, but 
the sustainability of such an outcome is linked to the existence of the ‘right' institutions. 
Therefore, institutions are important to rural MSEs in the creation of customer value; 
and, the sustainability of their value creation activities.

	 2.2. The value chain model

According to the value-chain model by Porter (1985), economic resources are em-
ployed in a chain of business activities. Value-adding activities consume the resources 
of business entities. The core activities of businesses are related to the acquisition of 
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input, the processing of input, and making output available to the market. Porter stipu-
lates these activities as ‘inbound logistics, operations, outbound logistics, marketing and sales and 
services’. As per Lambert & Cooper (2000), the supply-chain actors comprise of suppliers, 
manufacturers, and customers who are engaged in the exchange of products, as well as 
information. The core activities of manufacturers include research and development, purchas-
ing, production, finance, logistics, marketing, and sales. Such value-adding activities are sup-
ported by activities such as ‘procurement, technology development, human resource management 
and firm infrastructure’ (Porter, 1985). Therefore, various activities in a value chain and sup-
ply chain affect the value creation activities of businesses.

 
	 2.3. Empirical review

MSEs play an important role in the stimulation of socio-economic outcomes in 
economies. The desired outcomes are not produced by MSEs alone because MSE ‘set-
tings’ play a vital role (Naude, 2011); institutions may differ according to the context. 
The desired performance of MSEs requires the alignment of entrepreneurship-fostering 
institutions with the settings and industries in which the MSEs operate (Dorado & Ven-
tresca, 2013).

At the institutional level, studies show that the activities of MSEs are influenced by 
legislation, regulations, policies, government strategies (Patel & Chavda, 2013: Talebi et  
al., 2012: Chawla et al., 2010), corruption (Naqvi, 2011), and the existence of basic ameni-
ties such as energy, transport, telecommunication services, and information technologies 
(Patel & Chavda, 2013: Lee & Phan, 2008: Vaillant & Lafuente, 2007). 

Authors acknowledge that the value creation activities of enterprises are not only in-
fluenced by institutions, but also firm-specific factors, including the quality and quantity 
of human resources, technological resources, financial resources, business locations, 
and social capital affects such activities Cant & Wiid (2013), Chawla et al. (2010), Calvo 
& Garcia (2010) and Keizer et al. (2002). MSE activities are also influenced by industry-
related factors. These activities are associated with competitors, suppliers, and custom-
ers (Talebi et al., 2012: Keizer et al., 2002).  

While the authors acknowledge that firm-level influences and industry-level influ-
ences are related to the value creation activities of MSEs, they also point out that favour-
able forces at MSE-level and industry-level are insufficient if institutions are not in sup-
port of such forces. This study is limited to the institution-level influences on the value 
creation activities of rural MSEs.

Value creation encompasses more than the involvement of businesses in the series 
of value-adding activities. It requires enterprises to create governing institutions between 
themselves and other actors in their value systems (Normann & Ramirez, 1993). Among 
others, this can be achieved through strategies and business logics. As a result, value 
creation activities may be influenced by institutions or such activities may affect institu-
tions. However, this research focuses on the influence of institutions on value creation 
activities in rural enterprises.
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Rayner (2006) discusses the interrelationships between the various constraints in 
the business environment that occur at various levels. The challenge is how to find the 
right restraints that influence business entities. In this regard, we claim that the institu-
tional perspective on the value creation activities of rural MSEs is deemed proper if rural 
enterprises are not problematic in themselves.

Research on MSE practices through institutional lenses in one industry may place 
MSEs in other industries in unfavourable situations (Rayner, 2006). To be more specific, 
this study's outcomes may require institutional improvements to improve the activities 
of timber-related industries. An improvement of timber-related institutions may be un-
favourable to other forest-related industries such as beekeeping. This dilemma is related 
to the unbalanced approach of using institutions to address the differing concerns of 
MSEs. The sustainable use of forest resources requires a holistic approach to resource 
governance. Hence, a broad analysis of institutional concerns on rural MSE activities in 
the timber-related industry is one of the foundations for the design of a balanced ap-
proach to resource management between sectors and sub-sectors.

Kaplinsky & Morris (2001) show that institutions govern the inter-relationships 
between business enterprises in a specific supply chain. The supply-chain in wood fur-
niture manufacturing consists of forestry, sawmills, furniture manufacturers, buyers, 
consumers, and recyclers. As one of the tiers of such a supply chain, furniture manu-
facturing involves design, production, marketing, logistics and consumption activities. 
Specifically, the value-adding activities in the furniture manufacturing are purchasing, 
transport, design, production, marketing, distribution, and retailing. 

Abonyi (2006) indicates that wood furniture manufacturing MSEs in developing 
economies exhibit underperformance in the compliance of the required standards. The 
‘standards' requirement on the quality of wood furniture such as design standards are 
still being developed by the Tanzanian Bureau of Standards. For this reason, the authors 
do not include the ‘design' aspect of the value creation activities in this study, but focus 
on  analysing the influence of institutions on the value creation activities of rural MSEs 
(which consist of input purchasing, input-transporting, production, output distribution 
and output-transport). This study investigates value creation activities and regulatory in-
stitutions as indicated in Figure 1.
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Figure 1: Research model. Source: Msamula and Tutuba, based on the literature 2017.

	 2.4. The concepts of MSE, rural MSE and rural area

The definition of MSEs varies across countries and industries, but according to 
Tanzanian SME Development policy, MSE refers to the micro and small enterprise. Em-
ployee numbers and initial business capital are among the classification indicators of 
MSEs. The policy indicates that business enterprises with 1-4 employees, or an initial 
capital of less than 5 million Tanzanian shillings, are to be termed micro business en-
terprises. Similarly, the policy considers business enterprises with 5-49 employees, or 
an initial capital of 5 to 200 million Tanzanian shillings, as small business enterprises 
(URT, 2003). Therefore, rural MSEs refer to rural micro and small business enterprises 
exploiting rural resources through entrepreneurial activities (Lee & Phan, 2008). Rural 
areas are defined as geographical locations that have less than 150 inhabitants per km2 
(OECD, 1996). Other concepts that relate to rural MSEs such as the age, size, formalisa-
tion, management and commitment are described next. The authors describe the age of 
rural MSE as the operating period since foundation, while its size refers to the size of 
the workforce engaged in furniture manufacturing activities and includes full-time and 
part-time furniture manufacturers. The formalisation of MSE refers to the registration of 
the MSE in the regulatory bodies such as local government and tax authorities. Regarding 
the management of the businesses, they can be owner-managed or manager managed. 
The commitment refers to a number of months an enterprise is engaged in furniture 
businesses.



afrika focus — 2018-06 [ 193 ]

Influence of institutions on value creation activities of micro and small enterprises in rural Tanzania

	 2.5. Forest categories

Forests are described differently. The types of forest ownership and the nature of 
forests set two categories of forests. According to the type of forest ownership, the Tan-
zania Forest Act (2002) stipulates 4 groups of forests. These are, national forest reserves, 
community forest reserves, village forest reserves and private forests. This study clas-
sifies types of forest ownership as publicly-owned forests and privately-owned forests. 
The publicly-owned forests include forests which are owned by the government, local 
community and villages while the privately-owned forests refer to the forests which are 
owned by individual households or private organisations. We argue that the institutional 
requirements for publicly-owned forests differ from the institutional requirements for 
privately-owned forests. Therefore, the institutional influence on the value creation activi-
ties is expected to differ between rural enterprises that use timber from privately-owned 
forests and publicly-owned forests. 

With respect to the nature of forests, there are two groups, natural forests and forest 
plantations. Natural forests refers to ‘forests with natural species and ecological processes and for 
which there has been continuity of ecological processes over a very long period. The time of continuity 
is more than 200 years, but this may not be relevant for all types of forests' (Food and Agriculture 
Organization of the United Nations, 2004). A plantation is ‘a forest of not less than five hectares 
which has been planted and is developed and managed by human agency’ (Tanzania Forest Act, 
2002).  We argue that the institutional requirements for the use of natural forests differ 
from the institutional needs that relate to exploitation of forest plantations. Therefore, the 
institutional influence on the value creation activities is expected to be different between 
rural MSEs that use timber from the natural forests and MSEs that use plantations.

	 3. Research methodology

The methodological aspects of the research are presented in this section of the pa-
per, covering the study area, units of inquiry, research design, sampling technique, data 
collection methods, and data analysis technique.

	 3.1. The research design

The Mvomero district is the study area. This study area has a population density of 
35.5 people per square kilometer (Ministry of Agriculture Food Security and Coopera-
tives, 2014). The area has an abundance of forests that offer various opportunities for 
rural enterprises that use forest resources, including rural MSEs that exploit forests for 
making furniture. In the study location, natural forests and forest plantations are avail-
able as sources of timber. Such forests are either publicly or privately owned.

This qualitative study employs a descriptive case study design, with the nature of the 
forests and types of forest ownership forming the foundation for categorising cases. This 
foundation provides the conditions for the inclusion of cases in this research. Such con-
ditions set the basis for different findings between study cases (Yin, 2009). The study area 
has 54 MSEs. Each MSE is considered as an individual case study. By using a purposeful 
sampling technique, a total of 14 individual cases are engaged in this holistic multiple-
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case research design.  Figure 2 indicates 14 cases that are classified into four categories 
based on the nature of the forest and type of forest ownership. Rural MSEs that are not 
near ‘natural forests and forest plantations’ nor ‘publicly-owned forests and privately-
owned forests’ are also included. The involvement of these rural MSEs is expected to 
provide an enriched perspective on the influence of institutions in the value creation ac-
tivities of rural MSEs.

Figure 2: Categories of study cases based on the nature and types of forests. Source: research data 2017.

As shown in figure 2, there are 5 categories of forests. The first category has 6 cases. 
Businesses that are in this category are located near publicly-owned natural forests. The 
second category has 4 cases. Enterprises that are in this category are located near pub-
licly-owned forest plantations. The third category consists of 1 case; it is an enterprise 
that is located in an area with privately-owned natural forests. The fourth category has 1 
case; it is the business situated in a location near privately-owned forest plantations. The 
fifth category has 2 cases; these MSEs are in locations where there are no publicly-owned 
forests or privately-owned forests, and there is no access to natural forests or forest plan-
tations.

	 3.2. Data collection and analysis

Primary and secondary data are used in this study. Primary data is collected through 
interviews and discussions. The data collection methods consist of 8 interviews and 6 
discussions. Secondary data is gathered through a documentary review. The guidelines 
for harvesting forest resources were developed by TFS (2016) and this is the leading docu-
ment used in the study.  After transcribing the collected data, NVivo software is used for 
coding. An analysis of each group of cases is conducted. Furthermore, researchers em-
ploy the interpretative analysis technique to analyse the influence of institutions on the 
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value creation activities of rural MSEs. After explaining the methodology of the study, the 
next section of the paper presents the research findings.

	 4. Findings

This section presents descriptions of rural MSEs in light of aspects such as age, 
size, formalisation status, management, commitment, products and markets. Findings 
regarding the influence of institutions on value creation activities are then presented.

	 4.1. Description of rural MSEs

Rural MSEs are described by their characteristics such as age, size and formalisa-
tion. The description also includes ‘form of ownership’ and ‘level of commitment’ of 
rural MSEs. Regarding the age of rural MSEs, the study shows 7 rural MSEs are less than 
9 years old, and 7 rural MSEs are between 10 and 21 years. Therefore, this study includes 
rural MSEs with a wide range of ages. 10 rural MSEs include between 2 and 4 furniture 
manufacturers. 4 rural MSEs have at least 5 furniture manufacturers. Therefore, this 
study includes 10 micro businesses and 4 small businesses. In terms of the formalisation 
of the enterprises, the findings indicate that 3 MSEs are registered with the regulatory 
authorities – including the local government authority (district office) and tax revenue 
authority (Tanzania Revenue Authority). 11 businesses are not registered with regulatory 
authorities. Therefore, this study includes more informal rural MSEs than formal ones. 
Findings indicate that 8 enterprises are managed by the owners while 6 are not managed 
by the owners. The study indicates that 7 rural MSEs are committed full-time to wood 
furniture manufacturing; while 7 rural MSEs are not committed full-time. Therefore, this 
study involves rural MSEs that are engaged in furniture-manufacturing throughout the 
year, and MSEs that are seasonally engaged for an average period of three months. Ap-
pendix 1 indicates the summarised descriptions of the rural MSEs. The next part of find-
ings outlines product and markets of the enterprises.

Rural businesses manufacture furniture for bedrooms, kitchens, living rooms, 
dining rooms, and offices (specifically: beds, doors, door panels, tables, chairs, stools, 
wardrobes and cupboards). The enterprises serve organisations and individual custom-
ers. Organisational customers include schools and hotels; and such buyers are located in 
both rural and urban areas. MSEs usually serve rural rather than urban markets. The rural 
market is mostly seasonal.

	 4.2. Institutions and value creation activities

The objective of this study is to analyse the influence of institutions on the value 
creation activities of rural MSEs. The research includes value creation activities that in-
volve input acquisition, input processing, and output availability to the market. The study 
includes five value creation activities (input purchasing, input transportation, produc-
tion, output distribution and output transportation). By ‘input’ we refer 'timber' which 
is a key raw material of the enterprises while manufactured furniture items are referred 
to as the ‘output’. 
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Findings show that institutional concerns linked to value creation activities are ex-
hibited in the compliance of enterprises with regulations, the level of regulation enforce-
ment, knowledge of the regulations possessed rural enterprises, regulatory costs, and 
regulations complexities are institutional aspects that influence the value creation ac-
tivities of such MSEs. The next part of the findings further articulates these institutional 
aspects.

Regulations compliance involves the conformity of enterprises with regulations in 
the activities of input purchases and transportation; production; and output distribution 
and transportation. Findings show varied levels of regulations compliance that affect 
value creation activities. There are fully-compliant rural MSEs, partially-compliant MSEs, 
and non-compliant MSEs. Fewer businesses conform with the required regulations while 
most of the businesses exhibit less conformity.

Regulations enforcement refers to the level of enactment of the government actors 
towards regulations which guides the activities of input purchasing and transportation; 
production; and, output distribution and transportation. findings show a varied level of 
reguation enforcement by government actors in rural areas. Active and passive levels of 
regulation enforcement exist. Some of the enterprises are situated in locations where 
strict regulation enforcement exists – while others are in locations where regulations are 
passively enforced. 

Regulation knowledge refers to the level of MSEs' knowledge regarding regulations 
which guide the activities of input purchasing and transportation, production, and out-
put distribution and transportation. As shown by the findings, many MSEs have little 
knowledge of such regulations and only a few have a good level of knowledge of such 
regulations. However, most of the enterprises have little or no knowledge of regulations 
on input acquisition, production, and output distribution. The regulations complexities 
refer to the perceptions within enterprises of the input acquisition regulations. Some of 
the MSEs perceive compliance with regulations as difficult.

Enterprises incur various costs that are linked to the activities of input purchasing 
and transportation, production, and, output distribution and transportation. Regulatory 
costs include the costs of regulation compliance and costs related to a lack of regula-
tion compliance. The costs that are linked to enterprise formalisation including business 
registration, the attainment of licenses, permits and transit passes are among the costs 
of regulation compliance. Penalties and fines are costs connected to a lack of regulation 
compliance. The value creation activities of rural MSEs are influenced by various costs 
(including regulation-related costs). Having presented the institutional aspects which 
are of influence to value creation activities of business enterprises, the next part of the 
findings presents the influence of institutions on value creation activities in the catego-
ries of study cases.
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	 4.3. Influence of institutions on value creation activities in the categories of cases

As described in the previous sections, this study includes 5 categories of cases. 
This part of the findings presents the institutional influences on value creation activities 
of enterprises in the various categories of study cases. It presents regulatory concerns 
which affect various activities. The compliance, knowledge, enforcement, complexities 
and costs that are linked to regulations are presented in light of 3 sets of business activi-
ties which are. input acquisition, input processing and output availability to the market. 
However, this explanation is provided in terms of quotes from respondents – rural busi-
nesses as indicated in table 1:Influence of institutions on value creation activities in each 
category of cases. 
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More specifically, institutional aspects in each category of cases are outlined in the 
following part of the findings. 

With regard to regulation compliance, the study shows that enterprises in category 1 
and 3, are not complying with regulations. Businesses in category 2 have partial compli-
ance while MSEs which in category 4 and 5 tend to comply with such regulations.

Concerning the knowledge of regulations, the enterprises in category 1 and 3 have 
insufficient regulations knowledge which guides all value creation activities. However, 
other businesses which are in these categories do not have such knowledge. On the other 
hand, category 4 and 5 have MSEs which possess good levels of knowledge. However, 
while some businesses in category 2 do have a good level of knowledge of regulations 
other enterprises in the same category appears to be poorly informed with respect to 
regulations. 

On the concern of regulations complexities, businesses which are in category 1, 2 
and 5 perceive regulatory procedures that are linked to the input acquisition activity as 
difficult.

 Regarding regulation enforcement, enterprises in category 2, 4 and 5 experience 
active enforcement of regulations by government actors which affects their value creation 
activities. Passive enforcement occurs in the MSE in category 3. However, in category 1 
some MSEs experience active enforcement of regulations while others experience passive 
enforcement. 

Regulatory costs that are linked to value creation activities of businesses in category 
1 and 4 tend to be high, but, such costs tend to be low in enterprises in category 3 and 4. 
Some of the businesses in category 1 incur high costs while others in the same category 
incur low costs. These institutional aspects are provided in appendix 2, but their sum-
mary is presented in table 2. 
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Table 2: Influence of institutions on the value creation activities in each category of cases. Source: research data, 2017.

The findings section of the article has provided a description of business enterprises 
as well as their products and markets. Institutional concerns which influence activities 
of input purchasing and transportation,  production, output distribution and transporta-
tion are also presented. The next section discusses the findings.

	 5. Discussion

This section of the article discusses the research findings. The discussion is centred 
on the institutional concerns that influence the value creation activities of MSEs. The in-
terrelationship of such concerns is also discussed. Further, it provides the conclusion of 
the study, its implication and limitation as well as the areas for further studies.

	 5.1. The interrelationship between aspects of regulations that are of influence in 
	 value creation activities.

There are interrelationships between aspects of regulation that are of influence in 
value creation activities This connection is discussed with a focus on regulation compli-
ance, regulation knowledge, regulation enforcement, and regulatory costs.

This study shows that various regulations are required to be complied with by rural 
MSEs for value creation activities such as input acquisition, input processing, and mak-
ing output available to the market. These include regulations linked to input purchasing 
and transportation, production, and output distribution and transportation.

However, regulation compliance begins with knowledge of the regulations. Rural 
MSEs that have little or no knowledge of the regulations have less chance of complying 
with regulations. MSEs with a good knowledge of regulations are likely to comply with 
regulations.

A good level of knowledge of regulations may increase the possibility of regulation 
compliance. However, such a relationship may be affected by the level of regulation en-
forcement. Rural businesses in locations that experience passive enforcement of regula-

Category 1 
(6 MSEs)

Category 2
 (4 MSEs)

Category 3
 (1 MSE)

Category 4 
(1 MSE)

Category 5
(2 MSEs)

Publicly-owned 
natural forests

Publicly-owned 
forests plantations

Privately-owned 
forests plantations

Privately-owned 
natural forests

Absence of forests 

Regulations 
compliance

No compliance Partial compliance No compliance Full compliance Partial or full 
compliance

Regulations 
enforcement

Active and passive 
enforcement

Active 
enforcement

Passive 
enforcement

Active 
enforcement

Active 
enforcement

Regulations 
knowledge 

No or insufficient 
knowledge 

 Good or 
insufficient 
knowledge 

No or insufficient 
knowledge

Good knowledge Good knowledge 

Regulations 
complexities

Difficult 
procedures

Difficult 
procedures

Difficult 
procedures

Regulatory 
costs

High or low costs High costs Low costs Low costs High costs

Table 2: Influence of institutions on the value creation activities in each category of cases
(Source: Research data, 2017)
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tions are less likely to comply with regulations, while enterprises situated in the areas 
with active enforcement of regulations are more likely to comply with regulations. 

Additionally, the level of regulation enforcement is linked to the risks and costs. 
While passive enforcement of regulations is related to a decrease in compliance costs, 
such a level of enforcement is also associated with the risk of MSEs losing input, output, 
and invested capital through fines and penalties that may arise from a lack of compli-
ance. The active enforcement of regulations is related to an increase in compliance costs 
for the MSEs but with no risks. The interrelationship between compliance, knowledge, 
costs, and regulation enforcement is shown in Figure 3.

Figure 3: The interrelationship between aspects of regulations that are of influence in value creation activities. 
Source: research findings 2017.

As shown in Figure 3, compliance with regulations is affected by knowledge of regu-
lations and regulatory costs. However, such compliance depends on the level of regula-
tion enforcement by government institutions. The study suggests that an increased level 
of enforcement may push rural MSEs to seek regulation knowledge and incur regulatory 
costs, and thus increase MSE compliance. 

	 5.2. The conclusion and implication 

Government institutions affect the activities of rural MSEs in terms of input pur-
chasing, input transportation, production, output distribution, and output transporta-
tion. Regulation compliance, enforcement, knowledge, and regulatory costs are linked 
to the value creation activities of rural MSEs. While value creation activities are affected by 
government regulations, most rural MSEs do not comply with such regulations. There-
fore, value creation activities that involve the acquisition of input, input processing, and 
output availability are restrained by these formal institutions.

The results suggest that if MSEs comply with regulations the institutions may have 
a negative effect on the value creation activities. The compliance of MSEs with regula-

REGULATIONS 
KNOWLEDGE

REGULATORY 
COSTS

REGULATIONS 
COMPLIANCE

REGULATIONS 
ENFORCEMENT

Source: Research findings (2017)
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tions is related to the level of enforcement by government authorities. Compliance is also 
linked to MSE knowledge of the regulations and this influences value creation activities. 
Regulatory cost is a visible element that is likely to push MSEs to comply with institutions 
or discontinue the business. The study suggests that it is imperative for rural MSEs to 
conform with regulatory institutions if they are to survive and prosper in the wood furni-
ture industry. However, the compliance of rural MSEs with regulatory institutions need 
‘nurturing institutions’ because the sustainable use of forests resources through entre-
preneurship requires a collective approach that involves regulatory authorities, economic 
institutions, and political institutions.

The findings of this study will be of interest to stakeholders such as the Ministry 
of Natural Resources and Tourism, Tanzania Forests Services (TFS), Tanzania Forests 
Research Institute (TAFORI) and Tanzania Association of Foresters. Other actors include 
Ministry of Trade, Industry and Marketing, Local Government authorities (LGAs), Tan-
zania Revenue Authority (TRA) and Small Industries Development Organisation (SIDO). 
The study may be beneficial to policy-makers, lawmakers, development stakeholders, 
researchers – as well as rural MSEs.

	 5.3. Limitation and areas for further studies

It is important to acknowledge that not including  informal institutions in this study 
is a limitation. This study includes five value creation activities which are fundamental to 
wood furniture manufacturing MSEs. Therefore, future studies may consider the integra-
tion of the social structures that are embedded in the informal systems of rural MSEs to 
provide an enhanced understanding of the influence of institutions in the value creation 
activities. Furthermore, future studies may assimilate more value creation activities to 
provide a richer understanding of the influence of institutions on value creation activities.
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Appendix 1. Description of rural enterprises. Source: research data, 2017.

Case Age
(years)

Size
 

Formalization Management Commitment  
in the business

Case 1 10 2 Informal Not owner-managed Not full-time

Case 2 2 2 Informal Not owner-managed Not full-time

Case 3 4 3 Informal Owner-managed Not full-time

Case 4 7 3 Informal Not owner-managed Full-time

Case 5 21 2 Informal Owner-managed Not full-time

Case 6 20 4 Informal Owner-managed Not full-time

Case 7 9 2 Informal Owner-managed Not full-time

Case 8 2 3 Informal Owner-managed Full-time

Case 9 10 5 Informal Owner-managed Not full-time

Case 10 10 30 Formal Not owner-managed Full-time

Case 11 10 2 Informal Owner-managed Full-time

Case 12 15 9 Formal Not owner-managed Full-time

Case 13 6 2 Informal Owner-managed Full-time

Case 14 9 9 Formal Not owner-managed Full-time

Appendix 1. Description of rural enterprises
Source: (Research data, 2017)
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