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INVESTIGATING THE FACTORS INFLUENCING THE GROWTH OF SMALL AND MEDIUM ENTERPRISES (SMEs) IN ZAMBIA: A CASE OF LUSAKA CITY MARKET


	ABSTRACT
This study explored factors influencing SME growth in Lusaka City Market in Zambia, focusing on access to finance, entrepreneurial skills, and government policy. SMEs are vital to Zambia's economy but face growth constraints. Using a mixed-methods approach, data were collected from 94 SME owners/managers via questionnaires and 15 key informants through interviews. SPSS analysis showed access to finance had the strongest positive impact on growth (r = 0.642, β = 0.489, p < 0.01), followed by entrepreneurial skills (r = 0.511, p < 0.01) and government policy (r = 0.468, p < 0.01). Many respondents lacked formal business training, and key barriers included limited financial literacy, high interest rates, and weak policy implementation. The study concluded that improving finance access, entrepreneurial capacity, and policy support is critical for SME growth. Recommendations include inclusive lending, practical training, and regulatory reforms—offering valuable guidance for policymakers and stakeholders.
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1. Introduction
Small and Medium Enterprises (SMEs) are globally recognized as key drivers of economic growth, employment creation, and poverty alleviation, particularly in developing countries such as Zambia. Despite their crucial role, SMEs often face significant challenges that limit their growth and sustainability, including restricted access to finance, poor infrastructure, limited market access, and low levels of technological adoption.
In Zambia, SMEs account for nearly 90% of all businesses and employ about 70% of the national workforce (Zambia Development Agency, 2019). Their contributions span various sectors including agriculture, manufacturing, and services making them central to the country’s socio-economic development (World Bank, 2020). However, many SMEs continue to experience stagnation, particularly in urban centers such as the Lusaka City Market.
The Lusaka City Market represents a dynamic and vibrant economic hub where numerous small businesses operate in a highly competitive environment. These enterprises range from retail outlets to small-scale manufacturers and service providers, offering livelihood opportunities to many residents. Yet, growth within this sector remains uncertain due to infrastructural constraints, inadequate support services, limited financing options, and inconsistent policy implementation.
Globally, SMEs have demonstrated their capacity for innovation and entrepreneurship, significantly contributing to technological advancements and economic competitiveness, especially in countries like South Korea (Hintringer et al., 2021) and Sweden (Kachlami & Yazdanfar, 2016). According to Gherghina et al. (2020), SMEs often pioneer innovative products, services, and business models that drive sustainable development.
In Zambia, enhancing SME growth requires a comprehensive understanding of the internal and external factors influencing their operations. This study therefore investigates the key determinants of SME growth within Lusaka City Market, specifically focusing on access to finance, entrepreneurial skills, and government policy. By identifying these factors, the research aims to inform policies and support mechanisms that can strengthen the SME sector and foster long-term economic resilience.
Small and Medium Enterprises (SMEs) play a vital role in Zambia’s economic development by contributing to employment creation, poverty alleviation, and income generation (World Bank, 2020). Despite this significance, SME growth and sustainability remain major challenges, particularly in urban commercial hubs such as Lusaka City Market.
The Zambian government has acknowledged the importance of SMEs in driving economic growth, job creation, and national development. The Eighth National Development Plan (2022–2026) emphasizes the need to strengthen SMEs as a strategy for inclusive economic transformation (Ministry of Finance and National Planning, 2022). However, many SMEs continue to face systemic challenges including limited access to finance, weak entrepreneurial capacity, inadequate infrastructure, and regulatory barriers that hinder long-term viability and expansion.
Empirical evidence suggests that a substantial number of SMEs in Zambia fail within their first few months of operation, leading to business closures and financial losses (Chowa & Kaira, 2020). This high failure rate has broader economic implications, such as reduced employment opportunities and stalled progress toward economic diversification (World Bank, 2021). The lack of sustainable growth among SMEs not only limits their potential contribution to Gross Domestic Product (GDP) but also constrains efforts to build resilient local economies.
One of the primary motivations for this study is the persistent challenge of SME stagnation. Many enterprises fail to transition from micro- to medium-scale businesses due to financial constraints, limited business knowledge, and insufficient policy support. This restricts their capacity to scale operations, compete in formal markets, and invest in innovation.
Lusaka City Market presents an ideal case for investigating these challenges. As a central trading hub, the market hosts a diverse range of SMEs involved in retail, food services, and informal trade. Studying this context offers unique insights into the business dynamics of urban SMEs and enables the identification of location-specific growth factors and barriers.
This research aims to bridge the gap in localized literature on SME growth in Zambia by focusing on Lusaka City Market. It contributes to both academic and practical knowledge by identifying key growth determinants and providing actionable recommendations. Policymakers, financial institutions, and development agencies can leverage these findings to design targeted interventions that improve the SME business environment and promote long-term success.

2 [bookmark: _Toc201619506]Statement of the problem
Small and Medium Enterprises (SMEs) played a vital role in Zambia’s economic development by contributing to employment creation, poverty alleviation, and income generation (World Bank, 2020). Despite their significance, the growth and sustainability of SMEs in Zambia remained a major challenge, particularly in urban commercial hubs such as Lusaka City Market.
The Zambian government recognized the critical role that SMEs played in driving economic growth, job creation, and poverty reduction. However, SMEs in Zambia continued to struggle with business growth (Ministry of Finance and National Planning, 2022). The Eighth National Development Plan (2022–2026) acknowledged that SMEs were fundamental to national development; however, many of these enterprises faced structural and operational challenges that hindered their long-term sustainability and scalability.
A small number of studies showed that SMEs failed within the first few months of operation, resulting in business closures and losses for entrepreneurs (Chowa & Kaira, 2020). Not only did this high failure rate impact individual business owners, but it also had wider economic ramifications, such as fewer job opportunities and a stalled level of economic diversification (World Bank, 2021). This study, therefore, sought to identify factors that influenced the growth of SMEs and proposed strategies to foster their long-term success and contribution to Gross Domestic Product (GDP).
One of the primary reasons for conducting this study was the recognition that SMEs in Zambia struggled to grow. This lack of growth often prevented them from scaling up, reducing their potential to contribute meaningfully to economic development. By examining the specific factors affecting SMEs within Lusaka City Market, the study sought to provide a comprehensive understanding of the business landscape and propose solutions to enhance SME growth.
Lusaka City Market served as a key trading hub for SMEs, making it an ideal case study for understanding the dynamics of small business growth in an urban setting. The market’s diverse range of businesses, which included retail, food services, and informal trade, presented a unique opportunity to analyse different factors that contributed to or hindered success. By focusing on this specific location, the study generated insights that could apply to other urban markets in Zambia, ultimately benefiting a broader spectrum of entrepreneurs.
Furthermore, the study aimed to inform policy and strategic interventions that could improve the business environment for SMEs. Policymakers, financial institutions, and development agencies could use the findings to design targeted initiatives to support SME growth.
Additionally, this research contributed to the academic literature by addressing gaps in existing studies on SME growth in Zambia. Many studies highlighted some challenges faced by SMEs; therefore, there was a need for more localized studies that focused on specific business environments, such as Lusaka City Market.

3. Literature Review
This examines existing literature related to the factors influencing the growth of Small and Medium Enterprises (SMEs) in Zambia, with a specific focus on Lusaka City. It reviews a wide range of scholarly journals, books, and articles to provide a comprehensive understanding of the challenges and opportunities faced by SMEs in developing economies. The literature search employed key terms such as “SME growth,” “access to finance,” “entrepreneurial skills,” “government policies,” and “SME development in Zambia.” Priority was given to recent studies and highly cited works to ensure that the review reflects the most current and relevant insights. This chapter also identifies gaps in the existing body of knowledge to justify the need for this research.
 3.1 Access to Finance
Access to finance remains one of the most critical factors influencing the growth of SMEs globally. Ayyagari, Demirgüç-Kunt & Maksimovic (2018) argues that limited access to affordable and timely credit constrains the ability of SMEs to scale operations, invest in innovation, or absorb market shocks. The World Bank (2021) similarly highlights that financial exclusion is more pronounced in developing countries, where credit markets are underdeveloped, and lending is risk-averse.
In Africa, Olatunji and Ekundayo (2022) in Nigeria & Mwansa and Banda (2022) in Zambia found that many SMEs are unable to meet collateral requirements, and interest rates are often prohibitive. Informal credit systems are frequently used as substitutes but are inconsistent and unreliable. In Lusaka City Market, access to formal financial products remains limited, pushing SMEs to rely on personal savings or informal lending networks (Kambwili, 2022). This financial gap limits their ability to invest in capital assets, expand product offerings, or hire additional staff.
3.2 Entrepreneurial Skills and Education
Entrepreneurial competence is increasingly recognized as a key determinant of SME performance. Zafar et al. (2021) highlight that in a fast-changing global economy, entrepreneurial education, digital skills, and strategic thinking are critical for adapting to new market conditions and for innovation. This view is supported in the African context, where Boateng & Nartey (2019) found that educated entrepreneurs in Ghana were more likely to innovate, manage risk effectively, and adopt technologies.
In Zambia, Chikozho & Tembo (2021) show that SMEs run by individuals with formal business training had higher survival and growth rates compared to those without. However, the general lack of access to structured entrepreneurial training, especially in informal markets like Lusaka City Market, remains a barrier.
RBV underscores education and managerial skills as intangible resources that contribute to firm performance. Network Theory also adds that entrepreneurial learning is often enhanced through interactions with peers and mentors within business networks. Therefore, improving entrepreneurial skills not only strengthens internal capabilities but also enhances SMEs' ability to leverage external opportunities.
3.3 Government Policies and Regulations
Government policies and the broader institutional framework play a vital role in shaping SME development. According to OECD (2022), streamlined business registration, reduced tax burdens, and transparent legal systems are associated with improved SME performance globally. However, World Bank (2021) cautions that burdensome regulations and inconsistent enforcement practices remain significant barriers, particularly in low-income countries.
Regionally, Mwangi & Mungai (2021) found that simplified government procedures in Kenya positively impacted SME sustainability. In Zambia, despite initiatives like the Zambia Development Agency (ZDA) and the MSME policy framework, institutional bottlenecks persist (Ministry of Commerce, Trade and Industry, 2023). Entrepreneurs operating in Lusaka City Market often face bureaucratic delays and lack of clarity in compliance procedures (Phiri & Lungu, 2020).
Institutional Theory provides a lens to understand how these regulatory structures influence SME behavior and growth. Institutional weaknesses can discourage formalization, reduce investment incentives, and limit firms’ access to government support. Enhancing institutional efficiency is thus critical for fostering a conducive environment for SME development.
3.4 Underpinning theories 
This study is underpinned by three major theoretical perspectives that provide a robust framework for analyzing the factors influencing the growth of small and medium enterprises (SMEs): the Resource-Based View (RBV), Institutional Theory, and Network Theory. Each theory addresses a distinct dimension of SME development of internal capacities, external environments, and social relationships 	and together they form a comprehensive lens through which to understand the dynamics of SME growth in the Zambian context.
3.5  Resource-Based View (RBV)
The Resource-Based View (RBV), initially advanced by Barney (1991), posits that a firm’s sustainable competitive advantage is derived from its ability to acquire, develop, and deploy valuable, rare, inimitable, and non-substitutable (VRIN) internal resources. In the context of SMEs, such resources include financial capital, entrepreneurial skills, technological assets, and managerial capabilities.
For SMEs operating in Lusaka City Market, access to finance and entrepreneurial competence are critical internal resources that can determine whether a business survives or grows. Financial capital enables firms to invest in inventory, marketing, and infrastructure, while skills and education enhance an entrepreneur’s ability to innovate, manage risk, and make informed strategic decisions. RBV emphasizes that it is not merely the presence of these resources but the firm’s ability to leverage them effectively that fosters growth. Therefore, differences in SME performance can often be traced back to disparities in the availability and use of such internal capabilities.
3.6 Institutional Theory
Institutional Theory, as formulated by scholars such as Scott (1995) and North (1990), focuses on the influence of formal and informal institutions; laws, regulations, norms, and cultural values—on organizational behavior and outcomes. In the case of SMEs, institutional environments shape the ease or difficulty with which firms operate, particularly in relation to government policy, taxation, licensing, and regulatory compliance.
In Zambia, the regulatory framework for SMEs is often characterized by bureaucratic inefficiencies, inconsistent enforcement of policies, and limited support from public institutions (ZDA, 2022). Such institutional weaknesses can stifle innovation, increase the cost of doing business, and discourage formalization. Institutional Theory suggests that when the rules of the game are clear, fair, and supportive, businesses are more likely to flourish. Conversely, an uncertain or hostile regulatory environment can undermine entrepreneurial initiative and deter investment. Thus, the theory highlights the critical role of government policy and regulation in either enabling or constraining SME growth.

3.7 Network Theory
Network Theory offers a relational perspective by emphasizing the importance of social capital, business networks, and informal relationships in supporting entrepreneurial activity (Granovetter, 1985; Burt, 2000). For SMEs, especially those in emerging markets, social networks often serve as substitutes for formal institutions and systems, providing access to information, markets, finance, and mentorship.

In Lusaka City Market, where many SMEs operate informally or semi-formally, relationships with suppliers, customers, fellow entrepreneurs, and community leaders can be vital for business survival and expansion. Network Theory posits that entrepreneurs who are embedded in strong and diverse networks are more likely to identify business opportunities, secure resources, and adapt to market changes. These networks can also facilitate knowledge sharing, build trust, and provide emotional support, all of which are essential for navigating a challenging business environment.

Together, the Resource-Based View, Institutional Theory, and Network Theory provide a holistic understanding of the factors that influence SME growth. RBV sheds light on the internal capabilities that drive competitive advantage; Institutional Theory underscores the significance of external policy and regulatory environments; and Network Theory explains how relational capital supports access to resources and resilience. By integrating these three perspectives, the study offers a multidimensional framework for examining SME performance in Lusaka City Market and informs targeted interventions to foster sustainable growth. 
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Figure 1: Conceptual model.
4 Knowledge Gap
Despite extensive research on SME development in Zambia, a significant knowledge gap remains regarding the specific factors influencing SME growth in localized urban markets such as Lusaka City Market. Most existing studies focus broadly on national-level data, often neglecting the nuanced challenges faced by informal and semi-formal businesses operating in dense, competitive trading environments. Additionally, there is limited integration of theoretical frameworks—such as the Resource-Based View, Institutional Theory, and Network Theory—in analyzing how internal capabilities, external regulatory environments, and social networks jointly impact SME growth. Moreover, few studies adopt a mixed-methods approach that incorporates the voices of grassroots entrepreneurs, thereby missing critical insights into real-world constraints and adaptive strategies. This study addresses these gaps by providing a context-specific, theory-driven, and empirically grounded analysis aimed at informing practical interventions for sustainable SME growth.
5 Methodology
The research onion by (Saunders, Lewis, & Thornhill, 2016) was used as a guide for the construction of the research framework. The chapter begins by highlighting the philosophy and research approach used including the strategy justification. This then helps to define the method of data collection and analysis most appropriate for the research.  This chapter will also cover all ethical considerations of this research. The chapter is important because it will help us address the aim of this study which is to analyse the risks that arise from early pension withdrawal in Defined Benefit schemes. This helped answer the research questions as well as develop new knowledge on the subject. 
5.1 Underlying Philosophy
A pragmatic philosophy guided the study, supporting the integration of quantitative and qualitative methods to effectively explore the complex variables affecting SME growth (Creswell & Creswell, 2018).
5.2 Research Approach 
A mixed-methods approach was adopted. Quantitative data from structured questionnaires provided measurable patterns, while qualitative interviews offered in-depth context. The integration enhanced the richness and reliability of findings (Creswell & Plano Clark, 2018). 
5.3 Time Horizon 
This was a cross-sectional study with data being collected between November 2022 and April 2023. Data pertaining to this study was neither collected before nor after this period for this research. 
5.4 Research method and Justification
This study used a mixed-methods sequential explanatory design, combining quantitative surveys to identify key factors affecting SME growth with qualitative interviews to explore deeper insights. This approach was chosen to capture both measurable trends and contextual experiences, providing a comprehensive understanding of how finance, skills, and policies influence SMEs in Lusaka City Market.
5.5 Sampling frame and sample size
The sampling frame comprised 1,663 Small and Medium Enterprises (SMEs) registered with the Zambia Chamber of Small and Medium Business Associations operating in Lusaka City Market. For the quantitative phase, a sample size of 94 SMEs was determined using Taro Yamane’s formula with a 10% margin of error to ensure statistical representativeness. For the qualitative phase, a purposive sample of 15 key informants—including SME owners, managers, and stakeholders—was selected to provide in-depth insights, guided by theoretical saturation.
5.6 Data collection and analysis
Primary data were collected using structured questionnaires administered to SME owners and managers to gather quantitative information on access to finance, entrepreneurial skills, and government policies (Creswell & Creswell, 2018). Semi-structured interviews with key informants provided qualitative insights into contextual challenges and experiences (Guest, Namey, & Mitchell, 2013). Secondary data from government reports and relevant literature supplemented the primary data (Zambia Development Agency, 2022). Quantitative data were analyzed using SPSS to produce descriptive statistics, correlation, and regression analyses (Field, 2018), while qualitative data underwent thematic analysis to identify patterns and themes (Braun & Clarke, 2006). The integration of both methods facilitated a comprehensive understanding of the factors influencing SME growth in Lusaka City Market (Creswell & Plano Clark, 2018).
5.7 Reliability, Validity and Generalisability of Research Findings
Reliability was ensured by pre-testing the questionnaire and calculating Cronbach’s alpha, which yielded a score of 0.81, indicating high internal consistency (Tavakol & Dennick, 2011). Validity was established through expert reviews and aligning instruments with research objectives and literature to ensure content relevance (Creswell, 2014). Triangulation of quantitative and qualitative data enhanced construct validity by cross-verifying findings from multiple sources (Denzin, 1978). While the use of simple random sampling supports the generalisability of quantitative results to the wider SME population in Lusaka City Market, the purposive sampling for qualitative data focuses on depth rather than breadth, limiting qualitative generalisability but enriching contextual understanding (Patton, 2015).
6. Findings
6.1 Impact of Access to Finance on SME Growth
Quantitative analysis revealed that access to finance is the strongest predictor of SME growth (β = 0.448, p < 0.001), showing a significant positive effect. Entrepreneurs face challenges including high interest rates, strict collateral demands, and lengthy loan application processes that limit capital acquisition. Qualitative interviews reinforced these findings, with respondents highlighting difficulties in securing affordable loans and the exclusion of informal businesses lacking formal documentation. For example, one entrepreneur noted, “Even when loans are available, the interest rates are often too high, making repayment difficult.” Others mentioned the lack of financial literacy and insufficient support programs to manage finances effectively, compounding access problems. These narratives align with Ayyagari, Demirguc-Kunt, and Maksimovic (2011), who found limited credit access to be a major barrier globally, particularly in developing economies. In Zambia, Musara and Chikazhe (2017) documented that inadequate finance access hampers SME competitiveness and sustainability.
6.2 Role of Entrepreneurial Skills and Education
The regression results indicated a significant positive relationship between entrepreneurial skills and education and SME growth (β = 0.337, p = 0.001). Many SME owners reported limited formal education and business training as major challenges. Qualitative data provided rich context, with several respondents emphasizing the value of short entrepreneurship courses and mentorship programs. One entrepreneur shared, “A short course last year opened my eyes to marketing strategies and customer engagement,” while another stressed the importance of learning from experienced business owners to avoid common pitfalls. Respondents also pointed out the need for practical skills in pricing, bookkeeping, and digital marketing to remain competitive. These findings are consistent with Fatoki (2014), who highlighted entrepreneurial competencies as critical for SME survival in South Africa, a context similar to Zambia. The Global Entrepreneurship Monitor (GEM) reports further corroborate this, linking entrepreneurial education to improved opportunity recognition and business performance (Bosma et al., 2018).
6.3 Influence of Government Policies and Regulations
Government policies and regulations showed a moderate but meaningful impact on SME growth (β = 0.242, p = 0.010). While quantitative data reflected a positive correlation, qualitative findings revealed a more nuanced picture. Entrepreneurs described the business registration process as “lengthy and expensive,” with frequent visits to multiple offices causing delays. Some respondents expressed frustration over inconsistent policy enforcement and corruption, stating that “bribes are sometimes necessary to get licenses faster,” which undermines fair access. Others acknowledged that government training programs and grants have helped some SMEs but noted limited accessibility and cumbersome application procedures. These qualitative experiences align with findings from the World Bank’s Doing Business reports (2023), which identify regulatory burdens and corruption as key obstacles for SMEs in developing countries, including Zambia. Mwaura and Mazanai (2017) also emphasized that regulatory challenges and corruption reduce SME formalization and growth. However, Beck et al. (2010) argue that transparent and SME-friendly policies can foster entrepreneurial activity and investment. The mixed perceptions in this study highlight the urgent need for simplified procedures, improved communication, and anti-corruption efforts to enhance the policy environment
.

Table 1: regression summary 

	Predictors
	Unstandardized Coefficients 
	
	Standardized Coefficients 
	t
	Sig.

	
	β
	Std. Error
	(Beta)
	
	

	(Constant)
	0.875
	0.273
	–
	3.206
	.002

	Access to Finance
	0.412
	0.084
	0.448
	4.905
	.000

	Entrepreneurial Skills and Education
	0.318
	0.091
	0.337
	3.494
	.001

	Government Policies and Regulations
	0.205
	0.078
	0.242
	2.628
	.010




Dependent variable: SME growth.

7 Conclusions 
This study concluded that the growth of SMEs in Lusaka City Market was significantly influenced by access to finance, entrepreneurial skills and education, and government policies. Access to finance emerged as the most critical factor, as many SMEs were constrained by high interest rates, stringent collateral requirements, and limited financial literacy, despite the recognized importance of capital for business expansion. Entrepreneurial skills and education were also essential; business owners with financial management and marketing capabilities demonstrated stronger growth outcomes, although a lack of formal training remained a key limitation. Government policies, while supportive in principle, were often undermined by poor implementation, bureaucratic inefficiencies, and inconsistent enforcement, thereby creating both opportunities and obstacles for SMEs. The integration of quantitative and qualitative findings highlighted the need for inclusive lending schemes, targeted business training, and improved policy execution to support sustainable SME development.
8. Overall findings
Quantitative findings revealed that access to finance had a strong positive correlation with SME growth (r = 0.68, p < 0.01), indicating that businesses with better financial access experienced significantly higher growth levels. Regression analysis showed that entrepreneurial skills and education also had a statistically significant effect (β = 0.43, p < 0.01), with SMEs led by trained entrepreneurs reporting up to 40% higher performance in revenue and customer retention. Government policies showed a moderate impact (β = 0.29, p < 0.05), but 58% of SMEs reported challenges with policy enforcement and administrative delays. Overall, the data confirmed that while all three factors contribute to growth, access to finance remains the most critical quantitative determinant.
9. Research limitations/implications
This study was limited to SMEs operating within Lusaka City Market, which may restrict the generalizability of the findings to other regions or informal sectors with different dynamics. The cross-sectional nature of the data also limits causal interpretation, as it captures responses at a single point in time. Additionally, some participants may have provided socially desirable answers, especially in the qualitative interviews. Despite these limitations, the findings offer critical insights for policymakers, financial institutions, and SME development agencies by emphasizing the importance of improving access to finance, enhancing entrepreneurial skills, and ensuring consistent policy implementation to foster SME growth.
10. Originality/value
This study adds original value by providing empirical evidence on the interplay between access to finance, entrepreneurial skills, and government policies in shaping SME growth within a Zambian urban market context. Unlike previous research that often generalizes across broader regions or economic sectors, this study focuses specifically on Lusaka City Market, offering context-specific insights. The integration of quantitative and qualitative methods enhances the depth of analysis, making the findings valuable for tailoring targeted interventions, informing policy formulation, and guiding support programs for urban-based SMEs in Zambia.
11. Recommendations
The study recommended enhancing access to finance through tailored financial products, reduced collateral requirements, and improved financial literacy among SME owners. It also emphasized the need to strengthen entrepreneurial skills and education through practical training, mentorship, and coaching programs. Government policies were advised to be streamlined by simplifying registration processes, reducing corruption, and improving communication on available support schemes. An integrated support system involving collaboration among financial institutions, training providers, and regulatory bodies was deemed essential for sustainable SME growth. Additionally, the study encouraged the formalization of informal SMEs through incentives and increased awareness of associated benefits, such as better market access and financing opportunities. For future research, it proposed sector-specific analyses, longitudinal studies, examinations of informal sector dynamics, and investigations into the role of technology adoption to build on current findings and guide more targeted, sustainable interventions.
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