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ABSTRACT

SmallandmediumscaleenterprisehasbecomeanimportantcontributortoEthiopiaeconomy.

Thesectorcontributestonationalobjectiveofcreatingemploymentopportunities,training

entrepreneur,generatingincomeandprovidingasourceoflivelihoodforthemajorityofthelow-

incomehouseholdsinthecountry,accountingformaterialamountofGDP.Theresearchentitled

challengesfacedbySMEsinaccessingfinanceinwolkitetown.Themainobjectiveofthestudy

isaccessingchallengesfacedbySMEsinaccessingfinancefromformalfinancialinstitutionsin

wolkitetown.Forthisusedstratifiedrandomsamplingtechniquesusedinthestudyandoutof

244SMEsoperatinginwolkitetownasampleof71SMEstakenasasampleandcollecteddata

analyzedbyusingdescriptivestatisticslikepercentageandtheresultispresentedusingtables.

Thefindingofthestudyshowsthat;thereisinstitutionsuchasbankandnon-banksinstitution

thatarewillingtoprovidefundstoSMEsinwolkitetownbutthetownSMEsisnotabletomeet

therequirementofthisfinancialinstitution.Chiefamongtheserequirementsistheissueof

collateralwhichmostSMEscannotprovide.Asidethisotherissueissmallequitybaseofthese

SMEsamongothers.Secondly,thosewhoareabletoaccesscreditarefacedwithhighinterest

rateandshortrepaymentperiodmakingitverydifficulttoembarkonanydevelopmentalor

expansionprojects.Finallythebasedonthefindingofthestudytheresearchersrecommended

forNationalbankofEthiopiatoendorsepolicymeasureatmoderatingcollateralrequirement

andtosettheinterestrateasminimumaspossibleandfortheSMEstoseekanotherfinancial

institutionslikemicrofinancesontheperiodsofhighinterestrateandtoprepareproperfinancial

statementasithelpstofacilitatetheprocessofaccessingcredit.
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CHAPTERONE

1.Introduction
1.1Backgroundofthestudy
SmallandmediumEnterprise(SMEs)usuallybeenperceivedasadynamicforceforsustained

economicgrowthandjobcreationindevelopingcountries.Theyplayamultifacedrolesuchas

boostingcompetition,innovation,aswellasdevelopmentofhumancapitalandcreationof

financialsystem.WithincreasedurbanpopulationdynamicsofSubSaharanAfrica(SSA)the

importanceofSMEsisgrown.IncitiesandtownofEthiopia,SMEsandtheinformalsectorare

thepredominantincomegeneratingandtheyhavesignificantcontributiontolocaleconomic

developmentandused,asthebasicmeanssurvival(Geber-egizabherandDemeke,2004).

ThesmallandmediumenterprisesectorinEthiopiaistakenasaninstrumentinbringingabout

economictransitionbyeffectivelyusingskillandtalentofthepeopleparticularlywomenand

youthwithoutdemandinghighleveltraining,muchcapitalandsophisticatedtechnology.The

smallandmedium enterpriseinformalandsmallmanufacturingenterprisesector(SMEs)

contributedvalueaddedofbirr8.3millionin1996.Basedon2002/03data,thisfigure

constitutes3.4% ofGDP,33% oftheindustrialsectorcontributionand52% ofthe

manufacturingsectorcontributiontotheGDPofthesameyear.Althoughthefive-yeargrowth

andtransformationplan(GTP)ofEthiopiaenvisagestocreateatotalof3millionSMEsatthe

endofplanperiod(NBE,2011)citingthesourcefromthebriefnotedthatatotalof(70,500)new

SMEswereestablishedin2011/12employing806,300)peopleacrossthecountry.The

performanceisbelowthetargetsetinGTP(EEA,2015).

Thefinancialofsmallandmediumenterprise(SMEs)hasbeenatopicofKeeninterestrecent

year,becauseofthekeyrolethatSMEsplaysineconomicdevelopmentandtheirpotentially

importantcontributiontoeconomicdiversificationandemployment.Numerousstudieshave

discussedthatSMEsarefinanciallymoreconstrainedthanlargefirmsinbothdevelopedand

developingcountries(Ayyagariet.al.2007).

AcrucialelementindevelopmentofSMEssectorisaccesstofinanceparticularlytobank
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financinggivenrelativeimportanceofthebankingsectorinservingthissegment.

FirmleveldatacollectedbyWorldBankshowthataccesstofinanceisperceivedasoneofthe

mainobstaclesindoingthebusiness.Anumberofstudiesshownthatfinancingisagreater

obstacleforSMEsthanlargefirms,particularlyinthedevelopingcountries,andthatoflarge

companies(Demirglic-KuntandMaksimoric,2005)

EthiopiaSMEshavelittleaccesstofinance,whichhinderstheiremergenceandeventualgrowth.

Themainsourceofcapitalaretheirretainedearningsandinformalsavingandloanassociation,

whichareunpredictable,notverysecureandhavelittleScopeforrisksharingbecauseoftheir

regionalorsectorialfocus.Accesstofinanceispoorbecauseofhighriskofdefault,among

SMEs,andduetoinadequatefinancialfacilities.SmallbusinessinEthiopiacanrarelymeetthe

conditionsetbyfinancialinstitutions,whichseeSMEsasariskbecauseofpoorguaranteesand

highinterestrate.Theeffectofhigherinterestrateoncredittoreducetheexpectedfutureprofits

andtheirstrengthofSMEsonthebusinessarea,althoughserviceandinadequateaccesstocredit,

inadequateaccessoffinance,absenceoflinkage,andabsenceofproperbusinessplandueto

knowledge,whereamongthemajorproblemforSMEsandtoattentiontheirpromotionand

developmenttothechallengeofSMEsandtoalleviatetheproblemandpromotiongrowthof

SMEs(NegashandKumera(2016).

1.2StatementofProblem

SmallandmediumenterpriseshavebecomeanimportantcontributortoEthiopiaeconomy.The

sectorcontributestothenationalobjectiveofcreatingemploymentopportunity,training

entrepreneur,generatingincome,andprovidingasourceoflivelihoodformajorityofthelow-

incomehouseholdsinthecountry,accountingforthematerialamountofGDP(Eshetuand

Mamo,2009).

TherearenumbersofconstrainingfactorobstacleonthedevelopmentofSMEsinEthiopia,the

basicandtheonethatseekattentionisaccesstofinance.Andalso,theyaremanyproblems

whichaffectslongtermsurvivalandbusinessperformanceofsmallandmediumenterprisedue

tolackoffinancialresources,weaknessmanagementexperience,poorlocationandshortageof

availabilityofrawmaterials.Yetastringentcollateralrequirementstogetaccesscreditfrom

financialinstitutionarethemajorproblemsformajorityofSMEs.Improvingtheavailabilityof
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financefacilitiestothissectorisonetheincentivethathasbeenproposedforsimulatingits

growthandtherealizationofitspotentialcontributionstotheEthiopiaeconomy.But,theneedof

SMEsforfinancebecomeshigherandcomplicatedascomparedtolargefirms.Despitethis

emphasis,theeffectofexistinginstitutionalproblem,especiallythelendingtermandcondition

onaccesstocreditfacilities,havenotbeenaddressedyetinthecountry.Inaddition,thereisno

empiricalstudyindicatingthepotentialroleofimprovedlendingpoliciesbythefinancial

institutioninalleviatingproblemofaccesstofinance(GTZ,AccesstofinanceinEthiopia,2006).

Forinstance,(Tsega,2007)studiedthechallengesandprospectofwomenoperatedmicroand

smallenterpriseinAxumcity,(Woldegebreil,2012)studiedthechallengeandprospectofSMEs

incaseofAddisAbabacity.Butdon’tconductonthechallengefacedbySMEsrelatedwith

accessingfinancefromfinancialinstitution.Also,thestudyislimitedtoidentifyandanalyzethe

challengeandconstraintofSMEswhichemergesfromthepolicyandregulatoryframework,

sourceandaccesstofinance,andlackofappropriatesupportservices.Thentheresearcherwould

studyatcurrentdataandonnewplacetofillthisgapspecificallyinWolkitetown.

1.3ResearchQuestions

Inordertoinvestigatesorassesstheproblemassociatedwith,accessingtheirfinance,the

researchersdevelopedthefollowingresearchquestion's

1.DoesSMEshavechallengeinaccessingfinance?

2.Towhatextenthasthischallengeaffecttheiroperation?

3.TowhatextentinterestrateaffectSMEsinaccessingfinance?

1.4Objectiveofthestudy

1.4.1Generalobjective

Theoverallpurposeofthisstudyistoassessthechallengefacedbysmallandmediumenterprise

inaccessingfinanceintheCaseofWolkitetown.

1.4.2Specificobjective

Specifically,thestudywouldfocus
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1.ToinvestigatethechallengeforSMEsinaccessingfinance.

2.Toevaluatetheextentthatthischallengeaffectstheiroperation.

3.Toexaminetheeffectofinterestrateinaccessingfinance.

1.5Significanceofthestudy

Theresearchersbelievedthattheresultofthisresearchwouldhavethefollowingsignificance.

Firstly,forSMEshelp'sinpromptingtheirabilityandpotentialforaddresstheirproblems.

Secondly,thegovernmentandotherconcernedbodiesinvolvedinthepromotionofthe

developmentofSMEsmayusethefindingofthisresearchasadditionalinformationtoaddress

uncoveredproblem.Thirdly,asSMEsarethelargestcontributionsforthenationaleconomy

developmenttheirgrowthinabilityandpotentialisessentialforthewholesociety.Lastly,itwill

beusedasareferenceforotherresearcherswhoareinterestedtoconductedstudyonrelated

problem.

1.6Scopeofthestudy

ThestudywouldfocusonthesmallandmediumenterpriseinWolkitetownandchallengefaced

intheprocessofaccessingfinance.Thereasonforfocusonthistitleistheproblemofmany

smallandmediumenterprisesisaccessingfinance.Becauseofsomeconstraintlikebudgetand

unabletocovermanySMEs,thestudywouldhavelimitedinWolkitetown.

1.7Limitationofthestudy

OneofthebasiclimitationsthattheresearchersfacedistherecklessnessofSMEsmanagersin

respondingtothequestionsinthequestionnaire,andtimebeingarethemainproblems.The

otherlimitationisrespondent’sperceptionabouttheresearchprojecttheyconsideritasthe

researcherswouldhaveconductedforsomeotherreasonbehindthemainobjectiveofthe

research.

1.8Organizationofthepaper

Thisresearchpaperwasorganizedintofivechapters.Thefirstchapterdealsaboutthe

introductionpartsofthestudywhichincludesbackgroundofthestudy,statementoftheproblem,

objectiveofthestudy(generalandspecific),significanceofthestudy,andscopeofstudy.The

secondchapterdealsaboutreviewofliterature(boththeoreticalandempirical).Thethirdchapter
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dealsaboutresearchmethodologywhichincludingresearchapproach,researchdesign,target

population,samplingtechnique,samplesize,sourcedataandmethodofdatacollection,data

analysisandpresentationandethicalconsideration.Thefourthchapterdealswithdataanalysis

andinterpretation.Thelastchapterdealsaboutconclusionandrecommendations.
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CHAPTERTWO

2.Reviewrelatedliteratures
Theliteraturereviewdescribesobjectconnectedtothestudyofanassessmentofchallengefaced

bytheSMEsinaccessingfinanceintheCaseofWolkitetown,thereforeitisaparticularlayout.

FirstsomedefinitionandcharacteristicsoftheEthiopiaSMEs.Thiswillbethewaysforthe

discussionoftheircontributiontotheeconomicdevelopmentgrowthandalsolookedatliterature

onthebarriersofaccessingfinance.Attentionwillbefocusonthetypeoffinancingavailableto

theseSMEswithoutforgettingtoalsolookatthesourceofcreditfinancefortheseSMEsandat

lasttheempiricalliteraturereviewishighlighted.

2.1TheoreticalDefinition

2.1.1DefinitionofSMEs

ThereisnouniversallyaccepteddefinitionofSMEsbecauseineacheconomicsystemevery

countryhasitsownclassificationtotheirindustrialregulations.ThecategorizationofSMEs

dependsonquantitativejudgmentsuchasnumberofpaidupemployees,sizeofenterpriseand

amountofcapitalemployed.InBritainandUSAsmallandmediumenterpriseclassifiedbased

ongrossrevenueandnumberofworkerstheyemploy.InBritainsmallscalebusinessclassified

basedonpaidupemployeesdon'texceed200andannualgrossrevenueof2millionpound.

JapanclassifiedSMEsasmanufacturingenterprisewithtotalcapitalnotexceeding100million

yenwith300employees.Inthewholesaletradetheclassificationcapitalnotexceed30million

yenandlessthan100employees.InretailandservicetradeSMEsclassifiedbasedthetotal

capitalnotexceeding10millionyenand50employees.(EkpenyongandNynog,1992,94).

2.1.2DefinitionofEthiopiaSMEs

AccordingtotheEthiopiaministryoftradeandindustry(MOTI)definedSMEsasfollowsmicro

enterprise,aresmallbusinesswithtotalcapitalinvestmentnotexceedingbirr20,000and

excluding thisenterprisewith high technicalconsultancy and otherhigh technology

establishment.Smallenterprise;arebusinesswithatotalinvestmentbetweenbirr20,000upto

birr50,000anddon'tincludetheseenterpriseswithadvancetechnologyandhightechnical

consultancy.
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Therefore,MOTIclassifiesSMESinEthiopiabasedoncapitalinvestmentandonthebasisof

establishment.Thisisimportantbecausethesectoraccountsforlargebusinessthroughoutthe

countrysothatproperdefinitionandclassificationisoftheessenceforpolicymakersintheir

dealingwithSMEs.

2.1.3SMEscontributiontoeconomicdevelopmentandgrowth

Theprivatesectoristhatengineofgrowthoftheeconomy,therefortheymustbegiventhe

necessarytoolstoincreasetheirgrowth(Aniyma-Ackah,2006)economicdevelopmentisa

processofeconomictransitioninvolvingthestructuraltransformationofaneconomythrough

industrialization,raisingGNPandincomeperhead.Economicgrowthontheotherhand

contributetomoregoodsandservicebyincreasinginvestment,increaseinlaborforces,efficient

useofinputstoexpandoutputandgrowthwillbenefitfromimprovementinthelivingstandard

especiallyofthegovernmentcanassisterandfiscalpolicies(Passet.al.,1993).

2.1.4Barriersofaccessingfinance

Understandingonlythatactualuseoffinancialservice,notcompletebyitselfbutaccessacross

itsdifferentdimensionisimportanttocollectingindicatorsofandbarrierstoaccessand

comparingthemtousageandothercountrycharacteristicswillenableresearchersandpolicy

makersclosethegap.Thequalityandquantityofaccessisimportant.Barriersidentifiedasmain

by(Haftmetal,2009)asEthiopiaSMEsaccesstofinancearereligionproblemofforminggroup,

highinterestrateandthewillingnesstoreceiveloanfromfinancialinstitution(ownersmanager's

arepessimist)arebasic.

TheotherbasicbarrierislackofdocumentationmostdevelopingcountrylikeEthiopiatohavea

bankaccount.Anindividualisrequiredtohaveatleastthreedocuments,identifycards/passport,

wageslip,recommendationletterproofofdomicilegivenhighdegreeofinformationinthese

developingcountries,onlysmalldegreeofinformationinthesedevelopingcountries,onlysmall

populationcanproducemostofthesedocument(Beek,Remirgu–KuntandMartinezPeria,

2007).

Inadditiontotheabove-mentionedbarriersaffordabilitybarriersonethatneedemphasize.The

studyindicatesthatinmostdevelopingcountries'thecostofgivingcheckingaccountwhichis

abovetoaverageprecipitate.ThelackofappropriateproductandserviceforSMEsarein

anotherimportantbarriertoaccessfinancialservice,aspertheworldbanksreport(2008).
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2.2.5TypesoffinanceavailabletoSMEs

Boom et.al,1983andLongeneckeret.al,1994likemostwritersonthesubjectofSMEs

financingdescribetwobasictypesoffinancingnamelydebitandequity(HizrichandPeters,

1995)and(AndersonDunkelberg,1993)debitasfundsborrowedtobepaidonatagreedtime

schedule.Thepaymentsofinterestsaresupposedtobedoneregardlessofwhetherthefirmsand

whosereturnisprimarybasedontheprofit.Thisimpliesthatifafirmflailtomakeaprofitit's

ownerdon'tgetreturn.Generally,equityfundsaslong-termfundsbutdebitmaybeshortto

mediumorlongterm,(HisrichandPeter,1995)mentionanotherbasicclassificationonafund.

Internalandexternalfunds,internallygeneratedfundscomefromanumberofsourceswithina

companyandaremorefrequentlyemployed.Theyincludeoperationalandinvestmentareprofit,

salesofassets,extendedpaymentterm,reductioninworkingcapitalandaccountreceivable

anotherimportantsourceofinternallygeneratedfundsexpandingthecollectionofreceivable

accounts.Theyisreleaseforthefirmsusesourcethatareexternaltoafirmincludeowner's

friendsandrelatives,commercialbanks,suppliersanddistributors,governmentandnon-

governmentagencies.Itisveryimportanttocarefullyevaluatethereasonforthechoiceofone

formoffundingagainstanotherorparticularmix.Anumberoffactorsmustconsiderandthey

includethefollowing,purposeoffund,leverageandowners’equityandriskiness.Thechoiceof

thetypeoffinancingthatiswhethertouseequityordebitdependsonseveralfactorsandone

suchimportantfactoristheintendedpurposeofthefund.WertHenderson(1979)notethatthe

suitabilityoffundobtainedandprojectforwhichfundsareobtainedisveryimportant?Long

termfundsaslong-termdebtmaynotbesuitableforshorttermprojects.Thiswillburdenthe

firmwiththecostservicinganunnecessarydebt.Similarly,shorttermdebtisnotappropriatefor

thefinancinglongtermprojectssincetheloanmayhavetoberepaidbeforetheendofthe

projects.WertandHenderson(1979)concludedthatamoreflexibleshort-termdebtismore

suitableforshorttermprojectswhereaslongtermfundssuchaslong-termdebtorequityare

moresuitableforlongtermfinancingsuchasacquisitionofequipmentortheconstructionofa

newplant.

Borrowingcreatedfinancialleveragesincepaymentofinterestaddstofinancingcosts.Thus,a

percentageofincreaseintheearningsbeforeinterestandtaxofinterestandtaxofthesfirm.

Consequently,thevalueoftheowners’equitywillappreciate.
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Similarly,apercentagedecreaseinnetearningsbeforeininterestandtaxwillleadtoagreater

percentagereductioninnetearnings,andconsequently.Thedeprecationofowners’equity

thereforetheuseofdebtresultsinhigherearningsvolatilityandincreasetherisktoowners’

equity.Equitycapitaldoesnotresultinfinancialleverage(BrealleyandMyers,1996),wert,and

Henderson,1979).

Apartfromtheincreasedrisktoearningandowners’equity,debtfinancingposesanotherrisk.

Whenafirmhaswithtohonorsitsdebtobligationwithdifficultyorunabletohonorthe

obligationatall,thenitissaidtobeinthefinancialdistress.Theprobabilityofthefinancial

distressincreasesasthefirm’sdebttoequityratioincreases,sotoavoidfinancialdistressafirm

mustguardagainstexcessivefinancialdistressinthefutureintoconsiderationintherevaluation

offirms.

Theattitudeofsupplierstowardafirmmaychangewhenafirmbecomesfinancialdistress.Also,

valuablemanagementtimewillbelosttothefirmfinancialdistressmayresultinbankruptcy.

Filingforbankruptcyinvolvesheavylegalfees,whichcomesfromtheremainingvalueofthe

firm’sassets.So,costsoffinancialdistressandbankruptcymustbeconsideredcarefully(Wert

andHenderson,1979).

2.1.6ThesourceoffinancetoSMEs

Asindicatedby(Tracy,2009)forSMEssourceinitialoradditionalcapitalneededtoconduct

businesscanbe;

1.Family,friendsandclosebusinessassociations(FF&CBAs)havebeenoneoftheprimary

capitalsourcestolaunchnewbusinessconceptsincetheBeginningoftimeandwillmostlikely

twocontinuetofillthisrateinthefuture.ThisisthemainsourceoffinanceinEthiopiaandany

otherdevelopingcountries(GeberhiwotandWolday,2006)therangeofcapitalrisingopinion

fromFFandCBAsstretchesfromthefounderofabusinesstapingtheirowncreditworthinessor

resources(saving,homeequityorcreditcard)tomomordadoratrustedbusinessassociated

steppingupwiththeneededseedmoneytolaunchthecompany.Generally,thistypeofcapital

tendstobeforlowerdollaramount,gearedtowardsequityasopposedtodebit,andprovidesto

closelyholdandforfamilyoperatedbusiness.

2.Asindicatedby(Eracy,2009)inthebusinessworldalargenumberofprivatesectorcapital
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sourcesareavailableandincludedsuchasventurecapitalists(VCs),investmentbankers,or

Whiteknightandsimilartypesofprivateinvestmentgroups.Privatecapitalsourcecomeina

varietyshapes,sizeandforms,butalltendstogravitytowardacommonsetofcriteria.The

dollarsizeofthecapitalcommitmentisgenerallymuchlargerandthesegroupstrendtobemore

risk-basedcapitalsourceandlookforhigherreturnsfromequitydriventransaction.

3.Debitcapitalsourceincludingbanksleasingcompanies,governmentbackedprograms(micro

financeinourcountrycontext),assets-basedlendersarereadilyavailableinthemarket.this

groupsimilartoprivatesourcetendtolookforacommonsetofcharacteristicswhenextending

capitalintheformofdebit.Securityofsomesortofassetsorpersonalguaranteeforexample

mustbepresentedanddebitprovidestendtolookformorestablebusinessenvironmentwherea

companyhasbeeninbusinessforanextendedperiodoftimeandhasprovidetrackrecord.The

generalideaistoprovidethiscapitaltoorganizationthatwilluseitinthebestinterestofthe

generalpublic(Tracy,2009)intodaybusinessworldwherecustomerscreditownothertypesof

creditbeingofferedbybankingsectorindevelopedcountries,it'samusingtoseethesmalland

mediumenterprise,changeagentsuffersfromlackofaccesstofinanceinthiscountry.As

knownanimportantrolesofbankstoproviderelationshipsleadingservicethathelpresolve

problemsinprovidingexternalfinancetoinfromnationallyobscure(BergerandUdell,1994)

however,anumberoffactormayaffectthebankingsystemabilitytoprovidecredittoSMEs.It

isimportanttoclarifyfromoutsetthattheresearcherwillfocus,hereontherestmajorityof

SMEsfirmswhoseaccesstoexternalfinanceisinstitutionhandlingthemicroandsmallbusiness

sector(Camilleric,2005).thisareafirmwithveryhighgrowthpotentialaccessthebanksand

otherfinancialinstitutionforearlyphasefinancing.Becausethishighriskfirmsgenerally

requirelargeinjectionofexternalfundingrelativetoinsiderfinancing,havelittleinthewayof

tangibleassetsthatmaybepledgedasacollateral,andaresubjecttosignificantmoralhazard

opportunitiestochangeprojectstheyareinsuitedforbanksfinancingandthustendtohavelow

levelofleverage(BargeandUdell,20011).

2.2Empiricalreview

Woldegebreil(20012)studiedthechallengedandprospectofmicroandsmallenterpriseincase

AddisAbabacity.Theobjectiveofthestudyistoidentifythenatureofsmallandmedium

enterprisetoidentifyandanalyzethespecificrelationshipbetweenthesuccessofsmalland
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mediumenterpriseandsomeselectedfactor,toidentifytheimpactofselectedconstraint.The

researchersusedbothprimaryandsecondarysourceofdata.Primarydataisobtainedfrom

questionnairesandunstructuredinterviews,andfromsecondarydataiscollectedinwritten

booksordocument.Theresearchersalsowillusestratifiedrandomsamplingtechniquesfromthe

studyareas.Onthebaseofthefinding,themajorproblemfacingmicroandsmallenterprisein

AddisAbabaarelackofbusinessplan,lackofformalandinformalassociation,andlackof

favorablebusinessenvironment,highcostandshortageofraw material,lackofproper

institutionalsupport,lackofpropermarketingpractice,poorfinancingandstaffcompetition

amongmicroandsmallenterpriseinthesamebusinessline.Thestudyrecommendedthat

enterpriseshouldtrainbyprofessionalhowtodevelopbusinessplan,thecultureofcorporation

andformalandassociationshouldbeimprovedtheworkofsuccessfulenterprise.Asexamples

enterprisemustdevelopsufficientmarketingskillsanddiversifiedtheirproduct,enterprise

shouldformasupplychainmanagementandsupporteachothertominimizetheirrawmaterial

relatedproblems.Tsega(2007),studiedthechallengeandprospectofwomenoperatedmicro

andsmallenterpriseinAxumcity.Theobjectiveofanalysiswhetherwomenownedmicroand

smallenterprisebringingandchangethroughconsideringthesocio-economicdevelopment,find

upoutthebusinessstartupandcurrentconstraintfacedfeatureprospecttotransformtoward

mediumscaleenterpriseandbasedonthefindingofthestudy,torewardthefuturepossible

ways.Toundertakethisresearchtheresearchersusedbothprimaryandsecondarysourceofdata.

Thefindingrevealthatthemajorchallengeshinderhumanoperatedmicroandsmallenterprise

arethelackofworkplace,limitedstartedcapital(creditselling)andthebusinessarrangementin

thathinderwholesalerinvolvementinretailingactivitywhichhinderenterprisetobevibrantand

competitive.Thestudyrecommendedthattradeandindustryseriouslyfollowuptheoperatorof

microandsmallenterprise,afaircompetitionandhealthmarketarrangementshouldbe

established,themicrofinanceinstitutionshouldrevisititspolicytoeasythecreditaccessand

thereshouldbeprovidecreditwithoutgroupformationifthecustomerhasanequivalentasset

forcollateral.Responsiblebodiesshouldacttotacklethelackofattitudinalchangesand

knowledgeoranymotivationalmechanismofofficersbyprovidingtrainingandmotivational

mechanism.

2.3ConclusionandKnowledgeGap

Tosumupthischaptercoversthetheoreticalandempiricalliteraturereview.Inthetheoretical
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literaturereviewsomeconceptrelatedtotheresearchproblempresentedanddiscussed.Those

conceptsaredefinitionofsmallandmediumenterprisebyEthiopia,futureofsmallandmedium

businessenterprise,typessmallbusiness,challengesandprospectofsmallandmedium

enterprisesomeofthepreviousstudiesrelatedtotheresearchproblemarepresentedunderthe

empiricalliteraturereview.Howtorelateandconductthegapbetweenthepreviousresearcher

studyandfindingarepresentedunderthistopic.Generally,mostthepreviousstudyrelatedtothe

researchorfocusedontheemploymentandincomegenerationofsmallandmediumenterprise,

donotconductedonthechallengesandprospectofsmallandmediumenterprise.Becauseofthis

theresearcheraremotivatedtofillthisgapandinthisprobleminthebestway.

2.4Conceptualframework

TheresearchaddressedvarioustypesofSMEconstraintssuchasinadequateaccesstofinance

lackofcollateral,institutionalquality,accesstoproductiveresources,accesstotraining,

competition,marketingandmanagementrelatedfactors.Thus,thetheoreticalconsiderationon

thelinkbetweenSMEconstraintsandthegrowthpotentialorperformanceofSMEscanbe

viewedfromdifferentangles.Businessconstraintsmay,ontheonehand,limitphysicalcapital

accumulation.
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CHAPTERTHREE

3.ResearchMethodology
Thischapterisaimedatdescribingandexplainingthemethodthatwereusedincollectingand

analyzingdata.Itcomprisesresearchapproachwhichincludesquantitativeandqualitative

researchapproach,researchdesign,sampledesign,targetpopulation,samplingtechniques;

sourceofdataandinstrumentuseddataanalysisandpresentation.

3.1Researchapproach

Theresearchersusedbothquantitativeandqualitativeresearchapproach.Quantitativeresearch

approachistodescribevariable,toexaminerelationshipamongvariablesandtodeterminethe

causeandeffectofdifferentissues.Qualitativeresearchapproachisconcernedwithsubjectiveof

attitudes,opinionsandbehavior.Itinvolvesthegenerationofdatainqualitativeformwhich

cannotsubjecttorigorousquantitativeanalysis(Kothari,2004).

3.2Researchdesign

ThestudywasconductedonassessmentofchallengefacedbySMESinaccessingfinancein

Wolkitetown.Inordertoachievethisstudy,theresearcherswouldusedescriptivetypeof

researchdesign.Becausethemajorpurposeofdescriptiveresearchdesigntodescribethestateof

affairsasitexistsatpresent(Kothari,2004).

3.3Sampledesign

Sampledesignisreferringtothetechniquesusedtoselectsampleunitformeasurement.Italsoa

framework,orroadmapthatservesasthebasisforselectionofsurveysampleandaffectmany

otherimportantaspectsofasurveyaswell.(Leather,T.2006).

3.3.1Targetpopulation

Targetpopulationisapopulationfromwhichthesamplewilldraw.Populationcanbedefinedas

thetotalcollectionofindividualswhom researchersseektomakeinferenceon(Cooper&

Schindler,2014).Thus,thetargetpopulationforthisstudyis244SmallandMediumEnterprises

inthemanufacturing,service,constructionandtradingsectorsoperatinginWolkitetown.

3.3.2SamplingTechniques

Theresearcherisusedstratifiedrandomsamplingtechniques.Whichisthisstratifiedrandom
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samplingbeingtheprocessofdividingasetofsamplingunitintooneormoresubgroups.

(Rosen,B.1997).Thetotalpopulationofthestudyareasisheterogeneousanditwasstratifiedin

togroupandfoursectoroftheenterprisesuchasconstruction,manufacturing,service,andtrade.

3.4SampleSize

Fromthetotalpopulationof244,theresearchersselect71,enterprisebyusing10%errorterm.

AccordingtotheYamane(1967)provideformulatocalculatethesamplesize.

n=N/1+N(e)2 n=244/1+244(0.1)2=71

Wheren=samplesize

N=population

e=errortermtheformal,f=n(N)/N,wheref=sampleframe

N=totalpopulation

n=samplesize

Thetotalpopulationofeachstratumisconstruction(f1)68,manufacturing(f2)50,service(f3)56,

trade(f4)70.Thesamplesizeis71smallandmediumenterprisestakenas.

F1=71(68)/244=20

F2=71(50)/244=15

F3=71(56)/244=16

F4=71(70)/244=20

3.5Sourceandmethodofdatacollection

Inordertoconductthisresearch,theresearcherusebothprimaryandsecondarydata,fromthe

primarydatacollectionmethodtheresearcherswouldusequestionnaires,andfrom the

secondarydataaretheresearchersusefrompublishedandunpublishedsources,booksandother

writtendocuments.

3.6Dataanalysisandinterpretation

Afterthedatacollectionprocessisaccomplished,nextthedatawasarrangedsoastomakethe
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analysisandinterpretationeasy.Thedataisprocessedontheactivitywhichinvolvesediting,

presentingandclassifyingthedatathroughtableandcomputationofpercentage.Toanalyzeand

processthecollecteddata,theresearchersareusingdescriptivedataanalysis.Thereasonforthe

useofdescriptivedataanalysisispresentthedatainthetables.Heretabulation,percentageand

descriptionwereusedtomaketheanalysisandinterpretation.

3.7Ethicalconsideration

Researchisapublictrustthatmustbeethicallyconducted,trustworthy,andsociallyresponsible

iftheresultsaretobevaluable(UniversityofMinnesota,2003:6).Accordingly,before

gatheringinformationfromtherespondents,theaimsandtheobjectivesofthestudywere

explainedtorespondents,andfullconsentoftheinformantswasobtained.Inrelationtothis,

Creswell(2012:149)statesthat“theresearcherdevelopsaninformedconsentformforthe

applicanttosignbeforetheyengageintheresearch.”Itisalsoexplainedfromtheoutsetthatthe

informationcollectedwasonlyusedforacademicpurposes.Theywerealsoallowedtowithdraw

atanystagewhentheyfeeluncomfortablewiththeissue.Interviewparticipantswerealso

involvedbasedontheirfullconsentbyfillingprotocolfortheirwillingnesstobeaskedand

recordedduringtheinterview.Theirfullrighttoself-determinationandtowithdrawatanystage

oftheinterview wasalsorespected.Moreover,privateissues,whichwereunethicaland

culturallyconsideredtaboo,wereavoidedfromthequestionnaires.
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CHAPTERFOUR

4.DataAnalysisandInterpretation

ThisstudyfocusesonchallengefacedbySMEsinWolkitetown.Thispartofstudydealwith

analysisandinterpretationofquestionnairedistributedtotheSMEsofWolkitetown.Theresult

anddiscussionarepresentedbelowunderappropriateheading.Theresearcherdistributedа71

questionnairesand60werefilledandreturnedgivingаresponserateof84.5%.

4.1Demographicprofile

Thebackgroundinformationofbusinessrespondentsincludesaboutsex,ageandlevelof

educationoftherespondentsthatwasusedinappropriatelyknowntherespondent’s

characteristicsbeforegoingtothebasicpartofthestudy.

Table4.1sex,ageandeducationalbackgroundoftherespondents

Sex Numberofrespondents Percentage

Male 36 60%

Female 24 40%

Total 60 100%

Range Numberofrespondents Percentage

18_30 26 43.33%

31_41 15 25%
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41_50 12 20%

51_60 7 11.67%

Above60 0 0

Total 60 100%

Educationalbackground Numberofrespondents Percentage

Elementaryschool 20 33.33%

Secondaryschool 30 50%

Diploma 8 13.33%

Degreeandabove 2 3.33%

Total 60 100%

Source:survey2015,E.C

Fromtheabovetableof60respondents36or60%weremale,24or40%werefemale.Therefore,

fromthistheresearchersunderstandmostofSMEsmanagedandrunbothmaleandfemaleat

almostthesameproportion,howevertheirslightlymorementhanwomen,whichwouldbe

attributedtothefactthatmostmenrunbusiness,andalsofactthatmostthebusinesswere

inheritedbymenfromtheoldergenerationmostprobablyfromtheirparents.Although26or

43.33%%amongthe60respondentsareagebetween18up30,15or25%areagebetween31up

40,12or20%wereagebetween41upto50,7or11.67%wereageBetween51upto60and0

or0%wereageabove60fromthismostoftherespondentsarefoundbetweenatactiveor

workingage,fromthistheresearchersunderstandthatmoreoftherespondentswerefoundat

activeagegroups,thereforeatactiveorworkingagegroupmustparticipantsonSMEs,soaccess

tofinanceisveryessentialforcreatingagoodbusinessactivities.Also,thenumberof

respondents20or33.33%wereelementaryschool,30or50%aresecondaryschool,8or13.33%

werediplomaandfor2or3.33%degreeandabove.Thisimpliesthatmostofparticipantson

SMEsareworkontheeducationallevelofsecondaryschool.Thereforetheresearchers
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understandfromthismoreoftheenvironmentinwhichtheyoperatesanddecisionmaking

process.

4.2Natureofbusiness

Table4.2Natureofbusinessoftherespondents

Typesofbusiness Numberofrespondents Percentage

Small 46 76.67%

Medium 14 23.33%

Total 60 100%

Source:ownsurvey,2015E.C

Fromtheabovetableabove46or76.67%weresmallbusiness,14or23.33%weremedium

enterprise.Thisindicatedthatmoreoftherespondentscoveredonhighnumberofsmall

enterprises,thereforefromthistheresearchersunderstandmostofthemsmallenterprisethey

needfinanceinordertobecomeexpandtheirbusinessactivities.

4.3Typesofbusinessorganization

Thetypesofbusinessclearlydefinedbasedonitslegalregistrationstatusinthatthereissole

proprietorshipwheretheowneroperatorandhasregisteredthebusinessassoleowner,

partnershipwheretheyownbusinessjointlymaywithfriendandlimitedcompanythathave

severalownerseachhavingacertainpercentageofownership,(Author,2011).Thereforethis

typesofbusinessorganizationsupportedbythefollowingtable4.3

Table4.3Frequencydistributionofformofparticipants

Ownershipform Frequency Percentage

Privatelimitedcompany 0 0

Publiclimitedcompany 0 0
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Partnership 26 43.33%

Soleproprietorship 30 50%

Familyowned 4 6.67%

Total 60 100%

Source:fromresearchquestionnaires,2015E.C

Ascanbeseenfromtable4.3thebulkoftherespondentsofSMEsareregisteredinsole

proprietorship.Theyaccountedfor30outof60respondentsrepresenting50%.Noneofthe

respondentswerepubliclimitedcompany,with43.33%beingpartnership.Theremaining6.67%

oftherespondentswerefamilyownedbusiness.Thisindicatesthatmostofpartnershipless

participantsthansoleproprietorship.Asweknowmostofthepartnershipcompanydoesnot

haveenoughfinancialstrengthandtheyhavesmallequitybasetheyseekaccesstofinancefrom

financialinstitution.Thereforefromthisexplanationmostofthepartnershipsneedtoencourage

theirmotivationonthebusinessorganizationbysupportingfinancefromanyfinancialinstitution.

4.4Natureofbusiness

Table4.4frequencydistributionofthenatureorkindsofparticipantsofSMEs

Natureofbusiness Frequency Percentage

Manufacturing 10 16.67%

Construction 13 21.67%

Service 20 33.33%

Trade 17 28.33%

Total 60 100%

Source:questionnaires,2015E.C

Hence,theresponsesreceivedwerefairlyspreadacrossawiderangeofthetowneconomywith

themostconcentrationcenteredonserviceandtrade.Thesesectorsaccountedthetotalresponses
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respectivelyascanbeseenfrom table4.4,themanufacturingsectoraccountedfor10

representing16.67%,andconstruction13representing21.67%.Therefore,fromthisimplication

themajorityofSMEsparticipatingonserviceandtradebusinessenterprise.So,onthis

explanationtheresearchersunderstandonSMEsinWolkitetowntocoverthehigherpercentage

on33.33%and28.33%respectivelyonserviceandtradebusinessenterprise.

4.5Monthlysalesturnover

Table4.5frequencydistributionofaveragemonthlyturnoverofrespondentsofSMEs

Amount(birr) Frequency Percentage

LessthanBr15000 18 30%

Br15000_Br25000 26 43.33%

Br25000_Br35000 11 18.33%

Above35000 5 8.33%

Total 60 100%

Source:questionnaires,2015E.C

Fromthetable4.5above,whichrepresenttheaveragemonthlyturnoverfor60respondents26of

recordedanaverageturnoverofBr15000_25000,thisgaveasinterimofpercentage43.33%of

thetotalresponseswhichhappentobeSMEsfromservice,tradeandmanufacturingofthe

economy.Aturnoveroflessthanbirr15000,is30%,18.33%fellwithinbirr25000_35000and

just8.33%of5respondentsrecordedamonthlyturnoverofabovebirr35000.Fromthisthe

researchersunderstandonfurthermoreitwasobservedthattheoneislargeturnoveraretheone

whichhavelargeaccessingtofinancialcredit,astheykeepbuildingassetsandincomeflowin

turnmakethegoodwillforaccessingcreditfacility,andexpandtheirbusinessvolumeand

operationatWolkitetown.

4.6Smallandmediumenterpriseconstraint

SMESknownallovertheworldarefacedwithlotschallengeintheiroperationandthiswasnot

deferentfromtheresponsesreceivedfromourtargetrespondents.SMEsoperatorswhotookpart
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inthestudywerehoweveraskedtotherankforthemajorconstraintstheyfacedinoperatingand

growingtheirbusiness.Lackorinadequateaccessestofinancewereconsideredtobethe

constraintsasitsrecorded71.67%.ThismeansthatamongalltheproblemsfacedbySMEsin

theiroperatingrangingfrom competition,highutilitytariff,infrastructureamongotherthe

participantsofSMEssawthelackofcreditfacilityasthemajorconstraints.

Table4.6majorconstraintstothegrowthofSMEs

Constraints Frequency Percentage

Lackoffinance 43 71.67%

Tax 7 11.67%

Competition 3 5%

Hightariffonutilities 3 5%

Infrastructure 4 6.66%

Total 60 100%

Source:questionnaire,2015E.C

Theabovetableshowsparticipantsrankingofthemajorconstraintsfacingthegrowthoftheir

businessinorderonimportance,43or71.67%oftheparticipantsrankedlackoffinanceasthe

majorconstraintstothegrowthoftheirbusinessfollowedbytaxeswhichrecorded11.67%and

infrastructurerankedasthe3rdmajorconstraintstothegrowthofSMEswithjust6.66%.This

showthatasthemajorconstraintsforthegrowthofSMEsinWolkitetownisthelackoffinance.

FromthistheresearchersunderstandamongtheentireproblemfacedbySMEsintheoperation,

theparticipantsinthisstudyviewedlackofcreditfacilityasthemajorfactor.Inthetable4.6

showsthatvariouschallengesfacedbySMEsinWolkitetown.ThereforeSMEsdon'tfearhigh

taxrate,butlackoffinanceforcapitalbuildingforrunningbusinessenterprise.

4.7FactorcontributingtoSMEsconstraints

TheinabilityofSMEsinWolkitetowntoreadilyhaveaccesstofinancefrom financial

institutioncanbeattributedtoalotoffactors,perceivedrisknatureoftheseSMEs,small

portfolioofthisbusinessandthehightransactioncostthatbanksgothroughinperformingcredit
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appraisalonthembeforegrantingcredittotheseSMEs.

Table4.7totalnumberofparticipantSMEsgrantedordeniedaccesscredit

Creditstatus Frequency Percentage

Grantedcredit 16 26.67%

Deniedcredit 44 73.33%

Total 60 100%

Source:questionnaire,2015E.C

TheabovetableshowsanumberofparticipantSMEswhoinwayotherhasbeengrantedor

deniedaccesstocreditfromfinancialinstitutionfromthetableabove,73.33% ofthetotal

respondentssaytheyhavebeendeniedaccesstocredit,while26.67%ofthemrespondedhave

beenaccesstocredit.Asweseenfromthedatacollectedthereisaminimumorlimitedaccessof

financefromthecreditinstitutionsandaminimumenterprisearebeneficialfromthecredit

access.Fromthistheresearchersunderstandmoreofthehigherpercentagecoveredondenied

accesstocreditfromthefinancialinstitution.

4.8Constraintsofaccesstofinance

Table4.8frequencydistributionoffactorthathinderparticipantsSMEsaccesstocredit

Factor Frequency Percentage

Defaultonpreviousloan 4 6.67%

Nosecurityorcollateral 35 58.33%

Smallequitybase 12 20%

Lack of experience

management

6 10%
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Other 3 5%

Total 60 100%

Source:questionnaire,2015E.C

Theresultcollectedfromthesurveyintable4.8showsthefrequenciesoffactorhinderingSMEs

insecuringloanfortheirbusiness.58.33%representingof35respondentsofthe60rankedlack

ofcollateralasthemajorfactorpreventingthem from accessingloanfrom thefinancial

institution.12or20%rankedsmallequitybaseasfactoraffectingtheiraccesstocredit,lackof

experiencemanagementwastheopinionof6or10%oftherespondentswith5%thinkingother

factorsuchastheinabilitytoprovideauditedfinancialstatementarepreventingthemaccessing

creditwith6.67%relatedwithdefaultonpreviousloan.Fromthistheresearchersunderstand

moreoftheSMEshavebeenamajorproblemonthecollateralrequirementsfromthefinancial

institutionanddoesnotsupportedbyfinanceduetoaccessingcredit.Againfromthecollateral

issuesandotherfactorasindicatedabovewhichmakeitverydifficultforSMEstoaccessthe

maximumamountneededforvariousexpansionprojects,theinterestratechargedontheloan

facilityonvariousbanksareveryhighandalsounattractiveformostSMEstoaccessthecredit.

Almostalltherespondentsexpressedanopiniontheleveloftheinterestratechargedbyfinancial

institutiononfacilitiesreceived,tobeextremelyhighwhileotheralsosaytheratearejust.

4.9Levelofinterestrateonloan

Table4.9Frequencydistributionofthelevelofinterestrateonloan

Measure Frequency Percentage

Extremelyhigh 41 68.33%

High 16 26.67%

Acceptable 3 5%

Low 0 0
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Total 60 100%

Source:questionnaire,2015E.C

Theabovetableshowstheopinionofrespondentonthelevelofinterestratechargedonloan

fromthebankandnon-bankfinancialinstitution.41outofthe60respondentsreceivedfrom

participantsawtheinterestrateonloantobeextremelyhigh.Thisrepresent68.33%ofthetotal

respondents16or26.67%ofthetotalrespondentsthinktheratearehighwithjust5%sayingthe

ratearemanageable.

Onesignificantthingisthatamongtherespondents,nonesaytheinterestratechargedbythe

financialinstitutiontobelow.Theextremelyhighinterestrategroupnumberingabout41outof

thetotalrespondentsof60payinterestratebetween8%-10% perannum.26.67% ofthe

respondentswhichindicatedthattheratechargedbythefinancialinstitutionarehigh,alsopay

interestrateof5%-8%perannum,withjust5%whichwilltermfortunateone’sservicingtheir

loanataninterestoflessthan5%perannum.Thismakestheirbusinessunprofitableastheprofit

madeareerodedbyhugefinancecost.ThishighinterestratedemandedfromSMEssectorfrom

thebankisduetohighrisknatureofthissector,resultingfromthehighdefaultrateassociated

withSMEsfinancing.

Boometal,1983likemostotherwriteronthesubjectofSMEsfinancingdescribedtwobasic

typesoffinancingnamelydebtandequity.WhichfurtherclassifiedbyHisrichandPeter,1995

alsointwosourcesinternalandexternal.SincefinanceisthemajorconstraintstotheSMEs

developmentandgrowthvarioussourceoughttobeexploredbytheseSMEstoruntheir

business.ItcametheforethroughthesurveythatmostoftheseSMEsdependonmostlyexternal

sourcesuchasthebanknon-bankfinancialinstitution,familiesandfriendsandpersonalsaving;

theonlyinternalsourceasalternativesourceoffinancingforSMEs.Thereforethisimplication

alsosupportedbythemajorsourceoffinanceinthefollowingtables4.10.

4.10SMEsmajorsourceoffinance

Table4.10frequencydistributionofSMEsmajorsourceoffinancing

Sourceoffinance Frequency Percentage

Bankloan 14 23.33%
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Personalsaving 3 5%

Retainedprofit 4 6.67%

Familiesorfriends 9 15%

Non-bankfinancialinstitution 30 50%

Other 0 0

Total 60 100%

Source:questionnaire,2015,E.C

Amongthevarioussourceinabovetable30outofthetotalrespondentsrankedtheirmajor

sourceoffundingfromthenon-bankfinancialinstitutionfollowedby23.33% gettingtheir

financefromthebankloan,thethirdsourceoffundingforSMEsoperationarefromfamiliesand

friendswith15%andtheforthbeingretainedprofitwith6.67%personalsavingwasrankedthe

fifth.

ThisgoestoshowthattheSMEsoperatinginWolkitetownareskewedmoretowardsthe

externalsourcefunding,whichisnotalsoeasytoaccessbyinhabitingtheirgrowth.Fromthe

abovetheonlyinternalsourceoffundingisjustfromtheirpersonalsavingnoneoftheother

internallygeneratedoptionoffundingarebeingexploited.Thisinternalsourceoperationand

investmentprofit,salesofassets,extendedpaymentterms,reductioninworkingcapitaland

propermanagementofaccountreceivable,whicharelessexpensiveandalsoreliable.

ThekindofbanksoperatinginthecountryhavelimitedinterestinthefundingtheSMEssector,

mostespeciallythoseseekfundasastartupcapitalforthebusinessbecauseoftheriskassociated

withthenewbusinesswhereitisknownthat8of10newbusinessfailwithinthefirstthree

years(Mason,M.K,2011,).Thelimitedinterestofthebankstofinancestartupbusinessisalso

supportedbythedataintable4.11

4.11Fundsforstartupcapital

Table4.11frequencydistributionofsourceoffundsforstartupcapitalbusiness

Source Frequency Percentage
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Personalsaving 22 36.67%

Bankcredit 7 11.67%

Friendsandrelatives 28 46.67%

Other 3 5%

Total 60 100%

Source:questionnaire,2015E.C

TheabovetableshowsthedistributionofSMEssourceoffundinginestablishingtheirbusiness.

Itisclearfromthetablethat46.67%ofthefundisgrantedfromfriendsandrelatives,36.67%

grantedfrompersonalsavingwith11.67%ofSMEsstartupsgettingtheirfinancefromthebanks.

Theremaining5%gettheirfundfromothersource.Therefortheresearchersunderstandfrom

thismoreofthesourceoffundsforstartupbusinessonSMEsinWolkitetownisinpersonal

savingandfriends.ThismakesitextremelydifficultfortheSMEssectortopursuegrowththere

byhinderingtheirgrowthjusttostayafloat.Inspiteofthischallengesthereisastrongdesire

amongthisSMEstopursuetheagendaofgrowthwhenthequestionwasastowhetherornot

theywouldliketoexpandtheirbusinesstootherwithinthecitiesshouldtheirfinancingneeds

bemet.58.1%oftherespondentsshowedinterestinthatdirectionasindicatedinthetable4.12

below.

4.12Establishingbranches

Table4.12frequencydistributionofparticipantsSMEsestablishingmorebranchesinthe

citiesofWolkitetown

Ranking Frequency Percentage

Stronglyagree 35 58.33%
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Agree 21 35%

Notsure 4 6.67%

Disagree 0 0

Stronglydisagree 0 0

Total 60 100%

Source:questionnaire,2015E.C

TheabovetableshowsthatthedistributiononthequestionrelatingtoSMEsexpandingtheir

businesstootherbranchesofthecities.58.33%oftherespondentsagreedwiththestatement

meaningthatallthingsbeenequalalltheywouldliketogrowtheirbusiness.21or35%ofthe

samerespondentsalsoagreedtothestatement,withjust6.67%notsureastowhethertheywill

expandornot.Onecriticalpointisthatnoneoftherespondentsdisagreewiththestatementof

whetherSMEswouldliketoestablishmorebranchesinthetown.

Thisseemstoadreamforthemasthefundingtoundertakesuchanexpansionprojectisdifficult

toaccess,becauseofthestringentcriteriaofthebanks.Theonlysurewayofgettingsuchan

amounttoembarkontheseexpansionsismainlythroughtheformalfinancialinstitutionorbanks,

whichmostoftheSMEsarenotqualified.Thisleavesthebankstheonlyviablesourceandeven

then,becauseofthedurationgiveninrepaymentofloan,whichismostlyupto2years(seetable

4.13),suchfacilitywillnotbeappropriateforinvestingintobusinessexpansion.

4.13Frequencydistributionofloanrecoveryperiod

Table4.13frequencydistributionofloanrecoveryperiod



28

Factor Frequency Percentage

Upto1year 42 70%

Upto2year 18 30%

Upto3year 0 0

Above3year 0 0

Total 62 100%

Source:questionnaire,2015E.C

Thisshowthefrequencydistributionofloanrepaymentdurationbytherespondentsusually

receivedfromthefinancialinstitutionbywhichtimetheyshouldhaverepaidtheloanamount.

Fromtheaboverecord,70%aregivenarepaymentperiodofuptooneyear,while30%or18of

thetotalrespondentsofthe60indicatedarepaymentperiodofupto2year.Thefinding

enumeratedabovecorroboratetheopinionaboutthedifficultthatSMEsinWolkitetownfaced

whenitcomestoaccessingcredit(bankloan)toruntheirbusiness.Therefortheresearchers

understandfromthismoreofSMEsoperatestheiraccountmainlyduetoinsecurityassociated

withholdingandtransactingincashaswellasthefactthatthebankhavebeenenticedand

enticingSMEstoopenandoperateaccountafterrealizingthattheyformlargepartofthe

countryeconomy.
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CHAPTERFIVE

5.ConclusionandRecommendation

Thischapteristhelastchapteroftheresearch,whichincludeconclusionofthestudyand

recommendationstothedifferentresponsiblebodies,takeremedialmeasureinsolvingmajor

problemsobtainedthroughthefinding.Inthischapterresearcherstriedtodrawconclusionabout

thefindingofthestudy.Thispartoftheresearchisthemostimportanttotheorganization

(SMEs).Theresearchersalsotriedtoprovidepotentialrecommendationwhichisvaluabletothe

organizationintheongoingoperations.

5.1Conclusion

ThethemeofthisstudywhichisthechallengefacedbySMEsinaccessingfinanceinwolkite

townsorttohighlightdifficultyfacedbythisSMEsinaccessingcreditfromthefinancial

institutiontooperateandgrowtheirbusiness.

Basedonreceivedfromthequestionnairecirculated,itbecomeevidentthatSMEsinwolkite

townarefacedwithmajorchallengeinaccessingcredit.Thesechallengeswererevealedbythe

studytoinclude,theinabilityofSMEstoprovidecollateralandotherinformationneededbythe

banksuchasauditedfinancialstatement,coupleswiththehighcostofloanintermsofhigh

interestratemakeitextremelydifficulttoaccessbankloan.Becauseoftheseconstraintswhich

relatestoaccesstobankSMEsinWolkitetownarenotmobilizecashasquicklyenoughtogrow

andexpandinawaythatthemaresupposedto.Theystillremainsmallwithoutexpandtheir

businesstotheotherpartsofthetown,eventhoughSMEshaveexpressedthedesiretodoso

whentheyhavethefinancialassistancerequired.

5.2Recommendation

ItisabsolutelyfundamentalthatthereisinsufficientaccesstofinanceforSMEs.Affordableand

appropriatefinanceenablebusinesstooperateefficientandgrow.Itfacilitiesbusinessstartup

ensurethatbusinessabletofinancepotentiallyviableinvestment,enablingthemtoexpand

operationtomeetdemand,providefundsforbusinesstoinnovative,generatingnewtechnology
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andmoreproductivewayofoperation,allocateresourcesintheeconomytotheirmost

productiveuse,usefundsbusinessgrowthandcreatingemploymentandwealth.

ThechallengesthatmaketheSMEsfornotaccessingfinanceorfactorscalledasmajorproblems

foraccessingfinancearemostlylackofcollateralandhighinterestrateaskedfromthefinancial

institution,sotheresearcherstriedtoprovidepotentialrecommendationwhichisvaluabletothe

SMEsandalsofortheotherstakeholderswhohaveconnectionwithit.

TheresearchersrecommendedthattheNationalbankshouldendorsepolicymeasuresdesigned

atmoderatingcollateralrequirements,recognizedfromcollecteddata,currentbankingpractice

oncollateralappeartobeexcessiveandshouldalleviatetheNationalbankofEthiopiathrough

issuanceofclarifyingdirectives.

WithregardedtointerestratewerecommendtheNationalbankofEthiopiatosettheinterestrate

amountasminimumaspossibleandmakeitaccessibletotheSMEsandtoavoidexcessive

interestrate,fromthesideofSMEswerecommendedthattoseekanotherfinancialinstitution

likeMicrofinance,toaccesscreditatthelowestinterestratethanaccessingcreditfromformal

financialinstitutionontheperiodofhighinterestrate,andtheyshouldhavetoprepareaproper

financialstatementbecauseitsimplifiestherequirementsetbythebankinordertoaccess

financeanditalsospeedupthecreditaccessingprocess.
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Appendix

WolkiteUniversity

Collegeofbusinessandeconomics

Departmentofaccountingandfinance

Dearrespondent

Iwouldliketothankinadvanceforyourkindcooperationinrespondingthisquestionnaire

whichisdesignedtocollectdatathatwillbeconductedassociatedproblemschallengesfacedby

smallandmediumenterprise(SMES)inaccessingfinanceinwolkitetownforpartialfulfilment

ofBAdegreeinaccountingandfinanceatwolkiteuniversity.

Theinformationthatwillgivewillbekeptconfidentialandwillbeusedonlyforacademic

purpose.

Instructions

Pleasemark

Intheboxofyouranswer

Generalcharacteristicsofrespondents

PartA.Demographicquestion

1.Whatisyoursex? Male Female

2.Inwhichagegroupareyou?

Under18-30 31-40 41-50 51-60 above60

3.Whatisyourlevelofeducation?Doesnotreadandwrite readandwrite elementary

school secondaryschool collegediploma firstdegreeandabove

4.Sizeofyourbusiness? Small Medium
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5.Natureoforganization

Privatelimitedcompany

Partnership

Publiclimitedcompany

Soleproprietorship

Familyownedbusiness

Other--------------------------

6.Kindsoforganization

I.Manufacturing III.trade

II.Service IV.Other

7.Whatistheaveragemonthlyturnoverofyourbusiness

Lessthan15000 III.Birr25,000-35,000

II.Birr15,000-25,000 IV.Above

Thefollowingquestionsrelatedthefinancingissuesofyourcompany.Thedifficultyin

accessingcredit,optionsyourcompanyisresultingtoandfutureofyourbusiness

8.Haveyoueverydeniedorrefusedcreditfrombank?

Yes No

9.Whatwasthemainreasonyourbankersrefusedofferingyou’reyourloan?

Defaultandpreviousloan lackofexperiencemanagement

Nosecuritytopledge toosmallequitybase

Other----------------------

10.Whatwasthepurposeoftheloan?

Startupcapital workingcapital
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Expansionofbusiness other

11.Whatwasthematurityperiodoftheloan?

Upto1year upto3year

Upto2year other

12.Howdidfindthelendingrate?

Extremelyhigh acceptable

High low

13.Whatpercentageofinterestisontheloan?

Lessthan5% 8%-10%

5%-8% above10

14.Howdidyoufiancéthestartupofthebusiness?

Personalsaving friendsandrelationship

Bankcredit other

15.Whatisyoursourceoffinanceforthebusiness?

Bankloan retainedprofit

Personalsaving privateintuition

Tradecredit familyorfriend

16.Inyouropinionwhatarethemajorconstrainttothegrowthofyourcompany

Lackoffinance highinterestonbankloan

Computation taxes

Part3.agreeordisagreetothefollowingstatement

17.wouldliketoemploymorehandsinthefuture

Strongagrees. Notsure. Agree
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Disagree. Strongdisagrees.

18.Wouldliketoestablishmorebranchesinanothertownofthecountry.

Strongagrees. Notsure. Agree. Disagree.


