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Abstract
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ofsmallandmediumenterpriseinchehaworeda.Ittriestoexaminetwoseparatebut

interrelatedissues.Ontheonehand,itseekstoshowtheplaceofsmallandmedium

enterpriseinfinancialinstitutionsoverallobjectives.Onotherhanditbetriedtoidentify

themajorconstraintsofthedevelopmentofSMEsincheha.Somequestionthatthe

researcheraddressincludes,whatrolefinancialinstitutiontohelpSMEs?Arefinancial

institutionsservicesaccessibleandaffordablefortheSMEs?Andhowdofinancial

institutionsaddresstheproblemsthatSMEsfaceintotheprocessofaccessingand

settling loan?Thestudy makeuseofdescriptivestatics,qualitativeresearch

methodologyandwouldbecomeupwithfivemajorfindingsthefirstislackofaccess

tofinancialservicesisthemajorfactorthatnegativelyaffectsthedevelopmentof

SMESinchehaworeda.Thesecondfindingismostsmallandmediumenterpriseshas

achievesomelevelofdevelopmentthirdly,itfoundoutthosefinancialinstitution

contributealmostsomeforthedevelopment.Thefourthoneismajorfactorthataffect

SMEsassesscollateralinadequacyfollowbybureaucraticproblem.Thelastmajor

findingisthatSMEsusuallyusetheirownsavingtofinancetheirbusinessactivities.

Theoverall,conclusionthestudy havefurthersupportfrom financialinstitutionis

criticalforSMEsfoundinchehaworedasothatitcanexpandeconomicdevelopment.
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CHAPTERONE

1.INTRODUCTION

1.1.BACKGROUNDOFSTUDY

DefinitionofSMEssomeofthecommonlyusedcriteriaarethenumberofemployees,

value ofasset,valueofsaleandsizeofcapitalorturnover.Howeverythemost

commonbasis ofTheterm SMEscoverswiderangeofdefinitionsandmeasures,

varyingfrom countrytocountryandbetweenthesourcesreportingSMEsstatistics.

AlthoughthereisnouniversallyagreedefiningSMEsisnumberofemployees(Nugent,

2001).

Smallandmediumenterprise(SMEs)andfinancialinstitutionsarevitalcontributorsto

theoverallperformanceofaneconomy.SMEsplayacrucialroleindevelopingthe

economy and in creating employment.They notonly provide opportunity for

employmentandincometolargenumberofpeople,butalsoaretheforefrontofthe

technologicalinnovationsandexport.Theyprovide facilitatetrading,encourage

mobilizationofresourcesthroughsavingsandallocateresourcestoactivitieswith

highestreturns,monitorinvestmentsandexertcorporategovernmentandspreadsrisk

byofferingadversityoffinancialinstruments.Furthermore,theyprovidefinancial

assistancetofulfillthevariedneedsofenterprises.

financialinstitutionconsiderbyEthiopiagovernmentastoolwhenhelpthepoorto

improvetheirqualityoflifeoandexpanding opportunityforenhancingincomeat

previousofloan accesstoactive clients.Ethiopiagovernmentwascommittedto

promotethedeliveryof financeinstitutionservicetomedium andsmallenterprise

(Woldayamh2001).Whateverthedefinitionandregardlessofthesizeoftheeconomy,

developmentofSMEsisbecomingincreasinglycrucialtoeconomicdevelopment.The

issueofSMEsdevelopmentgivethedevelopmentneedforemploymentcreationand

povertyalleviation(Nugent2001).

Nugent(2001)furthernotethatthereisalsoanurgentneedtocreateastrong
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competitiveSMEssectorthatisabletoplayaleadingroleinthedevelopmentprocess.

TheissueofSMEdevelopmentrankshighamongtheprioritiesofsocio-economic

development,givethedevelopingneedforemploymentcreationandpovertyreduction.

ThereisalsoanurgentneedtocreateastrongcompetitiveSMEsectorthisisableto

playaleadingroleinthedevelopmentprocessasthisarethecaseeverywhereevenin

thedevelopworldincludingtheUSA(Beyene,2002)

1.2.Statementsofproblems

Obviously,SMEsconstitutethebackboneofaneconomy.TheSMEssectorplaysavital

roleinthedevelopmentofthecountry.WorldBank(1994)indicatesthisindustrial

developmentwasearlierbelievedtohaveoccurredbecauseoflargeenterprises.

However,startinginthelate1970sandearly1980s,SMEshavebecomeperceiveasthe

keyagentforindustrialization. Itisrecognizedthatthissectorprovidenotonly

employmentopportunitiestoanincreasingnumberofpeopleinthecountry,butitis

alsoaneffectivemeansoffighting povertyand incomeinequality.Atthesametime

SMEsserveasatraininggroupforemergingentrepreneur.Itiswithinthiscontextthis

SMEs development become focal attention for governmental as well as

nongovernmentalorganizations.Thisrequiresbringingthespecificneedsofthe

enterprisetothecenterofthepolicy–makingprocessandrecognizingthatSMEsareto

beassistnotbecausetheyaresmall,butbecauseoftheircapabilitytobeefficient,

innovativeandabletocompeteinthelocalandnationalmarkets(Carter,Jone,Evans

2001)

However,as noteinthemajorityofdevelopingcountries,mostSMEsactivitiesare

undertakeintheinformalsectoreventhoughtheyplayamajorroleineconomic

development.Thepurposeofthisideatheexpress,beforeenterareaofformally

establishfinancialinstitutionthemainsourceofcreditinurbanandruralareaare

accessinformallythroughrelativeandmanylenders.Informallyinstitutionremainsan

importantsourceofcreditforruralandurbaneconomiccommunities.Socreationof

financialinstitutionwillbeestablishbyproclamation40/1996issuingbytheEthiopia

governmentin1996solveproblemfaceininformalinstitution(TagengandMulul2005).
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Theyusetheirownsavingreinvestmentofprofitsandownlaborasthemainsourcefor

theirdevelopment.Despitethistheirsustainabledevelopmentwilllargelydependonthe

capacityoffinancialinstitutiontomobilizeresourcesformlowvaluetohighvalueand

investinSMEsactivities.

SinceSMEssectordoeshaveaverysignificantroleinEthiopiaeconomy,the

governmentwasstrivingtocreatecompetitiveandproductiveSMEssector.Inorderto

supportmarketconcernbodiesshouldlinkmedium withlargefirmstoserveasa

marketoutlets,providetrainonqualityimprovementandcostreductionmodalities

provideupdateinformationonmarketopportunities

ResearchQuestion

Theresearchertriestoaddressthefollowingquestions

• WhatisrolefinancialinstitutioninthedevelopmentofSMEsinchehaworeda?

• Arethefinancialinstitutionsservicesandproductsuchasverysmallloan,saving

andmoneytransfertoassistthepoorareaccessibleandaffordablefortheSMEs?

• HowfinancialinstitutionsaddresstheproblemsthatSMEsfaceintheprocessof

accessingandsettingloans?

1.3Researchobjectives

Thestudyhasthefollowinggeneralandspecificobjectives

1.3.1Generalobjectives
Thegeneralobjectiveofstudywastoanalyzetheroleoffinancialinstitutionin

developmentofsmallandMediumEnterpriseinchehaworeda.

1.3.2.Specificobjectives

• Toassesstheroleoffinancialinstitutionhelpforsmallandmediumenterprise

developmentinchehaworeda.

• Toidentifythefinancialinstitutionproductandservicesuchassmallloan,saving

andmoneytransfertoassistpoorareaccessibletoSMEsornot.
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• ToanalysishowfinancialinstitutionsolveproblemsthoseSMEsfaceinthe

processofaccessingandsettingloans.

1.4Scopeofthestudy

Thisstudywillbelimitedtoassesstheroleoffinancialinstitutiondevelopmentofsmall

andmediumenterprises(SMEs)inchehaworeda.

1.5Significanceofthestudy

Thereappearedtobeanumberofattemptedtoinvestigatetheroleoffinancial

institutionsinthepromotionofSMEsinEthiopia.Therefore,thisstudyistheinitiallyto

provideacomprehensiveapproachtotheunderstandingofroleoffinancialintuitions

anditsintendtofillthegapinthisarea.

Generally,thisstudycontributestotheknowledgeinmanyimportantareasoffinancial

institutionandSMEsstudies.Firstly,itadvancestoabetterunderstandingoffunctions

androlesoffinanceinstitutionssecondly,itincreasestheunderstandingofSMEsand

third,itwillgivethewayforwardforthegovernmentpolicymakersfinancialinstitution

andtothegeneralpublicatlargetounderstandthedifferentrolesof financial

institutionintheenterprisesdevelopmentprocess.

1.6Limitationofstudy

Thelimitationofthisstudywaslackofsufficientoffinanceandthetimetoallowfor

datacollectionwasnotsufficient.

1.7Organizationofthestudy

Thestudyisorganizeintofivechaptersfirstchaptergives,backgroundofthestudy,

statementofproblem,studyofobjectives,limitationofstudy,significanceofstudyand

scopeofstudy.Chaptertworeviewsliteratureonfactorswhichaffectthedevelopment

ofSMEswithparticularfocusonfinancialinstitution.Chapterthreespecifiesthe

analyticalframeworkandmethodologyofthestudy.Chapterfourreportsresultsfrom

the descriptive analysis. Finally,the last chapter presents conclusion and

recommendation.
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CHAPTERTWO

2.LITERATURESREVIEW
Thischapterreviewsthetheoreticalandempiricalliteratureontheroleoffinancial

institutioninthedevelopmentofSMEs.Thisreviewoftheliteratureestablishesthe

frameworkforthecurrentstudy.Whichinturn,helpinclearlyidentifyingthegapinthe

literatureandformulatingresearchquestionforthestudy.

2.1Theoreticalstudies

Thissectionbrieflysketchesoffinancialinstitutions,whichhaveprovenEffectivein

providingservicestoSMEs.Thesectionopenswithanoverviewoffinancialinstitutions.

Thisshowsthevariousproductsandservicesthatfinanceinstitutionshaveandexplain

thetheoreticalroleoffinancialinstitutiontothedevelopmentoffirms.Thesegivean

ideaonhowfinancialinstitutionscontributetothedevelopmentofSMEs.Finally,the

concernistoshowthenature,importance,measuresofdevelopmentandconstraints

ofSMEs.(Karata2007)

2.1.1OverviewoffinancialInstitutions
Afinancialinstitutionisaninstitutionthatprovidesfinancialservicesforitsclientsor
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society.Mostfinancialinstitutionsareregulatebythegovernment.

Financialinstitutionsaretheonesthatsupplytheinvestmentneededtoachieve

sustainabledevelopment.Asinnovatorstheydevelopednew financialproductsto

encouragesustainabledevelopment.Theyalsoperformactivitiessuchaspricingrisks

andestimatingreturns,forcompanies,projectsandothers.Furthermore,aspowerful

stakeholders and lenders they can exercise considerable influence overthe

managementofcompaniesincludingSMEs(Ageba&Wolday,2006).

2.1.2RoleoffinancialInstitutions
Althoughtheformalfinancialinstitutionshavetakenvariousmeasurestostrengthen

theiroperationandexpandtheirservices,theycouldnotaddressthefinicalneedsof

medium andsmallenterprisessatisfactorily.Itisthusnecessarytodesignspecial

instrumentsand mechanismsto meetthefinancialrequestsand promotethe

developmentofMSEs(FDR,1997).Financialinstitutionasadevelopmenttoolprovides

financialservicesandproductssuchasloans,savings,leasing,insuranceandmoney

transfertoassistthepoorinexpandingorestablishingtheirbusinesses.Itismostly

usedindevelopingeconomieswherefirmsdonothaveaccesstoothersourcesof

financialassistance.Inadditiontofinancialintermediation.financialinstitutionprovide

socialintermediationservicessuchastheformationofgroups,developmentofself-

confidenceandthetrainingofmembersinthatgrouponfinancialliteracyand

management(FDR,1997).

Enterprise developmentservices ornon-financialservices thatassistmedium

entrepreneursincludeskillsdevelopmentbusinesstrainingmarketingandtechnology

services,andsubsectoranalysis(proclamationNo.626/2009).

2.1.3NatureandimportanceofSMEsinEconomicDevelopment

2.1.4WhatisanSME?

TheissueofwhatconstitutesanSMEisamajorconcerninliterature.Differentauthors

haveusuallygivendifferentdefinitionstothiscategoryofbusiness.Someattemptto

usethecapitalassetswhileothersusenumberofemployeesandturnoverlevel.Others
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defineSMEsintermsoftheirlegalstatusandmethodsofproduction.Inthecontextof

Ethiopia,theministryofTradeindustryadoptedofficialdefinitionofmediumandsmall

enterprises.Accordingtotheministry’sdefinitionsmallenterprisesarebusiness

enterpriseswithapaid-upcapitalofmorethanBirr200,000,butnotmorethanBirr

500,000.Largeandmedium scalemanufacturingenterpriseshavebeenclassifiedas

businessestablishmentswithmorethantenemployeesusingautomatedmachinery.

TheEthiopianRevenueandCustom Authority(ERCA)alsodefinedenterprisesforthe

taxpurposeasenterpriseshavingbelow 1millionannualturnoversassmall

enterprises,form1millionto4millionannualturnoversasmediumandabove4million

annualturnoversaslargeenterprises.AndthisdefinitionofSMEsisusedinthis

research.(Lidgerwood1997).

2.1.5Importanceofsmallandmediumenterprises(SMEs)
Smallfirmsarebackboneofnationaldevelopment.Foracountrytoreachitsfull

potentialintermsofeconomicandsocialdevelopmentitshouldnotignorethe

importanceofitsindigenoussmalland medium enterprises(MSMEs)and the

contributionthattheymaketothecountry’seconomy.Asindicatedbelow,facilitationof

economicdevelopmentcreationoflongtermjobsandprovidingthelongtermloanare

majorcontributionsofSMEs

Facilitateeconomicdevelopmentorbringaboutequitabledevelopmentbygivelong

creditforpoorsociety.

Mediumandsmallenterprises/MSEs/bymakinguseofpredominantlylocalresources

engageintheproductiongoodsandservicesofmassconsumptionandstimulatethe

developmentoftheeconomy.TheexpansionofMESsalsocontributestowardsamore

equitabledistributionofincomeandwealthamongthesociety(Robinsons).

Createlong–termjobs

Whilesmallandmedium enterpriseactivitieshaveabsorbedalargenumberof

unemployedpeople.Therefore,supportforSMEhasincludeskillupgradingprograms

forMSEoperatorsandstrengtheningtheuseofappropriatemoderntechnologiesthat
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boosttheircapacitytocreatelongterm-jobs(Asmelash2002).

Providethebasisforlargescaleenterprises

MSEsprovidethefoundationforgrowthandstimulateindigenousentrepreneurship.

Theyprovidetrainingforentrepreneursandmanagersandthroughthislearningprocess

MSEsgrowintheorganization

2.1.6Indicatorsofdevelopment
Developmentreflectsboth shortand long term changesin afirm /business

organization.Adevelopmentprocessislikelytobedrivenbyincreaseddemandforthe

firm’sproductsorservices.Thatis,salesincreasesfirstandthusallowtheacquisition

ofadditionalresourcessuchasemploymentorotherassets.Thussalesdevelopment

hashighgeneralityandisthebestgrowthmeasure.Theresearchersusevolumeof

salesasameasureofdevelopmentofSMEs(Hailey,2003).

2.1.7.GeneralConstraintstoSMEsDevelopment
Despitetheirpotentialroletoaccelerateeconomicdevelopmentandreducepoverty,in

mostdevelopingcountries,SMEsfaceawiderrangeofconstraintsandproblemsand

theyareunabletoaddresstheproblemstheyfaceontheirown.Theconstraintsrelate,

tothelegalandregulatoryenvironments,accesstomarkets,finance,business

information,businesspremises(ataffordablerent),theacquisitionofskillsand

managerialexpertise,accesstoappropriatetechnology,accesstoqualitybusiness

infrastructureandinsomecasesdiscriminatoryregulatorypractices(FDRE,1997

&Ghebreyesus,2009).

InEthiopiaMSEshavebeenconfrontedbyvariousproblemswhichareofpolicy,

structuralandinstitutionalinnature.Tostartwith,lackofsmoothsupplyorraw

materials,seriousmarketingproblems,lackofworkingpremisesandlackofsufficient

capitalarethemajorchallengesforsmallandmedium scaleenterprisestostartand

develop/expand.Althoughtheeconomicpolicyofthecountrypaiddueemphasisfor

entrepreneurshipvaluesandappreciationofthesector’scontributiontotheeconomy,

service,consultancy,informationprovision,preferentialtreatmentandmanyothers
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whichneedproperattention(FDRE1997).

2.1.8ThepolicyandRegulatoryFramework
Whethertheyproducefornationalordomesticmarkets,SMEScanhighlybenefitfrom

favorablepolicyandregulatoryenvironment.Absenceofsuchanenablingenvironment

canforcesmalland medium Enterprises/SMEs/to earlyexitthemarketsuch

frameworkshouldinclude:

• Stablefiscalandmonetarysettingwithreasonableinterestrates,asystem of

financialmarketsthatprovidesincentivestosaveandmechanismstochannel

savingstoinvestments;

• Policiesthatminimizethecostofbusinesslicensingandregisteringwhile

protectingpublicinterests;

• Policiesthefacilitatebusinesstransactionssuchasinfrastructuredevelopment.

(Ghebreyesus,2009).

2.1.9Accesstofinance
Accesstofinanceisoneofthemajorconstraintsfacedbysmallandmedium

Enterprises/SMEs/Everywhere.Thepotentialsourcesoffinanceincludefinancial

institutions,cooperatives,governmentprojects,semi-formalandinformallenders,as

wellastradecredit.AlthoughoftenSMEsacquiretheircapitalfromtheirownsavingsor

fromfamilyandotherinformalsourcestheyalsoseekfinancialinstitutionloanstomeet

theirfinancialrequirements.However,becauseoftheirweakfinancialbasetheyare

regardedashighriskareasanddogetenoughloansfromfinancialinstitution.Because

ofthehightransactionalcostinvolvedandinabilityofSMEstoprovidethefinancial

institutionrequireSMEsfinditdifficulttogetfunds/loansatallstagesoftheir

developmentrangingfromstart-upexpansion(Amha&Wolday,2006).

2.1.10Lackofnon-financialSupportservices:Technology,skills

developmentandmarketing
Supportservicescanassistsmallandmedium enterprises/SMEs/inperformingwell

andbecomingcompetitive.However,evenifsuchservicesmayexistinmanyAfrican



10

countriestheireffectivenessisdoubtful(Asmelash,2002).Supportservicesfor

marketingforinstancerequiresconnectingcompaniesproductsandserviceswith

regionalandinternationalmarketsButinAfrica,accordingtoUnitedNationseconomic

CommissionforAfrica/ECS/(2001:29),theexperienceisvariable,withsomecountries

having agoodandrelativelyefficientnetworkofinstitutionsprovidingmarketing

services(Mauritius,southAfricaandTunisia),whereassomeothershavenone

(CameroonGabon,andSenegal).InothercountriessuchasEthiopia,KenyaandUganda

thenetworkofinstitutionsissomewhatinadequate.Allinall,itseemsthatmarketing

servicesaremorewidespreadinAfricathantechnological–relatedones,buttheoverall

effectivenesstendtobebelowinbothcases(Peter,2001).

2.2EmpiricalReview

Inspiteoftheabovetheoreticalrecognitionofroleoffinancialinstitutionsandtheir

contributiontothedevelopmentofSMEs,thereappearstobelimitedempiricalevidence

availableandmostofthemgenerallyfocusedonchallengeofSMEsinaccessexternal

financeandonroleoffinancialinstitutionsineconomicdevelopment.Asaresult,slight

studieshadbeendoneonthecontributionoffinancialinstitutionsinthedevelopmentof

SMEs.

Onelineofinquirypointstofinancialinstitutionsandtheirroleineconomizingon

informationcosts.Forexample,RajanandZingales(1998)arguedthatwell-develop

financialmarketsandinstitutionshelpafirmtoovercomeproblemofmoralhazardand

adverseselection,thusreducingthefirmscostofraisingmoneyfrom outsiders,this

researchersusesunderthisview,firmsinlessfinanciallydevelopedcountriesarelikely

toexhibitlowerlevelsoffirminvestmentsbecauseoffinancialconstraints,consistent

withthispredication,severalstudiesfindfinancialdevelopmenttobepositivelyrelated

tothelevelofindustryand/orfirmgrowthratekangaetal,(2000).

AllenandGregory(2005)alsoassessedthepresenceofsmallandlargeorstateowned

andforeign-ownedfinancialinstitutionseffectonSMEcreditavailabilitythrough

comparativeadvantagesinthedifferentlendingtechnologies.Inparticular,agreater

presence offoreign-owned institutions and a lesserpresence ofstate-owned
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institutionsarelikelytobeassociatedwithsignificantlyhigherSMEcreditavailabilityin

developingnationsbecauseforeign-ownedinstitutionsappeartohaveadvantagesin

someofthelendingtechnologies,andstate-ownedinstitutionsappeartobegenerally

disadvantaged.Thismayoccurifarestrictiveregulatoryenvironmentconstrainsthe

potentialfinancialinstitutionstructure,preventingsometypesoffinancialinstitutions

fromgainingsufficientmarketsharestocapitalizeontheircomparativeadvantagesin

specificlendingtechnologies.Theresearchevidencesuggeststhatsomeofthese

effectsmaybequitestrong.Manynationsexplicitlyorimplicitlyrestricttheentryof

foreigninstitutions.TheserestrictionsmayhavesignificantnegativeeffectsonSME

creditavailability,giventheadvantagesthatforeignowned(AllenandGregory).

financialinstitutionsappeartohaveinSMEscreditavailabilityindevelopingnations.In

addition,thegovernmentsofanumberofnationsmaintainlargemarketsharesfor

state-ownedfinancialinstitutionswithlendingsubsidiesandtaxcollectionprocedures

.thesepracticesappearto“crowdout”moreefficientprivately-ownedinstitutionsand

resultinloweroverallSMEcreditavailability,despitethemandatesofstateowned

institutionsandresultinloweroverallSMEcreditavailability,despitethemandatesof

stateownedinstitutionstothecontrary.Thisresearchdealswiththeissueofmedium

andsmallenterprisesfinanceandisthefirstempiricalworkontradecreditinEthiopia.

2.3.Researchgap(theoreticalvs.empiricalframework)
WhenIhavebeenseentheoreticalliteraturereviewbyrelatedwithempiricalframework,

thereinmanythingsthatisdescribedinthetheoreticalframework,butno

conceptualizingintheempiricalfinding.Thismakesgapbetweenthem.Alsothereis

somesignificancebetweenresearcherfindingandactivitiesperformance,whenthe

researchdid.

Thatistermwhicharenotconceptualizinginempiricalfindingwhichisshouldconsider

intheinvolvementoftheeffectiveinprovingservicetosmallandmediumenterprise.

Asminimumplanshouldcontaininformationintendedtodosmallandmedium

enterpriseslikepersonalandbusiness.Lendingmoneymayalsoreducesmalland

mediumenterprisesdevelopment.Keywordstrategyorplan,performanceuse
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improperlyismainobstacleindevelopmentofsmallandmediumenterprises.However,

financialinstitutionmustbecarefullyandintelligentlycontinuousexpressedgoal,object

andplanfordevelopmentinsmallandmediumenterprises.
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CHAPTERTHREE

RESEARCHMETHODOLOGY

3.1ResearchDesign
Thestudyisdescriptivecrosssectionnaturebeingdesigntofindoutfrom across

sectionofSMEstheirexperienceandopinionabouttheroleof financialinstitutionin

theirdevelopment.Thisstudywouldusedescriptivetypeofstudywhichhasthe

proposedtodescribetheexistingsituationaboutrelationshipbetweenSMEsand

financialinstitution.

3.2TargetpopulationandSampletechniques

Theresearcherusecensussamplingtechniquesforselectingthesamplefromthetotal

population.Thetargetpopulationofthestudywas19.Censusmethodwasused

becausethenumberofpopulationissmall.TheresearcherusedCensusmethodto

draw representativedatabyselectingallpopulationoncensusaccessibility.This

methodisselectbecauseofitspreferforsmallpopulationsize.

3.4Datatype
Qualitativeapproachistheresearcherbeutilizedtodotheresearch.Thisapproach

placetheemphasisonmeasurementwhencollectingandanalyzingdata.Thereason

theresearcherchoosethismethodologybecauseofwelldesignandimplement

qualitativeresearchhastheadvantageofmakinggeneralizationsbyusingquestioners

togetinformationfrom thetargetpopulation.Itusesstrategiesofinquirysuchas

questionerandsurveycollectinformationusingstandardizeinstrumentanduses

statisticalmethodindescribingpatternsofbehaviorandgeneralizingfrom censusto

populationpatternsAlsothereasonforusingqualitativeistoaddresstheresearch

questionanddesignanalysis.

3.5Sourceofdata
Theresearcherwoulduseprimarydatatoachieveitsobjectives.Primarydatawouldbe

collectedthroughquestionnaire.Thequestionnaireusecloseendedbecausetoprovide

questionhavingalternativeanswers.Whereassecondarydataweregatheredfrom
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thosewhichhavealreadyhavebeencollected/writtenbysomeoneelse(Yamane:2004).

Inthisresearchsecondarydatawhicharerelevanttothestudy:suchasbooks,journal

articlesandofficialpublicationsareconsult.

3.6DatacollectionTools
Thereareseveralmethodsofcollectingdataparticularlyinsurveysanddescriptive

researches.Themostimportantprimarydatacollectiontoolsare:observation,and

questionnaires.From these methods this study used be utilized structure

questionnairestocollectdatafromSMEsasitisappropriate.Secondarydatawouldbe

collectedfromliteraturereviewfromsourcesindicatedfrombooks,journalarticlesand

officialpublicationareconsult.

3.7DatapresentationandAnalysis
Afteritiscollected,itusedbeprocessedandanalyzedinaccordancetheproposedplan.

Thiswillprocessimpliesediting,classificationandtabulationofcollectsdata.Sothat,

theyaremanageableforanalysis.Theterm analysisreferstothecomputationof

certainmeasuresalongwithsearchingforpatternsofrelationshipthatexistamong

datagroups(Yamane:2004)
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CHAPTERFOUR

Datapresentationandanalysis

Introduction
Thischapterpresentsandanalysesthedatacollectedthroughthedifferentdata

collectiontechniques.“Questionnaire”isusedasaprimarydatacollectionmethodto

gathertherequiredinformation.Section4.1presentsthequalitativestatisticsonthe

findingfrom thesmallandmedium enterpriseemployeesalongwithdemographic

profileandtheirresponsetothestudyrelatedquestionsbyusingquestionnaires.

4.1qualitativestatistics

4.1.1Resultsfromquestionnaire

Questionnaireisveryessentialanditisalsoimportanttogatherinformationfrom

respondenteasily.Forthisstudieswhichrequiresindividual’sresponseabouttherole

offinancialinstitutionindevelopmentofsmallandmedium enterprises.Togather

informationaboutsmallandmediumenterprise,theresearcherusedthisdatasource

asaprimarysourceandhasgotin-depthinformationbyusingthistechnique.

4.1.1.1BackgroundInformationofrespondents

Fromtotal19questionnairedistributedtoemployeesofsmallandmediumenterprisein

Chehaworeda19questionnairerepresenting100%arefilledandreturned.
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Table4.1Respondent’spersonalinformation

Description Noofrespondents Percentag

e

 Gender Male 12 63.16%

Female 7 36.84%

Total 19 100%

 Age 18-25 7 36.84

26-33 11 57.89

34-41 1 5.26

Above41 - -%

Total 19 100%

 Educationalstatus Diploma 17 89.47%

Degree 2 10.52%

Master’sdegree - 0%

Total 19 100%

<2years 6 31.57%
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 Workexperience 3-5years 11 57.89%

6-10years 2 10.52%

>10years - 0%

Total 19 100%

Source:Questionnaire2019

Asitisshownontheabovetablefrom19respondents,12respondents,representing

63.16%aremalesand7respondents,representing36.84%isfemale.Thetableshows

thegenderdistributionformaleemployeesarelargethanthefemaleemployees.

Basedonclassificationofrespondentsbyage,7respondents,representing36.84%are

theiragebetween18-25years,11respondents,representing57.89% aretheirage

between26-33 1respondents,representing5.26%aretheiragebetween34-41and

therearenoanyoneabove41years.Thisshowsthatthelargest(57%)employee’sage

isliesbetween26-33years.Thisindicatethatmanyofsmallandmediumenterpriseof

Chehaworedaareadultagegroup.

Withregardtoeducationalstatusofrespondents,thetableshowsthat2respondents,

representing10%oftheemployeesaredegreeholdersand90%employee’sholds

diploma,ontheotherhandthereisnomasterholderandothereducationallevelfrom

thesample.Thisshowsthatthehighestpercentagesofemployeesarediplomaholders.

Inrelationtoworkexperienceofemployees,thetableshowsthat6respondents,

representing31.57%oftheemployeeshaveanexperienceoflessthan2years,11

respondents,representing57.89%oftheemployeeshaveanexperiencebetween3-5

years,and2respondents,representing10.52%oftheemployeeshasanexperienceof6

–10years.Thisshowsthatmostofemployee’sworkexperienceswerebetween3-5

years.

4.1.1.2Employeesresponsetothestudyrelatedquestionwiththeroleof

financialinstitutionindevelopmentofsmallandmediumenterprise.
Table4.2Naturebusinessactivities
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Item Frequency Percentage

Trade 2 10.52%

Manufacturing 13 68.42%

Service 2 10.52%

Construction 2 10.52%

Others 0 0

Total 19 100%

Source:questionnaire2017

Trade,manufacturing,serviceandconstructionarethemajorareasofbusiness

operationthatSMEsusuallyengagein.inthisconnection,theresearchertriedto

identifytheareaofbusinessactivitythatmostSMEsinChehaworedaareengagedin.

Asthetableabove(table4.2)showsthatmostSMEs13(68.42%),areengagedin

manufacturingfollowedbytrade,2(10.52%)andconstruction,2(10.52%).Only2(10.52%)

oftheSMEsareengagedinservice.ThereasonsthatmostSMEs,engagedin

manufacturingandtraderarewecangeteasilywhatwewantfrom thepotential

customerssothatthisnatureofbusinessactivitieswouldpreferable.

Table4.3Ageofbusiness

Item Frequency Percentage

Lessthan2years 6 31.57%

3-5years 10 52.63%
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Source:questionnaire2019

AgeofbusinessisoneofthefactorsthataffectthedevelopmentofSMEs.Because,as

ageofbusinessincreasethereisapotentialtogetexperienceandincreasedmarket

share.Inthisregard,theresearchertriedtoidentifytheageoftheSMEsfoundincheha

woreda.AsindicatedintheabovetablethegreatestnumberofSMEs57.89%,are3-5

yearsofage.31.57%oftheSMEsareLessthan2years;while10.52%ofthemeare6-10.

Table4.4.loanstakenatleastonce

Item Frequency Percentage

Yes 7 36.84

No 12 63.15%

Total 19 100%

Source:questionnaire2019

Itisarguedthataccessto moneyisamajordeterminantofdevelopmentof

developmentofSMEs.Hence,theresearchertriedtofindoutwhetherSMEsinCheha

woredahavegotenoughaccesstoloanserviceoffinancialinstitution.However,asthe

abovetableshowsonly36.84%ofthemgotloanserviceatleastonce.63.15%,ofthem

nevergotloanfrom financialinstitution.ThisimpliesthemajorityofSMEsarenot

beneficiariesofloanserviceoffinancialinstitution.Thismightbebecauseofsome

bureaucraticandcollateralinadequateproblemsarebottleneckfortheaccesstothe

loan.

6-10years 3 15.78%

10yearsandabove 0 -

Total 19 100%
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Table4.5Adequacyofloanfunds

Item Frequency Percentage

Yes 7 36.84

No 12 63.15

Total 19 100%

Source:questionnaire2019

BusinessenterprisessuchasSMEsuseloanservicewhichfinancialinstitutionprovide

moneytheirinvestmentandoperatingactivities.So,identifyingtheadequacyofthese

loanfundsisappropriate.Asdepictedintable4.5mostSMEs,36.84%,areofthe

opinionthattheloanfundwhichSMEsareabletogetfrom financialinstitutionisto

adequatetocovertheirfinancialneeds.63.15% oftherespondentsbelieveitis

inadequate.ThisindicatesSMEsdemandforfinanceisnotmet.Thismightbebecause

ofhighborrowingcostandfearofinabilitytorepayandnocollateral.

Table4.6Affordabilityofcriteria

Item Frequency Percentage

Yes 9 47.36%

No 10 52.64%

Total 19 100%

Source:questionnaire2019

ThelevelofaffordabilityofloancriteriawhichfinancialinstitutionrequirefromSMEsto

giveloanisveryimportant.However,astable4.6.depicts,thecriteriaaresaidtobe

affordableonlyby47.36%oftheSMEs.Theremaining52.64%believethatthecriteria

arenotaffordable.ThisshowsaconsiderablesizeofSMEsarenotbenefitingfromloan

serviceoffinancialinstitutionduetothefactthatthecriteriaarenotaffordabletofulfill.

Theaffordabilityofcriteriaarenotfulfill,becauseofhighborrowingcost,lackof
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availabilityofrawmaterial.

Table4.7Factorsaffectingaccesstomoneyfromfinancialinstitution

Source:questionnaire2019

Financialinstitutionisthemajorformalsourceoffinancialserviceforanybusiness

organizationincludingSMEs.Butaccessingtheseserviceisnotalwaysaneasytask

duetoseveralreasons.TheresearchertriedtoidentifythesefactorsthataffectSMEs,

accesstofinanceinChehaworeda.Asindicatedintable4.7above,bureaucratic

problem isthemajorfactorthataffectsaccesstomoney.Itcontributed41.11%

followedbycollateralproblem,15.78%;highborrowingcost,31.57%andfearofinability

torepay10.52%.thereasonthataffectaccesstomoneyfinancialinstitutionmightbe

fearofinabilitytorepay.

Table4.8FactorsnegativelyaffectthedevelopmentofSMEs.

Item Frequency Percentage

Bureaucraticproblem 8 42.11%

Collateralinadequacy 3 15.78%

Highborrowingcost 6 31.57%

Fearofinabilitytorepay 2 10.52%

Total 19 100%

Item Frequency Percentage

Accesstofinancialservice 8 42.10%
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Source:questionnaire2019

Thedevelopmentofbusinessenterprisecouldbeeffectedbyseveralinternaland

externalfactors.Theresearchertriedtolistoutthemostcommononesandidentify

theirlevelofinfluence.Astable4.8shows,lackofaccesstofinancialservice(41.10%)

isfoundtobethemostimportantfactorsthathinderedthedevelopmentofSMEsin

chehaworeda.Accesstomarketcomessecondwith26.32%.Lackofavailabilityofraw

materialcover10%;whilemanagerialandenterprinallskill5.26%and15.78%duetomal

-administrationprobleminorganization.

Table4.9Loanselectioncriteria

Source:questionnaire2019

Itiscommonpracticethatfinancialinstitutionaskforsomesortofprecondition/criteria

inordertogiveloanservice.Thesepreconditioncouldbeeithercollateral,thirdparty

guaranteeorbusinessplan.Theresearchertriedtoidentifythemostcommonlyused

criteriathatfinancialinstitutioninchehaworedausetogiveloanservice.Asindicatedin

Accesstomarket 5 26.32%

Managerialandentrepreneurskill 1 5.26%

Availabilityofrawmaterial 2 10.52%

Legalandadministrativeproblem 3 15.78%

Total 19 100%

Item Frequency Percentage

Collateral 6 31.58%

Thirdpartguarantee 2 10.53%

Businessplan 11 57.89%

Total 19 100%
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thetableabove(table4.9.)businessplan(57.89%)andcollateral(31.53%)arethemost

commonlyusedcriteriaandthirdpartyguaranteecover10.53%,itislessimportantas

comparedtothefirsttwo.Thereasonforloanselectioncriteriatoselectbusinessplan

andcollateralarehighguaranteeandminimizeofdefaultriskandotherproblems

relatedwithloan.

Table4.10Loansreceivedfromfinancialinstitution

Source:questionnaire2019

Therefore,themostofloansreceivedfromfinancialinstitutionwouldusepaymentof

previousloansandpurchaseofinputs,rawmaterials.So,thattheresearcherwould

triedtoidentifytheloansreceivedfrom financialinstitutionpredominantlyuses.As

table4.10indicatedtheabovethemostemployeesuseloanreceivedfrom financial

institutionforthepaymentofpreviousloans42.11%andfollowsbypurchaseoflong

livedasset26.52%,whilethepurchaseofinputrawmaterials31.58%.Thismightbe

becauseofSMEsusesloansreceivedfromfinancialinstitutionmostlyforpaymentof

previousloansbecausefirstlyweborrowmoneyfromfinancialinstitutionthanwepay

againthepaymentforthesewewoulduse.

Table11Theperformanceoffinancialinstitution

Item Frequency Percentage

Purchaseofinputrawmaterials 6 31.58%

Purchaseoflonglivedassets 5 26.32%

Paymentofpreviousloans 8 42.11%

Others 0 0

Total 19 100%

Item Frequency Percentage

Excellent 4 21.05%
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Source:questionnaire2019

Tosum upthisanalysistheperformanceof financialinstitutionmostlyatbetter

positionandtheresearcherwouldtriedtoidentifythepointofponderof financial

institution.Astable4.11indicatedabovetheperformanceof financialinstitution

42.11%areverygoodperformancefollowedby21.05%excellent,15.79%Goodandalso

15.79% poorthelast5.27% verypoorother.Thesemightbetheperformanceof

financialinstitutioneagerlysupportSMEsbyprovidingloansandgiveadvicehowtouse

andmanagetheresource.

Table4.12therequirementfulfillbySMEs

Item Frequency Percentage

Yes 10 52.36%

No 9 47.37

Total 19 100%

Source:questionnaire2019

TheservicethataskingfromcustomersareallrequirementistofulfillbySMEs.Mostly

52.36%accepttherequirement47.37%reject.Thereasonthatcriteriarejectedare

becauseoftheconditiondifficult

Verygood 8 42.11

Good 3 15.79%

Poor 3 15.79%

Verypoor 1 5.27%

Total 19 100%
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CHAPTERFIVE

Summary,conclusionandrecommendation
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5.1.Summaryandconclusion
Currently,thereisawideconsensusaboutstrongrelationbetweenthedevelopmentof

SMEsandsocio-economicdevelopmentontheonehand,andtheneedtoprovide/fulfill

thenecessaryconditionfortheirdevelopmentsuchastheprovisionofadequate

financialserviceontheother.ThisismuchtruerindevelopmentcountrieslikeEthiopia

given the develop need foremploymentcreation,ruralurban linkage,export

diversificationandpovertyreductioningeneral.ForthedevelopmentofSMEs,financial

institutionsareoneessentialorgan.Therefore,accessto financialserviceand

institutionisacriticalelementforSMEsdevelopment.Cognizantofthisfactthe

governmentofthefederaldemocraticrepublicofEthiopiahasformulatedanational

medium andsmallenterprises(MSE)developmentandpromotionstrategy,which

enlightensasystematicapproachtoalleviatetheproblems/constraintsandpromote

thedevelopmentofMses. Asdiscussedintheresearchfinancialinstitutionsplayan

indispensableroleinthedevelopmentofaneconomyingeneralandofSMEsincheha

woredaalso.Thisisbecause,undernormalcircumstance,theyfacilitatetrading,

encouragemobilizationofresourcethroughsavingandallocateresourcetoactivities

withhighreturns,monitorinvestments,spreadrisksbyofferingadiversityoffinancial

instrumentsetc.

Inthelighttothisandaspartofitsobjectiveswhichissetsatthebeginning,this

researchtriednotonlytouncoverthemajorconstraintsofthedevelopmentofSMEsin

chehaworeda,butalsoanalyzedthedrivesofSMEsdevelopmentandtriedtoidentify

meansoffinancialinstitution.

5.2.RECOMMENDATION
InconnectiontothisthestudyanalyzedmajorissuespertinenttoSMEsandfinancial

institutionperformance.Theresearcherfoundoutthatcontrarytowhatistheoretically

expectedSMEsdevelopmentisnotattributedtoserviceprovidedbyfinancialinstitution.

InotherwordstheroleoffinancialinstitutioninthedevelopmentofSMEsincheha

woredaisinsignificant.Thisshowsthatfinancialinstitutioninchehaworedaisnot

playingtheirroleasexpected.Thereasonsfornotplayingtheirroleasexpected

becauseofmostSMEsusetheirownsaving(understandablyalimitedamount)rather



27

thanloanfromfinancialinstitution.Collateralinadequacyandbureaucraticproblemare

foundouttobethemajorconstraintsofaccesstoloanfromfinancialinstitutionand

henceforthedevelopmentofSMEs.

ItisalsofoundoutthatthedemandforSMEsproductsandserviceisthemajordriver

ofthedevelopmentregisteredbySMEs.ButmostSMEsarenotdevelopmentastheir

expectation.Itisclearthatthisdevelopmentwouldhavebeenbetterhaditnotbeenfor

thefinancialconstraints.TheresultindicatesthatSMEsarenotoperatinginfull

capacityandutilizethemarketpotential(thedemandfortheirproductsandservice).

UnlessthissituationisimproveditwouldbedifficulttoexpectSMEsinchehaworeda.

Toplaytheirroledescribedinthedevelopmentstrategyemploymentcreation,expert

diversificationandcontributingforthesocio-economicdevelopmentofthenation.

Basedontheforgoingfindingandconclusion,thefollowingrecommendationisgivento

helptheSMEstoimproveitsloangetsperformance:-

 InordertoimprovethestandardsoftheSMEsforloanrequestedandprovide

sufficientsupportforSMEs,thefinancialinstitutionrecommended to be

allocatedenoughcapital(funds)toupgradethefinancialstrengthofthe

business.

 Theresearcherwouldberecommendedthattogiveprioritiesforhavingthosea

goodbusinessplan.

 The researcheralso recommended to cheha woreda SMEs to minimize

bureaucracythatproblemoftheorganization.

 ItwouldberecommendedthatSMEsinitiallysomeamountofsavingbefore

applyingaloanrequesttotheorganization.

 Smallbusinesssupportgroupincludingthegovernmentshouldfocuson

financialassistancebutalsothrougheducation,training,strategicawareness

programs,andentrepreneurialorientationareessential.

 Inordertoachievethegoalofsmallandmediumenterprisetheincreasingthe
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moralabilityabouttherepaymentofloanandgeneratingbenefitisveryessential

forbothdebtorandcreditorsofthefinance.

 ThisstudyalsorecommendedtheSMEthemusthavefullfilltheirdutyinorder

togetloanandsupportfrom thefinancialintuitionbypreparingcollateral,

businessplanandothermaterialrequirementtogetloan.
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APPENDIX

W0LKITEUNIVERSITY

Departmentofbusinessandeconomics

Departmentofaccountingandfinance

Researchquestionnaires

Generaldirectionrespondent

MynameisMebrhittesfayeIam graduatingstudentinWolkiteUniversity.This

questionnairesdesignedtogetinformationontheroleoffinancialinstitutionin

developmentofsmallandmedium enterprise(incaseofchehaworedasmalland

medium enterprise).Theaim ofthisstudyistofindouttherelationshipbetween

financialinstitutionandsmallandmediumenterprisesindevelopmentofchehaworeda.

Participationintheresearchiscompletelyvoluntary.

PartIpersonalinformation

Instruction:pleaseputathink(x)markingintheboxedcorrespondingyouropinion.

1.Gender:male female

2.Age:18-25 26-33 34-41 above41

3.Educationlevel:degree diploma masters(MSc)

4.Workexperience:<5years 6-10years 11-15years

>16years

PartIIBackgroundofstudy
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1.Pleaseindicateyourbusinessactivity?

Trade Manufacturing Service construction

2.Howoldyourbusiness?

Lessthanoneyear 1-5year 5-10years 10

yearsabove

PartIIITheroleoffinancialinstitutioninthedevelopmentofSmallandMedium

Enterprises

3.Haveyourenterprisesevergetaccesstoloanfromfinancialinstitution?

Yes No

4.DoyouknowaboutalltheservicesthatfinancialinstitutionsprovidetoSMEs?

Yes No No

5.Whataretherequirementstogetloanfromfinancialinstitution?

Collateral Thirdpartyguarantee Businessplan

6.AretherequirementseasytofulfillbySMEs?

Yes No

7.Istheloanthatfinancialinstitutionprovideadequatetomeetthefinancialneedof

yourbusiness?

Yes No

8.Howdoyouratetheperformancefinancialinstitutionregardtothesupporttheygive

tothedevelopmentofSMEs?

Excellent Verygoods Good Poor

9.Hasyourbusinessregisteredasteadydevelopmentofsaleproduct?

Yes No

10.Ifyes,whatdoyouthinkisthereasonforthisdevelopment?

Marketingandmanagerialefficiency
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Supportfromfinancialinstitution

Favorablelegalandadministrativeenvironment

Highdemand

Other,pleaseidentify……………………………………..

11.Doyouthinkyourbusinessisdevelopingasexpected?

Yes No

12.Ifnotwhatdoyouthinkisthereason?(Multipleanswersispossible)

Lackofmarket

Lackofaccesstofinance

Unfavorablelegalandadministrativeenvironment

Lackrawmaterial other

13.InyouropinionwhatarethefactorsthataffectSMEsaccesstofinancial

resources?(Multipleanswerispossible

BureaucraticProblem

Collateralinadequacy

Highborrowingcost

Fearofinabilitytorepay

Otherplease,specify

14.Whatspecially,servicedofinancialinstitutionprovideforthedevelopmentofyour

business?

Rescheduleloans
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Lowinterestrateonborrowingfund

Trainingandcounseling

15.Please,indicatethemeansthatyourbusinessusetomoneyitsactivities?

Ownsaving

Borrowfromfinancialinstitution

Governmentadvance

BorrowfromrelativeandIquibassociation


