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ABSTRACT 

This study examines the perceived non-availability of adequate bank financing to Small 

and Medium Enterprises (SMEs) with reference to Rwanda. Evidence from both 

developed and developing countries show that SMEs are more constrained in their 

operations and growth than large enterprises and access to finance features importantly 

among the constraints, with their proprietors typically perceiving finance as their most 

pressing input constraints. The problem is more severe in less developed countries like 
\.., 

Rwanda. 

SMEs do not get adequate finance from financial systems despite their valuable 

contribution in the economic development of all nations across the globe. They are well 

recognized from their contribution to the socio-economic objectives of growth in 

employment generation, product output, export, and in their function as seed beds of 

entrepreneurship. 

mitigate the problem. The primary objec • e study is to determine how to improve 

th ·1 b·1·t f b k f' Univer • o~· ort re t • th t th e ava1 a 1 1 y o an 1nanc1n.a ro s. 1 war;iaa. e argumen 1s a ere are IOget erzn xceuence 
SMEs internal factors that cause unavailability of bank financing. Understanding the 

causes of this problem is important to determining how to improve availability of credit to 

SMEs. 



 

 

For this purpose, the questionnaire was administered to 122 respondents from four 

commercial banks and 26 respondents from one development bank. All together 148 

questionnaires were administered and 120 questionnaires returned. The response rate 

was 81 %. Six major SMEs internal factors which included; business information, 

collateral, managerial competency, internal funds, networking and ethical practices were 

investigated to find out their impact on the availability of bank financing to SMEs. 

Quantitative data were analysed using a Statistical Package for Social Sciences (SPSS) 

square test. The Cronbach's alpha 

from the open-end question anal 

, frequency distributions and chi-

easure of reliability. While the data 

ssifying data, extracting themes, 

identifying patterns, tallying and quantify r~~onses and making generalization out of 

these patterns. This implie~ ·;\'f l~· 9~~'J:hb ~focused on the methods, 
Together zn Exce Lenee 

tools and techniques used to assist in achieving the objectives of the study and 

answering the research questions that the research sought to address. To this end, the 

study sought the perceptions of bank staff on reasons why bank credit is not available to 

SMEs. The study focused on four research questions as outlined in chapter one and 

other relevant sections of the study. 

The major finding of this study is that there is a significant positive relationship between 

six SMEs internal factors (lack of business information, lack of collateral, lack of 

managerial competency, lack of internal funds, lack of networking and unethical 

practices) and non-availability of banks finance in Rwanda. 
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On the basis of these findings, the study recommended that SMEs owners and staff 

should be trained in key strategic areas such as business management and financial 

management to effectively and efficiently manage their businesses and curb information 

asymmetry. The study also recommends that the government should introduce more 

practical guarantee facilities to enable banks access the funds as soon as the SME 

defaults. This will encourage bank to extend more credit to SMEs. Furthermore, the 

study suggests that the government should categorise SMEs as a priority sector and 

come up with a policy requiring ban I 
rl'·rl .. ..,..... s ~ly ensure that a certain earmarked 

percentage of their overall lending i __...-----....~ M s as a priority sector. Lastly, the 

study recommends that Rwanda Pri \ ~~-..ci~.~~~~ey~~I, ration should conduct trainings on 

ethical management to SMEs. Unethic~Nn~r:u:m1ours such as deliberately not paying 

• back loans should be heaviV ~Th'1r,t~\tYi~t fc~u;.teijesr8f these behaviours among . 1ogetherzn 1Excellence 
SMEs which may results in huge stock of non-performing loans. 
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1 

1.1 Introduction 

CHAPTER ONE 

Uft.nVERSITI' Of FORT MARE 
HOWARD PIM LIBRARY 

PRIVATE BAG X1322 
AUCE 5700 

INTRODUCTION TO THE STUDY 

This chapter gives an overview of the research undertaken to investigate why Small and 

Medium Enterprises (hereafter SMEs) do not get adequate bank financing for their 

res pertinent issues related to lack 

studies on SM Es financing are predomiQant y ~om Asic\, _fmerica and Europe. There is 
Un1vers1ty or Fort nare 

a limited literature from Africa o • • zi~~~[ evidently there is scarcity of 

SMEs financing literature on Rwanda. 

This research examines the relationship between the lack of bank financing and the 

SMEs internal factors. The argument of this research is that there are factors internal to 

SMEs that cause bank financing to be unavailable to ·sMEs in Rwanda. Understanding 

the causes of this problem is important to improving the availability of credit to SMEs. 

This chapter presents a broad overview of the study. The background of the study, the 

statement of the problem, the research questions, objectives, hypotheses, the research 

methodology, the purpose of the study, the significance of the study, the delineations of 
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the study, the definitions of terms and the limitations of the study are outlined in this 

chapter. The chapter, in addition lays out the organisation of other chapters of the study. 

1.2 Background of the Study 

The financing of SM Es has attracted attention and it has been a subject of great interest 

by researchers and policy makers due to the significance of the SMEs in the private 

sectors of all economies around the world (Beck, Demirg09-Kunt, and Peria, 2008). 

growth in generation of employment, , and in their function as seed beds 

of the entrepreneurship. Accordin Herrington (2006), SMEs are 

anticipated to be an important vehicle 1:-.. cu.,. ,.... the challenges of job creation, 

sustainable economic grolltP,.i¥~i%l . tJf tPrTi!J-l~rtrlcome and the overall 
Together In Exce11ence 

stimulation of economic development in South Africa. 
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Country 

USA 

Japan 

Taiwan 

India 

Singapore 

South Korea 

Indonesia 

Source. TuteJa, 2002 

Table 1-1: Contributions of SMEs 

Share of total 

establishments 

98% 

99% 

97% 

95% 

97% 

90% 

99% 

Share of output 

Not available 

52% 

81% 

40% 

Share of 

employment 

53% 

72% 

79% 

45% 

58% 

51% 

45% 

TTniversitv of Firt Hare . Table 1.1 above shows ffie conomrc . cootn tIons of SMEs across different ogerner in .fixc ence 
economies. Small businesses today are being variously considered as the drivers of the 

economy or the engine for the growth of industry. SMEs sector has emerged as a main 

player in most economies. The performance of this sector therefore has a multiplier 

impact on growth of many economies. 

In Rwanda, SMEs are one of the most important impetuses of the overall Rwanda 

private sector development which stimulates private ownership and entrepreneurship, 

employment growth and significantly contributes to increase of domestic production and 

exports. They account for as 60% of GDP, 97% of firms, and 70% of employment in 

Rwanda (ICA, 2009). 
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Hence, governments world all over focus on the development of the SME sector to 

promote economic growth. Despite a plethora of policies and programs to promote 

SMEs, their performance has not been pleasant. Most small business surveys 

conducted report that lack of access to credit represents a strong restriction on the 

expansion of SMEs, with the proprietors themselves typically perceiving finance as their 

most pressing input constraints. 

Many governments, recognizing 

credit to SMEs on more liberal terms. India, as a part of the strategies of 

economic development, Small Scale lndt~tl't~~~ector (the term SSls is used far more 

ft th SME . 1 d. ) tiUn~·versitvofFort1 Hare 1 1 • f th· h o en an s in n 1a as en a,1ve'n. a ...cruc roie fo pay. n view o 1s, t e ogemerzn~xce ence 
Government of India recognized the need for a focused credit policy for SSls and as a 

part of its policy of promotion of SSI sector in the county has set up a host of institutions 

to meet the financial requirements of small entrepreneurs. SSI sector has been included 

in the priority sector earmarked by the government Credit to the SSI sector is ensured 

as part of the priority sector lending by banks. Banks are required to compulsorily 

ensure that defined percentage (40%) of their overall lending is made to priority sector 

as classified by government (Kamesam, 2003). The sector includes agriculture and 

SSls. The inclusion of SSls in this list makes them eligible for this earmarked credit. 

Despite these measures, SSls promoters complain about non-availability, inadequate 

and delays in getting finance. 
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The subject of inadequate finance to SMEs is not new and numerous studies have 

discussed that SMEs are financially more constraint than large firms. Early in the 1930s, 

Senator Macmillan in his report to US Congress concerning SMEs' development 

pointed out that SMEs were distressed with finance gap despite the important role they 

play in the economic growth and employment creation (Zhao, Wu and Chen, 2006). 

Cross-country evidence shows that SMEs are more constrained in their operation and 

growth than large enterprises and 

among the constraints as per Ayyaga i, 

their financing from external sources, whe ~ ·~i-lfl1ge firms meet up to 48 percent of their 
. . Un~·yersit of Fort Hare financing needs through external anctn . . E ll ogetn in xce ence 

Data from the Investment Climate Assessment (2009) in Rwanda indicate that 

microenterprises finances only about 1 % of working capital and 3% of long term 

investment with bank funds, which increases to 10-12% for small enterprises, 25 for 

medium and 33% for large enterprises. The proportion of bank finance to SMEs is very 

low, these types of firms are hardly able to get needed bank finance instead they rely on 

informal sources, such as finance from family, friends and money lenders. 

Many entrepreneurs raise the start-up capital from their own or family savings, which is 

often inadequate, rather than approaching formal institutions or agencies for external 
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finance. This situation implies a need to improve the overall business environment for 

SMEs business in order to improve investment and growth. 

The situation in developed countries seems to be less severe compared to developing 

counties. A study by the Kauffman Foundation (2007) on the capital structure decisions 

of SMEs in the United States of America finds that contrary to widely held beliefs that 

SMEs rely heavily on funding from family and friends, external financing such as bank 

loans a common sources of funding for many SMEs during their early years of 

operation. This is also noted by Reit 

that banks in Norway and in Europea 

financed by private banks. 

(2002) citing (Waaga et al, 1979) 

till the dominant source of finance 

University of Fort Hare 
Together in Excellence 

But, Beck (2007) finds that SMEs in developing countries, by contrast, report a 

widespread shortage of external finance. Therefore, access to bank for SMEs is very 

limited in developing countries like Rwanda. 

In spite of the fact that SMEs are an engine of innovation and growth, that they help 

reduce poverty as they are more labor-intensive, very few SMEs get credit from banks. 

The question here is why? There is no known empirical research in Rwanda to the best 

knowledge of the researcher that has in-depth researched into why banks are funding 

SMEs in Rwanda. This is a call for this research as to why banks are not granting 

adequate credit to SMEs. Understanding the reasons why bank financing is not 
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available to Rwandan SMEs will lead to recommendations that will improve its 

availability. This is the focus of the study. 

1.3 Statement of the problem 

Le and Nguyen (2009) argue that SMEs have been an engine of sustained economic 

expansion in both developed and emerging economies but one of the critical success 

factors for small firms is gaining sufficient access to external sources of finance. They 

add that SMEs in emerging economi 

business angel investors are typically 

e pital markets, venture capital, and 

es of development. As such, bank 

loans tend to be the only significant for l"GU---'1~'""rces of external funding for SMEs in 

emerging economies. There ~~%~hi • af?J)~~qrt J;IRffsMEs is to get access to Toge/} er zn fil~eirfence 
bank financing efficiently since banks perceive lending to SMEs to be very risky. 

A number of research papers find that SMEs are more financially constrained than large 

firms. For example, using data from 10,000 firms in 80 countries, Beck, Demirgu9-Kunt, 

Laeven, and Maksimovic (2006) show that the probability that a firm rates financing as a 

major obstacle is 39% for small firms, 38% for medium-size firms, and 29% for large 

firms. Furthermore, SMEs finance on average, 13% points less of investment with 

external finance compared to large firms. Importantly, lack of access to external finance 

is a key obstacle to firm growth, especially for SM Es. 
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Access to external finance is needed to ensure flexibility in resource allocation and to 

reduce the impact of cash flow problems of SMEs (Atieno, 2009). Therefore firms with 

access to funding are able to build up inventories to avoid stocking out during crises, 

while the availability of credit increases the growth potential of the surviving firms during 

periods of macroeconomic instability. Firms without access to bank funding are more 

vulnerable to external shocks (Nkurunziza, 2005). 

A vast majority of SMEs depend on internal finance (contribution from the owners, 

family and friends). Internal finance i 

ey constraint to economic growth 

particularly for SMEs since firms that 

above what can be supported by internal 1 (ICA, 2009) 
University of Fort Hare 

Together in Excellence 
External finance is needed to finance firm's working capital and investments in 

productive assets (property, plant and equipment). An examination of the situation of 

enterprise's financing indicates that in most countries around the world, smaller firms 

have more difficulties with access to finance. The (ICA, 2009), a report on Rwanda 

provides a comparison of SMEs and large firms. The findings show that SMEs have 

least favourable access to finance, while large firms have the most favourable. Among 

micro firms 4 7% report access to finance as one of the top 3 obstacles, it was 38% of 

the SMEs while only 22% of large firms do so. Therefore SMEs need to get capital from 

external sources. 

8 



 

 

Most of the entrepreneurship, finance and economics literature on SME financing show 

that it is often difficult and expensive for SMEs to access financing largely due to 

information asymmetry between financial institutions and firms (Le and Nguyen, 2009). 

There are two primary sources of external finance; equity and debt. According to 

Blumberg and Letterie (2008), equity financing is hardly viable to SMEs, because the 

equity market for small firms is not well developed; most entrepreneurs lack the 

experience and expertise to obtain equity financing. Therefore SMEs rely on 

commercial banks to get external fin rt 

the dependence of SMEs on bank 

limited for SMEs, especially in devel 

d Smith (2011) argue that despite 

ally access to bank credit is very 

in this case like Rwanda. Banks 

hesitate to lend to SMEs due to information"!::II-C~.1-1.,...,metry which lead to credit rationing. 
University of Fort Hare 

Together in Excellence 
Credit rationing theory was developed by Stiglitz and Weiss (1981 ). Credit rationing 

occur if (i) among loan applicants who appear to be identical some receive credit and 

others do not, and the rejected applicants would not receive a loan even if they offered 

to pay a higher interest rate; or (ii) there are identifiable groups of individuals in the 

population who, with a given supply of credit, are unable to obtain credit at any interest 

rate. Therefore, the theory suggests that there are SMEs that could use external funds 

productively if they were available, but cannot obtain finance from the formal financial 

system. 
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Beck (2007) argues that the availability of finance to SMEs can be influenced by both 

borrower-specific (internal factors) and systemic factors (external factors). Zhao, Wu 

and Chen (2006) and Reitan and Waaga (2002) point out that internal factors include 

collateral, internal funds, managerial competencies, quality of business information, firm 

size and networking and other variables largely controllable by a firm. A firm's internal 

environment represents factors that are largely controllable by the firm. These factors 

may influence the availability of finance to SMEs. The internal factors focused on by this 

study include; business information, collateral , managerial competency, internal funds, 

networking and owner eth ical behavio 

central discussion of this research. There1r"lffiiil-J--FH'~ research problem is that, the SMEs in 
TTn~·versitv of Fort Hare 

Rwanda do not get adequateoan ffnancirla.. E ll ogetneri.n xce ence 

1.4 Research questions 

The following research questions were generated to assist the attainment of the 

main objectives: 

• Do SMEs get adequate bank financin·g in Rwanda? 

• What are factors that determine the availability of bank financing to SMEs in 

Rwanda? 

• What is relationship between SMEs internal factors and access to bank 

financing in Rwanda? 
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• What are possible recommendations toward improving the availability of bank 

financing to SMEs in Rwanda? 

Providing answers to these research questions will assist in gaining a better 

understanding of how to improve the availability of bank finance to SMEs in Rwanda, 

and solving the problem of finance to SMEs is important to the overall Rwanda 

private sector development which significantly contributes to economic development 

of the COLI ntry. 

1.5 Research objectives 

The objectives of the study are: 

• To assess the availability of ba tl(...:l:to~m~ing to SMEs compared to large 

. d t. . R TTniversity of Fort Hare 
m us nes m wanaa. rp h . E ll 1oget erzn xce ence 

• To examine the factors determining the availability of bank financing to SMEs 

in Rwanda. 

• To investigate the relationship between SMEs internal factors and access to 

of bank financing in Rwanda. 

• To suggest the likely measures to improve the availability of bank financing to 

SMEs in Rwanda. 
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1.6 Research hypotheses 

1) Main hypothesis 

The primary hypothesis for the study is: 

• H0: There is no significant relationship between the SMEs internal factors and 

availability of bank financing in Rwanda. 

• H1: There is significant positive relationship between the SM Es internal factors 

and availability of bank financing in Rwanda. 

2) Secondary hypotheses 

The primary hypothesis is establish 

based on business information, 

o owing six secondary hypotheses, 

networking factors and ethic lli.1re1ha'1merity of Fort Hare 
Together in Excellence 

(i) Business Information 

internal fund, 

• Hoa: There is no significant relationship between the lack of business information 

and non-availability of bank finance to SMEs in Rwanda. 

• H1a: There is a significant positive relationship between the lack of business 

information and non-availability of bank finance to SMEs in Rwanda. 

(ii) Collateral 

• Hob: There is no significant relationship between the lack of collateral and non-

availability of bank finance to SMEs in Rwanda. 

• H1b: There is a significant positive relationship between the lack of collateral and 

non-availability of bank finance to SMEs in Rwanda. 
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(iii) Managerial Competencies 

• Hoc There is no significant relationship between the lack of managerial 

competencies and non-availability of bank finance to SMEs in Rwanda. 

• H1c There is a significant positive relationship between the lack of managerial 

competencies and non-availability of bank finance to SMEs in Rwanda. 

(iv) Internal Fund 

• Had: There is no significant relationship between the lack of internal fund and 

Rwanda. 

• H1d: There is a significant posi i between the lack of internal fund 

(v) Networking 
University of Fort Hare 

Together in Excellence 

• Hoe There is no significant relationship between the lack of networking and non-

availability of bank finance to SMEs in Rwanda. 

• H1e There is a significant positive relationship between the lack of networking and 

non-availability of debt to bank finance SMEs in Rwanda. 

(vi) Ethical Behaviour 

• HOf There is no significant relationship between unethical behaviour and non-

availability of bank finance to SMEs in Rwanda. 

• H1t There is a significant positive relationship between unethical behaviour and 

non-availability of debt to bank finance SMEs in Rwanda. 
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1.7 Research methodology 

According to Welman, et al (2005) research, methodology refers to research methods 

and techniques considered in the study and it explains the logic behind in selecting 

them. Therefore, research methodology discusses methods, tools and techniques 

employed to gather, record, analyze and interpret information to achieve the objectives 

of the study and explaining rationale for using them. 

Hofstee, 2006:107) "If a m a €>Wi&:a•evtrB'7f.mll-srR~ffi~el @e territory represented ... 

. Together in Excellence 
then the map 1s worse than useless, as ·,1 m1smT6rms and leads astray''. 

Research designs fall under two broad categories, qualitative and quantitative research. 

The choice of research design centres on the nature of the research, the setting, the 

possible limitations and the underlying paradigm that informs the research project. The 

researcher should choose a design that will provide relevant information on the 

research questions and complete the job most efficiently. 

Hair, et al. (2007) write that when hypotheses are developed, the researcher typically 

relies on a quantitative approach. Since the research involved testing of hypotheses, 

consequently the research adopted the quantitative approach to investigate why SMEs 
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do not get adequate bank financing in Rwanda and to empirically test hypotheses 

regarding the bank financing determinants. The main feature of quantitative research is 

the heavy reliance on numbers and mathematical tools of data analysis to arrive at 

findings or conclusions. The study was approached from the perspective of a valid 

research design through definition of the study population and sample design, the 

incorporation of suitable measuring instrument and reliable techniques for data analysis. 

The study concentrated on major commercial banks and one development bank in 

Rwanda. The major banks are Ban 

(BPR), Commercial Bank of Rwanda 

Central Bank of Rwanda (NBR) data 

), Banque Populaire du Rwanda 

count for 82. 7% of net loans and 

78. 7% of all assets in commercial banking • anda. 
University of Fort Hare 

Together in Excellence 
The population of the study comprised headquarters of the four big commercial banks in 

the City of Kigali plus the only one Rwandan Development Bank (BRO); the four 

commercial banks were BK, BPR, BCR, and Fina Bank. The evaluation of credit 

applications takes place at the headquarters of the banks and this is the reason why the 

survey took place at the headquarters with the exception of BPR which has given 

autonomy to some branches to evaluate and grant loans. Eco Bank was later on 

dropped from the study because it decline to participate and the natural replacement 

was Fina Bank. Therefore, four major commercial banks and the only one Rwanda's 

Development Bank participated in the study. 
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Data gathering instrument that was found appropriate for this study was through a 

questionnaire. For this purpose, the questionnaire was administered to 122 respondents 

from commercial banks and 26 respondents that were from the development bank. All 

together 148 questionnaires were administered and 120 questionnaires returned. The 

response rate was 81%. 

Quantitative data analysis was done using the Statistical Package for Social Sciences 

(SPSS) version 19 for windows. Statistical tools used included descriptive statistics, 

reliability analysis with Cronibach's ---=---'----.=alitative data from the open-end 

question were analysed by classify themes, identifying patterns, 

tallying and quantifying responses and ma • neralization out of these patterns. 
University of Fort Hare 

Together in Excellence 

1.8 Purpose of the study 

The primary purpose of this study is to assess the availability of bank financing to SMEs 

in Rwanda through an examination of the factors that determine the availability of bank 

financing. The second purpose of this study is to empirically investigate the relationship 

between SMEs internal factors and access to bank financing in Rwanda in order to 

address the lack of adequate bank credit. The ultimate aim of the study is to chart a way 

forward for banks to provide adequate funding to SMEs in Rwanda. 
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1.9 Significance of the study 

This study should be significant to the Rwandan authorities, the SMEs owners, the 

banks and scholars as it produced data, information and strategies that can be vital in 

improving SMEs access to bank financing. The findings of the study will enlighten the 

key players in quest to support SMEs to get adequate financing for their operations. The 

study provides a picture of what is taking place within banks in terms of the factors that 

they consider most important determinants for SMEs to access bank loans and other 

credit facilities. 

the bankers' view in Rwanda with a vie 

i der access to bank financing from 

g the availability of financing. Given 

that there is limited literature{gifih~>Wld~c;tlite.ffila a<CI'(})ifS- ssing finance in Rwanda, 

the study aim to hopeful contributI~€Vi~fsebrb71ff-e8z/Jeo11fferature and knowledge. 

Furthermore, the study meant to contribute to the debate and understanding on what 

prevents SMEs from getting adequate external finance from banks. It was indeed felt 

that this could positively inform policy makers designing systems for economic 

development and creating favourable business environment for SMEs to grow and 

excel. 
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1.1 0 Justification of the study 

The motivation for this study comes from the fact that access to bank finance is often 

ranked as one of most constraining feature of business environment by SMEs 

compared to large firms while they account for a larger share of enterprises and a larger 

share of overall employment in the private sector of most economies. 

According to Beck, Demirg09-Kunt, Laeven, and Maksimovic (2006), the probability that 

finance, large firms finance more than 

University of Fort Hare 
SME f. . .f. ti I Toaetherf iJJ. Excelle.nce t t ·th. t 1 s mance a s1grn 1can y arger snare o tnetr new mves men w1 m erna resources 

than large firms. Beck (2007) observe that while 30% of large firms use bank finance to 

finance new investment, only 12% of SMEs do. SMES do not only report higher 

financing obstacles, they are also more adversely affected by these obstacles. SMEs' 

financing obstacles have almost twice the effect on their growth than large firms' 

financing obstacles do. 

Most of the previous studies on bank financing to SMEs have largely been conducted in 

the context of developed economies (Le, Venkatesh and Nguyen, 2006) and it has been 

largely investigating this subject from the demand side perspective. This study is 
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investigating constraints to SMEs access to bank financing in Rwanda from the banks 

point of view. 

Another major weakness of previous empirical studies on SMEs and access to finance 

is the lack of comprehensiveness in studying SMEs internal factors responsible for 

availability of bank finance all together. Zhao, Wu, and Chen (2006) assert that there 

are much literature dealing with financing of SMEs, but many of them including recent 

entrepreneurial finance papers mainly focused on source of capital, capital structure 

development of developing countries, PA-111~0 -l"IT'ta alike and the continuing finance 
University of Fort Hare 

constrains that SMEs face to run jRoeffe~ MYJVn5Excellence 

The development of the private sector which is largely dominated by SMEs has been 

identified as one of the strategies for industrialization, employment generation and 

poverty reduction in Rwanda. This objective has been outlined in Rwanda's major policy 

documents such as the Vision 2020 (Government of Rwanda, 2000) and the Economic 

Development and Poverty Reduction Strategy - EDPRS (Government of Rwanda, 

2007). 
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Further, no known Rwandan study has empirically investigated the impact of SMEs 

internal factors on the availability of bank financing. The noted gaps in the literature on 

entrepreneurial finance stimulated this study. 

1.11 Delimitations of the study 

It is important to recognize the inherent limitations of the scope and the approach of the 

study. SMEs financing can be addre 

only aimed to provide a bank financi 

the perception of the banks regarding 

was not investigated. 

different perspectives; this study 

ly-side perspective. It investigated 

ing constraints. The demand -side 

University of Fort Hare 
Together in Excellence 

The present study did not investigate why SMEs do not get the required funding from 

other sources like government agencies, NGOs, informal sources of finance like 

professional money lenders and part-time money lenders (relatives, friends and 

neighbours). 

In addition, the impact of external factors in the business environment such as 

economic environment, technology, legal and regulatory framework were not 

considered. Though this study makes a unique and significant contribution to the body 

of literature on entrepreneurial finance, it should be considered as only a part of a 

broader effort to crack the multi-dimensional problem of SME financing. 
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1.12 Definition of terms 

a) SMEs definition: 

The definition of the SMEs varies from one country to another and from one time to 

another in the same country depending largely upon the pattern or stage of 

development, size of the economy, and government policy and administration setup of 

that particular country. Most countries have adopted the benchmark of employment. 

Some define them in terms of assets, a few in terms of sales and yet others, in terms of 

shareholders' fund. In few countries, 

well as assets. 

In the case of Rwanda, SMEs are de 

n is used such as employment as 

rprises with full-time employees not 

companies, small enterprises and micro-enterprises (MINICOM, 2010). 

Table 1-2: Categorisation of small, medium and large enterprises 

Size of the Net capital Annual Employment 
Enterprises investments in Turnover in Number (full time) 

Million FRW Million FRW 

Micro Enterprises Less than 0.5 Less than 0.3 Less than 3 

Small Enterprises 0.5 to 15 0.3 to 12 3 to 30 

Medium Enterprises 16 to 75 13 to 50 31 to 100 

Source: MINICOM, 2010 
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b) Information asymmetry: 

The term information asymmetry in credit markets is a situation whereby borrowers of 

funds have much more information about their investment projects thari lenders of the 

funds do. Since lenders do not have enough information about the borrowers' projects 

and on their prospects, they fail to distinguish best projects from the bad ones for 

financing. The information asymmetry might arise ex-ante or ex-post. An-ex ante 

information asymmetry problem occurs when lenders cannot differentiate between 

borrowers with different credit risks before providing loans and leads to what is known 

as adverse selection. 

c) Adverse selection 

Adverse selection is a situation where lenn--.,~arr,e not able to differentiate between risky 
TTniversity of Fort Hare 

from non-risky borrowers betore1t8~e'iWe'P\lf E!f~~ ·e9tcfhereby a credit is granted to 

high risk borrower with less likelihood to pay back the loan while denying credit of less 

risky borrower who were going to pay back the loan without any problem. 

d) Moral hazard 

An ex-post information asymmetry problem occurs when borrowers divert funds 

borrowed and use it for a purpose different from what the funds were meant to finance. 

This leads to moral hazard problem. Moral hazard in credit markets means a situation 

whereby high risk borrower choose to invest the funds in a riskier project different from 

that initially agreed upon after the loan has been granted or do less effort to realize the 

proposed project. It can also happen if borrowers divert funds for personal use instead 
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of financing the project whose credit was sought. Therefore, moral hazard problems 

arise when a borrower engages in activities that reduce the likelihood of a loan being 

repaid. 

e) Credit rationing 

Credit rationing in credit market is a situation whereby lenders give credit or loan to 

some credit applicants while others are left out with no credit granted at all or get less 

than what they applied for, the grou 

credit constrained customers. There 

applicants may receive a smaller lo 

pplications are rejected are called 

-r s of credit rationing: (i) some loan 

ied for at the given interest rate, or 

(ii) they may not receive a loan at all, even • offered to pay a higher interest rate. 
University of Fort Hare 

Together in Excellence 

1.13 Limitations of the study 

This study encountered some challenges which are worth noting. Firstly, the 

questionnaire mostly contained Likert-type questions. The Likert-type nature of the 

responses tends to blanket perception and attitude which could be revealed by face-to-

face interviews. However, the questionnaire had one section with open-ended question 

which provided opportunity to respondents to share their views on the subject matter. 

Furthermore, one of the banks that was included earlier in the study, the Eco Bank 

became a very big disappointment. Mr Patrick Suki Kanuni, the manager of the SMEs 

department did not allow the researcher to meet and distribute the questionnaire to the 
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respondents; he insisted that he will do it himself. This manager wasted a lot of precious 

time, resources, and energy of the researcher with numerous empty promises to come 

and collect completed questionnaires. After a considerable time, an action was taken to 

drop Eco bank from the study to mitigate this challenge, and picked the next large bank 

using the same criteria of deposits and size of loans which was Fina Bank. 

Lastly, the questionnaires were distributed to 148 respondents excluding Eco Bank and 

28 did not return them. It is assumed that this resulted from pressure at the 

1.14 Organisation of cha rs ·ty f F t H n1vers1 o or are 
Together in Excellence 

The current chapter (chapter one) examined the introduction, the research problem, the 

research hypotheses and objectives. In addition, the chapter discussed the significance 

of the study, the research methodology, the definitions of terms and the limitations of 

the study. The remaining chapters are organized as follows: 

Chapter 2: Literature review • 

This chapter provides a review of financial intermediation theoretical frameworks. In 

addition, it reviews the relevant empirical evidence regarding the relationship between 

the SMEs internal factors and availability of bank financing. An attempt is made to 

explore the impact of these factors on the availability of external finance to SMEs. 

24 



 

 

Chapter 3: Research Methodology 

This chapter concentrates on the methodology used in conducting the empirical 

research. The chapter examines the research design, the type of research design 

adopted, the population, the sample design as well as the data collection and analysis 

methods. 

Chapter 4: Data Presentation, Analysis and Interpretation 

In this chapter, all the data collected were presented, analyzed and interpreted in order 

to give significance to the study. Thi • I nervous system of the study. The 

study. 

. . University of Fort Hare 
Chapter 5: D1scuss1on of Data Together in Excellence 

This chapter discusses the research findings. The discussion gives a comparison of the 

findings the literature reviewed. The objective of this chapter is to bring the findings into 

the fold of the existing knowledge on SMEs external financing. 

Chapter 6: Major Findings, Conclusions and Recommendations 

The last chapter provides a summation of the findings in relation to the problem, the 

methods used to reach the findings and how they relate to the study objectives. 

Conclusions, recommendations and their implications for the policy makers and for 

further researches conclude the chapter. 
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1.15 Conclusion 

This chapter has attempted to introduce the study conducted to investigate factors 

determining SMEs access to bank financing in Rwanda. The background of the study 

has been provided and the research problem defined. The four research questions as 

well as objectives that the study anticipates to achieve have been elaborated. Critical 

constraints and study boundaries were delineated. 

In addition, the chapter examined t H- ~'-1,Jf,C;ctives, -the research hypotheses, 

and the significance of the research. chapter highlighted the research 

study. 

University of Fort Hare 
Toaether in Excellence 

The next chapter reviews the lite'rature on the information asymmetry theoretical 

framework and examines the elevant empirical evidence regarding SMEs internal 

factors that can lead to non-availability of bank financing. 
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CHAPTER TWO 

2 LITERATURE REVIEW 

2.1 Introduction 

The introduction chapter explained the research problem under study and mentioned 

the limited literature on SMEs bank financing in Africa and its inexistence in case of 

Rwanda. This chapter seeks to lay a 

a research context consisting of rel 

and other analyses of related ideas. 

The chapter reviews a wide 
Together in Excellence 

SMEs using the lenses of information asymmetry theoretical frameworks. The specific 

themes on SMEs internal factors determining the availability of bank financing and 

relationship between these factors and access to finance form the basis of the review. 

The review relies heavily on studies that have been carried out in America, Europe and 

Asia. As explained by Beck et al (2011 ), the majority of studies on bank financing to 

SMEs have focused on the USA or other developed countries such as Germany, Italy 

and Japan. 

As discussed in chapter one, SMEs sector play an important role in the economic 

development of countries by addressing the challenges of job creation, sustainable 

economic growth and equitable distribution of income but very few get credit from 
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banks. The question is why? Why is it that banks do not line up to provide to SMEs? 

The lending technologies of banks as financial institutions are reviewed as well. 

The literature reviewed aimed at accessing, analysing and acknowledging what other 

researchers have done in the related problem area regarding SMEs access to bank 

financing. Leedy and Ormrod (2001) explain that a literature review means the 

theoretical perspective and previous research findings related to the problem at hand. 

This chapter precisely does that. The first part presents the theories of financial 

intermediation. The theories explain w 

essential contribution to the economi 

the chapter provides the empirical evI 

of the society. The second part of 

i sues pertinent to the availability of 

bank credit which is the central theme of • earch; the theoretical framework of the 
Universitx of Fort Hare 

thesis is heavily grounded on thet2J~ITT-rzle1ffh0f}8e that determine their access to 

bank financing. The later part of the chapter is managed in respect of the following six 

factors hypothesised in chapter one as determinants of the availability of bank finance 

to SMEs: 

• Business information, 

• Collateral, 

• Managerial competencies, 

• Internal fund, 

• Networking, and 

• Ethical behaviour. 
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2.2 The financial intermediation theories 

The theories of the economic role of financial intermediaries built on imperfect 

information emerged during the 1970s with the contributions of the 2001 Nobel 

Economics Prize laureates George Akerlof, Michael Spence, and Joseph Stiglitz for 

their analyses of markets with asymmetric information. They argued that financial 

intermediaries exist because they can reduce transaction and information · costs that 

arise from an information asymmetry between borrowers and lenders. 

There are two schools of thought in t 

of financial intermediaries. The first st 

intermediaries' provision of liquidity b 

strand is the contempora 

explain the existence and the role 

d'tional theory emphasizing financial 

asymmetries. The second 

t f th . k h t . t· To ether.t in1Excetllence f" . 1 • t d. t· . rans arm e ns c arac ens Ics o asse s. n oo Ji cases, 1nancIa in erme Ia I0n Is 

claimed to reduce the cost of channeling funds between borrowers and lenders, leading 

to a more efficient allocation of resources. 

Collin (1997) explains that financial intermediaries are financial institutions which 

transform the wealth of the credit suppliers (the depositors of funds), into assets for 

those demanding credit (the borrowers of funds). He distinguishes three main functions 

of intermediaries as follows: First, since supply and demand are seldom of the same 

quantity and quality, the intermediary has to sort the supply provided by the depositors 

to make it appropriate to the borrowers' demand. Since the good that the financial 
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intermediaries are dealing with is wealth provided in exchange for promises, there is a 

seemingly endless supply of borrowers offering promises involving very high risks. 

The second function of intermediaries is to select borrowers. Intermediaries must 

therefore allocate the credit to be given to the borrowers. Different lending technologies 

are used for evaluation of a credit application. The selection process involves assessing 

business information to determine the viability of the project, provision of the collateral 

or relationship lending which involves consideration of soft information regarding the 

borrower collected over a long tim 

The third function is to monitor borrowers---•· ... -~ave received credit. The intermediary 
University of Fort Hare . 

controls the transaction by spen~c9g~oeo/'tn8E\Oc~ JHc,P£Ptain knowledge regarding the 

borrowers' project progress and to create adherence to the credit contract Therefore, 

financial intermediaries, banks specifically, mobilize savings from economic surplus 

units and channel them to economic deficit units for investments. 

2.2.1 Information asymmetry theory 

Stiglitz and Weiss (1981) developed a theory of credit rationing. They argue that banks 

might not increase the interest rate they charged even in case of an excess demand for 

funds, if they do so it might reduce their expected rate of return because the probability 

of repayment default would increase. They present two reasons for the possible inverse 

relationship between the rate of interest charged and the expected return to the bank: 

30 



 

 

(1) higher interest rates reduce the proportion of low risk borrowers and (2) higher 

interest rates induce borrowers to take riskier projects. Their argument is summarized in 

the next paragraph. 

According to them, the asymmetric information can impact on the availability of credit 

and they termed the phenomenon as credit rationing. In their formulation, credit 

rationing is said to occur (i) if among loan applicants who appear to be identical some 

get credit and others do not, and the rejected applicants would not get any loan even if 

they offered to pay a higher intere 

individuals in the population who, wi 

successful. The core of the argument is ,.~ .. ,- ... ...-·ppliers of finance may choose (due to 
University of Fort Hare 

asymmetric information, adver offi[Hffi~ zrr. f82 enffiPral hazard and monitoring 

problems) to offer an range of interest rates that would leave a significant number of 

potential borrowers without access to credit. The Stiglitz and Weiss' theory therefore 

suggests that there are significant numbers of SMEs that could use funds productively if 

they were available, but cannot obtain finance from the formal financial market. The 

above four concepts are clarified below. 

Asymmetric information in credit markets is a situation whereby borrowers of funds 

know much more about their investment projects than lenders of the funds do. Because 

the lenders do not have enough information about the borrowers' projects and on their 

prospects, lenders fail to distinguish the best projects from the bad ones for financing. 
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The information asymmetry may arise ex-ante or ex-post. An ex ante information 

asymmetry problem occurs when lenders cannot differentiate between borrowers with 

different credit risks before providing loans, which leads to an adverse selection 

problem. The information asymmetry problem occurs ex post when borrowers, divert 

funds borrowed and use it for a purposed different from what the funds meant to 

finance. This leads to a moral hazard problem. 

Adverse selection in the financial markets occur when lenders are not able to 

less likelihood of paying back the 

any problem. 
University of Fort Hare 

Together in Excellence 
Adverse selection problems are said to arise when an in.crease in interest rates leaves 

only a more risky pool of borrowers in the market for-funds. Financial intermediaries are 

then more likely to be lending to high-risk borrowers, because those who are willing to 

pay high interest rates will, on average, be worse risky. 

Moral hazard in credit markets means a situation whereby high risk borrower switch 

from a lower to a higher risk project after the loan has been granted or do less effort to 

realize the proposed project. It also happens if borrowers divert funds for personal use 

instead of financing the project whose credit was sought. Therefore, moral hazard 
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problems arise when a borrower engages in activities that reduce the likelihood of a 

loan being repaid. 

Adverse selection increases the likelihood that loans will be made to bad credit risks at 

the loan origination, while moral hazard lowers the probability that a loan will be repaid 

after the loan has been granted. As a result, lenders may decide in some circumstances 

that they would rather not make a loan, which result into credit rationing. 

information asymmetries problems. L 

he presence of these problems 

MEs as a way of dealing with 

·es for dealing with these problems 

also add significantly to the cost of dealin • this sector. For a large enterprise the 
University of Fort Hare 

evaluation of an application for fiFJJf?fet"HeiYitl i~\?ethe assessment of an audited 

set of financial statements and supporting documentation provided by the applicant. For 

SMEs the assessment frequently has to go far beyond this, implying a substantially 

higher transaction cost. 

The informational asymmetry studies focus on the bank and borrower relationship in 

particular. In bank lending, one can basically distinguish between a transactions-based 

lending and relationship lending. In the former, information which is relatively easily 

available at the time of loan origination is used. In the latter, data gathered over the 

course of the relationship with the borrower is used (Berger and Udell, 2002). The 

lending technologies will be discussed in the coming section of 2.3. Therefore, it can be 
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concluded that the informational asymmetry theory explains the behaviour of financial 

intermediaries in a limited information market and in their relation to savers and 

investors. 

2.2.2 Contemporary theory 

The second stream of the financial intermediary theories is the contemporary theories, 

which focuses on financial intermediaries' ability to transform the risk characteristics of 

assets. The contemporary theories s ' 

and they are not fully established yet 

the discussion below give some light 

are still testing their experiments, 

The opponents of the inforJJ • ){t· Sit¥,_gf ,Il~ ·Js1~eof the opinion that these 
Togethe; 

1

in Excellence 
theories of intermediation focus on functions of institutions that are no longer crucial in 

many developed financial systems. That they focus on products and services that are of 

decreasing importance to the intermediaries, and that they are unable to account for 

those activities which have become the central focus of many institutions. They agree 

that traditionally, transaction costs and asymmetric information have provided the 

foundation for understanding intermediaries but argue that there has been a significant 

reduction in transaction costs and asymmetric information in recent decades while the 

intermediation has increased. They suggest that the focus of intermediation theory 

based on asymmetric information has been too narrow hence different theories of 

intermediation are required that stress on risk trading, risk management and 
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participation costs as the key reasons for the existence of modern intermediaries (Allen 

and Santomero, 2001 ). 

In their critique of the theory of asymmetric information work, Allen and Santomero 

(1997) suggest that the emphasis on the role of intermediaries as reducing the frictions 

of transaction costs and asymmetric information is too strong; that while these factors 

may once have been central to the role of intermediaries, they are increasingly less 

relevant. They present, in its place a view of intermediaries that centers on two different 

roles that these firms currently pl 

management roles. 

ransfer facilitation and the risk 

Scholtens and Van Wensveen (2000) an-ra,-0-,,A•ith Allen and Santomero's views on 
Universitr of Fort Hare 

financial intermediaries that cen ~r,Effi\~B-z r ~Jelle1/icfJ1allenged their work that the 

analysis is incomplete. They question whether risk management is something that is 

undertaken only recently in the financial industry and that despite globalization, the 

information revolution and a much more prominent role of financial markets, financial 

intermediaries appear to survive. And therefore financial intermediaries are of 

increasing importance to the modern economy. 

Risk management has not become important only in the recent past. In contrast, risk 

has been a root of financial intermediation and as its main reason for being. The origins 

of banking and insurance lie in their risk transforming and risk managing functions. The 

merchant bankers in the Italian renaissance already managed the financial risks of 
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kings, popes and merchants. Insurers took over the risks of merchants sending their 

goods overseas. Therefore, dealing with risk is and always has been the bread and 

butter of financial intermediaries (Scholtens and Van Wensveen, 2000). 

The two scholars ask that, if the traditional financial intermediation theory based on 

concept of informational asymmetries fails to provide a satisfactory understanding of the 

existence of financial intermediaries, when information asymmetries are not the driving 

force behind intermediation activity and their elimination is not the commercial motive 

for financial intermediaries, then whic 

the essence of the intermediation 

creation in the context of the value 

management that drives this value creatio . 

n alternative, could better express 

ir opinion, the concept of value 

t at purpose and it is risk and risk 

University of Fort Hare 
Together in Excellence 

Although risk management is a prominent function of financial intermediation, but it is 

not the only factor that can be held responsible for the seemingly steady rise of the 

financial industry within the modern economy. The theory of financial intermediation 

needs to have an understanding of the dynamic process of financial innovation to 

adequately address the transformation of the financial sector that is currently taking 

place globally. 

Scholtens and Van Wensveen (2000) comment that in order to place risk transfer as an 

entrepreneurial activity in its proper context, the theory of financial intermediation should 

move beyond its present borders. It should leave its paradigm of static perfect markets 
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and assume a more dynamic concept in which new markets are developed for new 

products, where financial institutions do not act as agents who intermediate between 

savers and investors and thus alleviate market imperfections like asymmetric 

information and participation costs, but are independent market parties that create 

financial products and whose value added to their clients is the transformation of 

financial risk and liquidity. 

Value-addition appears to be a major drive of the modern financial intermediary. 

the focus_ of intermediation theory. metric information is relevant in 

understanding certain policies of the - ~ ~,,.,,,,~r1~r--~~'i-;~·~'~ ri'l0 diary, customer orientation should 

be the way forward. Their business is sellirr,,.._,._1-n~ncial services to customers and making 
University of Fort Hare 

a profit on it. Reducing costs and ffi8ITT11riipMI.Ef~IDmn~irs may be part of the process, 

but not the focus rather it occurs as a by-effect. 

The contemporary theories seem to put the financial intermediation into modern 

financial markets perspective as intermediaries that deal with options, futures, swaps 

and many others financial products. In less developed financial markets that largely 

exist in developing countries and especially the banking sector, asymmetric information 

theories seem to be order of the day. Therefore, in this study, literature related to bank 

credit to SMEs will be reviewed using the lenses of information asymmetries theories. 

The next section discusses the lending technologies employed by financial institutions 

to grant credit to borrowers. 
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2.3 Financial institutions lending technologies 

Berger and Udell (2006) define a lending technology a combination of primary 

information source, screening and underwriting policies and procedures, loan contract 

structure, and monitoring strategies. 

They argue that there is an oversimplification in the current framework in the way that 

lending technologies are often categorized into two types: transactions lending 

opaque borrowers. University of Fort Hare 
Together in Excellence 

In their view, this characterization is essentially faulty and they maintain that the 

transactions lending is not a single homogeneous lending technology. They find that 

there is number of distinct transactions technologies used by financial institutions, 

including financial statement lending, small business credit scoring, asset-based 

lending, factoring, fixed-asset lending, and leasing. While financial statement lending is 

focused on transparent borrowers, these other transactions technologies are all 

targeted to opaque borrowers. Recognition of this heterogeneity among transactions 

technologies and its impact on credit availability to opaque borrowers is often missing 

from much of the academic literature. 

38 



 

 

Therefore, lending technologies include several transaction lending technologies plus 

relationship lending. The following paragraphs give a detailed account of lending 

technologies at articulated by Berger and Udell (2006) in their paper titled "A more 

complete conceptual framework for SME finance". 

They find financial institutions to be lending to borrowers using relationship lending and 

six types of transaction lending technologies, which include (i) financial statement 

lending, (ii) small business credit scoring, (iii) asset-based lending, (iv) factoring, (v) 

n ial statement lending focuses on 

. . University of Fort Hare 
a) Fmanc1al statement lendT~ether in Excellence 

The financial statement lending is based on the strength of a borrower's financial 

statement and it depends on hard information. There are two requirements for this 

technology. First, the borrower must have informative financial statements like audited 

statements prepared by reputable accounting firms according to widely accepted 

accounting standards such as International Accounting Standards - IAS. Second, the 

borrower must have a strong financial condition as reflected in the financial ratios 

calculated from these statements. The loan contract that arises out of the analysis of 

these financial statements may reflect a variety of different contracting elements 

including collateral, personal guarantees. However, under financial statement lending, 

the lender will view the expected future cash flow of the borrowers as the primary 
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source of repayment. Financial statement lending, unlike all of the other lending 

technologies, is reserved for relatively informational transparent firms (Berger and Udell, 

2006). 

b) Small business credit scoring 

More so, Berger and Udell (2006) notice that small business credit scoring -is a 

transactions lending technology based on hard information about the SME and its 

owner. The owner information is p i 

consumer credit bureaus. This is c 

financial institution and often from co 

ta on the SME collected by the 

ureaus. The data are entered into 

a loan performance prediction model, wtr a score, or summary statistic for the 

loan. This technology could lJ tv~ \tY\!of trOJ;t SM1~, given that much of the 
Together1~

1
Exce1Lence 

information is based on the personal history of the owner, rather than the SME. The key 

motivation for using this technology may often be its low cost as external providers 

typically charge a modest fee for each score. 

c) Asset-based lending 

The third transactions lending technology is identified as asset-based lending. Under 

this technology, financial institutions address the opacity problem by focusing on a 

subset of the firm's assets, which are pledged as collateral, as the primary source of 

repayment. This technology provides SMEs with working capital financing secured 

primarily by accounts receivable and inventory. 
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Under asset-based lending the extension of credit is primarily based on the value of 

specific borrower assets rather than the overall creditworthiness of the borrower. The 

amount of credit extended is linked to the value of the collateral on a formula basis to a 

dynamically managed estimation of the liquidation value of the underlying assets that 

are used as collateral (i.e. the accounts receivable or inventory). Thus, asset-based 

lending is a transactions-based technology based on hard information generated nearly 

continuously about the value of the assets (Berger and Udell, 2006) 

d) Factoring 

The fourth transaction lending technolog Berger and Udell (2006) is factoring. 

This lending technology invY i"t r&it¥oCJ ;: rt~ se receivable by a "lender" 
• TogetYi.e';:'zn Excelfence 

known as a factor. Similar to asset-based lending, factoring focuses on the value of an 

underlying asset, rather than the overall value or risk of the business entity. Under 

factoring, a bank, also known as a factor, buys selected accounts receivable from its 

borrowing customers at a percentage of their face value. Factoring is somehow similar 

to asset-based lending, but the distinction is under factoring, the underlying asset is 

outright sold to the "lender." 

Factoring is a transactions technology because the underwriting process is based on 

hard information about the value of a borrower's accounts receivable. It addresses the 

opacity problem by focusing primarily on the quality of the obligor, rather than the 

borrower. Small firms that have limited assets to offer as security on a term loan are 
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increasingly using factoring. There are costs associated with factoring that the customer 

bears. Factoring costs to a small firm include commissions charged by a bank, interest 

levied on advances by a bank, and cost savings made by the firm. 

e) Fixed-asset lending 

The next point out transaction lending technology is fixed-asset lending technologies. It 

involves lending against assets that are long-lived and are not sold in the normal course 

underlying assets in fixed-asset lendin !edged to the lender as • collateral. 

However, unlike accounts rYmr~Jsity jo[ftQ.1;~ '\Jifdged assets are virtually Togeth~;l~VExcenence 
always uniquely identified by a serial number or a deed. The long life and unique 

identification of fixed assets leads to very different underwriting processes, contract 

structures, and monitoring mechanisms (Berger and Udell, 2006). 

With fixed- asset lending technology, the focus is on assessing the market value of the 

asset - for equipment and real estate, this is often in the form of a formal appraisal. The 

contract structure typically specifies an initial loan-to-value ratio which will be less than 

one. It also involves setting a loan amortization schedule with a final maturity less than 

the lifespan of the asset. 
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f) Leasing 

The last transactions technology is leasing. It involves the purchase of fixed assets by a 

"lender" known as a lessor. Leasing enables a firm to obtain the use of certain fixed 

assets, for which it must make a series of contractual, periodic, tax-deductible 

payments. The lessee is the receiver of the assets under contract, and the lessor is the 

owner of the assets. Leasing is a very common method of bank financing for plant and 

equipment, motor vehicles, and real estate in many countries. 

In a lease contractual arrangement sor of an asset (usually a bank) 

becomes the owner of an asset by p r the total cost of the asset. The 

lessee has complete use of the asset b C-OJ~ ;,not own it, and does not need to find 

funds to purchase it. The m!J ~"\;~,iSj ¥ r.FJfi.FeOD=1Ji'illg~s that the asset must be Togetherznl.td~etlence 
used for productive activity. The contract often contains an option whereby the lessee 

can purchase the assets at the end of the lease at a pre-specified price. 

Berger and Udell (2006), comment that leasing is a transactions technology since the 

underwriting is substantially based on hard information about the value of the underlying 

asset, similar to asset-based lending, factoring, and fixed-asset lending. Like all these 

other technologies, leasing can be used to provide financing to opaque SMEs because 

the underwriting decision is primarily based on the value of the asset being leased. 
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g) Relationship lending 

Under relationship lending, the lending technology is designed to address information 

problems that are not feasible or cost-effective. The primary information used by the 

financial institution is based on "soft" information gathered through contact over time 

with the SME, its owner and the local community to address the opacity problem. Its 

emphasis on soft information distinguishes it from all of the other technologies. 

With relationship lending, the informa i 

g the SME's performance on sort 

assessment of the future prospects of t - gathered from past communications 
. . Universh of Fort Hare . with SME's suppliers, customer. - neJ m arm bu messes or local community. The oget er zn xce ence 

labour-intensive nature of relationship lending likely makes it quite costly. These costs 

may be passed on to the borrower in the form of higher fees and a higher interest rate 

(Berger and Udell, 2006). 

It can therefore be concluded that, small · business credit scoring may be feasible for 

SMEs in information rich environments and in very strong lending environments, asset-

based lending and fixed-asset lending may be feasible for those borrowers with good 

quality accounts receivables, inventory or equipment. Factoring is feasible even in weak 

lending environments, but it depends on the existence of high quality receivables. Thus, 

for opaque SMEs, which are not feasible or cost-effective to small business credit 

44 



 

 

scoring, asset-based lending or factoring; relationship lending may be the best 

alternative. 

While this research endorses the brave contribution of these scholars in this matter, it 

however strongly holds that there is no point of separating asset-based lending and 

fixed-asset lending technologies, the study finds that it should be one lending 

technology called asset-based lending technology for both short-term assets based on 

accounts receivable and long-term financing based equipment. 

2.4 Financial needs of SMEs 

Atieno (2009) states that SMEs need acc~ - T~ external finance to ensure flexibility in 
Univ~r~itY of Fort Hare 

resource allocation and to reduc Jfi~t~ewl t~ ~nfb~w problems, hence firms with 

access to funding are able to build up inventories to avoid stocking out during crises. 

The availability of credit increases the growth potential of firms to survive during periods 

of macroeconomic instability. Nkurunziza (2005) continues that firms without access to 

bank financing are more vulnerable to external shocks compared to firms with funding. 

Of all the elements that go into a business, credit is perhaps the most crucial. Therefore, 

the best of plans can come to naught if adequate finance is not available at the right 

time. SMEs need funds to run business by financing fixed asset acquisition, working 

capital and product development. SMEs need credit support not only for running the 

enterprises and operational requirements but also for diversification, modernisation or 
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upgrading of facilities and capacity as well as for expansion. The same view is also 

share by ICA (2009), a report on Rwanda which admits that external finance is needed 

by SMEs in Rwanda to finance firm's working capital and investments in productive 

assets (property, plant and equipment). The report revealed that an examination of the 

situation of enterprise's financing indicated that in most countries around the world, 

smaller firms have more difficulties with access to finance. 

A vast majority of SMEs depend on internal finance (contribution from the owners, 

family and friends). Internal finance i 

Therefore, lack of access to externa ey constraint to economic growth 

above what can be supported by internal 1n-~ .. ,,...i:::s 

University of Fort Hare 
Together in Excellence 

The (ICA, 2009), provides a comparison of SMEs and large firms. The findings show 

that SMEs have least favourable access to finance, while large firms have the most 

favourable. Among micro firms 47% report access to finance as one of the top 3 

obstacles, while only 38% of SMEs and 22% of large firms do so. Therefore SMEs need 

to get adequate funding from external sources and be able to run business and 

contribute to the economic development of their respective jurisdictions. 

Beck (2007) argues that SMEs are an engine of innovation and growth, and that' they 

help reduce poverty as they are more labor-intensive, but they are constrained by 

institutional and market failures. He adds that small firms suffer more from financing and 

46 



 

 

I 

other constraints than large firms and that it is not size itself that justifies intervention, 

but rather the potential of small firms to grow into medium and large enterprises and to 

contribute to the economy and the fact that institutional and market failures create an 

uneven playing field between firms of different sizes. He concludes that the focus 

should therefore be both on reforms of the business environment that affect all 

enterprises and foster entrepreneurship; but importantly on policies that can help SMEs 

overcome financing constraints particular to their firm size and risk. 

affected by these obstacles. SMEs' fi 

their growth that large firms' financin 

s have almost twice the effect on 

according to Beck, Demirg09-Kunt 

and Maksimovic, (2005) as cited by Bee ). The difference between SMEs and 
Universi_ty of Fort Hare 

large firms is at least as big or e ~fJ 'Hf !Pl t£roYI~lzb~e specific financing obstacles, 

such as collateral requirements, interest rate payments, the need for special 

connections and inability of banks official to correctly do justice when evaluating 

applications for finance of SMEs. 

Many scholars consider that the problems of SMEs external financing are caused by the 

environment in which these firms operate, therefore these problems need to be tackled 

by digging into the SMEs operating environment and find the factors behind. For credit 

to flow to SMEs, the risk perception of lending to them must be reduced. The argument 

of this study is that there are certain factors to SMEs that can reduce the risk perception 

of lending to them. Identification of these factors will encourage lending to SMEs. 
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2.5 SMEs internal environment 

This section of the chapter reviews studies that investigated firm's internal environment 

factors vis-a-vis access to finance. 

According to Zhao, Wu and Chen (2006) there are many SMEs internal environment 

factors that affect their ability to borrow from bank. Based on data about SMEs financing 

in Chengdu city, in China they find that there are numerous SMEs internal factors that 

lead to difficulty in borrowing from th 

internal funds, willingness to accept b n 

They also find out that there are mean 

actors include collateral, firm size, 

d networking. 

credit rationing problems cause by 

asymmetric information be ·~rn,·-tr.J~,,r;ff.J'P:zno.fimrv-,o. ll!!!l,.nn..o:airio.r(:fhey argue that, on the 
Together in Excellence 

standpoint of borrower, the key measure is to reduce degree of information asymmetry, 

specifically, conveying the intrinsic soundness of his project and distinguishing him from 

riskier borrower. Those elements signaling SMEs' quality and alleviating informational 

problem undoubtedly become important factors affecting borrower's ability to borrowing 

from bank. 

These are factors in a firm's internal environment that are largely controllable by the 

firm. The collateral, internal funds, firm size, contractual clauses, relationship are factors 

to affect SMEs' ability to borrow from bank. Other variables in the internal environment 

of a firm include managerial competencies as measured by education, entrepreneurs' 

background or experience (also known as owners' characteristics), business information 

48 



 

 

and networking, (Barbosa and Moraes, 2004). This research shall review these factors 

and empirically test them to establish whether they are responsible for availability of 

bank finance to SMEs. 

2.5.1 Business Information 

Padachi et al (2010) noted that several empirical studies have indicated that SMEs 

managers experience problems in raising capital for the development of their 

businesses and referred to it as fina 

their importance in job creation, they t a 

credit or equity. Commercial banks a 

, ite SMEs dominant numbers and 

v faced difficulty in obtaining formal 

for a number of reasons including; (1) S ~ CU-"ii:;, egarded by creditors and investors as 

high- risk borrowers due to lJiyjAf ~{~~sQtt t~!
1 
olf 8fp~alisation, vulnerability to 

Toge'iher zn Excellence 
market fluctuations and high mortality rates; (2) Information asymmetry arising from 

SMEs' lack of accounting records, inadequate financial statements or business plans 

makes it difficult for creditors and investors to assess creditworthiness of potential 

SMEs proposals. 

Therefore, generation and effective use of business information are essential to 

accessing external funds. SMEs face a lot of challenges in accessing external funding 

because they lack adequate business information to enable outside investors to assess 

their performance. This leads to information asymmetry which is the source of SMEs 

financing problems. 
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Kitindi, Magembe and Sethibe (2007) find business information more especially 

financial statements and most recent firms' annual report is required by banks in making 

loan decisions. They investigated the usefulness of annual report information to lender 

in Botswana with a view to establish whether users of business information derive any 

utility from information presented in annual reports. They discover that bank required a 

number of different documents to support applications for loans. The documents asked 

are: business plan, management accounts, audited and well as un-audited financial 

statements (cash flow statements were the mostly preferred), bank statements and 

entire annual report in that order. Th t lenders in Botswana, specifically 

revaluation of loan applications. 

The preference to the cash flow stateme ggest that banks are concerned with 
University of Fort Hare 

liquidity which translates into lo~gm-,t~'r1n'i1~±1c~<z>mnc~tatements are also important 

indicating that bank are interested in the profitability and use the profits as an indicators 

of the borrower's future prospects and ability to service the loan. Sarapaivanich and 

Kotey (2006) find that SMEs are unable to access external finance because they lack 

the necessary information and knowledge of their businesses to approach finance 

providers or to be successful in accessing funds if they do. They investigated the effect 

of financial information quality on ability to access external funds and performance of 

SMEs in Thailand and establish that quality of financial information has significant 

positive effect on performance and on owner-managers' ability to access external 

capital. They find that due to information asymmetry banks may curtail the extent of 

lending or may raise the interest rate. If bank raise interest rates or curtail lending, firms 
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will not be able to finance as many projects as it would have been. Investments made 

will be below the level that would have if there was no information asymmetry. They 

conclude that an entrepreneurs need to spend time to develop comprehensive business 

plans at early stage of projects to reduce risk perception and increase the likelihood of 

obtaining capital. 

Kwok (2002) investigates bank loan officers' use of financial information and reports in 

making lending decisions and finds that financial information which also includes 

information and business informatio 

a firm plans to accomplish and how it plans complish it. 
University of Fort Hare 

Together in Excellence 
Pretorius and Shaw (2004) investigated the role of business plan in the evaluation of an 

application for finance of new business ventures by South African commercial banks. 

They note that a successful business plan is perceived as one of the most essential 

documents to be prepared by the entrepreneur or small venture owner when setting up 

a business. SMEs owners are encouraged to prepare a business plan for presentation 

to banks, financial institutions and venture capitalists to stand a chance of obtaining 

financial support and that a business plan is an essential document to be used in setting 

codes and business relationships between the parties. 

Hence, it is hypothesized that there is a significant positive relationship between the 

lack of business information and non-availability of bank finance to SM Es. 
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2.5.2 Collateral 

Collateral is an asset that is pledged by a borrower to a lender as security for the 

payment of debt. It is a second line of debt repayment; the lender can sale the collateral 

pledged against the debt to recover the amount if the project for which the loan was 

sought fails and the borrower is unable to pay back the loan. 

Assets held as collateral can be the current assets of the firm or the fixed assets of the 

capital while fixed assets such as land 

ts such as inventory or accounts 

s short-term loans for the working 

are used to secure long-term loans 

to make capital investments.University of Fort Hare 
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Zhao, Wu and Chen (2006) define collateral as an asset of the borrower that is 

automatically transferred to the lender should the project revenues not be sufficient to 

repay the loan in full. As the collateral reduces the limited responsibility of the borrower 

in presence of unfavorable result, the borrower who provides collateral will be 

transmitting a signal concerning the quality of his project, declaring the probability of his 

project's success to be high. Specifically, collateral stands as a financing cost, which 

reduces the expected profit for bad quality borrowers if repossessed by bank and 

increases it for good quality borrowers. 
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Berger and Udell (2006) in their paper a more complete conceptual framework for SME 

financing said that the SMEs external financing problems arise due to their formational 

opaqueness. They discuss several lending technologies including asset-based lending, 

and fixed-asset lending technologies which involve lending to SMEs against the 

collateral and a way of mitigating SMEs access to finance challenges. They argue that 

taking collateral as security is attractive to bankers for two reasons: First, the willingness 

to offer collateral signals the confidence of an entrepreneur in both his abilities and also 

in the likely success of the project. Secondly, taking collateral can align the interests of 

selection problem at loan originatio ~~71....,...--:-::....... hazard problem that might arise 

after the loan has been granted. Th that collateral is a powerful tool 

that lets financial institution to offer ere IT-'l'l"'~'\/1Es whose information opacity might 
University of Fort Hare . 

otherwise result in cred it ratio ·ia8e-flfer19n .£-et'effiJHEe of credit only on relatively 

unfavourable terms. 

Collateral can be divided into two types; inside and outside collateral. Inside collateral 

involves pledging assets owned by the firm. Outside collateral involves assets belonging 

to the firm owners. Outside collateral may help resolve adverse selection problems 

when the borrower has more information about the quality of the investment than the 

lender, and may help prevent credit rationing. Similarly pledging outside collateral may 

lessen moral hazard by reducing the incentives to switch to riskier projects or reduce 

effort to ensure projects success. The pledging of some of the firm's assets by the debt 

holder may ensure that firms invest in relatively safe projects (Olawale, 2010). 
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Berger and Udell (2006) remark that collateral is one of the most widely-used features 

of debt contracts in today credit market. In their work on titled why do borrowers pledge 

collateral, new empirical evidence on the role of asymmetric information, they observe 

that there is an impressive theoretical and empirical literature that motivates collateral 

as arising from information gaps between borrowers and lenders dating back at least 

from to the Stiglitz and Weiss (1981) model of credit rationing. They add that collateral 

reduce informational asymmetries problems when between lenders and borrowers in 

credit markets, which result into credit granting to asymmetric informational borrowers. 

According to Steijvers and Voordecke 

the following parameters; quality of projec , e riskiness of borrowers, and problems 
University of Fort Hare 

related to the cost of monitoringttfgfil ~P'ir-i . 82 mr&s' behaviour. They also note 

that the theoretical model of asymmetric information views collateral as a screening 

device which reduces the adverse selection problems. The willingness of the borrower 

to pledge collateral positively influences the quality of the credit request, as perceived 

by the bank since the borrower signals the real value and the belief in the quality of the 

project to the bank. Therefore, if collateral is pledged, lenders will feel more confident 

and will charge a lower interest rate compared if the uncertain project itself were the 

only guarantee. 

Theories view collateral as an incentive device which reduces the moral hazard 

problem. Collateral can be seen as a means to prevent the high risk borrower switching 
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from a lower to a higher risk project after the loan has been granted or do less effort to 

realize the proposed project. The risk of losing the collateral pledged would prevent any 

risk shifting behaviour by the entrepreneur after receiving the loan (Steijvers and 

Voordeckers, 2000). 

Therefore, collateral reduce moral hazard problems by adding a potential cost to 

borrowers if they do not make effort or if they are tempted to engage in opportunistic 

behaviour once a credit has been granted by choosing to invest the funds in a riskier 

project than that initially agreed upon, 

lender for the higher risk or if they div 

st rate that will not compensate the 

Reitan and Waago (2002) analysed the en e • sed by private banks officers in Norway 
University of Fort Hare 

when evaluating and validating f~~iJ/z~roRP.ffi!eeifmtMiind that SMEs are more risk 

than large firms and bank respond to this risk by ensuring that, even in the event of 

failure, it obtains some return and this is ensured by obtaining collateral. Collateral may 

be in the form of either the personal resources of the entrepreneur, such as housing, or 

some identifiable assets of the business over which the bank asserts a prior claim over 

other creditors. In essence, collateral protects the bank in the event of default. For new 

ventures, providing collateral represents a major problem. Not all entrepreneurs have 

access to collateral and so some are excluded from the marketplace. In this sense a 

"gap" in the marketplace exists for those viable business ventures which lack access to 

security to insure against risk. 
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Zhao, Wu and Chen (2006) conclude that "the more collateral SMEs can provide the 

more bank loan SM Es get and by the higher probability''. 

Consequently, it is hypothesised that there is a significant positive relationship between 

the lack of collateral and non-availability of bank finance to SMEs. 

2.5.3 Managerial Competencies 

Hellriegel, et al, (2010) define mana 

behaviours and attitudes that contrib t 

and Stuart (2002) positively associate 

ies as a set of knowledge, skills, 

effectiveness. Studies by Shane 

11 mpetencies with the business firm 

performance. The higher the level of mana-at~~H""Competency exhibited by the owners of 

f. th t th . b.1.Ut n~· ersitv of Fort Hareth t d·t .d a trm, e grea er e via 11 ya - ifs sufefl\lalvln1s1-suaaesls a ere I provI ers may ogecner zn nxce Lenee 
be willing to extend facilities to SMEs whose owners exhibit a high level of managerial 

competencies. 

Therefore, competencies are skills, abilities and characteristics associated with high 

performance. The organisation needs management competencies to transform itself, 

improve performance and grow. Lefebvre and Lefebvre (2001) report that innovative 

capabilities of the management team · (e.g. ability to undertake research and 

development, knowledge intensity and unique know-how) are strongly associated with 

performance and firm growth. 

56 



 

 

Martin and Staines (1994) investigated the importance of management competence in 

small firm success. They observe that the failure rate of small firms in the United 

Kingdom is high with nearly half of new business start-ups disappearing within four 

years of existence. Lack of managerial experience, skills and personal qualities and 

factors such as adverse economic conditions, poorly thought out business plans and 

resource starvation are found as the main reasons why new firms fail. They report that 

the major distinguishing feature of high growth and low growth small firms is the 

education, training and experience of senior managers. The chief executives of high-

growth small firms are more likely to ta 

environment, place more emphas s 

management skills, recognize the imp 

interest in their immediate market 

n resources management and the 

acquisition, development and retention of -gerial talent. 
University of Fort Hare 

Together in Excellence 
Branch (2006) studies gaps in SMEs financing and finds that managerial competency is 

the key element in investment readiness. This is because managerial competencies are 

positively associated with firm performance across a variety of organizational and 

industry settings. The researcher note that contrary to the traditional description of the 

shortage of the supply of capital for SMEs, there is increasing evidence that suppliers of 

capital perceive a shortage of investment-ready opportunities from SMEs caused by 

lack of managerial competencies. 

Management competencies have an impact on the ability of SMEs owners to access 

capital. Mason and Harrison (2001) examine early stage equity finance in the United 

57 



 

 

Kingdom and find that there is no shortage of available capital. Among the 7 4 British 

business angels surveyed, 81 % indicated that their ability to invest was limited by the 

quality of the opportunities they see. The two primary deficiencies were: (a) unrealistic 

assumptions or information that is not credible and (b) the entrepreneur/management 

team lacked credibility. 

Blumberg and Letterie (2008) investigated business starters· who experienced credit 

rationing in The Netherlands and find that the earning capacity of a business starter in a 

e of the business, is a signal to the 

the earning capacity after an eventual fa1n--,...-,.~~urthermore, highly educated business 
University of Fort Hare 

starters are more likely to have a1~ ~tf¼~~ti°W~~ ttfRW capacity than less educated 

people. 

These results suggest that there is an association between managerial competencies, 

the firm performance and the ability to secure capital. Consequently, it is hypothesized 

that there is a significant positive relationship between the lack of managerial 

competencies and non-availability of bank financing to SMEs. 

2.5.4 Internal Funds 

Internal funds are monetary assets owned by the firm, in the context of the SMEs this 

could come either from the firm's net profit and therefore the retained earnings or from 
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the owner's savings contributed as startup capital of the firm. Contributions from family 

and friends to the SME's owner to boost the business are also included in this category. 

Internal funds differ from external funds like debt and equity. The latter is an investment 

into the business by the funders with expectation of getting returns on funds invested in 

term of interest for debt or dividends and capital appreciation in case of the equity. 

One reason why banks hesitate to lend funds to SMEs is lack of internal funds used as 

partial contribution to the total investment of the project of which funding is sought from 

the bank. Owners of SMEs are requir ,fl ribute to the overall funding which 

signals that they will make effort for th"''_ ... s:~--· ... ""·~:re•~+ eed. Barbosa and Moraes (2004) 

state that the more the business ow money (internal funds); the less 

likely it is that he will take on very risky inve ts. This reduces moral hazard. 
University of Fort Hare 

Together in Excellence 
The extent to which a business founders commit own resources to the venture also 

informs the banks that they are investing in a serious business idea. Blumberg and 

Letterie, (2008) equally note that own investments are a credible commitment mitigating 

the principal agent conflict because the more own money business starters invest, the 

less likely it is that they take on very risky investments. 

Furthermore, Blumberg and Letterie (2008), argue that banks are more likely to approve 

a credit request at reasonable terms, if the bank is convinced that the business is likely 

to succeed or if the bank is able to collect the debt, even if the proposed venture fails. 

Thus, small business can increase their possibilities to obtain the required funds by 
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giving credible commitments and signals. Credible commitments guaranteeing the 

repayment of the debt even if the business fails are linked to collaterals, the business 

starter's private wealth as well as a firm's re-deployable internal funds reduce the bank's 

exposure to losing the debt. Collateral helps to reduce informational asymmetries while 

internal funds reduce moral hazard problems that arise between banks and 

entrepreneurs. Therefore, potential investors may be more likely to invest in a project if 

the entrepreneur is investing his own capital. 

ds carry an opportunity cost to the 

is expressing his confidence in th 

responsibility in the case of a negative res n-- -co.nce the availability of internal funds is a 
University of Fort Hare 

signal that trustworthy borrower5113~t9r~~ ~xlj~ l'e~lc~h themselves. This suggests 

that internal funds affect the availability of bank finance and therefore, it is hypothesised 

that there is a significant positive relationship between the lack of internal funds and 

non-availability of bank financing to SMEs. 

2.5.5 Networking 

A network is a specific set of relations amongst various groups. Networks in the context 

of this study are personal relationships between an entrepreneur and the external actors 

which can be individuals or organizations. Entrepreneurs build up such network 

relationships in order to obtain necessary resources and to perform economic activities. 
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Coulthard and Loos (2007) define networking in SMEs context as an activity in which 

entrepreneurially oriented SME owners build and manage personal relationships with 

particular individuals in their surroundings. Entrepreneurial firms use networking to 

exploit opportunities. Networking is largely seen as a means of raising required capital, 

identifying market opportunities, obtaining personnel, identifying suppliers, identifying 

and developing technology. 

Le and Nguyen (2009) examine the relative effect of different network ties in Vietnam in 

helping SMEs access bank loans; the 

practices. Networks also help firms to lear propriate behavior and therefore obtain 
University of Fort Hare 

needed support from key stakeh~~!f&t #l~ ~ it>e,lblic. In large part, networking 

substitutes for the lack of effective financial market institutions, and can be an effective 

way for SMEs to access external financing, including bank loans in emerging 

economies. Networking could be expected to provide to the banks information on 

legitimacy, which in turn should give the SMEs advantages in accessing bank loans. 

This suggests that networking is a measure of the character as well as the capacity of 

small entrepreneurs. 

Shane and Cable (2002) affirm that networking can be used to reduce information 

asymmetry in the credit market between the lender and the borrower relationships. 

Social obligations between connected parties, and information transfer through social 
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relationships, influence venture finance decisions. They argue that social ties interject 

expectations of trust and reciprocity into the economic exchange that, in turn, activate a 

cooperative logic of exchange. This logic promotes the transfer of private information 

and resources and motivates both parties to search for integrative rather than zero-sum 

outcomes. In this way, embedded ties both create new collaborative opportunities and 

induce the mutual rather than selfish distribution of rewards. 

Le, Venkatesh and Nguyen (2006) examine factors that influence firms' accessibility to 

bank loan by SMEs in Vietnam, th t there are factors which assist 

easily. They examined the influence o rofessional management practices 

and firm growth stage on SMEs access to ""-..-"v-t-mancing. They define legitimacy as the 
University of Fort Hare 

extent to which key stakeholder. ll~ Wrrlt'l!'xc«i<Iml~e8nd the general public know 

about and accept the organization and its practices. They found that networking with 

bank managers, other organization and friends positively influences SMEs accessibility 

to bank financing. However, they also found that networking with government officials 

was negatively influencing SMEs access to bank financing probably this helped SMEs 

to have more access to aid funds and government support programs. 

There are other sources of external financing which are important to SMEs in emerging 

economies, where more formal and extensive financial markets are typically 

underdeveloped and where problems pertaining to information asymmetry and 

opportunism are often more pronounced; they include; - trade credit, loans from 
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relatives and friends, and support from governments. These alternative sources of 

financing are often more accessible, convenient, and, sometimes, cheaper; government 

support programs provide loans with interest rates well below those offered by 

commercial banks. Networking, by helping SMEs access these sources, could reduce 

the need for bank loans. This suggests that networks provide contradictory forces to 

affect a firm's use of bank loans. On the one hand, a well-networked SME has 

legitimacy, information, and knowledge advantages, which promote the firm's access to 

bank loans. On the other hand, networks can reduce the need for bank loans by helping 

a firm access other sources of fun 1 

associateion of networking and availa 

ss, the literature shows a great 

ncing. 

Atieno (2009) finds that, while networking ----•---- provide advantages, firms with limited 
Universitv of Fort Hare 

resources, such as SMEs, may a 8gl~tfi&C8¥~ ~ate~oining or establishing contact 

because of the associated costs. This limits the extent to which small businesses can 

influence the support mechanisms such as policies, legislations and infrastructure that 

affect their operations. Small firms, therefore, face a number of constraints that are 

institutional in nature, but their weak organizational ability and the minimal or non-

existent linkages limit the extent to which they can address these issues. 

Zhao, Wu and Chen (2006) conclude that "the closer the SMEs' relationship with the 

bank is the more bank loan SM Es get and by the higher probability". They assert that 

generally, a long-term relationship with a financial institution is expected to lower the 

cost of financing since it decreases the cost of monitoring, open the possibility for 
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greater contract compliance and give the lender more control over potential moral 

hazards problems. 

The empirical studies reviewed above suggest that networking between entrepreneurs, 

bankers, government officials, and friends and relatives may play an important role in 

helping both lending institutions and borrowers. Therefore, lack of networking could be 

one of the obstacles to the availability of finance to SMEs. Accordingly, this research 

hypothesized that there is a positive significant relationship between lack of networking 

2.5.6 Ethics 

. TTn· ~r~·tv of Fort Hare According to Vyakarnam et at' ( 1 h usfnes m1sconaucl and scandals of Enron and o erzn xceuence 
WorldCom and similar others which occurred virtually in every major economy played a 

critical role in increasing public, business and academic awareness of issues of 

business ethics. These issues include tension between ethics and profit, conflict 

between private gain and public good. In difficult economic times, managers may send 

the message to their subordinates that attaining objectives is what is important and the 

method used to get there do not matter~. 

The world have seen so many cases with false accounts, manipulation of information, 

questionable initial public offerings, corruption of public agents, personal enrichment of 

top executives and many of these cases have led to bankruptcy, personnel being 

dismissed and financial losses for the individual investors (Fassin, 2005). 
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All these malpractices in the business processes are due to unethical behavior by top-

level managers and entrepreneurs and also assisted by professionals like accountants, 

bankers and lawyers. 

Smit et al. (2007) define ethics as a set of values and rules that define right and wrong 

behaviour. They are code of moral principles and values that direct the behaviour of an 

individual or a group in terms of what is right or wrong. Ethics includes distinguishing 

between fact and belief; defining issues in moral terms and applying moral principles to 

n organisation levels. At individual 

level ethical questions arise when pe ~~..--1,Q involving individual responsibility, 

such as being totally honest, accep sing organizational resources for 

personal purposes such as time, telepho~.~,._s, ationery. At organisation level, ethics 
. University of.Fort Hare . . . .• 

relates to the principles of condu,to'~1YcWe?rffil~.r~EOO¥iJ~at guide dec1s1on making and 

behaviour. For example, an organisation requiring an employee or group of employees 

to overlook the unethical behaviour of a colleague whose actions benefits the 

organisation. 

Furthermore, Mahmood (2008) defines business ethics as integrating values such as 

honesty, trust, transparency and fairness into its policies, practices and decision making 

in a company. Business ethics is therefore inherently linked with corporate governance. 
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The author identifies five advantages of adopting business ethics as follows: 

• Investors use company ethics practices and values as primary considerations in 

their investing decision-making; 

• Since customers are increasingly becoming aware of their rights, they value 

ethical practices. Hence, adopting ethics can help to build reputation of 

businesses, and build customer loyalty and increase in revenue; 

• Ethical companies can attract talented workforce and employees as well as 

improved performance of existing employees increasing productivity; 

• Compliance with regulations 

improves the company accept ty and visibility; 

internationally. 
University of Fort Hare 

Together in Excellence 

Business ethics in SMES 

both domestically and 

Vyakarnam et al. (1997) state that research in the area of ethics with reference to SMEs 

has been identifies as largely uncharted area. They argue that personal and business 

ethics in SMEs are closer in a situation where the owner is also a manager in a 

business. 

Also Spence (1999) reports that the study of small business ethics has received little 

attention from ethics research mainly because efforts have been directed to discussion 

in the large firms. 
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Many ethics researchers have observed the same as the above scholars and probably 

this is largely caused by the fact that business ethics as a discipline emerged at a time 

when the large firm was seen as the main focus of business study; but now this is 

changing with SMEs becoming dominant in terms of numbers and contribution to socio-

economic development in both developed and developing countries. SMEs are 

increasingly recognised as the engine of economic growth, employment, job creation, 

innovation and productivity. Failure to address ethics in SMEs is totally inappropriate 

and a fundamental flaw in current business ethics research. Spence (1999) argue that 

since there are many SMEs than lar -

business ethics to small business is n 

to make their work relevant to busine 

ight but also a mistake if they wish 

ractitioners. 

University of Fort Hare 
Mahmood (2008) find that, wh_regt!f eJalflEtxEffil~nBgve already developed their 

reputation by adopting business ethics, SMEs especially in the developing countries 

lack awareness and understanding of the importance of business ethics and its 

advantages. And that some of the advantages may not be visible to SMEs in the short-

term, for example they argue that reputation or brand image is not important for them, 

this means an absence of long-term vision and the focus on survival in short-term. 

SMEs are more vulnerable to shocks hence focus more on surviving in the short-term. 

Vyakarnam et al. (1997) comment on several studies done in USA and find that SMEs 

face moral dilemmas including: faulty investment advice; favoritism in promotion; 

acquiescing in dangerous design flaws; misleading financial reporting and misleading 

67 



 

 

advertising. They also state that small firms viewed the following with greater tolerance 

than large firms: padded expense accounts, tax evasion, insider trading, discriminating 

against women and copying computer software. 

SMEs are facing many ethical challenges that if not handled carefully could seriously 

compromise their invaluable contributions to the long-term economic well-being of their 

communities. SMEs should become aware of the importance of good, trusting 

note that "if you take good care of u 

business'; 'deal with suppliers and fin 

you're doing the right thing, they (custo 

ill in tum take good care of your 

s with honesty to obtain support'; 'if 

e back to you and you keep them'; 

and 'if you treat somebody g 11.f\1/e 'Y7 LLl..,..Y,,,......JG-11,C @d deal from you, they will 

tell ten people'. It was identified irlflfbqf~ftfdi/1t1Mff#kef}f'evalence of ethical and socially 

responsible concerns enhances commitment, trust and satisfaction among employees, 

customers, suppliers, financial institutions as well as other stakeholders. 

It is therefore perceived as necessary for SMEs to put business ethics at the center of 

their policies and decision making. There exists a need for SMEs to embrace ethics 

behaviour in their daily business activities. One key area where SMEs need trusting 

relationship is with the financial institutions for external funding. 

According to Howorth and Moro (2006) ethics and trust play an important role in 

reducing asymmetric information problems such as moral hazard and adverse selection 
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from a study of entrepreneurs and their bank managers conducted in north east Italy. 

They investigated the role of trust in bank lending and tested whether there is any 

association between variables which measure different elements of trust and the 

interest rate charged to SMEs.They comment that when banks use transaction lending 

technology to provide finance, the decision to lend is often based on the evaluation of 

from financial statements and/or the provision of collateral, and/or credit scoring. 

The above three lending technologies are all grounded on hard facts and public 

information available, collected indc:::u"""'3~= 

information gathered beyond the 

is gathered through a continuous process. ionship lending therefore uses private 
Universicy of Fort Hare 

information collected through COl13yk me ~true firm, its owner, and its local 

community on a variety of dimensions. Private information is often soft data, which, by 

definition, is difficult to summarise in numeric score, and is influenced by the context in 

which it is collected. This indicates the central role of soft information in the lending 

process since the essence of successful lending is overcoming asymmetric information 

problems between the borrower and the lender that would otherwise create incentives 

for borrowers to default their loans. This implies that there are different sources of 

information that lead to the decision to lend. Where ethics is low, the general perception 

of riskiness is greater. In addition, contracts will be more stringent with tight terms and 

conditions, which includes tight monitoring and requirement of collateral. 
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The researchers find that higher levels of trust were positively associated with greater 

availability of finance, lower interest rates, and lower requirements for collateral. High 

levels of trust reduce costs associated with asymmetric information. From the bank's 

point of view trust mitigates adverse selection and moral hazard, reduces screening, 

and monitoring costs and this will lead to increased profits. For the entrepreneur, it 

would require less effort spent on providing information for bank monitoring purposes 

and lower requirements for collateral, which is often a sticking point _in demand for 

finance. 

From the five "Cs" of lending lite .... ~ ::-2 • certainly the least quantifiable, 

"character" may well be the most imp~ J~~~~~ nt that the lender can make about 

the prospective borrower. Regardless o ._.._r-1-<!~- "'ositive attributes of capacity, capital, 
University of Fort Hare 

collateral and credit history thato1l}~t1P$~~ i:cffiTln8pow, if he or she does not 

demonstrate integrity and trustworthiness, which are attributes of ethics, any credit 

proposal will be declined. Character is important because, among other things, it can 

reveal intent. If the lender senses that the borrower is somewhat untrustworthy toward 

fulfilling responsibilities with regard to the deal, and even toward the business, the 

lender will most certainly back away from the proposal. The lender must be made to 

believe that, in addition to the legal agreement, the borrower feels a certain moral 

obligation to repay the loan. The subjectivity of business lending cannot be overly 

stressed. Although there are concrete, quantifiable things which the lender looks for, in 

the end the decision whether or not to make the loan will quite often come down to 
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subjective measurements, the comfort level that can be forged between the two sides. 

(www.finweb.com/loans/the-five-cs-of-lending.html accessed on 6th August 2011 ). 

Accordingly, it is hypothesised that there is a significant positive relationship between 

the unethical behaviour and the non-availability of bank financing to SMEs. 

2.6 Conclusion 

SMEs through the information asymmetry • s frameworks. 
University of Fort Hare 

Together in Excellence 
The chapter reviewed relevant empirical evidence regarding the relationship between 

the SMEs internal factors and availability of bank financing. SMEs internal factors 

reviewed include; business information, collateral, managerial competency, internal 

funds, networking and ethical practice. This was done through the lenses of asymmetric 

information frameworks to unveil their impact on the availability of external finance to 

SMEs which is the central thesis of this study. 

The next chapter will focus on the research methodology used for the empirical study. 
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CHAPTER THREE 

3 RESEARCH METHODOLOGY 

3.1 Introduction 

This chapter provides a description of the research methodology, research design, 

sample design, and the data collection and analysis techniques adopted in the study. It 

attempts to justify the appropriatene 

their strengths and acknowledging th 

observed during the research process 

dologies selected and presenting 

e chapter will conclude with ethics 

According to Welman et al ( Wms~~ e . I . I with research methods 
Together in Excellence 

and techniques considered in the study and explains the logic behind in selecting them. 

Research methodology therefore refers to methods, tools and techniques employed to 

gather, record, analyze and interpret information to address research questions in 

assisting to achieving the objective of the study and explaining rationale for using them. 

Research methodology is a research action plan, how it will be carried out and why it is 

the best way to do it. Research methodology and design influence the validity and 

reliability of findings; and faulty research findings may misinform the policy-making 

process. 
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3.2 Research 

Sekaram (2003) defines research as an organised, systematic, data-based, critical, 

objective, scientific inquiry or investigation into a specific problem; undertaken with the 

purpose of finding answers or solutions to it. According to Leedy & Ormrod (2005), 

research is as a systematic process of collecting, analysing and interpreting data in 

order to increase the understanding of a phenomenon or concern of interest. 

implies that these methods and proce 

and that scientific methods and techniq 

a d procedures. The term objective 

e y on personal feelings or opinions 

University of Fort Hare 
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Research therefore is a systematic and objective process of gathering, recording, 

analysing and interpreting of information to achieve the intended objectives which the 

study or research wanted to attain. 

Broadly, there are two types of research; applied and basic or fundamental or pure 

research. As per Sekaram (2003), applied research is the research done with the 

intension of applying the results of the findings to solve specific problems currently 

being experienced while pure research is the research done primarily to enhance the 

understanding of certain problems that commonly occur in a setting. The findings of 

pure research contribute to the building of knowledge in various fields and later be 
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applied to solve problems. Therefore, the current study in quest of understanding 

reasons why SMEs do not get enough bank financing is a basic research. 

Applied research is commonly used by business settings specifically aimed at solving 

currently experienced problem. While basic research is mainly carried out by university 

professors with the objective of generating knowledge and understanding of 

phenomena and problems that occur, the knowledge generated from such research is 

often applied later for solving real life problems. 

3.3 The Research Process 

Research is a process of orderly activ1 • • ed at collecting and analysing data 

Universi~ of Fort are . . relevant to the problem and commurncatm .ffle. results ofllils analysis as a solution to 1ogetne zn.hxcellence 
the problem earlier identified. The research process usually starts with the formulation 

of a research problem, selecting from among various methods of research, research 

design, sample design, data collection, analysis and interpretation of data (Shajahan, 

2004). Zikmund (1998) identifies seven stages that make a research process as follows: 

(1) defining the problem, (2) planning a research design, (3) planning a sample, (4) 

collecting the data, (5) analysing the data, (6) formulating the conclusion, and (7) 

preparing the report. 

Cooper and Schindler (2011) explain that writers treat the research task as a sequential 

process involving several clearly defined steps and that no one claims that research 

requires completion of each step before going to the next rather recycling, 
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circumventing, and skipping occur. They identify steps that make up a research 

process: clarifying the research question, proposing research, designing the research 

project (research design and sampling design), data collection and preparation, data 

analysis and interpretation and reporting of results. Summing up, the research process 

deals with a description of all steps of how research is designed and implemented. 

Figure 3-1: Steps of the research process and followed by the study 

1. Research topic and research problem 
Problem definition, research questions, esear:cl1-objactbl nd research hypotheses 

2. Research design 
Quantitative and qualitative designs, ex I nd casual studies 

3. Data collectio 
Observation, experiment a 

4. Sample design 
Sampling methods, population and sample 

5. Data Collection 

6. Data analysis and interpretation 

7 Report of the study 

Source: Compiled by the Researcher 
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3.3.1 Research Topic and Research Problem 

3.3.1.1 Problem statement 

Welman et al (2005) states that a research problem denotes some difficulty that a 

researcher experiences in the context of either a theoretical or practical situation of 

which she or he wants to find a solution. Cooper and Schindler (2011) citing Albert 

Einstein say that the formulation of the research problem is far more often essential 

than its solution, which may be merely a matter of mathematical or experimental skill. 

To raise new questions, to regard o 

imagination and marks real advance i 

m a new angle requires creative 

Formulation of a research problem to be ...... -~~ined is the first concrete step in the 
Universi

1
tY of Fort Hare 

research process. It involves narr'fff}f&fl&,#fh~&!tOOfe~interest in a research topic to 

focus on a problem small enough to be investigated. Defining a research problem is 

possibly the most important task because an incorrectly defined problem means the 

research is of no value whatsoever. A problem is any situation where a gap exists 

between the actual and the desired state. It does not necessarily mean that something 

is seriously wrong with a current situation that needs to be rectified immediately. A 

problem could simply indicate an interest in an issue where finding the right answer 

might help in improving an existing situation (Hair, et al 2007). Therefore, research 

problem should clearly be defined and formulated to ensure that the results obtained 

through research are relevant. 
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The motivation for this study comes from the fact that access to bank finance is often 

ranked as one of most constraining features of business environment by SMEs 

compared to large firms while they account for a larger share of enterprises and a larger 

share of overall employment in the private sector of most economies. Beck (2007) 

argues that the availability of finance to SMEs can be influenced by both borrower-

specific, the factors that are internal to SMEs and systemic factors, which external are 

factors to SMEs. This research focuses only on internal factors; the external factors are 

outside the scope of this study. Zhao, Wu and Chen (2006) and Barbosa and Moraes 

managerial competencies, quality of IY""'--,,z,l'iln~,=~--~w.~J.r.JT1".llltion, firm size and networking and 

other variables largely controllable b -~~~~tll) s internal environment represents 

factors that are largely controllable by rm. These factors may influence the 
University of Fort Hare 

availability of finance to SMEs. ¥J'{fiHhWPWt 2£8~ '&ffi!~, there is the possibility that 

lenders will not maximize their lending opportunities to SMEs. The internal factors are 

the focus of this study. The factors are: business information, collateral, managerial 

competency, internal funds, networking and ethical behaviour, and form a central 

discussion of the research. Therefore, the research problem is that the SMEs in 

Rwanda do not get adequate bank financing. 

3.3.1.2 Research objectives 

Zikmund and Babin (2010) observe that research objectives are the deliverables of the 

research project. The research objectives therefore explain the purpose of the research 

and what it intends to achieve. 
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The objectives of this research are: 

• To assess the availability of bank financing to SMEs compared to large 

industries in Rwanda. 

• To investigate the factors determining SMEs participation in bank financing in 

Rwanda. 

• To investigate empirically the relationship between SMEs internal factors and 

their access to of bank financing in Rwanda. 

• To make recommendations to improve the availability of bank financing to 

SMEs in Rwanda. 

3.3.1.3 Research questions 

Zikmund and Babin (2010) dl~~tr.'lli~ns~•~~~r. a-w~~rn--as researcher's translation 
. Taaether.in Excellence . . 

of the research problem mto a specific mqwry. ~esearch questions are typically used to 

name as precisely as possible what the study will attempt to find out (Hofstee, 2006). 

Therefore, research questions are formal statements of the goal of a study, which state 

clearly what the study will investigate or attempt to prove. 

The following are research questions of this study that were generated to assist the 

attainment of the research objectives: 

• Do SMEs get adequate bank financing in Rwanda? 

• What are factors that determine the availability of bank financing to SMEs in 

Rwanda? 
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• What is relationship between SMEs internal factors and access to of bank 

financing in Rwanda? 

• What are possible recommendations toward improving the availability of bank 

financing to SMEs in Rwanda? 

3.3.1.4 Research hypotheses 

Welman, et al (2005) define a hypothesis as a statement or-proposition that can be 

• tc 
Together in Excellence 

ariables. 

According to Tredoux and Durrheim (2002), a hypothesis is a tentative statement of a 

relationship between two or more variables. In order to answer research questions, they 

must first be translated into two hypotheses know as null and alternative hypotheses. 

The null hypothesis is a statement that maintains that there are no differences between 

groups or between measured variables. It is usually indicated by the symbol H0 . The 

alternative hypothesis indicated by H1 maintains that there is a difference !Jetween 

groups or between measured variables. The alternative hypothesis makes a supposition 

that is totally opposed to the null hypothesis. Alternative hypothesis can either be 

directional or non-directional depending on the nature of the research question. A 

directional alternative hypothesis specifies the direction of the relationship, it could be a 
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positive or negative relationship while non-directional alternative hypothesis does not 

specify the direction of the relationship, it simply states that there is a relationship. 

The following were the working hypotheses of the study: 

a) Main Hypothesis 

The primary hypothesis for the study is: 

• H0 : There is no significant relationship between the SMEs internal factors and 

availability of bank financi 

• H1: There is significant positiv tween the SMEs internal factors 

University of Fort Hare 
b) Secondary Hypotheses Together in Excellence 

The primary hypothesis is established from the following six secondary hypotheses, 

based on business information, collateral, managerial competencies, internal fund, 

networking, and ethical behaviour factors. 

(i) Lack of Business Information 

• H0 : There is no significant relationship between the lack of business information 

and non-availability of bank financing to SM Es in Rwanda. 

• H1: There is a significant positive relationship between the lack of business 

information and non-availability of bank financing to SM Es in Rwanda. 
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(ii) Lack of Collateral 

• H0 : There is no significant relationship between the lack of collateral and non-

availability of bank financing to SM Es in Rwanda. 

• H1: There is a significant positive relationship between the lack of collateral and 

non-availability of bank financing to SMEs in Rwanda. 

(iii) Lack of Managerial Competencies 

• H0 There is no significant relationship between the lack of managerial 

financing to SMEs in Rwanda. 

• H1 There is a significant posi between the lack of managerial 

University of Fort Hare 
(iv) Lack of Internal Fun gether in Excellence 

• H0 : There is no significant relationship between the lack of internal funds and 

non-availability of bank financing to SMEs in Rwanda. 

• H1: There is a significant positive relationship between the lack of internal funds 

and non-availability of bank financing to SMEs in Rwanda. 

(v) Lack of Networking 

• H0 There is no significant relationship between the lack of networking and non-

availability of bank financing to SMEs in Rwanda. 

• H1 There is a significant positive relationship between the lack of networking and 

non-availability of debt to bank financing SMEs in Rwanda. 
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(vi) Unethical Behaviour 

• H0 There is no significant relationship between unethical behaviour and non-

availability of bank financing to SMEs in Rwanda. 

• H1 There is a significant positive relationship between unethical behaviour and 

non-availability of debt to bank financing SMEs in Rwanda. 

3.3.2 Research design 

hypotheses, the next step is to desig ________....,r--,...._ a such way that the required data 

can be gathered and analysed to ar n. This implies that the research 

design specifies methods and procedures r~,u--,-v collection, measurement and analysis 

of data. Cooper and SchinJJ,Jlh~ r~liit~eqf f Qfet Mg.Ir~h design constitutes the 
I 'rogfld erznfilceTlence 

blueprint for the collection, measurement, and a17alysing of data. Consequently, the 

research design is the plan, structure, and strategy of investigation conceived so as to 

obtain answers to research questions. It therefore includes an outline of what the 

researcher will do from writing the hypotheses and their operational implications to the 

final analysis of the data. 

According to Zikmund (1986), research design is a master plan specifying the methods 

and procedures for collecting and analysing the needed information and that it provides 

a framework for the research action plan. Coldwell and Herbst (2004) sum up that a 

research design provides the glue that holds the research project together. 
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Research designs fall under two broad categories, which are qualitative and quantitative 

research approaches. Hair, et al. (2007) write that when hypotheses can be developed, 

the researcher typically relies on a quantitative approach but if the topic of interest is a 

new area and the theory is not well established then the researcher will most likely rely 

on a qualitative approach. The researcher should choose a design that will provide 

relevant information on the research questions and hypotheses and that which will 

complete the job most efficiently. 

Denzin and Lincoln (cited by Welma , 

the quantitative and qualitative appro 

(i) The purpose of quantitative res~J~~~~~ luate objective data consisting of 

numbers while qualitative research l"f-Ol'!IJ.~ with subjective data that are produced 
Universi_ty: of Fort Hare 

by the minds of responden o°gJ?Aw~~ ~8l~nH~man being) 

(ii) As a result of dealing with numbers, quantitative researchers use a process of 

analysis that is based on complex structured methods to confirm or disapprove 

hypotheses. Flexibility is limited to prevent any form of bias in presenting the 

results. On the other hand, qualitative research is unstructured, based on flexible 

and explorative methods because it enables the researcher to change the data 

progressively so that a deeper understanding of what is being investigated can 

be achieved. 
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(iii) The purpose of quantitative research is not to deal directly with everyday life 

rather with an abstraction of reality. They seek a nomothetic or ethic science 

study based on probabilities derived from the study of large numbers of randomly 

selected case. In contracts, qualitative researchers investigate only the 

constraints of day-to-day events and base their results on the daily events and 

behaviour of people. 

(iv) Quantitative researchers try to understand the facts of research investigation 

from an outsider's perspectiv 

objective view of the facts as t 

free from bias. On the other h 1 

insider's view by talking to su 

research keep to a detached, 

research process, hypothetically, 

i e researchers try to achieve an 

ing their behaviour in a subjective 

way; they believe th 

produces the best data. 

IJ!11~~~~1~ ~r;{.~~;,ie'ICI _,,_,_,.,..,. ~ ~- ft"\ject under investigation 
Together in Excellence 

(v) Quantitative researchers try to keep the research process as stable as 

possible. They focus on the causal aspects of behavior and the collection of facts 

that won't change easily. In contracts, qualitative researchers work with the 

dynamic and changeable nature of reality. 

(vi) Quantitative researchers control the investigation and structure of the research 

situation in order to identify and isolate variable. Specific measurement 

instruments are used to collect data. Their approach is therefore described as 

particularistic. In contracts, qualitative researchers make use of a holistic 
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approach, they collect a wide array of data, for example documents, records, 

photos, observations, interviews and case studies. 

The current research adopted the quantitative research approach to investigate why 

small and medium enterprises do not get adequate bank financing in Rwanda and to 

empirically test hypotheses regarding the bank financing determinants. 

There are broadly three types of research studies that can be done in quantitative 

research or qualitative research or bo 

research problem. The three types of t 

n the information required by the 

3.3.2.1 Exploratory studie5University of Fort Hare 
Together in Excellence 

Gerber-Ne! et al. (2005) term exploratory research as an initial research conducted to 

clarify and define the nature of the research problem or opportunity by giving ideas or 

insights as to how the research problem can be addressed. Exploratory studies are less 

structured which permits the study to seek new insight and the information required is 

only loosely defined at this stage, as the process forward is still flexible and relatively 

unstructured. For example Zikmund (1986) explains that an exploratory research is 

typically conducted during the initial stage of the research process. They include 

preliminary activities undertaken to refine the problem into a researchable one. 

Therefore, the purpose of the exploratory research is to progressively narrow the scope 

of the research topic and a transformation of the discovered problems into a defined 

85 



 

 

ones incorporation research objectives. Investigating previous studies on the subject, 

talking with knowledgeable individuals, and informally investigating the situation through 

secondary data the researcher can sharpen the concepts. The exploratory studies were 

used to refine the research problems and research questions, to develop the 

hypotheses and also to develop and refine the questionnaire. 

3.3.2.2 Descriptive studies 

to describe the characteristics of th 

research is used to describe the resea a 

rried out to ascertain and be able 

• terest in a situation. Descriptive 

Zikmund (1986) discusses \hWJ~l&i,trcPf~~tt l;la~fscriptive research is of 1ogetner1n!itsJteltence 
describing characteristics of the population and that is seeks to determine the answers 

to who, what, when, where and how question. Unlike exploratory research, descriptive 

studies are based on some previous understanding of the nature of the research 

problem. 

Cooper and Schindler (2011) agree with this by stating that descriptive studies provide 

descriptions of phenomena or characteristics associated with a population, estimating 

proportions of a population with certain characteristics and discovery of associations 

among different variables. The researcher may have a general understanding of the 

research problem but conclusive evidence that provides answers to the question should 
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still be collected to determine a course of action. Descriptive statistics such as mean, 

frequency distribution, and standard deviation were used during data analysis. 

3.3.2.3 Causal studies 

The central theme of this study is that there are factors that determine the availability of 

bank financing to SMEs. In this research undertaking, the causal-and-effect study will 

be used to test all of the research formulated hypotheses. 

Zikmund (1986) explain that the main g research is to identify cause-and-

hypothesised that the business 

information, collateral, managerial com pet,&~~•~·'¼- · ternal funds, networking and ethical 

behaviour cause the availabilij]Jj.K.el"~fn9!-.Fp tH_are t'ogetherznrYix~e ence 

Causal research reveals a cause-and-effect relationship between dependent and 

independent variables. A dependent variable is a symbol or concept that is expected to 

be explained or caused by an independent variable. An independent variable is a 

symbol or concept over which the researcher has some control. It is hypothesised that 

the independent variable causes or influences the dependent variable. Researchers can 

also use causal research to test hypothesis. 
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3.3.3 Data collection process and instruments 

Quantitative primary data can be collected in three distinctive ways, namely, through 

surveys, observation, experiments (Gerber-Ne! et al. 2005). This study used the survey 

approach of data collection. 

3.3.3.1 Observation and experiments 

Zikmund and Babin (2010) describe observation as a systematic process of recording 

actual behaviour of people, objects, a 

communication with them. Primary da a 

as observers. Researchers using this 

record information while wa fl 

ey happen without questioning or 

i ed by human beings or machines 

a collection can either witness and 

etracking system such as 

checkout scanners. Together in Excellence 

In the experiment method, the researcher manipulates one variable, the independent 

variable and then measures its effect upon another variable the dependent variable, 

while all other variables that may confound the relationship are eliminated or controlled 

(Zikmund 1986). The experimental setting ·can be in a laboratory or in the field. In a 

laboratory, experiments are conducted in an artificial setting. Field research is done in 

the natural setting. 
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. This study used the survey as the research method because other two methods of data 

collection; the observation and experiment were inapplicable for collecting data to 

investigate the research problems. 

3.3.3.2 Surveys 

Zikmund and Babin (2010) highlight that a survey is a primary data collection method 

based on communication with a representative sample of individuals. Surveys or more 

, precise sample surveys because resp 

the way the larger target populatio 

are presumed to be a sample of 

nd attempt to describe what is 

ans for particular phenomenon. 

University of Fort Hare 
a) Purposes, strengths 9qilstifimfi:AJ0t~~using the surveys method 

·• Many reasons have been given to justify the use of the surveys. Zikmund and Babin 

(2010) have argued that surveys provide a quick, inexpensive, efficient, and accurate 

means of assessing information about a population. Researchers apply a fairly 

- straightforward statistical tool in analysing sample survey results. Surveys are useful in 

describing the characteristics of a large population. No other method of data collection 

can provide this general capability. Surveys can be administered from remote locations 

using mail, email or telephone. Consequently, very large samples are feasible, making 

the results statistically significant even when analysing many variables. 
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Cooper and Schindler (2011) indicate that the goal of surveys is to derive comparable 

data across subsets of the chosen samples so that similarities and differences can be 

found while survey findings and conclusions are projectable to large and diverse 

populations. By sampling different commercial banks, the results will be generalised to 

the Rwandan economy as reasons why SMEs do not get bank financing. The greatest 

strength of the surveys as a primary data collection method is its versatility; information 

of all types can be gathered by questioning others. More so information about past 

events is often available only through surveying or interviewing people who remember 

the events. 

b) Shortcomings of surveys 

The above advantages are JJipi¥i~a~~b<Jt fa~ e l~ot biased; questions are 
Together zn Excelrence 

phrased and understood correctly. However, two types of survey errors do occur; they 

are random sampling errors and systematic errors. 

Gerber-Nel et al (2005) reveal that the random sampling errors occur when the sample 

used in the research does not represent the population even though all the necessary 

steps may have been observed when drawing the sample due to chance fluctuations; 

sample may not represent the population. This error was eliminated by increasing the 

sample size. 

Systematic errors can be divided into sample design errors and measurement errors. 

Sample design errors: 
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Sample design errors or sampling frame errors are caused by an incomplete list of 

population elements from which units to be sampled are selected. For example when a 

telephone directory is used to draw a sample, certain elements or people in the 

population who do not have telephones or who moved into the area after the telephone 

directory was compiled are excluded. 

Selection errors are other type of sampling errors which occur when incorrect sampling 

procedures are used or sampling procedures are neglected by researchers for example, 

a house drawn in the sample may be 

example is when the wrong respond n 

their offices. 
University of Fort Hare 

Together in Excellence 

Measurement errors: 

Respondents can make errors when approached for answers, these are called 

measurement errors. These errors occur due to response bias, interviewer influences, 

administrative and instrumental errors, and nonresponse (Gerber-Ne! et al. 2005:91 ). 

The response errors are caused by respondents when they do not tell the truth 

intentionally or unintentionally. Participants can give false responses to sound 

intelligent, avoid embarrassment, speed up the process, and please the interviewer or 

to give answers they expect should be given. Anonymity of participants was observed 
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by excluding respondents' identification from the questionnaires, hence minimizing the 

response bias errors. 

Interviewer influences errors occur the interviewer emphasise certain aspects, alter the 

questions to influence respondent's answer, or when the interviewer tries to write too 

fast, ticks a wrong answer on the questionnaire. The questionnaire was left with 

respondents for completing without interviewer involvement. This eliminated these types 

of errors. 

Administrative and instrumental error 

data. Data processing errors arise wh 

suit of improper administration of 

data into the computer. Research instrume • e questionnaire may also be measured 
University of Fort Hare 

or interpreted incorrectly. All nece~flfff Pz\fia.Ele~ ~rlEellinimise measurement bias. 

Cooper and Schindler (2011) note that when respondents fail to respond or refuse to 

respond they create a non-representative sample for study or for the particular question 

in the study. Nonresponse errors happen when results of participated respondents vary 

from what the results would have been if all respondents who were originally selected in 

the sample participated in the research. Response rate can be increased by educating 

people on benefits of the research or if respondents are more interested in the research 

topic. The researcher endeavoured to maximise the response rate by explaining to the 

respondents how SMEs could be a profitable sector if owners know the nitty-gritty of 
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- - ---- - •• --- - ---------

banks' requirements to access the financing as a result of this research. The response 

rate was impressive at the rate of 81 %. 

Cooper and Schindler (2011) identified three broad categories of surveys: surveys via 

personal interviews, telephone surveys, and self- administered surveys. 

Personal interview surveys are a face-to-face communication conversation initiated by 

an interviewer to obtain information from respondents (participants). This implies that 

them in person. Gerber-Nel et al. (2 ... .... ,........_. t the main disadvantages of the 

personal interviews are the high cost fact that is difficult to organise to 

cover vast areas. Personal interviews are a time consuming. 
University of Fort Hare 

Together in Excellence 

Gerber-Nel et al. (2005) also explain that telephone interviews take place when 

telephone calls are made to the respondents in order to collect primary data about a 

particular research problem. Telephone surveys can be human-administered, computer 

assisted or computer human-administered. With computer assisted telephone 

interviews (CATI), interviewers sit in front of a computer and read questions to the 

respondents over a telephone. The completely automated telephone surveys (CATS) 

take place when interactive voice responses are used. Here the interviewer records 

relevant questions, and the respondents answer by pushing numbers on their 

telephones to indicate their choices. The main disadvantage of the telephone interviews 

is that many people have caller identification or answering machines, if the caller (the 
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interviewer) is unknown or unwelcome; the respondent ignores the call thus increasing 

the nonresponse. The other disadvantage is that respondents cannot see the questions 

and are dependent on the descriptions of the interviewer; some concept may therefore 

be explained or interpreted wrongly. 

Due to limitations associated with the other methods of conducting surveys (personal 

interview and telephone surveys), data for this research study were collected through 

self-administered survey. 

In the self-administered surveys, r looooe.A:1~ left on their own to complete 

questionnaires. There is neither c erviewer present to assist them 

(Gerber-Ne! et al. 2005). This study usea self-administered survey whereby the 
University of Fort Hare 

questionnaire were delivered by ~ei ·rh :xcmt ~f¼e~lly to the respondents (bank 

officials) and leave it with respondents for completing without interviewer involvement. 

The research used self-administered questionnaires for the following reasons: 

• Self-administered questionnaire allows respondents time to think about question 

before answering hence provide sensible answers 

• Self-administered questionnaire allows contact with otherwise inaccessible 

participants like companies' chief executive officers whose information is very 

valuable therefore provide reliable data. 

• Self-administered questionnaire ensures anonymity and privacy of the 

respondents, thereby encouraging more candid and honest responses. 
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• Self-administered questionnaire has proved to have a higher response rate than 

other data gathering techniques such as mail surveys. 

• Self-administered questionnaire is less expensive than other data gathering 

methods such as personal interviews where the researcher must be present with 

respondents at all times (Cooper & Schindler, 2010). 

3.3.3.3 Questionnaire design and content 

Gerber-Nel et al. (2005) note that a 

information from the respondents. S 

a set of questions used to obtain 

efines a questionnaire as a pre-

answers and in most cases within a close • e alternatives. Questionnaires can be 

. . . Univerfiitv o~ort Hare an efficient data collection msfrumen hwl1en e ·esearcner knows exactly what is 1oge erzn xcetence 
required and how to measure the variables of interest. 

Zikmund (1986) observes that a research survey is a good as the questions it asks; 

questionnaire design is the one of the most critical stages in the survey research 

process. This is the primary tool for building answers to the research questions. 

Questionnaires have three objectives: firstly, they should translate the required 

information into specific questions that respondents can answer. Secondly, the 

questionnaire must be designed in way that encourages respondents to become 

involved in the research. Thirdly, it should minimise response errors. 
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The study used a questionnaire as a data collection instrument. The instrument was 

developed in view of the four questions raised in chapter one of the study. The study 

mainly used closed-ended question with one section for open-ended question. 

Closed -ended questions are structured, more easily analysed and promote objectivity. 

As pointed out by Gerber-Ne! et al. (2005), close-ended (structured) questions specify 

the permitted responses and make information available to the respondents. For self-

administered questionnaires, respondent cooperation is improved if the majority of the 

selection of possible responses, resp ~-.....,:,-__,,,. respond by selecting one of the 

options. The greatest strength of uestions are more specific, thus 

more likely to communicate similar meani-ne'fj~ nd avoid differences in interpretation. 
Universit of Fort Hare 

Another advantage of closed-en i eW-i~ ti9fl ~8e 'f~c~ey promote objectivity. This 

study realised the need to control the responses, which was achieved through heavily 

use of closed-ended questions. 

Open-ended questions are unstructured and respondents use their own words to 

respond to certain questions or statements. No response options are given to 

respondents. This implies that the respondents are not influenced by a predetermined 

set of alternative responses. They are free to answer as they wish. Open-ended 

questions are ideal when the researcher is doing exploratory research and does not 

know the possible responses to questions or statements. The study greatly used 

closed-ended questions. The total number of open-ended questions was kept low, only 
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one question was asked to give opportunity to respondents to express their 

recommendations on improving the availability of bank financing to SMEs in Rwanda. 

Sequence of questions influences the reliable and valid data collection as well as the 

respondents' willingness to cooperate. According to Hair, et al. (2007) usually the first 

couple of opening questions establishes rapport with respondents by gaining their 

attention and stimulating their interest in the topic. The first questions are deliberately 

made easy to put the respondent at ease and to influence the willingness to co-operate 

and progressively moving to more co 

. . U~iversity of Fort Hare 
The questionnaire has the follow1 fp~p,_: Excellence 

• Biographical information of the respondent 

• Important factors when evaluating loan applications of the SMEs 

• Reasons why bank credit is not available to SMEs 

• Ranking of factors causing non-availability of bank credit to SMEs 

• Percentage of bank financing that go to SMEs compared to Large Industries: 

• Recommendations to improve bank financing to SMEs in Rwanda. 

The advantages of using the questionnaire as a data collection instrument include: 

• Questionnaires help to ensure that information from different respondents is 

comparable. 
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• Questionnaires increase the speed and accuracy of recording. 

• Questionnaires facilitate data processing. 

• Questionnaires are economical in terms of time and money. 

• Questionnaires enable the respondents to remain anonymous and be honest in 

their response. 

The limitation of using questionnaires is the fact that the instrument provides no room 

for the respondents to give much more relevant to information as there is on the subject 

under investigation, in this case, the S 

3.3.4 Sample Design 

University_9-f Fort Hare 
In its simplest form sampling is a Wff~ffleWWt ffil'c~ researcher of identifying and 

selecting a group of individuals who participate in the supply of data. 

Coldwell and Herbst (2004) define sampling as an act, process or technique of selecting 

a representative part of the population foe the purpose of determining parameters or 

characteristics of the whole population. 

Sekaram (2003) concurs with that by describing sampling as a process of selecting a 

number of elements (a sample) from the population so that a study of the sample and 

understanding of its properties or characteristics would make it possible to generalise 

properties or characteristics to the population elements. The purpose of sampling is to 

make generalizations about the whole population using data observed from the sample. 
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There are many reasons for using a sample rather than collecting data from the entire 

population or making a census. Census is an account of all the elements of the 

population. A sample for this study will be drawn from employees of the commercial 

banks in Rwanda. The compelling reasons for sampling include (i) lower cost, (ii) 

greater accuracy of results, (iii) greater speed of data collection, and (iv) availability of 

population elements (Cooper and Schindler, 2011 ). 

3.3.4.1 Study Population 

The banking sector in Rwanda is com 

Kigali (BK), Banque Populaire du R 

ommercial banks, namely Bank of 

anque Commerciale du Rwanda 

(BCR), Eco Bank, Fina Bank, Access Ba •n--~ a Commercial Bank and Campagnie 

Generale de Banques (COG~-~~~Wu~f.EOJ:te~~t bank which is Rwanda ~ogetherzn~{~ettence 
Development Bank (BRO). BK and BCR are the oldest banks in the country, having 

establishes in early 1960s. 

The commercial banking sector in Rwanda is highly concentrated with the five large 

banks· dominating the retail-banking sector. The banks are BK, BPR, BCR, Eco Bank, 

and Fina Bank. According to the Central Bank of Rwanda data, five banks account for 

82.7% of net loans and 78.7% of all assets in commercial banking in Rwanda. 

The population of the study comprised headquarters of the four big commercial banks in 

the city of Kigali plus the only one Rwandan Development Bank (BRO); the four 

commercial banks were BK, BPR, BCR and Fina Bank. The evaluation of credit 
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applications takes place at the bank headquarters and this is the reason why the survey 

took place at the headquarters with the exception of BPR which has given autonomy to 

some branches to evaluate and grant loans. Eco Bank was later on dropped from the 

study because it decline to participate and the natural replacement was Fina Bank. 

Therefore, four major commercial banks and the only Rwanda's development bank 

participated in the study. 

3.3.4.2 Types of sampling design 

Sekaram (2003) note that there are of sampling design. These are 

probability and non-probability samplin, l!:~~!!!::~, 

In probability sampling, the elJ~f~f~pgf.~Q,tl~~own non-zero chance or 
'1' ogether in ~i~eLLJnce 

probability of being selected as sample elements. With probability sampling, elements 

from the population are selected randomly and the probability of being selected is 

determined ahead of time by the researcher. The greatest strength of the probability 

sampling is that, it is unbiased and representative of the population. 

In nonprobability sampling, the elements of the population do not have a known or 

predetermined non-zero chance of being included in the study. With nonprobability 

sampling, the inclusion or exclusion of elements in the sample is left to the discretion of 

the researcher, in other words not every element of the target population has a chance 

of being selected into the sample (Hair, et al., 2007). The major weakness of 

nonprobability sampling is that, it is biased and heavily rely on researcher's personal 
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• judgement or convenience and therefore, projecting the data beyond the sample 

technically, it is statistically inappropriate. 

This limitation compelled the study to use probability sampling since it allows the 

researcher to make inferences from information about a sample to the population from 

which it was selected from. This implies that findings derived from a sample can be 

generalized to the population. 

Probability sampling techniques 

According to Cooper and Schindler 

sampling techniques. They include; ..,,._ __ ,,__.-, om sampling, systematic sampling, 

stratified sampling and clusteR~¥~ity_of Fort Hare 01 '1 J'ii~ther m Excellence 

Simple random sampling is the sampling technique in which each and every member of 

the population has the same chance of being included in the sample. Simple random 

sample is the purest form of the probability sampling. This is the type of sampling that 

used in lotteries and other draws. 

Systematic random sampling is a technique that involves randomly selecting the first 

element of the sample from the population and thereafter choosing every kh from the 

population until the desired number of units in sample is obtained. The kh element or 

skip interval is determined by dividing the sample size into the population size to obtain 

the skip pattern applied to the sampling frame. 
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Stratified random sampling is a sampling technique whereby the population is divided 

into subpopulations called strata. A sample is obtained by independently selecting an 

element from each stratum by using simple random sampling. With the ideal 

stratification, each stratum is homogeneous internally and heterogeneous with other 

strata. Cooper and Schindler (2011) note three advantages of a stratified random 

sample as follows: (i) increase a sample's statistical efficiency, (ii) provide adequate 

data for analysing various subpopulations or strata, and (iii) enable different research 

methods to be used in different strata. 

oportionate and disproportionate 

stratum is proportionate to the stratu are of the population while with 
University of Fort Hare 

disproportionate stratified sampli ~et . ~l ~ch stratum is not allocated in 

proportion of its population share rather it is dictated by analytical consideration. 

In Cluster sampling, the population is grouped into many subgroups called clusters 

based on their proximity to each other. Each cluster is supposed to be a tiny 

representative of the population. A sample is drawn by randomly selecting one cluster 

and using either all elements in the cluster, this known as one-stage cluster sampling or 

randomly selecting units from the clusters, a two-stage cluster sampling (Coldwell and 

Herbst, 2004). With cluster sampling the aim is to secure homogeneity between the 

subgroups while securing heterogeneity within subgroups. 
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This study used the stratified random sampling technique. Each bank formed a stratum. 

Every Bank had two to three departments responsible to analyse SMEs credit 

applications. Departments had different names from different banks, names included; 

credit analysis, retail or business banking, commercial banking, risk and compliance or 

risk analysis, leasing, and investment departments. All banks had a unit dedicated to 

solve SMEs related issues. A census method was used to select respondents from 

strata (banks) since the staff from these departments were not many and were 

manageable. 

3.3.5 Data Collection 

This section describes the actual data c i - . For this purpose, the questionnaire 

was administered to 122 resJJn12J~FsWjrt.Yc.c9-f_~~f,Ji ~~eand 26 respondents from 1ogetnerznTx~ellence 
the development bank. All together 148 questionnaires were administered, and 120 

questionnaires were returned. The response rate was 81 %. The researcher collected 

data between September and November of 2011. The questionnaires were distributed 

to four big commercial banks and one development bank (BRO). The respondents were 

given three weeks to complete the questionnaires. Repeated calls were made to the 

respondents to ensure they completed the questionnaires. Links with Chief Executive 

Officers of the banks helped to ensure the completion of the questionnaires. 
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3.3.6 Data analysis 

The quantitative data were analysed using the Statistical Package for Social Sciences 

(SPSS) version 19 for windows and statistical analysis included descriptive statistics, 

nonparametric tests using chi-square method and scale reliability analysis with 

Cronibach's alpha. The researcher took an inductive approach in the qualitative data 

analysis collected from the open-end question by identifying recurring concerns, or 

insights, which allowed to see certain concepts/themes emerge as salient. The recurring 

themes/concepts were labeled and 

classifying data, extracting themes, 

responses and making generalization 

tterns, tallying and quantifying 

3.3.6.1 Chi - Square Test University of Fort Hare 
Together in Excellence 

The Chi-square test for the independence was used to test the research hypotheses. 

Chi-square test for independence measures the association between two variables, the 

procedure is that it tabulates a variable into categories and computes a chi-square 

statistic. It is a test based on frequencies. This test for independence compares the 

observed frequency and expected frequency in each category to test the relative 

differences between expected and observed frequencies (Doane and Seward, 2008) 

Salkind (2008) state that chi-square test involves a comparison between observed and 

expected frequencies, that is whether the number of respondents is equally distributed 

across all variables or factor. 
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Formula 3-1: Chi-square test formula 

Where: 

iis the chi-square value 
I is the summation sign 

0 is the observed frequency 

Eis the expected frequency 

Source: Adapted from Salkind (2008) 

Basic steps in Chi-square hypothesis testing: 
1. Null and alternative (rese rl • • ...,_......,-,_ .. ...., .. .... cHare 

Together in Excellence 
The null hypothesis states that there is no difference in the frequency or the proportion 

of occurrences in each category. 

Ha: p 1 = p2 = p3 = p4 = p5 

The null hypothesis states that the frequency of cases in each category are equal, for 

example in category 1 (strongly agree), category 2 (agree), category 3 (neutral), 

category 4 (disagree) and category 5 (strongly disagree). The p represents the 

percentage of occurrences in any one category. 

The alternative hypothesis states that there is a difference in the frequency or the 

proportion of occurrences in each category. 
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2. Specify the level of risk (or significance level) associated with null hypothesis, error 

rate (a) is sent at 0.05 

3. Perform the statistical test. 

4. Decide whether to reject Ho or not. If the p value is less than or equal to the a-level, 

then reject Ha. 

3.3. 7 Reporting the results 

This research study culminated into the thesis re ort. The results are reported in the last 

three chapters of the thesis. This inclu e at en found and its implications. 

The report answers the research ques i 

eventually gives recommendations to ta 

g the hypotheses formulated and 

University of Fort Hare 
Together in Excellence 

3.4 Ethical Consideration 

Researchers are guided by ethics in the practice. According to Cooper and Schindler 

(2011 ), ethics are norms or standards of behaviour that guide moral choices about 

one's behaviour in relationship with others. They state that the goal of ethics in research 

is to ensure that no one is harmed or suffers adverse consequences as a result of 

research activities. 

The study was carried out in compliance with all regulations of the University of Fort 

Hare. The study observed ethical issues from the project outset throughout the research 

process including paying attention on the way in which the research is presented to 
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participants. In this study, the researcher was issued with letter to selected Rwandan 

banks by the Dean of the Faculty of Management and Commerce requesting banks to 

grant the research permission to collect data from the respondents who were banks' 

staff. Copies of the letter are attached as appendices. 

Respondents in any kind of research deserve right to confidentiality. The researcher 

ensured this by using a self-administered anonymous questionnaire; respondents did 

not indicate their personal details like names and addresses. Verbal consent was 

sought from all respondents before 

3.5 Conclusion 

Isa explained to key stakeholders. 

University of Fort Hare 
Together in Excellence 

This chapter has outlined different aspects of the research methodology adopted for this 

study. Various research approaches, methods and techniques were examined and their 

application to the study was explained. Research methodologies used heavily relied on 

quantitative research approach. 

On the outset, basic steps in the research process were identified and discussed. The 

problem statement, the research hypotheses and the research objectives were 

articulated. The motivation for using quantitative research and the survey method was 

given. Data were collected using self-administered questionnaires. The advantage and 

limitation of the questionnaire were discussed. Data analysis using statistical techniques 
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framework was given, which included; descriptive statistics, chi-square test and scale 

reliability analysis with Cronibach's alpha. The chapter ended by promising to observe 

research ethics. The next step in the research process deals with analysis of results of 

the study. This is dealt with in the next chapter which shall present the data collected, 

analyse and make interpretation thereof. 

University of Fort Hare 
Together in Excellence 
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CHAPTER FOUR 

4 DATA PRESENTATION, ANALYSIS AND 
INTERPRETATION 

4.1 Introduction 

Chapter three presented aspects of the research methodology including the research 

design, the sampling method, data col 

for this study. This chapter presents a a 

t analysis methods that were used 

a es interpretation of data collected 

one development bank in Rwanda. The p the chapter is to summarise, present 

and interpret that data that wll~'t!~X-§b~ .6lfl;J~I:ttJ.wSMEs do not get adequate 
'J'o9e'tfi.er zn llxcmence 

bank financing in Rwanda. 

Data presentation and analysis were carried out in respect of the six sections of the 

questionnaire of which five sections relate to the four research questions raised in 

chapter one. One section is on respondents' demographic data. To easy reference, the 

research questions are matched with corresponding sections of the questionnaire in the 

table below. 
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~-- ---- - - - - ---------------

Table 4-1: Matching of research questions with questionnaire sections 

Research Questions Questionnaire sections 

1) Do Small and Medium Enterprises Section E: What is the percentage of total 

(SMEs) get adequate bank financing in bank financing to Industries that go to 

Rwanda? SM Es. 

2) What are factors that determine the Section B: Important factors when 

availability of bank financing to SM Es in evaluating loan applications of the SMEs. 

Rwanda? 

3) What is relationship between SME 

internal factors and access to of ba 

financing in Rwanda? 

: Reasons why bank credit is not 

essible by SMEs. 

~- ~,~•on D: Ranking of factors for non-
U niversi of Fo~t Hare . 

'T' th .avaffaoi tv 6anK credit to SM Es. 
1 oge er zn bxce ence 

4) What are possible recommendations Section F: Recommendations to improve 

toward improving the availability of bank the availability of bank financing in 

financing to SMEs in Rwanda? Rwanda plus the remaining sections. 

The questionnaire had 6 sections; the first section collected data regarding respondents' 

biographical information. 

The results presented and the findings must be relevant to the objectives of the 

research. If both the data analysis and interpretation are not carried out properly, the 

success of the study cannot be assured, hence providing answers to these research 
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questions will assist in gaining a better understanding of how to improve the availability 

of bank finance to SMEs in Rwanda. 

4.2 Data presentations, Analysis and Interpretation 

This chapter begins with the empirical findings. Due to the need of flow of related 

concepts and logic, this section on data presentation and empirical findings is structured 

into seven sub-sections and data will be presented as follows: 

• 4.2.1 examines the response. 

• 4.2.2 presents the fin demographic variables. Visual 

figures. 
University of Fort Hare 

4.2.3 presents the fin~ ~tJJr~OOlliiactors considered when the • 
credit applications of SMEs are evaluated by banks. 

• 4.2.4 examines the proportion of total bank financing that go to SMEs. 

• 4.2.5 examines the ranking of factors causing unavailability of credit. 

• 4.2.6 presents the empirical findings of why credit is not granted to SMEs. 

This section is the main investigative part of the study. Data will be 

analysed using descriptive statistics, chi-square test and Cronibach's 

alpha. 

• 4.2. 7 summarises the opinions to improve bank financing to SM Es. 
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4.2.1 Response rate 

One hundred forty eight questionnaires were administered and 120 were returned. The 

response rate was 81 %. Out of the 120 returned questionnaires, 3 respondents 

responded to either two or three questions and they were eliminated from the research. 

The usable response was 117. 

4.2.2 Demographics of respondents 

analysis of their responses. 

The demographic variables S ~r;,,,i~a!!-vt11~nd information obtained 

included gender, age, educationaT~~ IWc1atlBr#flifrM Mn'ce, post hold in the bank and 

department. The demographics are presented below. Visual distributions of the 

demographic variables are presented in tables and figures. 
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4.2.2.1 The age 

Figure 4-1: The age of the respondents 

Age distnbution of the re pondents 
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Figure 4.1 depicts the age of the respondents. The data show that most of the 

respondents were in the 21 to 30 age group followed by the 31 to 40 age group. The 

significance of this information is that the research is assured of valid and reliable 

information from the respondents. The advantage of having a large number of 

respondents from age range of 21 to 40 years (86.6% of respondents) is that their mind 

is still sharp to articulate issues and provide precise response to questions. The 

remaining respondents were in the 41 to 50 age group. Their contributions in the study 

helps to provide insights into what the relative young people perceive as SMEs 

financing problems. There were no respondents above 50 years of age, this indicate 
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that most of bank staff in Rwanda is made up of middle age and young people which 

might lead to higher productivity with a lot of youth energy behind it. 

4.2.2.2 The gender 

Figure 4-2: The gender of the respondents 

Gender distribution of the respondents 

Femal,es 

Figure 4.2 depicts the gender of the respondents. The results show that respondents 

were 63% male and 37% female). The males dominate the representation which 

indicates that the banks employ more men and female. 
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4.2.2.3 The educational qualifications 

Figure 4-3: The educational qualifications of the respondents 

Highest ,educatkmal level for respondents 

82.3 
90 
// / 

80 
10 
60 
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30 
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0 

Below Degree Bachelo Po raduate Professional 
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Figure 4.3 presents the educational qualifications of the respondents. The results 

indicated that the majority of respondents hold bachelors degree qualification above 

(91 %) with 16.8% of the respondents having masters degree and other post graduate 

professional qualifications like chartered accountants on top of their Bachelors. Only 

less than one per cent (0.9%) of the respondents had an advanced level (A-Level) of 

secondary school qualification. This implies that the respondents were well educated 

and were able to give informed responses to the questions. The assumption is that the 

higher education achievement of an individual the more knowledgeable that person is, 

and in this case the issues pertaining to bank lending to SMEs as a bank employee. 

115 



 

 

4.2.2.4 The experience 

Figure 4-4: The experience of the respondents 

Experience in the banking sector for the respondents 

0 ~ -----.---!i--hiior:n~~-::-:!:::::~==-~=-=:l::--ir'r-::~~- ----r 

1 .. Sy.ears e z xce ence years years years 

Experience 

Figure 4.4 depicts the experience of the respondents. From the above table, it indicates 

that most of the respondents (64.8%) have between 1 to 5 years of working experience 

with banks. The remaining 35.5% have more than 6 years of working experience with 

banks. This implied that the latter group of respondents are well experienced in banking 

industry compared to the group with 5 years' experience and below, hence the group 

was able to give very informed responses to the questions. The group of 5 years' 

experience or less also is in a position to be a reliable source of information. 
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4.2.3 Propositional of total bank financing that go to SMEs 

Table 4-2: Percentage of total banking that goes to SMEs compared to Large 
Industries 

Bank financing to Frequency 

SMEs 

Less than 10% 6 

10% - 19% 22 

20% -29% 54 

30% -39% 

40% -49% 

50% 

Above 50% 

Total 

Percent 

5.1 

18.8 

46.2 

e 

Cumulative 

Percent 

5.1 

23.9 

70.1 

80.3 

88.9 

96.6 

100.0 

This section presents the data analysis in respect of percentage of bank finance that 

SMEs receive compared to what goes to large industries. This question was asked to 

solicit responses from bank staff on their experience regarding amount of credit that go 

to the SMEs compared to what goes to the large industries. The review of the literature 

shows that large industries get larger proportion bank financing from credit market than 

SMEs while SMEs always out number large industries in other attributes including the 

number of units, production, employment etc. 
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The results indicated that 82 out 117 (70.1 % ) respondents confirmed that SM Es get 

less that 30% of total bank credit that to the industrial sector. If we include respondents 

who said that SMEs get between 30% and 39% of the total bank financing the 

respondents shoot up to 80.3% of total despondences. 

The data presented above indicates that SMEs get a small portion of the total bank 

finances that go to the industrial sector and that a big portion of it goes to their large 

counterpart. In the absence of disaggregated figures of the bank financing to private 

sector from the central bank of Rwand 

get adequate bank financing compar ries in Rwanda. 

University of Fort Hare 
4.2.4 Important factors when elalQ~{flfg i.ftMicJ fll~plications of SMEs 

The objective of this section is to assess the importance attached to SMEs internal 

factors when banks evaluate credit applications from SMEs. This is section B of the 

questionnaire. Six factors were identified as business information, collateral, managerial 

competencies, internal funds, networking and ethical behaviour. Respondents were 

asked to indicate the importance of the above factors when evaluating loan applications 

of the SMEs on ?-point scale (1 to 7). The scale was as follows: extremely important (7), 

very important (6), considerably important (5), moderately important (4), fairly important 

(3), less important (2), and not important all (1 ). This section forms the introduction to 

the main investigate part of the study. Data was analysed using descriptive statistics. 
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Mean scores of the important factors when evaluating the credit applications 

Table 4.3 presents the mean scores of the importance attached to internal factors by 

banks when evaluation credit applications from SMEs. The table shows the relative 

importance of each internal factor in the credit evaluation process by banks. 

Table 4-3: Mean scores of the internal factors 

Variable Mean 
Availability of business information 6.27 

Acceptable collateral 6.15 

Managerial competency of th 5.56 

SME Internal Funds 5.76 

Networking with the bank 5.51 

Ethical behaviour 6.09 
Universi of Fort H re 

Together in Excellence 

The factors that banks consider most important when evaluating credit applications from 

SMEs are business information, collateral and ethical behaviour respectively (all are 

above 6 on a 7 point Likert scale). This is followed by SMEs internal funds, managerial 

competency and networking in the order of importance. All six factors have mean 

scores of more than 5, indicating that the respondents regard all these factors 

important. This suggests that all six SMEs internal factors are important to banks in 

credit evaluation. 

The banks attach the highest level of importance to the availability and the quality of 

business information (6.27 on a ?-point Likert scale) in the credit evaluation process. 
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Lack of business information on the quality of the project gives rise to information 

asymmetry and adverse selection problems and leads to credit rationing. 

Adequate business information enables investors to assess performance of the firm for 

credit extension reduces information asymmetry between the lenders and the 

borrowers. Information extracted from the business information like the financial 

statements and business plan indicates the firm profitability and ability for debt 

repayment. Banks use business information and companies' reports in evaluating credit 

applications and making lending decisi 

The next extreme important factor in 

score of 6.15 out of 7). Collateral could 6 physical assets (personal house and 
University of Fort Hare 

properties) of the SMEs owners,1i3g ff • I~ ~frf:J.he firm (buildings, plant and 

machinery) and current assets (receivables or other materials like stock). 

If collateral is pledged by a borrower to a lender may help reduce the problem of 

financing by assuring that the debt will be repaid. Taking collateral as security is 

attractive to banks since the willingness to offer collateral by the borrower signals the 

confidence in the success of the project. Collateral can also be seen as a means to 

prevent the high risk borrower from switching to higher risk projects after the loan has 

been granted since doing this could risk losing the collateral pledged. Collateral can 

therefore be seen as an instrument ensuring good behaviour on the part of borrowers, 

given the existence of a credible threat. 
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The next important factor in the credit evaluation process is ethical behaviour with a 

mean score of 6.09 out of 7. Ethics and trust play an important role in reducing agency 

problems such as moral hazard and adverse selection. Banks lend to borrowers who 

more trusted that they will honour their obligation when fall due. If the lender senses that 

the borrower is untrustworthy toward fulfilling responsibilities in debt repayment, despite 

of collateral and ability to pay, the lender is likely to avoid funding the business 

proposal. 

From the above data, internal fund i t ortant factor for credit evaluation 

owners commit own funds to the business m is an indication that the business is 
University of Fort Hare 

promising and informing the ba . - YE zz~~ in and invest in the good 

business idea. Also the more the business owner invests own money; the less likely that 

he will be taking high risky investment projects. 

Managerial competency is also an important factor (5.56) after internal fund in the credit 

evaluation process. Managerial competencies can help to reduce information 

asymmetry before a loan is granted and potential moral hazard after the loan is granted. 

Managerial competencies are knowledge and skills that contribute to personal 

effectiveness. If the firm has quality staff and relevant capacity in managing the 

business, it will result into high productivity, firm performance and growth. 

Competencies are quite vital when it comes for preparing a bankable business plan. A 
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well-articulated business plan is likely to be positively considered by the lenders of 

funds. It is important for SMEs to acquire relevant competencies and get their 

investment plans ready for funding. Lack of competencies result into poor performance 

and poorly thought out business plans result into underfunding and resources 

starvation. This suggests that managerial competency can reduce the credit risk of 

lending to SMEs. 

The 6th important factor as per the data above is networking with a mean of 5.51 on a 7-

lenders and borrowers. Networks hel J.,K;T",~~- se to funders and earn support 

from key stakeholders including the general public. Banks rely on 

networking with SMEs to get soft informatio out their operations and their prospects 
Universicy of Fort Hare 

which mitigate their information -~ iN ,R}~Y a big role in relationship 

lending technology where a bank officer uses soft information collected over time to 

assess credit application instead of using hard information in form of financial 

statements which are hardly available in case of SMEs. Therefore, networking could 

result into spreading knowledge about the firm and increase its access to bank credit. 

4.2.5 Ranking of internal factors by the respondents 

The question on ranking is related to the previous one but asked in a different format to 

check the consistence of the respondents regarding the importance of the SMEs 

internal factors. The current question was asked from a different angle in the sense that 

it established what could be the effect in the absence of the above important factors for 
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credit evaluation. The question sought respondents' views if the absence of these 

variables or factors resulted into bank credit not being easily accessible to SMEs. 

The respondents were requested to rank the factors with respect to why credit is not 

available to SMEs. Since there are six internal factors, the ranking is from 1st to 5th , with 

1st being the most important factor and 6th being the least important factor. This is the 

section D of the questionnaire. Table 4.4 presents the results. 

Table 4-4: Ra 

Factors Rank 

Lack of business information 1s 

Lack of collateral 3r 

Lack of managerial competency Toget e e 5 

Lack of Internal Funds 3.57 4 

Lack of relationship between the bank 4.62 5 
and the SME (Networking with the bank) 

Unethical behaviour of SME 2.98 2n 

The table above gives the mean score of respondents rankings of the factors causing 

non-availability of bank financing to SMEs in Rwanda. The factor with the lowest mean 

closer to 1 is ranked 1st and the factor with highest mean away from number 1 is ranked 

5th
. Other rankings fall in between according to their relative closeness to number one 

with their respective positions. Lack of business information is ranked first, followed by 

unethical behaviour in second position, lack of collateral is ranked third, lack of internal 
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funds is fourth, lack of managerial competency fifth and networking is ranked sixth. The 

rankings by the respondents further confirm the results of the earlier questions on 

importance attached to factors by banks when evaluating credit applications from 

SMEs, this question was asked in another format to check the consistence of the 

respondents. The results are quite similar except for ethical behaviour and collateral 

which swapped positions of second and third in the two questions. The explanation of 

this could be that they both play almost similar roles to SMEs func;jing. If the SMEs 

owners are ethical enough they will be loyal in honouring their obligations when due 

which is another form of guarantee di 

two separate questions. 

hysical guarantee (the collateral). 

gerial competency leading in the 

University of Fort Hare 
4.2.6 Factors why credit is not I(} «&tf& iB - lence 

The study examined the importance attached to SMEs internal factors by banks in the 

evaluation of credit applications of SMEs in previous sections. The results suggest that 

these factors are important to banks for evaluation of credit applications. 

The objective of this section is to determine the association of SMEs internal factors and 

the non - available of bank financing. This is the C part of the questionnaire. This 

section is the main investigative part of the study. Data for this section will be analysed 

using descriptive statistics, Chi-square test and Cronbach's alpha. Because of the huge 

volume of data in this section only the summary of the data analysis is presented. 
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There are 43 sub-factors on the main 6 identified variables or factors determining the 

availability of bank financing to SMEs. In this section respondents were asked to 

indicate their level of agreement or disagreement on the 43 statements about why bank 

financing is not easily accessible to SMEs, using a 7-ponit scale (1 to 7): The scale was 

as follows: ?=strongly agree, 6=considerably agree, 5=moderately agree, 4=neutral, 

3=slightly disagree, 2=moderately disagree, 1 =strongly disagree. 

4.2.6.1 Sub-factors analysis 
An analysis was performed to investig 

Factor 
(1) 
Lack of 
business 
information 

Table 4-5: Mea 

Sub-factor 
Lack of 
feasibility 
(technical 
financial 

The Enterprise have 5. 79 
no market potential 

Lack of 3.68 
Environmental Impact 
Assessment from 
REMA 
Lack of clearance of 3.67 
the Healthy and 
Safety issues of the 
relevant authorit 
The Enterprise is not 5.82 
financial! viable 
Lack of financial 5.26 
statements 
Cash flow forecast 5.79 (4) 
does not show that Lack of 
credit can be re aid Internal 

-----~----1----1 

The business plan 5.30 Funds 
does not articulate 
the business 
o ortunities 
The business plan 4.96 
does not cover all key 
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uh-factors 

Item Mean 
Lack of adequate technical 5.56 
capacities in the business 
field for which the finance 

t 
of . experience 5.68 

t to the business by 
the owner 
The owner lacks 5.53 
demonstrated managerial 
abilit 
The owner is not familiar 5.53 
with markeUindustry 

The owner has no talent in 5.17 
business he/she wants to 
run 

The owner has no 4.51 
education 
The owner has no 5.24 
business skills 
Lack of minimum equity 6.11 
contribution by 

remoter/owner 
No enough net profit from 5. 78 
financial statements 

There is no retained 5.61 
earnings by the Enter rise 



 

 

Factor 

(2) 
Lack of 
collateral 

Sub-factor Mean 
issues compressively 

The Entrepreneur 5.05 
does not have all 
necessary business 
documentation 

The 
does 
suitable 

entrepreneur 4.44 
not have 

business 
premises 
The Enterprise does 
not have growth 
potential 

5.66 

No 
immovable 
movable 

adequate 6.04 
and 

Factor 

(5) 
Lack of 
networking 

tangible 
assets 

1
"~~ 

( e.g. buildings and 1~ 
land as collateral) I "-
----------<---+---+-~~- - - 7 

No adequate current 5.55 1N I v11ir' 
assets (e.g. LUMINE BIMus 

receivables or other \~ TUJL __l:,!!_MEN 

materials, stock as , 
collateral) '------

Item Mean 
(the owner uses the 
enterprise profit for 
personal use) 
The Entrepreneur has 4.37 
never been our customer 
and no prior relationship 
between the bank and the 
him/her 
There is a very short 4.26 
history of relationship 
between the bank and 
Entrepreneur 
The Entrepreneur does 5. 12 
not have good reference 
on integrity 
The Enterprise does not 3.67 
belong to a professional 
association (e.g. Rwanda 
Private Sector Federation 
and its chambers) 

No verifiable supply of 4.41 
inputs (e.g. raw materials) 
in place for the 
Entrepreneur when visited 

Lack of 
guarantee 
spouses, 
shareholders, 
stakeholders etc. 

rt ffi i~er has bad credit 6.37 

Lack of guarantee by 
Government 
Lack of fire and 
accidents Insurance 

5.35 

4.74 

Lack of share 3.91 
certificates of share-
holding in another 
company 
Lack of guarantee by 4. 15 
International Finance 
Institutions (IFI 
guarantee) 
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The owner has no moral 
solvency and integrity 
The owner might divert 
funds and use it to other 
activities not related to the 
business 
The owner might default 
on loan re-payment 

6.01 

5.97 

5.96 

The owner 
dishonest 
promises 
commitments 

might be 5. 7 4 
in keeping 

and 

The owner paid his/her 
last loan with difficulties 
The owner might give 
false information and 
polished financial 
statements 
Demonstrated 
untrustworthiness toward 
fulfillinQ responsibilities 

5.60 

5.97 

5.96 



 

 

4.2.6.2 Scale mean and Cronbach's alphas of internal factors 

This section presents scale mean of the six identified factors and the Cronbach's alpha 

which was used as the measure of reliability of the factors. The scale mean of a factor is 

an average of all sub-factors frequencies in that very factor. 

Table 4-6: Scale mean and Cronbach's alpha of factors 

Factors 

Lack of business information 

Lack of collateral 

Lack of Internal Funds 

Scale 
Mean 
5.18 

4.95 

5.32 

5.83 

Unethical behaviour of SME owners 5.95 

4.2.6.3 Chi - Square Test 

Cronbach's 
Alpha 
0.739 

0.791 

0.850 

0.725 

0.769 

0.815 

The Chi-square test for the independence was conducted to test the research 

hypotheses developed in chapter one to determine statistically if there is any significant 

relationship between each of the six factors and non-availability of bank financing to 

SM Es in Rwanda. Error rate (a-level) was set at 0.05, with confident level of 95% as it is 

in most chi-square applications. In addition, the scale means of factors and Cronibach's 

alpha were also considered to complement the chi-squire test. 

127 



 

 

The chi-square test was run from SPSS version 19 for the 6 factors and the results of 

each factor is presented, analysed and interpreted in the proceeding sections. 

(i) Lack of Business Information 

Null and alternative hypotheses for the lack of business information factor are stated as: 

H0: There is no significant relationship between the lack of business information and 
non-availability of bank finance to SMEs in Rwanda. 

H1: There is a significant positive relat.~· "-'-'-""~~=.,u,.,u,oe'-=en the lack of business information 
and non-availability of bank financ t anda. 

ck of Business information 

2: Moderately Disagree -22.4 

4: Neutral 17 23.4 -6.4 

5: Moderately Agree 60 23.4 36.6 

6: Considerably Agree 33 23.4 9.6 

7: Strongly Agree 6 23.4 -17.4 

Total 117 

Test Statistics 

Lack of Business Information 

Chi-Square 97.3168 

df 4 

Asymp. Sig. .000 

A Chi-square test was conducted for the above research hypothesis, the objective was 

to determine if the number of respondents in each of the several responses differ from 
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the predicted values. Statistically it was to investigate whether the expected frequencies 

differ from observed frequencies significantly and decide whether to reject Ho or not. If 

the p value is less than or equal to the 0.05, then we can reject Ho. 

The results given above show a chi-square value of 97.316 with 4 degrees of freedom 

and a p-value of 0.000. Since the p-value is less than 0.05, it therefore means that there 

are differences in proportions of the responses thus, the null hypothesis is rejected and 

conclude that there is a significant relationship between the lack of business information 

and non-availability of bank finance to 

usiness information of 5.18 out of 

7. The Cronbach's alpha for the factor yie•l"f'o,1"'1--::!i value of 0.739 indicating the reliability 
University of Fort Hare 

of the factor. The results of the ch_ta M 'etEzflt .fil.'l!~PAm~~tatistically significant positive 

relationship between lack of business information and non-availability of bank finance to 

SMEs. 

The null hypothesis that there is no significant relationship between the lack of 

business information and non-availability of bank finance to SMEs in Rwanda is 

rejected and conclude that there is a significant positive relationship between the 

lack of business information and non-availability of bank finance to SMEs in 

Rwanda. 
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The results suggest that the availability of reliable business information will positively 

impact on the availability of bank financing to SMEs in Rwanda. The results are 

consistent with the asymmetric information theories that asymmetric or incomplete 

information restricts access to external funds. 

(ii) Lack of collateral 

Null and alternative hypotheses for the lack of collateral factor are stated as: 

H0: There is no significant relationship i:>1at'.lw...e13'l\l/ 
of bank finance to SMEs in Rwand 

H1: There is a significant positive rel timra,s.rtMD 
availability of bank finance to SME . 11· 

n the lack of collateral and non-

Table 4-8: Results of the C • 1 ~ -P'i~~-a"""' a1.,....,., • ..,.,..,....c:.IL_-"'-'LA:--=--;.::.,al 
Together in Excellence 

Lack of Collateral 

Observed N Expected N Residual 

2: Moderately Disagree 4 19.5 -15.5 

3: Slightly Disagree 11 19.5 -8.5 

4: Neutral 24 19.5 4.5 

5: Moderately Agree 38 19.5 18.5 

6: Considerably Agree 23 19.5 3.5 

7: Strongly Agree 17 19.5 -2.5 

Total 117 

Test Statistics 

Lack of Collateral 

Chi-Square 35.5648 

df 5 

Asymp. Sig. .000 
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A Chi-square test for the lack of collateral hypothesis was performed to statistically 

investigate whether the expected frequencies differ from observed frequencies 

significantly and decide whether to reject Ho or not. If the p value is less than or equal to 

the 0.05, then Ho is rejected. 

The above results show a chi-square value of 35.564 with 5 degrees of freedom and a 

p-value of 0.000. Since the p-value is less than 0.05, it therefore means that there are 

differences in proportions of the responses thus, the null hypothesis is rejected and 

conclude that there is a significant rel 

availability of bank finance to SM Es. 

This is also supported by the scale means ack of collateral of 4.95 above the mid-
University of Fort Hare 

point of 4. The Cronbach's alpha~ fl~ ef.fa~ value of 0.791 indicating the 

reliability of the factor. The results of the chi-square test indicate a statistically significant 

positive relationship between lack of collateral and non-availability of bank finance to 

SMEs. 

The null hypothesis that there is no significant relationship between the lack of 

collateral and non-availability of bank finance to SMEs in Rwanda is rejected and 

conclude that there is a significant positive r~lationship between the lack of 

collateral and non-availability of bank finance to SMEs in Rwanda. 
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The results suggest that the availability of collateral will positively impact on the 

availability of bank financing to SMEs in Rwanda. 

(iii) Lack of managerial competencies 
Null and alternative hypotheses for the lack of managerial competencies factor are 

stated as: 

H0: There is no significant relationship between the lack of managerial competencies 
and non-availability of bank finance to SMEs in Rwanda. 

H1: There is a significant positive ~ ·1:at1tlRsruG-netween the lack of managerial 
competencies and non-availability 19 to SMEs in Rwanda. 

1: Strongly Disagree 1 16.7 -15.7 

2: Moderately Disagree 2 16.7 -14.7 

3: Slightly Disagree 5 16.7 -11.7 

4: Neutral 12 16.7 -4.7 

5: Moderately Agree 46 16.7 29.3 

6: Considerably Agree 34 16.7 17.3 

7: Strongly Agree 17 16.7 .3 

Total 117 

Test Statistics 

Lack of Managerial competencies 

Chi-Square 106.4628 

df 6 

Asymp. Sig. .000 
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A Chi-square test for the lack of managerial competencieswas performed to statistically 

investigate whether the expected frequencies differ from observed frequencies 

significantly and decide whether to reject Ho or not. If the p value is less than or equal to 

the 0.05, then Ho is rejected. 

The above results show a chi-square value of 106.462 with 6 degrees of freedom and a 

p-value of 0.000. Since the p-value is less than 0.05, it therefore means that there are 

differences in proportions of the responses thus, the null hypothesis is rejected and 

conclude that there is a significant etween the lack of managerial 

MEs. 

This is also supported by the scale means ck of managerial competencies of 5.32 
University of Fort Hare 

out of 7. The Cronbach's alpha Tb ~~[4ctw~~eheevalue of 0.850 indicating the 

reliability of the factor. The results of the chi-square test indicate a statistically significant 

positive relationship between lack of managerial competencies and non-availability of 

bank finance to SMEs. 

The null hypothesis that there is no significant relationship between the lack of 

managerial competencies and non-availability of bank finance to SMEs in Rwanda 

is rejected and conclude that there is a significant positive relationship between 

the lack of managerial competencies and non-availability of bank finance to SMEs 

in Rwanda. 
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The results suggest that the managerial competency of the owners of SMEs will 

positively impact on the availability of bank financing. 

(iv) Lack of Internal funds 
Null and alternative hypotheses for the lack of internal funds factor are stated as: 

H0: There is no significant relationship between the lack of internal funds and non-
availability of bank finance to SMEs in Rwanda. 

H1: There is a significant positive relationship between the lack of internal funds and 
non-availability of bank finance to SMEs in Rwanda. 

Table 4-10: Results of the Chi-squar 

Lack of Internal funds 

Observed N 

3: Slightly Disagree 

4: Neutral 

nivers Hare 

5: Moderately Agree 

6: Considerably Agree 

7: Strongly Agree 

Total 

Test Statistics 

6 Togetq~_,;, in Ex~k nee 

38 

42 

30 

117 

23.4 

23.4 

23.4 

14.6 

18.6 

6.6 

Lack of Internal funds 

Chi-Square 60.1378 

df 4 

Asymp. Sig. .000 
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A Chi-square test for the lack of internal funds was performed to statistically investigate 

whether the expected frequencies differ from observed frequencies significantly and 

decide whether to reject Ho or not. If the p value is less than or equal to the 0.05, then 

Ho is rejected. 

The above results show a chi-square value of 60.137 with 4 degrees of freedom and a 

p-value of 0.000. Since the p-value is less than 0.05, it therefore means that there are 

differences iri proportions of the responses thus, the null hypothesis is rejected and 

conclude that there is a significant re a • 

non-availability of bank finance to SMB 

This is also supported by the scale means R of internal funds of 5.83 out of 7. The 
. University of Fort Hare • 

Cronbach's alpha for the factor y" /fu¥ w '2t lk~eJndicating the reliability of the 

factor. The results of the chi-square test indicate a statistically significant positive 

relationship between lack of internal funds and non-availability of bank finance to SMEs. 

The null hypothesis that there is no significant relationship between the lack of 

internal funds and non-availability of bank finance to SMEs in Rwanda is rejected 

and conclude that there is a significant positive relationship between the lack of 

internal fund and non-availability of bank finance to SMEs in Rwanda. 

The results suggest that the availability of SMEs internal funds will positively impact on 

the availability of bank financing to SM Es in Rwanda. 
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(v) Lack of Networking 

Null and alternative hypotheses for the lack of networking factor are stated as: 

H0: There is no significant relationship between the lack of networking and non-
availability of bank finance to SMEs in Rwanda. 

H1: There is a significant positive relationship between the lack of networking and non-
availability of bank finance to SMEs in Rwanda. 

Lack of Networking 

1: Strongly Disagree 

2: Moderately Disagree 

3: Slightly Disagree 

4: Neutral 

5: Moderately Agree 

6: Considerably Agree 

7: Strongly Agree 

Total 

Test Statistics 

Lack of Networking 

Chi-Square 28.6848 

df 6 

Asymp. Sig. .000 

4 

10 -6.7 

ll ive of Fo are 
23 Tog . in Excel 
28 

22 

9 

117 

16.7 

16.7 

16.7 
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A Chi-square test for the lack of networking was performed to statistically investigate 

whether the expected frequencies differ from observed frequencies significantly and 

decide whether to reject Ho or not. If the p value is less than or equal to the 0.05, then 

Ho is rejected. 

The above results show a chi-square value of 28.682 with 6 degrees of freedom and a 

p-value of 0.000. Since the p-value is less than 0.05, it therefore means that there are 

differences in proportions of the responses thus, the null hypothesis is rejected and 

conclude that there is a significant rel 

availability of bank finance to SM Es. 

This is also supported by the scale means o ck of networking of 4.39 which is above 
University of Fort Hare 

the mid-point of 4. The Cronba 'geMqnf x~ e~r yielded a value of 0. 769 

indicating the reliability of the factor. The results of the chi-square test indicate a 

statistically significant positive relationship between lack of networking and non-

availability of bank finance to SMEs. 

The null hypothesis that there is no significant relationship between the lack of 

networking and non-availability of bank finance to SMEs in Rwanda is rejected 

and conclude that there is a significant positive relationship between the lack of 

networking and non-availability of debt to bank finance SMEs in Rwanda. 
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The results suggest that networking by the owners of SMEs will positively impact on the 

availability of bank financing to SMEs in Rwanda. 

(vi) Unethical behaviour 

Null and alternative hypotheses for unethical behaviour factor are stated as: 

H0: There is no significant relationship between unethical behaviour and non-availability 
of bank finance to SMEs in Rwanda. 

H1: There is a significant positive rel t ~ IP>LJP'~t,;v¢en unethical behaviour and non-
availability of bank finance to SME~-..r-"~ 

Table 4-12: Presents the results of the 

3: Slightly Disagree 

4: Neutral 

5: Moderately Agree 

6: Considerably Agree 

7: Strongly Agree 

Total 

Test Statistics 

Observed N 

1 

2 

20 

63 

31 

117 

Unethical behaviour 

Chi-Square 110.991 8 

df 4 

Asymp. Sig. .000 

23.4 

23.4 

23.4 

23.4 

23.4 
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-22.4 

-21.4 

-3.4 

39.6 

7.6 



 

 

A Chi-square test for unethical behaviour was performed to statistically investigate 

whether the expected frequencies differ from observed frequencies significantly and 

decide whether to reject Ho or not. If the p value is less than or equal to the 0.05, then 

Ho is rejected. 

The above results show a chi-square value of 110.991 with 4 degrees of freedom and a 

p-value of 0.000. Since the p-value is less than 0.05, it therefore means that there are 

differences in proportions of the responses thus, the null hypothesis is rejected and 

een unethical behaviourand non-

finance to SME in Rwanda. 
University of Fort Hare 

Together in Excellence 
This is also supported by the means score of 5.95 out of 7, portraying the role of the 

unethical behaviourin the bank evaluation of credit applications. The Cronbach's alpha 

for the factor yielded a value of 0.815 indicating the reliability of the factor. 

The null hypothesis that there is no significant relationship between unethical 

behaviour and non-availability of bank finance to SMEs in Rwanda is rejected and 

conclude that there is a significant positive relationship between unethical 

behaviour and non-availability of debt to bank finance SMEs in Rwanda. 
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The results suggest that ethical practice by SMEs and owners will positively impact on 

the availability of bank financing. 

4.2.7 Recommendations to improve the availability of bank financing to SMEs 

This was section F of the questionnaire which sought to get opinions from the 

respondents of what could be the possible recommendations for improving the 

availability of bank financing to SM , 

questionnaire with an open-ended qu 

which was the last research questi 

chapters. The research question was as ronows_;....,-

This was the last section of the 

y as mentioned in the previous 

What are possible recommeJJJtljXf o~j~_p£rc;9iJ:i JiAlJ~ilability of bank financing 'tog e't11.
1

er zW1Jtxcelt~nce 
to SMEs in Rwanda? 

The respondents volunteered different opinions regarding feasible recommendations to 

improve the availability of bank financing to SMEs in Rwanda. The questionnaire's 

question read as "what can you recommend to improve the availability of bank financing 

to SMEs in Rwanda?" 

Since this was an open -ended question with no response options given to 

respondents, a few respondents (19 out 117) did not respond to this question as 

compared to close-ended questions with information available to the respondents to 

choose from. Almost all close-ended questions had 100% response rate. 
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The data collected from respondents were analysed by identifying recurring concerns 

and insights, which allowed seeing certain patterns emerging. The recurring concepts 

were labeled and then placed within categories or themes. The responses were 

grouped into the following seven themes: capacity building, increase of government 

guarantee facilities, SMEs focus as a priority sector, relationship baking and monitoring, 

advisory services, reducing banks bureaucracy, and increasing bank branches. 

a) Capacity building pro rams 

Twenty eight out of 98 respondents 

increase funding to SMEs. In their opi i 

t aining and capacity building will 

e not been able to get finance in 

the recent years due to limited capacity ON::S-M l!:5 management and staff to understand 

the bank requirements for fiJJn1J~eIR)~_~f. They indicated that 
·1 ngetner zn mce l'ence 

the SMEs management and staff need to undergo training programs on number of 

issues ranging from business plan write-up, business management and financial 

management as well as training young people (students) on how to become future 

entrepreneurs who will eventually start own businesses once they complete their 

studies. 

The following are some of comments from a sample of respondents: 

Respondents 55 stated that, "SM Es should get intensified training on how to prepare 

business plans and on how to manage businesses. There is Jack of managerial skills in 

SMEs which hinder them to get the required Joan". 
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While respondents 94 had this to say: "there should be programs to develop 

entrepreneurial skills from the school level to be transmitted to young people; to develop 

culture of taking risks, working hard and have ambitions to start businesses. The 

Government should guide and orient the young people in the country to develop 

entrepreneurial activities including how to acquire financing". 

The interpretation of the above views is that training and capacity building to SMEs 

owners and staff is a paramount important factor so as to improve the availability of 

bank financing to SMEs in Rwanda. 

capacity to write bankable business ill normally contain all relevant 

is not properly done chances are 

that the SME credit application will be rejec e . 
University of Fort Hare 

Together in Excellence 

Furthermore, bank staff also need training to serve the SMEs sector better. Respondent 

64 said, 'the banks should focus on continuous learning by training their staff on 

assisting and informing SMEs on their respective lending policies". This indicate that 

banks are not geared to financing entrepreneurs due to the fact that they developed in 

an economy dominated by large firms and thus do not have the skills set for assessing 

start-ups and small enterprises Angela Motsa and Associates (2004) as cited by Fatoki 

and Smith, (2011 ). 

This study found that training and capacity building of SMEs owners and staff is needed 

to access funding. It is a fact that lack of knowledge on how to prepare credit application 
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documents hinders SMEs from getting funding from the banks. Therefore, key actors in 

supporting the SMEs sector lead by the government should intensify training programs 

geared to capacity build SMEs in terms of business plan writing skills, business 

management skills. The government is urged to develop entrepreneurship courses at 

school level to inculcate the young into entrepreneurs who will be able to access bank 

financing in future. Banks are also advised to take keen interest in serving the SMEs 

sector by equipping their staff with skills on building long-term relationship with SM Es. 

b) Increase of govern 

On this theme, 26 out of 98 respondents nT\-Tiga...:rnat there is a need for the government 

. h f TTnivers~·t of Fort Hare.1 b.1. f b k f. . to increase t e guarantee acmtte ,tn Of e to 11:tlOrDMe tne avat a I tty O an tnanctng oge er zn ~xceaence 
to SMEs in Rwanda. 

Respondent 96 point out that, "Government should introduce more guarantee facilities 

that cover risk significantly. (Currently BDF-Business Development Fund covers up to 

50% of the risk); this is still very insignificant to SMEs; they need at least cover up to 

80% of risk". 

Respondent 75 mentioned that "more guarantee facilities should be made available to 

reduce the SMEs start-up failure rate caused by lack of financing which it still high and 

this can be mitigated through additional guarantees". 

143 



 

 

Respondent 116 encouraged the Government to "put more practical guarantee facilities. 

Currently guarantee funds are only accessible by banks when the client has defaulted 

for a period of 12 months hence banks reserve themselves to taking more SMEs Joan 

applications". 

Respondent 70 had this comment; "the state should guarantee its citizens who are 

establishing businesses because entrepreneurs Jack collateral while they have brilliant 

ideas and business plans". 

Government guarantee funds manage 

are still insufficient which requires the GoR • crease the guarantee to cover a higher 
University of Fort Hare 

portion of risk and to be practical , c.~~~r.S:iR~ he SM Es default. The limited 

guarantee funds could means that some SMEs do not get access to the guarantee and 

since they do not cover up a big portion of the risk then the SMEs do not get adequate 

bank financing. Therefore the GoR needs to take note of this and increase SMEs 

guarantee fund push its development agenda forward as articulated in EDPRS (2007). 

c) SMEs focus as a priority sector 

The respondents proposed a variety of advocacy for the SMEs sector to be considered 

as a priority sector in Rwanda and be given a special attention. 17 out of 98 

respondents recommended that there is a need for the government policy to recognise 

the importance of SMEs sector and consequently a call for of adequate financing to the 
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development of the sector. The government should take steps to encourage lending 

institutions to provide credit to SMEs on more liberal terms. Respondent 89 said that 

"The Government of Rwanda should push the banks to increase their financing to SM Es 

by setting a minimum portfolio that go to SMEs." 

Below is a consolidated list of possible recommendations from 17 respondents 

regarding identifying SMEs as a priority sector: 

• Banks should increase proportion of the amount of credit loaned to SMEs. 

improve their creditworthiness. 

sector in Rwanda. 
University of Fort Hare 

• The banks and other lendi~stil • • Ufate more loan products tailor-

made for SMEs at favourable terms and interest rates. 

• The banks should come with deliberate policy to support SMEs, currently tend to 

work more with corporate borrowers since they find SMEs risky hence they prefer 

less risky customers. 

• The SMEs should be identified as a priority sector for long term financing as 

banks do not find reasons why they should risk with lending to SMEs when they 

could make good money elsewhere less risky. 

• The banks should understand that the SMEs sector is important to the 

development of any country hence they should make deliberate effort to finance 

their projects. 
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The interpretation of the data above could be that if the government puts up a policy 

requiring banks to compulsorily ensure that a certain defined percentage of their overall 

lending is made to priority SMEs sector as classified by government then this will 

improve the availability of bank financing to SMEs in Rwanda. 

Therefore, prioritising SMEs sector could be a GoR strategy for economic development 

since SMEs are well recognized from their contribution to the socio-economic objectives 

of growth in generation of employment, output, import substitution, exports, and in their 

function of incubating entrepreneurshi . 

policy to promote the SMEs sector in the co and ensure that they get the earmarked 
University of Fort Hare 

Together in Excellence credit from banks. 

d) Relationship banking and monitoring 

Another theme which featured was the relationship banking and monitoring. 10 out of 98 

respondents recommended that bank could do more of relationship lending than 

transaction lending. Respondent 63 pointed out that "Banks policies should change to 

reduce collateral requirements and strengthen monitoring of the clients businesses". 

Other respondents had the following views: 

Respondent 31 indicated that "Banks should have adequate knowledge and information 

on the clients through screening and monitoring them i.e. in terms of loan history". 
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Respondent 36 recommended that "banks should put up proper structure for SMEs 

where they can be properly monitored and followed up". 

While respondent 46 was of the view that "Banks should establish relationship with 

SMEs, encourage them and make a closely follow up on the projects financed and 

make sure loans provided are paid". 

The interpretation of the above data could be that there is a need for bank to strengthen 

their relationship banking with SMEs, 

improve their access to bank credit i 

increase the availability of bank financing to s. 

re information opaque in order to 

University of Fort Hare 
Together in Excellence 

e) Advisory services 

Eight out of 98 respondents proposed a variety of advances towards advisory services 

that SMEs should get to enable them get adequate bank financing in Rwanda. 

Respondent 05 recommend for the "SM Es to approach the experts to help them 

prepare business proposals because most SMEs have good ideas but they lack 

capacity in putting up a bankable proposals". 
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Respondent 35 proposed that, "SM Es in Rwanda should get professional advice on how 

to prepare a business plan and how to run their businesses more effectively and 

efficiently". 

Respondent 81 suggested that, "The Government should set up specialised advisory 

service unit proving services on business plan writing, request for funding etc.". 

The interpretation of the above data could be that there is a general lack of expertise 

with SMEs when it comes to preparing business plans. These views concur with a call 

for intensive training programs mentio 

limited capacity in SMEs seem to 

outsource capacity where is lacking 

plans to able to access bank financing. 

is section. Lack of knowledge and 

herefore SMEs are advised to 

University of Fort Hare 
Together in Excellence 

As per BDF investment guide booklet "unlocking your business potential", the GoR 

through the Rwanda development bank has recently in 2010 established the BDF, 

which manages Government guarantee funds to different sectors of the economy 

including SMEs. BDF also provides investment advisory services to SMEs including 

business plan preparation. 

The interpretation of respondent 81 opinion is that the respondent is either not aware of 

the existence of BDF or the response could also show that the BDF is not addressing 

the real needs of the SMEs. 

148 



 

 

Therefore, SMEs are recommended to seek professional advisory services from either 

the BDF or other experts to help them to prepare business plans and all documentation 

required for credit application in a very professional manner to improve accessing the 

required bank financing. 

f) Reducing banks bureaucracy 

5 out of 96 respondents recommend 

Respondent 21 stressed thY,n~~J;~hi~o9i&~~~bJiPut~ucracy and make their 'toget1 er zn Excellence 
procedures more user-friendly to follow in order to improve services provided to 

customers and make it faster''. 

Respondent 25 pointed out that, "Banks should reduce bureaucracy and put up 

regulations supporting SMEs to get loans needed". 

Respondent 99 commended that, "Banks must decentralize the loan applications 

evaluation from the headquarters to the branches. The branches should do a lot of 

awareness to SMEs on what is required for them to be funded". 
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The interpretation of the data above could be that the banks are bureaucratic and have 

cumbersome procedures hard to follow by SMEs. Since SMEs are always characterised 

by lack of capacity and knowledge about banks procedures, which hinders them from 

getting required financing, the procedures should be made much simpler. Respond 99 

made an interesting recommendation that banks need to decentralise loan applications 

evaluation from the headquarters to the branches. This was also noted by the 

researcher during discussion with some bank managers. All loan applications are sent 

to the banks' headquarters in Kigali for evaluation and subsequent decisions to grant a 

loan or reject the application with the 

some branches to evaluate application 

PR. Only BPR gave autonomy to 

s to customers. 

The interpretation of this point has two,~'l'T0 •"'Ts, firstly, if banks decentralise loan 
. . . Univei:~ttv of Fort Hare . 

applications evaluation and gran~~JrJWl5.EfJie 'fecff~e are that SM Es might access 

more funding since branches might have more personalised information on SMEs 

located in the bank branch area. Also branches could better monitor and follow on the 

financed SMEs projects since they are close to the clients. The second positive effect is 

that decision on loan application outcome could be made much faster and be timely 

granted since justice delayed is justice denied. When financing is granted on time, it 

might result into a positive impact on SMEs productivity and subsequently improve on 

loan repayment. Therefore, cutting bank bureaucracy might improve the availability of 

bank financing to SMEs in Rwanda. 
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g) Increasing bank branches 

Lastly, 4 respondents recommended that banks need to increase a network of branches 

to improve the availability of financing to SM Es. 

Respondent 21 said that, "Banks should increase the number of branches to reach the 

far clients outside town to minimum time wasting to go to the far located branches". 

Similar to the above to recommendati ent 19 recommended that, "Banks 

should open new network of ... • =•,,.,~'".,.fi • rs across the country to 
Toaether in Excellence. 

allow people get access to bank finance as many as possible". 

The above data indicates that there is need for banks to open up more branches and 

reach more clients in remote area far from town and cities. This is probably because 

SMEs in remote area are the worse affected by lack of bank financing since they could 

be the most information opaque with little facilities for capacity building. This 

observation points to the importance of increasing services to the clients as a result of 

increase bank branches. Since more branches could increase a number of clients 

getting services including SMEs clients. 
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Increasing branches probably won't be sufficient as such if credit granting decisions are 

still done at the bank headquarters. Therefore opening more branches should be 

coupled with decentralisation of credit granting processing at the branches. Thus, 

opening a new network of branches to reach many SMEs across the whole country 

combined with decentralising evaluation of loan applications and loan granting decisions 

at the brancheslevel might improve the availability of financing to SMEs and make more 

business to the banks in Rwanda. 

4.3 Conclusion 

This chapter presented, analysed and i a that was collected from the field 

through the use of the questionnaires. -~~Lionnaires were administered to 122 
University o,~ort Hare respondents from four commercI t-l 6ao s anct r soonaenls from one development ager er m xce ence 

bank, with a response rate of 81 %. The demographic variables were presented, 

analysed and interpreted with the help of figures and tables. In addition, the chapter 

examined the importance attached to SMEs internal factors during the credit evaluation 

process. Furthermore, the chapter presented, analysed and made interpretation of data 

regarding the relationship between internal factors and non-availability of bank finance 

to SMEs. The results indicated that there is a positive significant relationship between 

lack of all six SMEs internal factors and non-availability of bank financing. 

Finally, chapter presented data on recommendations made by respondents to improve 

bank financing to SMEs in Rwanda. The next chapter will examine the discussion of the 
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major findings that emerged from this chapter in relationship to the existing literature on 

SMEs access to external finance. 

University of Fort Hare 
Together in Excellence 
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CHAPTER FIVE 

5 DISCUSSION OF DATA 

5.1 Introduction 

The purpose of this chapter is to critically discuss the findings of the previous chapter in 

relation to the literature reviewed for this study. The overall objective is therefore to 

bring the findings into the context 

availability of bank financing to SMEs n 

paramount important for their survival I 
~~!!!!::::=!J 

knowledge with regard to the 

availability of credit to SMEs is of 

. This chapter discusses the data 

with respect to four research question that re generated in chapter one. The 

discussion is mainly center J • M ir To easy reference, the 
Together in Excellence 

research questions to wh ich each section refers is stated at the beginning of the 

section. 

The research questions are repeated below for the reader's convenience: 

• Do SMEs get adequate bank financing in Rwanda? 

• What are factors that determine the availability of bank financing to SMEs in 

Rwanda? 

• What is relationship between SMEs internal factors and access to of bank 

financing in Rwanda? 

• What are possible recommendations toward improving the availability of bank 

financing to SMEs in Rwanda? 
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5.2 Do SMEs get adequate bank financing in Rwanda? 

This section discussed findings in respect of percentage of bank finance that SMEs 

receive compared to what goes to large industries. 

The generality of the respondents (70.1 %) proclaimed that SMEs get less that 30% of 

total bank financing that go to the industrial sector in Rwanda. It was found that SMEs 

get a small portion of the total bank financing and the bigger portion goes to their large 

proportional of bank financing ____ industries in Rwanda. This is in 

consistence of previous workuf • Wr.Jfl,o..= W~tareindicates that small firms 
Together in Excellence 

obtain only 30 percent of their financing from external sources, whereas large firms 

meet up to 48 percent of their financing needs through external financing . 

The review of the literature showed that large industries get larger proportion bank 

financing from credit market than SMEs while SMEs out number large industries in 

many respect including; total number of units, total production and employment. 

The finding was also supported by ICA, Rwanda (2009), which compared SMEs access 

to finance with and large firms. The ICA findings show that SMEs are least favourable 

access to finance compared to large firms, the latter are most favourable. The report 

indicated that microenterprises finances only about 1 % of working capital and 3% of 
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long term investment with bank funds, which increases to 10-12% for small enterprises, 

25 for medium and 33% for large enterprises. The proportion of bank finance to SMEs 

which includes micro enterprises in Rwanda, it is evidently from this report that it is very 

low. 

Global discussion finds the same phenomenon, furthermore, Beck, Demirgu9-Kunt and 

Maksimovic (2005) affirms the above findings that SMEs finance on average, 13% 

points less of investment with external finance compared to large firms, therefore there 

is a general lack of access to external in 

5.3 What are factors that determi 
SMEs in Rwanda? 

s than the large firms. 

ability of bank financing to 

University of Fort Hare 
Together in Excellence 

The objective of this section is to present the findings and discussion of the SMEs 

internal factors that banks consider important for evaluating credit applications. Six 

factors were identified as business information, collateral, managerial competencies, 

internal funds, networking and ethical behaviour. This question was asked to find out 

the importance attached to the above factors when banks evaluate credit applications 

from SMEs. 

The study found that the most important factors when banks evaluate SMEs credit 

applications are business information, collateral and ethical behaviour respectively, 

followed by internal funds, managerial competency and networking in the order of 

importance. 
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The availability and quality of business information attracts the highest level of 

importance in the credit evaluation process out of the six factors. Lack of business 

information on the quality of the project gives rise to information asymmetry. 

The usefulness of business information to access bank credit concurs well with the work 

by Kitindi, Magembe and Sethibe (2007) done in Botswana. They found the same when 

they investigated the usefulness business to lenders. They noted that business 

information, more especially financial statements and most recent company annual 

report is required by banks in mak n 

asked ranged from business plan, 

is ons. They discovered that bank 

redit applications. The documents 

entire annual report in this order. They con~ .... ,-,~ that lenders, specifically banks prefer, 
University of Fort Hare 

demand and use business inform ~19£~.vm~8e'ZRfrl8€n applications. 

According to Sarapaivanich and Kotey (2006), the quality of business information has 

significant positive effect on SMEs' ability to access external capital. They studied the 

effect of financial information quality on SMEs ability to access external funds in 

Thailand and found that quality of financial information has significant positive effect on 

SMEs' ability to access bank finance. They find that due to information asymmetry 

banks may curtail the extent of lending to SMEs and they conclude that an 

entrepreneurs need to spend time to develop a good business plans at early stage of 

projects to increase the likelihood of obtaining capital. 
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This study established that collateral comes second to business information as the next 

important factor in the evaluation of SMEs credit applications. Banks in Rwanda find 

collateral as an important factor for making a decision to grant bank credit to SMEs. The 

literature reviewed attached a lot of importance to collateral as a security pledged 

against bank credit to SMEs. According to Steijvers and Voordeckers (2000), collateral 

help to resolve the credit rationing problems originating from the existence of 

informational asymmetries during the evaluation of projects. The willingness of the 

borrower to pledge collateral positively influences the quality of the credit request, as 

perceived by the bank since the borr 

quality of the project to the bank. Ther 

e real value and the belief in the 

University of Fort Hare 
Berger and Udell (2006) found ta~kt~~¼ ~".~-~·-~~·'f!fr~& highly interested in asking 

collateral as security before extending financing to their customers. They noted that 

collateral is attractive to bankers for two reasons: one, the willingness to offer collateral 

signals the confidence of borrower in both his ability and also in the likely success of the 

project. Two, taking collateral can align the interests of the borrower with that of the 

banker, the borrower cannot divert the funds to more risk project fearing of losing the 

collateral pledged. Hence, collateral addresses the adverse selection problem at loan 

origination and moral hazard problem after the loan has been granted. 

The third important factor in the credit evaluation process was found to be ethical 

behaviour. The importance of the ethical behaviour was also established by Howorth 
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and Moro (2006) from a study of entrepreneurs and their bank managers conducted in 

Italy. They noted that ethics and trust play an important role in reducing asymmetric 

information problems such as moral hazard and adverse selection. They found that 

higher levels of trust were positively associated with greater availability of finance and 

lower requirements for collateral. Therefore, high levels of ethical behavior reduce costs 

associated with asymmetric information. 

Internal fund was found as the next important factor after ethical behaviour in the credit 

application evaluation process. Banks 

funding to indicate that they will mak roject to succeed. Blumberg and 

reasonable terms, if the bank is convincel/"'l-t,~t the business is likely to succeed. If 
University of Fort Hare 

entrepreneurs invest their own m is~ tw i~ € ·@fltEat they believe in the success 

of the project and that they will make every effort for the success of the project whose 

credit is sought. Therefore, banks may be more likely to invest in a project if the 

borrower is investing his own capital. 

The study found managerial competency as the next important factor after internal fund 

in the credit evaluation process. According to Shane and Stuart (2002), managerial 

competency is positively associated with the firm performance. The higher the 

managerial competency level showed by the owners of a firm, the greater the possibility 

its performance and survival. This indicates that banks could be willing to extend 
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facilities to SMEs whose owners show a high level of managerial competencies. 

Managerial competency can reduce the credit risk of lending to SMEs. 

The last important factor for credit application evaluation is networking. The study found 

networking to be another important factor considered by banks during evaluation of 

SMEs credit applications in Rwanda. Networking with key stakeholders including the 

banks help SMEs to spread knowledge about their existence and performance and 

obtained needed support such as external financing. Shane and Cable (2002) find that 

etry in lenders and borrowers. In 

009) found that networks play an 

important role in spreading knowledge abo""'L•-·--irm's existence and its practices. They 
University of Fort Hare 

noted that networking substitutes t lSJ~ H~~rr1Elf!e~ lMrc~arket institutions in emerging 

markets and can be an effective way for SMEs to access external financing, including 

bank loans. 

5.4 What is relationship between SMEs internal factors and access to 
bank financing in Rwanda? 

This section presents the findings and discussion of reasons why credit is not available 

from banks to SMEs. This was the main investigative part of the study. 
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The six factors were investigated to determine their impact on non-availability of bank 

financing to SMEs. Six hypotheses were developed. Chi-square was used to determine 

the significance of the relationships. The findings were as follows: 

5.4.1 Lack of Business Information 

The study found the scale means of lack of business information to be 5.18 out of 7. 

The Cronbach's alpha for the factor yielded a value of 0. 739 indicating the reliability of 

the factor. The significance of the r 

which resulted into %2 = 97.316; with 

The results indicated that there js a signif1ca~t.,...Positive relationship between lack of 
Un1vers1ty or !fort Hare 

business information and non- • i ttr i fE~H~7Iifwnce to SM Es in Rwanda. 

Therefore, the null hypothesis that there is no significant relationship between the lack 

of business information and non-availability of bank finance to SMEs in Rwanda was 

rejected in favour of the alternative hypothesis. 

The study confirms that availability of reliable business information will positively 

influence the availability of bank financing to SMEs in Rwanda. Several researchers 

found the same from the literature reviewed. Padachi et al (2010) found that commercial 

banks and investors have been reluctant to service SMEs due to information asymmetry 

arising from SMEs' lack of accounting records, inadequate financial statements or 

business plans, which makes it difficult for banks and other investors to assess 
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creditworthiness of potential SMEs proposals. According Blumberg and Leerier (2008), 

business information are quite important for bank decision to grant financing, they noted 

that if the SMEs provide detailed and reliable business information, especially by writing 

a business plan, banks are more willing to grant a loan. 

Pretorius and Shaw (2004) found that a good business plan is taken as one of the most 

essential documents for accessing external funds. They encouraged SMEs to prepare a 

business plan for presentation to banks, financial institutions and venture capitalists to 

stand a chance of obtaining financial s 

The findings of this study concur ve i di, Magembe and Sethibe (2007) 

findings in Botswana. They found that bu • s information more especially financial 
University of Fort Hare 

statements and most recent firm9ragi~ '!\e8 enH~ired by banks in making loan 

decisions and concluded that lenders, specifically banks prefer, demand and use 

business information for evaluation of loan applications. The study concludes that the 

availability of reliable business information will positively influence the availability of 

bank financing to SMEs in Rwanda. 

5.4.2 Lack of collateral 

The study established that the scale means of lack of collateral was 4.95. And that the 

Cronbach's alpha for the factor had a value of 0. 791 which indicated the reliability of the 
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factor. The significance of the relationships of the factor was also tested through the chi-

square, which resulted into X 2 =35.564; with a p = 0.000. 

The study confirms that there is a significant positive relationship between lack of 

collateral and non-availability of bank finance to SMEs in Rwanda. Hence, the null 

hypothesis that there is no significant relationship between the lack of collateral and 

non-availability of bank finance to SMEs in Rwanda was rejected in favour of the 

alternate hypothesis. 

availability of bank financing to SMEs • lumberg and Letterie (2008)found 

that collateral helps to redu~ informati"Ac!I a 'IJ;lm~r' and moral hazard problems un1vers1ty o -.r1orI are 
that arise between banks and S ijvers and Voordeckers(2000), 

collateral is seen by banks as a means to prevent the high risk borrower switching from 

a lower to a higher risk project after the loan has been granted or do less effort to make 

the proposed project successful. The risk of losing the collateral pledged by the 

borrower would prevent any risk shifting behaviour after receiving the loan. 

Reitan and Waaga (2002) found collateral to be one of the criteria by private banks 

officers in Norway when evaluating and validation funding proposals. They noted that 

SMEs are more risk that large firms and bank respond to this risk by ensuring that, even 

in the event of failure, it obtains some return and this is ensured by obtaining collateral. • 

Collateral protects the bank in the event of default, since it can be repossessed by the 
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bank in case of unfortunate default. Therefore, the study concludes that the availability 

of collateral will positively influence the availability of bank financing to SMEs in Rwanda 

5.4.3 Lack of managerial competencies 

The scale means of lack of managerial competencieswas found to be 5.32. The 

Cronbach's alpha for the factor produced a value of 0.850 showing the reliability of the 

factor. The significance of the relationships tested with the chi-square, resulted into 

z 2 =106.462; with a p = 0.000. 

managerial competencies ar:id non-avaiJ~Jlityf af. bac,k.. :finance to SM Es in Rwanda. un1vers1Lyo: t·onttare 
Thus, the null hypothesis that thC:,,,:~l~rr,._,;=~.";;"",.-:- ·~iii· m1 tionship between the lack of 

managerial competencies and non-availability of bank finance to SMEs in Rwanda was 

rejected in favour of the alternate hypothesis. 

The results confirm that the managerial competency of the owners of SMEs will 

positively impact on the availability of bank financing to SMEs in Rwanda. Branch 

(2006) found SMEs managerial competency is the key element in investment readiness. 

This is because managerial competencies are positively associated with firm 

performance across a variety of organizational and industry settings. This indicates that 

credit providers may be willing to extend facilities to SMEs if the owners demonstrate 

high level of managerial competencies. 
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Blumberg and Letterie (2008) found that even in the case of the failure of the business, 

the earning capacity of the business starter in a subsequent job is a signal to the bank 

whether the business starter can meet his credit obligations. Highly educated business 

starters are more likely to have post-failure earning capacity than less educated people. 

Therefore, education with experience increases the chances of getting external 

financing from banks. Consequently, the study concludes that the managerial 

competency of the owners of SMEs will positively impact on the availability of bank 

financing to SMEs in Rwanda. 

5.4.4 Lack of Internal funds 

University of Fort Hare 
The study found that the scale me_ra~~Jl~F~R!lt2~ miHlfds was 5.83. The cronbach's 

alpha for the factor had a value of 0.725 demonstrating the reliability of the factor. The 

significance of the relationships was tested by the chi-square test for association, which 

resulted into %2 =60.137; with p = 0.000. 

The results shown that there is a significant positive relationship between lack of 

internal funds and non-availability of bank finance to SMEs in Rwanda, accordingly, the 

null hypothesis that there is no significant relationship between the lack of internal funds 

and non-availability of bank finance to SMEs in Rwanda was rejected in favour of the 

alternate hypothesis. 
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These results confirm that the availability of internal funds will positively impact on the 

availability of bank finance to SMEs in Rwanda. When a business founders commit own 

resources to the venture, it informs the banks that they are financing a serious business 

idea. Blumberg and Letterie, (2008) found that own investments are a credible 

commitment mitigating the principal agent conflict because the more own money 

business starters invest, the less likely it is that they take on very risky investments. The 

researchers also found that banks are more likely to approve a credit request, if the 

bank is convinced that the business is likely to succeed or if the bank is able to collect 

, potential investors may invest in 

a project if the entrepreneur is investin 

Barbosa and Moraes (2004) found the mo wn money is invested by the business 
University of Fort Hare 

starter, the less likely it is that he iB e ry e~ ·e~estments. This reduces moral 

hazard and encourages banks to extend credit to borrowers. The study concludes that 

the availability of internal funds will positively impact on the availability of bank finance 

to SMEs in Rwanda. 

5.4.5 Lack of Networking 

The study results showed that the scale means of lack of networking was 4.39. The 

Cronbach's alpha for the factor had a value of 0.769 indicating the reliability of the 

factor. The significance of the relationships was tested by the chi-square test for 

association, which resulted into %2 =28.682; p = 0.000. 
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The results indicated that there is a significant positive relationship between lack 

ofnetworking and non-availability of bank finance to SMEs in Rwanda. Thus, the null 

hypothesis that there is no significant relationship between the lack of networking and 

non-availability of bank finance to SMEs in Rwanda was rejected in favour of the 

alternate hypothesis. 

The study results confirm that networking by the owners of SMEs will positively impact 

on the availability of bank finance to SMEs in Rwanda. Shane and Cable (2002) argue 

that networking can be used to red 

between the lender and the borr 

connected parties and information 

business finance decisions. 
University of Fort Hare 

Together in Excellence 

Le, Venkatesh and Nguyen (2006) found that networking assist companies to improve 

their legitimacy and in turn help them to access bank loans more easily. They found that 

networking with bank managers positively influencing SMEs accessibility to bank 

financing. However, they also found that networking with government officials was 

negatively influencing SMEs access to bank financing since this helped SMEs to have 

more access to aid funds from government. Therefore, the study concludes that 

networking with banks will positively impact on the availability of bank financing to SMEs 

in Rwanda. 
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5.4.6 Unethical behaviour 

The study established that scale means of unethical behaviour was 5.95 out of 7. The 

Cronbach's alpha for the factor produced a value of 0.815 indicating the reliability of this 

factor. The significance of the relationships was tested by the chi-square test for 

association, which resulted into %2 =110.991; with a p = 0.000. 

The results show that there is a significant positive relationship between unethical 

hypothesis that there is no significa t 

non-availability of bank finance to 

alternate hypothesis. 

Es in Rwanda. Hence, the null 

etween unethical behaviour and 

University of Fort Hare 
Together in Excellence 

The results of the study confirm that positive ethical behaviour SMEs will positively 

impact on the availability of bank finance to SMEs in Rwanda. 

Howorth and Moro (2006) found ethical behaviour and trust to be important in small firm 

finance. Trust mitigates adverse selection and moral hazard, reduces screening and 

monitoring costs. They found that where ethics is low, the general perception of 

riskiness is greater. Hence, credit contracts will be more stringent with tight terms and 

conditions. This includes tight monitoring and requirement of collateral. The researchers 

found that higher levels of trust were positively associated with greater availability of 

finance, lower interest rates, and lower requirements for collateral. High levels of trust 

reduced costs associated with asymmetric information. They concluded that, the banks 
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find trust mitigating adverse selection and moral hazard, reduces screening, and 

• monitoring costs. 

From the Five "Cs" of lending, ethical behavior is a critical factor in the credit market, 

regardless of capacity to pay, capital and collateral that the borrower may possess, 

bank will decline any credit proposal if the borrower does not demonstrate integrity and 

trustworthiness, which are attributes of ethics. The character of the borrower which is an 

aspect of the ethical behavior is important because, among other things, it can reveal 

responsibilities with regard to the ere , he lender will stay away from the 

proposal (www.finweb.com/loans/the-t~J~~~~! .html accessed on 6th August 

2011). 
University of Fort Hare 

Together in Excellence 
Therefore, the study concludes that ethical behaviour of the owners of SMEs will 

positively impact on the availability of bank financing to SMEs in Rwanda. 

5.5 What are possible recommendations toward improving the availability 
of bank financing to SMEs in Rwanda? 

The majority of the respondents declared the view that there a dire need of capacity 

building programs to SMEs management and staff on number of issues ranging from 

business plan write-up, business management to financial management. The study 

found that the government guarantee facilities need to be increased to enable many 

more SMEs access to credit. The study holds that SMEs capacity building programs are 
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important in order to overcome their information opacity and be able to provide quality 

information on their business operations. This concurs well with information asymmetry 

theories which observe that SMEs borrowers have more and better information 

regarding their businesses prospects than that of lenders. The banks through the 

respondents, request SMEs to acquire knowledge to prepare better presented business 

plans and make use of accountant to compile the financial statements to bridge the 

information divide between SMEs and banks. This should increase the likelihood of 

access to bank credit. This is supported by Branch (2006) that for SMEs to get access 

lement in investment readiness. 

aff should get proper training to 

acquire knowledge on business plan wn - , business management and financial 
University of Fort Hare 

management skills. Therefore, k~y0 ~~19£&ri£h~.:HPetruWeJhe SMEs sector lead by the 

government should intensify training programs on the skills mentioned. The government 

should also develop entrepreneurship courses at school level to inculcate the young into 

entrepreneurial passion. Banks should train staff to take keen interest in serving the 

SMEs sector on building long-term relationship and organise short training to SMEs on 

bank requirements to access credit. 

The study recognizes that there is a need to increase the government guarantees 

facilities in order to improve the availability of bank financing to SMEs in Rwanda. The 

study can conclude that for the SMEs to get more access to bank credit the government 

should increase more guarantee facilities that cover risk above the current threshold of 
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50%. It is recommended that the government puts more practical guarantee facilities for 

the banks to access the funds once the SME defaults to encourage bank to extend 

credit to SMEs. 

Nevertheless, the banks should be willing to extend credit to SMEs who lack collateral 

through the Government guarantee funds managed by BDF under Rwanda 

development bank. The existing guarantees should protect banks against defaulting 

borrowers and it should motivate banks to increase SMEs financing. The study 

recommends that banks should reco 

economic development of the econo 

and become large enterprises. 

ance of the SMEs sector in the 

credit facil ities to SMEs to grow 

Universi of Fort Hare 
The study established that the S~esi·~~-T.,L.,"rnn '.xB~zziehe~ taken as a priority sector in 

Rwanda and be given a special attention by recognising its contribution to the socio-

economic objectives of growth in generation of employment, output, import substitution, 

exports, and in their function of incubating entrepreneurship. 

Therefore, the study recommends that the government of Rwanda need to intervene 

and come up with a policy requiring banks to compulsorily ensure that a 'certain 

earmarked percentage of their overall lending is made to SMEs as a priority sector to 

improve the availability of bank financing. This was also found in Kamesam (2003) work 

that the government of India recognized the need for a focused credit policy for SSls 

and as a part of its policy to promote the SSI sector in the county, the government set 
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up a host of institutions to meet the financial requirements of small entrepreneurs. SSI 

sector was included in the priority sector earmarked by the government. Credit to the 

SSI sector is ensured as part of the priority sector lending by banks. Banks are required 

to compulsorily ensure that defined percentage (40%) of their overall lending is made to 

priority sector as classified by government. 

Furthermore, it was found that banks could use more of the relationship banking and 

monitoring lending technologies than transaction lending for SMEs credit application 

assessment to increase lending to sm i h informational opacity problems. 

contact over time with the SMEs, owners he local communities to address the 
University of Fort Hare 

opacity problem. This is in agree~ · • ~t39f c'e~ ~II (2006) that the relationship 

lending technology is designed to address information problems that are feasible to 

SMEs. 

Therefore, the study recommends that banks should use the relationship lending to lend 

to informational opaque borrowers in order to improve the availability of bank financing 

in Rwanda. 

The study also found that SMEs could make use of advisory services to temporarily 

bridge the capacity gap to prepare business information required by the banks for 

funding. In addition, it was noted that there is a general lack of expertise with SMEs 
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when it comes to preparation of business plans. Lack of business skills and limited 

capacity in SMEs seem to be rampant. This is reinforced by Berger and Udell (2006) 

who observed that reluctance of banks to provide credit to SMEs can diminish with 

increasing the credibility of their credit applications. Credibility can be increased by 

providing more detailed and more reliable information; for example a business plan 

prepared by professionals and especially if the financial plan of the venture is designed 

with the support of an accountant or if an accountant approves of it. If SMEs do all this, 

banks may be more willing to grant credit. 

application to improve accessing the require nk financing. 
University of Fort Hare 

Together in Excellence 

The study revealed that most commercial banks evaluate and process credit 

applications from their headquarters in Kigali. Banks need to decentralise loan 

applications evaluation from the headquarters to the branches and able to make use the 

relationship lending technology. Decentralizing will be much faster and save time. The 

study also found that banks need to open up more branches and reaching more clients 

in remote area far from town centres 

The study recommends that banks should open up more branches to reach clients in 

remote areas and decentralise credit granting decisions to branches to improve credit 

access to more SM Es across all corners of the country. 
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5.6 Conclusion 

This chapter has discussed the data that was presented, analysed and interpreted in 

chapter four of the study. In this chapter, major findings that emerged from the previous 

chapter were analysed and interpreted in relation of the literature reviewed. The 

discussion was centred on the four research questions raised in earlier chapters. 

Generally, the study perspective that SMEs do not get adequate bank credit was 

confirmed through the use of the lenses of information asymmetry theoretical 

frameworks. The chapter establish 

environment that determine the availa 

The next chapter provides a summa 

SMEs internal 

ole study. The major findings and 

conclusions that were drawn • ft'ir,t~n,.J,J.f. j,!l.cf,.,_,ir~sn1'M:ic:~mim a chapter will also provide 
Together in Excellence 

the recommendations that could be adopted by policy makers, banks and SMEs owners 

in an effort to course the bank financing to be available to SMEs in Rwanda. 
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CHAPTER SIX 

6 FINDINGS, CONCLUSIONS AND RECOMMENDATIONS 

6.1 Introduction 

This is the last and concluding chapter of the thesis. The chapter presents a summary 

of major finding of the study followed by summary of conclusions of the study. This 

study investigated the SMEs internal factors that constrain access to bank credit under 

the title, Bank Finance in developing 

in Rwanda. This chapter is divided r 
findings, conclusions, recommendatio s t ans for further research. 

A comprehensive list of findin"lnb~"ffi[~r@f-1 ts;au~~f-\f~·rni,,,,V111:::l,stigate the availability of 
Together in Excellence 

bank financing to SMEs in Rwanda is given first. Based on the major findings and 

conclusions of the study, a list of recommendations is provided that could be adopted by 

policy makers and planners in their attempt to improve the availability of bank financing 

to SMEs. The chapter ends by highlighting some grey areas that require further 

research on the availability of bank credit to SMEs. 
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6.2 Summary of the Findings 

The study, which sought to investigate the SMEs internal factors that constrain the 

availability of bank financing in Rwanda, came up with findings guided by the four 

research questions. In essence; these research questions helped in structuring the main 

question pertaining to the research problem. 

As regards whether the SM Es get adequate bank financing in Rwanda: 

financing and bigger portion of it goes 

University of Fort Hare 
Together in Excellence 

Regarding the factors that determine the availability of bank financing to SMEs in 

Rwanda, the following were the findings: 

The data from the study revealed that the most important factors when banks evaluate 

SMEs credit applications are as follows: the most important factor is the business 

information, collateral is the next important factor, followed by ethical behaviour. 

Further, the data showed that internal funds, managerial competency and networking 

were the next three important factors, respectively in the order of importance. 

With regards to the relationship between SMEs internal factors and access to bank 

financing in Rwanda, which was the main investigating part of the central research 

problem, all six null hypotheses on SMEs internal factors were rejected in favour of 
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alternative hypotheses. The six factors were; lack of business information, lack of 

collateral, lack of managerial competencies, lack of internal funds, lack of networking 

and unethical behaviour. 

(i) Lack of Business Information 

The data from the study revealed that the availability of reliable business information 

has positive impact on the availability of bank financing to SMEs in Rwanda. The null 

hypothesis that there is no significant relationship between the lack of business 

information and non-availability of ban Es in Rwanda was rejected. As a 

1 ant positive relationship between 

was accepted. 
University of Fort Hare 

Together in Excellence 

(ii) Lack of collateral 

According to this study, collateral did positively impact the availability of bank financing 

on SMEs in Rwanda, therefore the null hypothesis that there is no significant 

relationship between the lack of collateral and non-availability of bank finance to SMEs 

in Rwanda was rejected. Conversely, the alternative hypothesis that there is a 

significant positive relationship between the lack of collateral and non-availability of 

bank finance to SMEs in Rwanda was accepted. 
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(iii) Lack of managerial competencies 

Further, the data showed that managerial competency of the owners of SMEs and staff 

did positively impact on the availability of bank financing, hence the null hypothesis that 

there is significant relationship between the lack of managerial competencies and non-

availability of bank finance to SMEs in Rwanda was rejected. In view of this, the 

alternative hypothesis that there is a significant positive relationship between the lack of 

managerial competencies and non-availability of bank finance to SMEs in Rwanda was 

accepted. 

(iv) Lack of Internal funds 

of bank financing to SMEs in Rwanda, cons ntly, the null hypothesis that there is no 
University of Fort Hare 

significant relationship between t gMl z1Rffi~l "j#iBe and non-availability of bank 

finance to SMEs in Rwanda was rejected . In this regard , the alternative hypothesis that 

there is a significant positive relationship between the lack of internal fund and non-

availability of bank finance to SMEs in Rwanda was accepted. 

(v) Lack of Networking 

Data also revealed that networking by the owners of SMEs with the banks did positively 

impact on the availability of debt from banks; hence the null hypothesis that there is no 

significant relationship between the lack of networking and non-availability of bank 

finance to SMEs in Rwanda was rejected. In light of this, the alternative hypothesis that 
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there is a significant positive relationship between the lack of networking and non-

availability of debt to bank finance SMEs in Rwanda was accepted. 

(vi) Unethical behaviour 

Another important finding was that ethical behaviour did positively impact the availability 

of bank financing. The null hypothesis that there is no significant relationship between 

unethical behaviour and non-availability of bank finance to SMEs in Rwanda was 

t at there is a significant positive 

SMEs in Rwanda was accepted. 

University of Fort Hare 
The following findings are from ~1fm to improve the availability of 

bank finance: 

• The study found that that there is a need to train SMEs management and staff on 

different subjects including business plan write-up, business management and 

financial management to enable them prepare relevant business information needed 

by banks to increase SMEs access to credit. 

• The study also found that the current government guarantee facility of 50% risk 

coverage is not adequate hence there is a need for more guarantee facilities that 

cover risk above the current facility of 50%. 
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• The study recognized a need to consider SMEs a priority sector in Rwanda and be 

accorded a special attention for its contribution to the socio-economic development 

of the economy. And a need for a government policy for banks to lend to SMEs a 

certain earmarked percentage of their overall lending. 

• It was found that banks could use more of relationship lending technology to reach 

more SMEs with informational opacity problems. 

• The study also found that SMEs 

the capacity gap to prepare busine r quired by the banks for funding. 

• The study revealed that evalu~tion ot ere 1tf c!Qplications is done from headquarters 
Un1vers1ty o ~·art Hare 

of most commercial banks. Barn~0~'1! r n l~ntralise the loan applications 

evaluation from the headquarters to the branches. Decentralization was believed to 

be faster and time saving. 

• The study found that more bank branches are needed to reach more customers in 

remote area far from town centres, therefore banks need to open up more new 

branches. 
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6.3 Conclusions of the Study 

In view of the findings, this study concludes that there are factors internal to SMEs that 

have an impact on the availability of bank financing to SMEs in Rwanda. These factors 

are: lack of business information, lack of collateral, lack of internal funds, lack of 

managerial competencies, lack of networking, and unethical behaviour. 

Since all six null hypotheses for SMEs internal factors were rejected in favour of the six 

alternative hypotheses. This study con 

• There is a significant positiv 

• There is a significant positive rela • 

availability of bank fina 

ing: 

the lack of business 

een the lack of collateral and non-

.t Hare 
Together in Excellence 

• There is a significant positive relationship between the lack of managerial 

competencies and non-availability of bank finance to SMEs in Rwanda. 

• There is a significant positive relationship between the lack of internal fund and 

non-availability of bank finance to SMEs in Rwanda. 

• There is a significant positive relationship between the lack of networking and 

non-availability of debt to bank finance SMEs in Rwanda. 

• There is a significant positive relationship between unethical behaviour and non-

availability of debt to bank finance SM Es in Rwanda. 

The study also concludes that since the six secondary null hypotheses were rejected in 

favour of the six alternative secondary hypotheses; therefore, the primary null 
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hypothesis for the study that there is no significant relationship between the SMEs 

internal factors and availability of bank financing in Rwanda is rejected and it is 

concluded that there is significant positive relationship between the SMEs internal 

factors and availability of bank financing in Rwanda. 

6.4 Recommendations 

In light of the major findings listed above, the study recommends the following: 

information asymmetry which charac • these firms. Key areas for training 
University of Fort Hare 

include; (i) Business plan write >g& e~ tnr· i'c'i!r~t ideas ready for funding and 

(ii) Business management and financial management skills to properly manage 

businesses and be able to provide business information professionally once a need 

arises and for proper reporting periodically. Therefore, key actors in supporting the 

SMEs sector lead by the GoR should intensify training programs on the areas 

mentioned. 

• The government through the Ministry of Education should develop entrepreneurship 

syllabus at school level to nurture young people into entrepreneurial passion. Banks 

should train their staff to take keen interest in serving the SMEs on building long-

term relationship and institutional capacity in developing interpersonal networks that 
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can help them gather information about SMEs. Banks should organise short training 

to SMEs to create awareness of their funding requirements. 

• The study recommends that the government should introduce more practical 

guarantee facilities for the banks' access funds as soon as the SME defaults to 

encourage banks to extend credit to SMEs. 

• The government through the Ministry of Commerce and Industry should categorise 

the SMEs as a priority sector and 

ensure that a certain earmarked pe 

as a priority sector. 

11 y requiring banks to compulsorily 

ir overall lending is made to SMEs 

University of Fort Hare 
• Banks in Rwanda should emb • ee • • • dending to ensure flow of credit 

to informational opaque SMEs, open up more branches to reach clients in remote 

areas and decentralise credit granting decisions to branches to make timely 

decisions and save clients time. 

• SMEs owners should ensure that they maintain good relationships with banks to 

improve networking and they need to attend seminars and trade fairs and become 

members of relevant trade associations. 

• Lastly, the Rwanda Private Sector Federation should conduct trainings grounded in 

sound ethical management. Unethical behaviours such as deliberately not paying 
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back loans should be harshly punished to limit occurrences of these behaviours 

among SMEs which may results in huge stock of non-performing loans. 

6.5 Suggestions for Further Research 

The issue of SMEs finance is a multi-dimensional and multi-facetted subject that calls 

for a robust information gathering process which could not be achieved by a single 

investigation. Therefore, the following areas of further research are recommended: 

This study investigated the percepti 

access bank funding, which is from a 

k regarding SMEs constraints to 

rspective. Similar studies can be 

done to investigate the perception of the en1tF~.t"\-r-t:(heurs as a demand-side perspective. 
University of Fort Hare 

Together in Excellence 
Further studies could also investigate obstacles for SMEs to access funding from other 

sources of external finance like government agencies and non-governmental 

organisations (NGOs). 

Since SMEs do not get adequate bank financing, a research could be carried out to find 

the extent to which they resort to informal of financing like family, friends and 

professional money lenders. 

Lastly, a similar study like this could be duplicated in a different economy of East African 

region like Uganda or Burundi with similar economic environment to Rwanda and test if 

these factors bear similar results. 
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6.6 Conclusion 

This final chapter provided a summation of the entire study. It highlighted the important 

matters which came out of this study regarding SMEs internal factors that constrain 

access to bank credit. The study concluded that there is a significant positive 

relationship between six SMEs internal factors (lack of business information, lack of 

collateral, lack of managerial competency, lack of internal funds, lack of networking and 

unethical practices) and non-availability of banks financing in Rwanda. 

As has been demonstrated by the stucif 

to many economies especially in the d~11 ~
1
1N~lrt.rtl 

requires an urgent attention by all those 

of SMEs financing is a challenge 

ntries. It is a serious matter that 

. It is hoped that it will be given the 

utmost consideration that 

transformation of Rwanda. 

V 

Together in Excellence 
nt and socio-economic 
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APPENDICES 

Appendix 1: Questionnaire 

-·· 
University of Fort Hare 

Together in Excd1ence 

Dear Respondent, 

My name is GATABAZI Emmanu __ ------r- e Vice Rector Administration and 
Finance of KIST, pursuing a ,..,.,. ..... .,.._.. (PhD Degree from the University of 
Fort Hare - Faculty of Manader-~rtttam ,....,.r('i,"1~,~.,.A-.t!!!.I 1 ~h+11r"Africa. My PhD thesis is 
entitled "Bank Finance in develop~ . ~§ (;lftifsal of relevant determinants 
in Rwanda." The study focuses on SMEs factors that constrain the access to bank 
financing. 

The data received in this study will be used for scholarly purposes only. Your responses 
will be treated as strictly confidential and will not be disclosed to anyone else. Please 
feel free to express your opinion and note that no answer is regarded as wrong. Your 
co-operation is highly appreciated and is a determinant factor for the success of my 
work. It will take you less than 30 minutes to concentrate and fill this questionnaire. 

Feel free to contact me any time on 0788302784 for any queries regarding this 
questionnaire or the study. I will be happy to give all necessary clarifications. You may 
also email me at vraf@kist.ac. rw. If you wish to get a copy of the findings of this 
research I will be delighted to share it with you. 

Instructions: 
- Indicate your answer by marking a tick in the box provided. 
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Section A: Biographical information of respondent 
1) Gender 

2) Age 

Below 20 21-30 years 31-40 years 41-50 years 51-60 years Above 60 
years years 

3) Your highest academic level of Educational 

Below Degree (Humanite or Baccalaureat ) 

Bachelor Degree (Licence) 

Post Graduate e.g. Masters 

University of Fort Hare 
Others Together in Excellence 
(Specify) ______ ___________ _ 

4) Experience in the banking sector (years) 

1-5 6-1 0 11-15 16-20 Above 20 

5) What is your post in the bank: 

6) Which department do you belong to: 
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Section B: Important factors when evaluating loan applications of the SMEs 
Please indicate the importance of the following factors when evaluating loan 
applications of the SMEs on ?-point scale (1 to 7): 

1 2 3 4 5 6 7 
Not Less Fairly Moderately Considerably Very Extremely 
important important Important Important Important Important Important 
all 

S/N Loan application evaluation factors Importance of the Factor 

1 
2 
3 
4 
5 

6 

1 2 3 4 5 6 7 
Availability of business information 
Acceptable collateral ~[\/\/1,-1 1r? 

Managerial competency of the ow h~r? 

SME Internal Funds I ',. 
-~- ,,,I? 

Relationship between the bank anti ]~S:t!~s 
(Networking with the bank) \ rn_Q_ .!.!!_MEN 

J 
Ethical behaviour of the owner ' 

, 
/ ._ ----

University of Fort Hare 
Section C: Reasons why bank cfUJj~ffi~AHMl~sible by SMEs 

Please indicate your level of agreement or disagreement with the following statements 
about why bank financing is not easily accessible to SMEs, using a 7-ponit scale (1 to 
7): 

1 2 3 4 5 6 7 
Strongly Considerably Slightly Neutral Moderately Considerably Strongly 
Disagree Disagree Disagree Agree Agree Agree 

Reasons why bank credit is not easily accessible Level of agreement or 
to SMEs disagreement 

1 2 3 4 5 6 7 
1 Business Information 
i Lack of project feasibility study (technical and 

financial) 
ii The Enterprise have no Business plan 
iii The Enterprise have no market potential 
iv Lack of Environmental Impact Assessment from 

REMA 
V Lack of clearance of the Healthy and Safety 

issues of the relevant authority 
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Reasons why bank credit is not easily accessible Level of agreement or 
to SMEs disa ;ireement 

1 2 3 4 5 6 7 
vi The Enterprise is not financially viable 
vii Lack of financial statements 
viii Cash flow forecast does not show that credit can 

be repaid 
ix The business plan does not articulate the 

business opportunities 
X The business plan does not cover all key issues 

compressively 
xi The Entrepreneur does not have all necessary 

business documentation 
xii The entrepreneur does not have suitable 

business premises 
xiii The Enterprise does not have growt rlJJ~uinii~i /I 0 
2 Collateral --~ 
i No adequate immovable and movat I~ ri:ln_gible '~ 

assets 
I IN VID[' I -

(e.g. buildings and land as collateral 
LU MINE Bl MUS 

TUQ_ .!:.!!_MEN 

ii No adequate current assets (e.g. red vao1es or , 

other materials, stock as collateral) -
iii Lack of joint guarantee by Nin.fl•~ ~:~rsity of Foi tH. tre shareholders, stakeholders e c m .1 • r, ., 

iv Lack of guarantee by Governmehf/ t:u Lt::,/ u L ,- ,{ .__-'='! ~•Lt;~ 

V Lack of fire and accidents Insurance 
vi Lack of share certificates of share-holding in 

another company 
vii Lack of guarantee by International Finance 

Institutions (IFI guarantee) 
3 Managerial Competency of the SME owner 
i Lack of adequate technical capacities in the 

business field for which the finance is sought 
ii Lack of experience relevant to the business by 

the owner 
iii The owner lacks demonstrated managerial ability 
iv The owner is not familiar with market/industry 
V The owner has no talent in business he/she 

wants to run 
V The owner has no education 
vi The owner has no business skills 
4 SME Internal Funds 
i Lack of minimum equity contribution by owner 

ii No enough net profit from financial statements 
iii There is no retained earnings by the Enterprise 
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Reasons why bank credit is not easily accessible Level of agreement or 
to SMEs disa ~reement 

1 2 3 4 5 6 7 
5 Relationship between the bank and SME 

owner (Networking with the bank) 
i The Entrepreneur has never been our customer 

and no prior relationship between the bank and 
the him/her 

ii There is a very short history of relationship 
between the bank and Entrepreneur 

iii The Entrepreneur does not have good reference 
on integrity 

iv The Enterprise does not belong to a professional 
association (e.g. Rwanda Private Sector 
Federation and its chambers) 

V No verifiable supply of inputs (e.g. rc:t:~fil~r·~;;-tlS 
in place for the Entrepreneur when vis""'<l)K VI 

6 Ethical Behaviour of owner y 
i The owner has bad cred it records ----- _v~II IN 

ii The owner has no moral solvency a ~I 
~ !c' 'l.' .. 
h 11.lt!!l ~;iN II 

iii The owner might divert funds and use It tO otner -1 
activities not related to the business 

iv The owner might default 0 11Viwnn:::._;-.:::.; .;.-;-,.=. •tf u , ~ .• , n, ... IJ, "'1"9r'I> 

V The owner might be dishonest¥Kee~minf~ .'-J.1..E.1. '-JlJ 
L .1..1.t 1..1.'-' 

promises and commitments oge e zn xce 1 ence 
vi The owner paid his/her last loan with difficulties 
vii The owner might give false information and 

polished financial statements 
viii Demonstrated untrustworthiness toward fulfilling 

responsibilities 

Section D: Please rank the following factors as to why bank credit is not easily 
accessible to SMEs (with 1st being the most important and 6th being the least 
important): 

SIN Factors Level of importance 
1 Lack of business information 
2 Lack of collateral 
3 Lack of managerial competency 
4 Lack of Internal Funds 
5 Lack of relationship between the bank and the 

SME (Networking with the bank) 
6 Unethical behaviour of SME owners 
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Section E: What is the percentage of total bank financing to Industries that go to 
SMEs compared to Large Industries: 

S/N SMEs Large Industries Tick only one 

1 Less than 10% More than 90% 
2 10% - 19% 81% - 90% 
3 20% - 29% 71% - 80% 
4 30% - 39% 61% - 70% 
5 40% -49% 51% - 60% 
6 50% 50% 
7 Above 50% Below 50% 

of bank financin to 
SMEs in Rwanda. 

What can you recommend to improve bank financing to SMEs in 
Rwanda? 

.................................... ..... ·v --r ity-of-F0 -t -H r-e ••· •·· •·· •·· •·· •·· •·· •·· •·· •·· •·· 

.................................... ......... '[99.<;thf!X.l,:l; .e.~~{!l/f!.JJC:~ ......... ............................. . 

Other comments you may wish to make in respect of this research: 

Thank you very much for your co-operation and participation!! 
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Appendix 2: Letter from the University of Fort Hare to Bank of Kigali 

Faculty of Managentent & Commerce 
Executive Dean's Office 

Tel: 040-6022533/2184/Fax: 040 60225141 
Mobile: 0724613827/0795165999/ 
I Email:vmbalo@ufh.ac.za/rthakhathi@ufh.ac.za I 
iFax: 0866276539 

The Managing Director 
Bank of Kigali (BK) 
Kigali 

Dear Sir, 

lJniversitv of Fort Haro 
·roy(~th<-,, . i n f ~x ,·t•lh/nci. lr 

24th August 2011 

This is to certify that Mr. Emmanuel Tho ·t registration number 201012854 is a 
student studying a Doctor of Philosophy ('1?~~~~~!)¢ulty of Management and Commerce, 
University of Fort Hare. 

His PhD thesis is entitled "Bcn ... ., ... ..... .,.,,anm-,r.o ~L1~1it1111il'l~ .DJ.\jOJC'f>~An appraisal of relevant 
determinants in Rwanda". The stud t®0t/G!e ctJ~laU:flB''teonstrain the availability of bank 
financing to SM Es. In order to successfully complete his research project, he needs to carryout 
field research from banks in Rwanda. 

This office will be grateful if you could allow him to collect data in your bank through 
questionnaires. We would also be grateful if you could provide him with the bank documents 
like annual reports, strategic plan and other bank policy documents. The data and information 
that Mr. Gatabazi shall collect will be used strictly for scholarly purposes only and remain 
confidential. 

Your co-operation is highly appreciated by the Faculty of Management and Commerce as well 
as by University of Fort Hare. 

Sincerely yours, 

• ~\' ~>· , c-2 . . · .. -. . ·. ·a , u .. .... . '• 
l1 

Professor R Thakhathi 
Dean 
Faculty of Management and Commerce 
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Appendix 3: Letter from the University of Fort Hare to Banque Populaire 

Faculty of Managen1ent & Commerce 
Executive Dean's Office 

Tel: 040-6022533/2184/Fax: 040 60225141 
Mobile: 0724613827/0795165999/ 
I Email:vmbalo@ufh.ac.za/rthakhathi@ufh.ac.za I 
iFax: 0866276539 

The Managing Director 
Banque Populaire du Rwanda (BPR) 
Kigali 

Dear Sir, 

"' 
lJ niv(~rsitv of Fort Hare 

Ti1y,•f/,.:1 . i.11 1;.,·cdl1·Hn: 

24th August 2011 

This is to certify that Mr. Emmanuel Tho t registration number 201012854 is a 
student studying a Doctor of Philosophy {\>i~}@~~~gulty of Management and Commerce, 
University of Fort Hare. 

His PhD thesis is entitled "Bal-111 ........ 1 .... _....,__ ~veftj11iiln~ .t)J\jn:6CAn appraisal of relevant 
determinants in Rwanda". The stud tro:eliinfl:ro eonstrain the availability of bank 
financing to SM Es. In order t o successfully complete his research project, he needs to carryout 
field research from banks in Rwanda. 

This office will be grateful if you could allow him to collect data in your bank through 
questionnaires. We would also be grateful if you could provide him with the bank documents 
like annual reports, strategic plan and other bank policy documents. The data and information 

'•f that Mr. Gatabazi shall collect will be used strictly for scholarly purposes only and remain 
confidential. 

Your co-operation is highly appreciated by the Faculty of Management and Commerce as well 
as by University of Fort Hare. 

Sincerely yours, 

Professor R Thakhathi 
Dean 
Faculty of Management and Commerce 
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Appendix 4: Letter from the University of Fort Hare to Banque Commerciale 

Faculty of Management & Commerce 
Executive Dean's Office 

Tel: 040-6022533/2184/Fax: 040 60225141 
Mobile: 0724613827/0795165999/ 
I Email:vmbalo@ufh.ac.za/rthakhathi@ufh.ac.za I 
iFax: 0866276539 

The Managing Director 
Banque Commericiale du Rwanda (BCR) 
Kigali 

Dear Sir, 

Univcrsitv of Fort Hare 
'J'o!l<' tlH;t. i11 hn·d i<·11,:,• 

24th August 2011 

This is to certify that Mr. Emmanuel Tho it registration number 201012854 is a 
student studying a Doctor of Philosophy l~~~~~!Ef~M ulty of Management and Commerce, 
University of Fort Hare. 

His PhD thesis is entitled "B ~vEHtidim~ .JSl\llBs~ An appraisal of relevant 
determinants in Rwanda". The stud OO~~e afJttlli~IIINcilCceonstrain the availability of bank 
financing to SM Es. In order t o successfully complete his research project, he needs to carryout 
field research from banks in Rwanda. 

This office will be grateful if you could allow him to collect data in your bank through 
questionnaires. We would also be grateful if you could provide him with the bank documents 
like annual reports, strategic plan and other bank policy documents. The data and information 

~; that Mr. Gatabazi shall collect will be used strictly for scholarly purposes only and remain 
confidential. 

Your co-operation is highly appreciated by the Faculty of Management and Commerce as well 
as by University of Fort Hare. 

Sincerely yours, 

Professor R Thakhathi 
Dean 
Faculty of Management and Commerce 
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Appendix 5: Letter from the University of Fort Hare to Eco Bank Rwanda 

Faculty of Managen1ent & Commerce 
Executive Dean's Office 

Tel: 040-6022533/2184/Fax: 040 60225141 
Mobile: 0724613827 / 0795165999/ 
I Email:vmbalo@ufh.ac.za/rthakhathi@ufh.ac.za I 
iFax: 0866276539 

The Managing Director 
Eco bank, Rwanda 
Kigali 

Dear Sir, 

Un iversitv of Fort 1-lare 
'.1<'11;diu:1. in f{,ff,•1'!<:11,,(! 

24th August 2011 

This is to certify that Mr. Emmanuel Tho a · It registration number 201012854 is a 
student studying a Doctor of Philosophy (~~~m::J~ ~ 1¢ulty of Management and Commerce, 
University of Fort Hare. 

His PhD thesis is entitled "Bd1-r11Y'-.&f"it'1i~«J'=!! «e.vE:no:111J111a -'liJL-11¥-H.JD :-- An appraisal of relevant 
determinants in Rwanda11

• The stud M000lf n--,,,..il~ onstrain the availability of bank 
financing to SM Es. In order t o successfully complete his research project, he needs to carryout 
field research from banks in Rwanda. 

This office will be grateful if you could allow him to collect data in your bank through 
questionnaires. We would also be grateful if you could provide him with the bank documents 
like annual reports, strategic plan and other bank policy documents. The data and information 
that Mr. Gatabazi shall collect will be used strictly for scholarly purposes only and remain 
confidential. 

Your co-operation is highly appreciated by the Faculty of Management and Commerce as well 
as by University of Fort Hare. 

Sincerely yours, 

Professor R Thakhathi 
Dean 
Faculty of Management and Commerce 
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Appendix 6: Letter from the University of Fort Hare to Fina Bank 

Faculty of Managen1ent & Commerce 
Executive Dean's Office 

Tel: 040-6022533/2184/Fax: 040 60225141 
Mobile: 0724613827/0795165999/ 
I Email :vmbalo@u.fh.ac.za/rthakhathi@ufh.ac.za I 
iFax: 0866276539 

The Managing Director 
Fina Bank 
Kigali 

Dear Sir, 

Universi tv of Fort llare 
"/t.>u,:th.i...:·r it~ f:.•:, ~,._•lh~:u.·i:-

5th October 2011 

This is to certify that Mr. Emmanuel Tho 
student studying a Doctor of Philosoph 

·t registration number 201012854 is a 
~M2~1ffl~tre~f¢ulty of Management and Commerce, 

University of Fort Hare. 

His PhD thesis is entitled "Ba1R-1lfl.lf1.tri:~~ a.e.v,~iar11J1:11R . An appraisal of relevant 
determinants in Rwanda". The stud~Qlbe~1e n---,.,,'ft~ onstrain the availability of bank 
financing to SM Es. In order t o successfully complete his research project, he needs to carryout 
field research from banks in Rwanda. 

This office will be grateful if you could allow him to collect data in your bank through 
questionnaires. We would also be grateful if you could provide him with the bank documents 
like annual reports, strategic plan and other bank policy documents. The data and information 
that Mr. Gatabazi shall collect will be used strictly for scholarly purposes only and remain 
confidential. 

Your co-operation is highly appreciated by the Faculty of Management and Commerce as well 
as by University of Fort Hare. 

Sincerely yours, 

Professor R Thakhathi 
Dean 
Faculty of Management and Commerce 
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Appendix 7: Letter from the University of Fort Hare to Rwanda Development Bank 

Faculty of Management & Commerce 
Executive Dean's Office 

Tel: 040-6022533/2184/Fax: 040 60225141 
Mobile: 0724613827/0795165999/ 
I Email:vmbalo@ufh.ac.za/rthakhathi@ufh.ac.za I 
iFax: 0866276539 

The Managing Director 
Rwanda Development Bank 
Kigali 

Dear Sir, 

This is to certify that Mr. Emmanuel Tho 
student studying a Doctor of Philosophy ( 
University of Fort Hare. 

Univer:::;itv of Fort Hare 
To11••fh<~r in hY1'.:,/l,•1w.: 

24th August 2011 

t registration number 201012854 is a 
~~~~dulty of Management and Commerce, 

His PhD thesis is entitled "B a.eivmOD ~-,,..,, An appraisal of relevant 
determinants in Rwanda11

• The stud Constrain the availability of bank 
financing to SM Es. In order t o successfully complete his research project, he ,needs to carryout 
field research from banks in Rwanda. 

This office will be grateful if you could allow him to collect data in your bank through 
questionnaires. We would also be grateful if you could provide him with the bank documents 
like annual reports, strategic plan and other bank policy documents. The data and information 
that Mr. Gatabazi shall collect will be used strictly for scholarly purposes only and remain 
confidential. 

Your co-operation is highly appreciated by the Faculty of Management and Commerce as well 
as by University of Fort Hare. 

Sincerely yours, 

I' ck, . q,~ 
ll 

Professor R Thakhathi 
Dean 
Faculty of Management and Commerce 
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Appendix 8: Frequency distribution on reasons why bank credit is not easily accessible by SMEs 

Factors 

1. 
Business 
Information ii 

iii 

iv 

V 

vi 

vii 

Sub- Factors 

Lack of project feasibility study 
(technical and financial)_ 
The Enterprise have no Business 
r:?_lan 
The Enterprise have no market 
QOtential 
Lack of Environmental Impact 
Assessment from REMA 
Lack of clearance of the Healthy 
and Safety issues of the relevant 
authority_ 
The Enterprise is not financially 
viable 
Lack of financial statements 

viii I Cash flow forecast does not 
show that credit can be repaid 

ix I The business plan does not 
articulate the business· 
opportunities 

x I The business plan does not 
cover all key issues 
com_pres~ively 

xi I The Entrepreneur does not have 
all necessary business 
documentation 
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Q) 
Q) 
a.. e en 

Q) Q) Q) Q) <( Q) 0 
Factors Sub- Factors ..., Q) ..., 0 

- Q) 
I.. 

Q) cu en C) I.. - I.. cu ;:; I.. Q) C) Q) c: en a, en ..., C, a.. C: .c cu ..., .c Q) Q) C: Q) -O CU "C cu .!2> ti) ::s C) "C a.. 0 a.. cu cu 
I.. ti) 0 -~ 0 C) I.. C) 

..., 
Q) ...., ·- en c Q) en en <( 

0 en C :i= C z :i= <( I- :i= 
xii The entrepreneur does not have 9 14 13 20 22 19 20 117 4.44 

suitable business premises 
xiii The Enterprise does not have 2 11 39 36 29 117 5.66 

growth potential 
2. i No adequate immovable and 1 4 33 30 49 117 6.04 
Collateral movable tangible assets C 

(e.g. buildings and land as '::-3 ...... 
collateral) . 9 

ii No adequate current assets (e.g. 5 0 - 35 33 33 117 5.55 

./~ receivables or other materials, ;:::t' ...... 

stock as collateral) ~q ...... ,g I? 

iii Lack of joint guarantee by 10 ,;. L.....!. 

!........, 1~ 
::> 30 24 24 117 4.89 

\; )~ I C, <I 
spouses, shareholders, \j ~c' ·-z~ 

. :;( 
stakeholders etc ~o \I 

iv Lack of guarantee by 12 ~- 1-4- 1---- l .j 23 27 40 117 5.35 
Government 

V Lack of fire and accidents 21 4:; 3 11 26 21 31 117 4.74 
Insurance (D 

vi Lack of share certificates of 32 11 6 17 12 16 23 117 3.91 
share-holding in another 
company 

vii Lack of guarantee by 32 9 5 14 11 10 35 116 4.15 
International Finance Institutions 
(IFI Quarantee) 

3. i Lack of adequate technical 1 4 4 11 29 36 32 117 5.56 
Managerial capacities in the business field 
Competency for which the finance is souQht 

ii Lack of experience relevant to 2 4 10 33 32 36 117 5.68 
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Factors 

iii 

iv 

V 

V 

vi 

Sub- Factors 

the business by the owner 
The owner lacks demonstrated 
managerial ability 
The owner is not familiar with 
market/industry 
The owner has no talent in 
business he/she wants to run 
The owner has no education 

The owner has no business skills 

4. i Lack of minimum equity 
SME Internal contribution b remoter/owner 
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Funds ii No enough net profit from 40 
financial statements 

iii 

s. Ii 
Relationship 
between the 
bank and 
SME owner I ii 
(Networking 
with the 
bank) I iii 

There is no retained earnings by I I b.-4 I 4 I 9 I 43 
the Enterprise (the owner uses 
the enterprise profit for personal 
use) 
The Entrepreneur has never 
been our customer and no prior 
relationship between the bank 
and the him/her 
There is a very short history of 
relationship between the bank 
and EntreQreneur 
The Entrepreneur does not have 
good refer~nce on integrity 

24 

16 

6 
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11 

14 

5 

206 

7 8 20 

18 5 25 

12 10 28 

.s cu 
a.. Q) 
Q) Q) 

"'C ... 
0 C) 

<( 

26 

36 

26 

29 

26 

34 

38 

24 

17 

17 

25 

0 
(.) 

g> iLQ) -0 a, ca a.. ..., 
a.. C) 0 ..., 1-U}________ -

u, 
C ca 
Q) :e 

35 117 I 5.53 

31 117 I 5.53 

32 116 I 5.17 

20 117 I 4.51 

34 117 I 5.24 

50 117 I 6.11 

31 116 I 5.78 

35 117 I 5.61 

30 117 I 4.37 

22 117 I 4.26 

31 117 I 5.12 
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Q) ... Q) 
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Factors Sub- Factors ....., Q) ....., (.) 
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I.. u, 0 -~ ~: ~: ..... Q) ..... ·- en c Q) 0 en C :E C z en t- :E -

iv The Enterprise does not belong 29 16 9 17 17 15 14 117 3.67 
to a professional association 
(e.g. Rwanda Private Sector 
Federation and its chambers) 

V No verifiable supply of inputs 7 11 18 19 29 16 16 116 4.41 
(e.g. raw materials) in place for C: 
the Entrepreneur when visited t:J ' .. ....... . 

6. i The owner has bad credit 1 4 13 27 71 117 6.37 
Ethical records -Behaviour of ii The owner has no moral 1 qq· ( ? 27 27 53 116 6.01 
owner solvency and integrity _(~ l? 

"'"'· 15~ z, 7 

iii The owner might divert funds and ;:::l 0 

\JI 1 ~• ~,1~ 
::::,, 24 35 46 117 5.97 

use it to other activities not t?:l :::::::,, 
me -~, 
ZG 

related to the business ~o \I 
iv The owner might default on loan ~- 14- 2 4 30 37 43 117 5.96 

;=:j 
re-payment 

V The owner might be dishonest in 4 10 30 41 32 117 5.74 
keeping promises and - (D 

commitments 
vi The owner paid his/her last loan 1 2 5 9 31 39 30 - 117 5.60 

with difficulties 
vii The owner might give false 1 2 8 19 44 43 117 5.97 

information and polished financial 
statements 

viii Demonstrated untrustworthiness 1 11 25 34 46 117 5.96 
toward fulfillinQ responsibilities 
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