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Abstract

Formal financial sectors are not encouraging low income peoplesin order to access credit, Dueto their
strong regulation when they lend money .The general objective of this research is to assess the influence of
informal finance institutions on the performance of SVIEs in Addis Ababa, Addis Ketema and Arada Sub city.
The specific objectives were; To examine the influence of “EQQUB”, as a source of finance, on the
performance of SMEs; To examine the influence of “TRADE CREDIT”, as a source of finance, on the
performance of SMEs; To examine the influence of “USURY”’, as sour ce of finance, on the performance of
SMEs; To examine the influence of “SELF — HELP GROUP’” as source of finance, on the performance of
SMEs; To examine the influence “FAMILY AND FRIEND SUPPORT” as source of finance, on the
performance of SMEs. The study engaged descriptive research design. The population of the study was 4227
SMEs. A sample size of 200 was selected using random sampling. This study used primary data which was
collected through use of a questionnaire. SPSSwas used to produce frequencies, descriptive and inferential
statistics which was used to derive conclusions and recommendation regarding the population. In particular,
correlation and multiple regression analysis were conducted. The study found out that Eqqub, self-help group
finance, family and friends finance, trade credit finance and Usury finance sour ces influence the performance
of SMEs. Eqqub, Self-help group finance, family and friends finance and trade credit finance has a positive
influence on the performance of SMEs while Usury finance sour ces have a negative influence on the
performance of SMEs. The study recommended that SMES need to put more emphasis on informal form of
finance (Eqqub, self-help group finance, family and friends finance and trade credit finance). Informal
finance sources Usury need to be avoided by SMIEs if possible since it charges high interests and it terms and
conditions are more stringent.

Key words — Eqqub finance, self help groups finance, Trade credit finance, family and friends finance, Usury

finance
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CHAPTER ONE

1 Introduction

1.1 Background of the study
Most countries use SMEs as an engine of the economy growth. According to (Eniola and Ektebang2014)

SME have been acknowledged to have an impressive potential for sustainable development. The surplus of
the workforce from bigger was able to reinstated back to the employment mainly through the growth of
SME.

Most of African countries financial institutions are not encouraging low income peoples in order to access
financial services such as insurance and credit. The Initiative for Smallholder Finance recently estimated that
local banks meet less than 3 percent of overall demand (A Guide to Working with Informal Financial
Ingtitutions, 2014). In the absence of commercial banks, informa community-based organizations, such as
village-based savings and credit groups, serve as an important gateway through which rural farming

communities can access much-needed capital (A Guide to work with informal financial institutions, 2014).

According to (Lin Justin Yifu,2006) SME financing suffer more series information asymmetric to extent that
most SMEs are opague and can only provide less collateral (Information informal finance and SM E
financing). Due to the heavily regulation of formal financia institutions most SMEs don’t meet their
financial demand from this sectors. So that is the reason why the informal finance emerges in order to foster
the economic development. According to (KARACHI, 2002), as in many other developing countries, the
high cost of doing business on formal sector drives the SMEs into the informal sector. Thisis quite often not
recognized by the policy-makers. 70% of all micro, small and medium-sized enterprises (MSMES) emerge
in the market have lack of access to credit. While the gap varies considerably region to region, it’s
particularly wide in Africa and Asia. According to (Fadahunsi, 1997) the high mortality rate of SME is

about 85 out of 100 in Africaas aresult of lack of access to source of financing and entrepreneurial skill.

Since 2010, Ethiopia shows rapid growth to become one of the developing countries of the world. However
the country face different challenges like any African countries regarding with unemployment and mitigation
of poverty. SMEs plays dominant role by giving solution for this challenge. Small and medium enterprises

development program in Ethiopia meaningfully has been given due attention by the government since
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2004/2005 (Mulu, 2008). In addition to this, (Konjit Debela, 2014) SME development program in Ethiopia
focuses on benefiting the population group like Unemployed youth & women
TVET school graduates, drop outs,

existing SMESs such as weavers, street vendors, traditional handicraft operators,People who live on the Street,
Etc. Moving informal SMEs into the formal sector can have considerable advantages for the SME by
providing sufficient Credit to access improving SMESs’ access to finance and finding solutions to unlock

sources of capital is crucial to enable this potentially dynamic sector to grow and provide jobs (WBG, 2015).

The Ethiopian government has prepared a private sector development strategy to improve the productivity and
modernization of the agricultural sector, and boost the technological sophistication and economic input of the
industrial sector. It has also identified the development of micro, small and medium enterprises (MSMES) as a
key industrial policy direction for creating employment opportunities for millions of Ethiopians. However, al
this is not sufficient and much more remains to be done to unleash the full potential of SMEs, ( Guang Zhe
Chen, WBG country director for Ethiopia).

According to the development strategy of Ethiopia, which is published in 2011, classifies the range of SME

based on their capital and labor for both industry and service sectors.

Industry $6000.00 or E4500.00
<Birr 100,000.00
Service =5 $3000.00 or E2200.00 or
<Birr 50,000.00
2 Small Industry 6-30 $90,000.00 or £70,000.00
<Birr 1,500,000.00
Service 6-30 <Birr 500,000.00

SMEs (small and medium enterprise) is a convenient for segmenting businesses and other organizations that

are somewhere between the “small office- home office” (SOHO) size and the larger enterprise. Small and

medium enterprises are strategically important for entrepreneurship development because they curb

and increase the competitiveness of the market. (Negash E and Kumera L, 2016).
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In Ethiopia, informal financial sectors like Eqqub, Self-help group, Usury (Arata), family and friend and trade
credit etc play a significant role by providing credit to SMEs. In the formal finance, SMESs have less credit
opportunity than big firms. In Ethiopialow income peoples get their financial need from Informal institutions.
According to their strong regulation formal financial institution required collateral when they lend money. But
the SMEs do not have access to take credit due to lack of minimum requirement like financial statement,
book of records, collateral etc. SMEs face different challenges on their life cycle like working capital
shortage, startup capital, access to market and managerial competency. Whereas, (Gebrehiwot and
Wolday 2006) noted that the challenges are lack of access to credit, insufficient loan size and time delay and
collateral.

1.2. Statement of the Problem
Apart from increasing per capita income and output, SMES create employment opportunities, enhance
regiona economic balance through industrial dispersal and generally promote effective resources
utilization considered critical to engineering economic growth (Tagoe, 2005). Most of the time funds do
not available by the formal financial sectors to particularly for SME. The complex application procedure for
formal financial institutions increases the application cost and discourages SMEs from accessing formal
credit, even if they could be satisfied in the formal credit system (Nguyet, 2014).

According to Central Statistical Authority (CSA) in 2003 revealed that 30,000 small and medium enterprises found in
Addis Ababa. Where as, the Addis Ababa city administration small and medium enterprise project office in 2009
revealed that 25,399 enterprisesfoundin A.A

According to this, the valuable role in promotion of economic growth, job creation and the mitigation of
poverty, research conducted on SMEsin by (Mead & Liedholm1998) confirmed that on average, thereare
more SME closures than expansionsdueto lack of accessto credit. Wher eas, informal financial source
mor e helpful for them by providing credit. Regarding with the Informal and semi-formal financial
ingtitutions respond relatively well to the financing needs of SMEs in slums and in the rural areas compared to
the formal financia institutions (Kashuliza et al., 1998).

Even through, many studies have been conducted on the effect and roles of banking institutions and
semi- formal institution on SMEs growth. However, as with many developing countries, there is
limited research and scholarly studies about the influence of informal sectors on the perfor mance of
SMEsin Ethiopia.

Inefficient credit opportunity from the formal financial sectors in Ethiopialead the SMEs to rely on informal

finance like Eqqub, Self-help group, family Support, friend Support, Trade Credit even if they pay high
13



interest relatively when it compare with formal one. According to (Michagl & Cesare studies, 2006) the
interest rates charged by informal and semi-formal sectors are high. Due to the shortage of long term loan

SMEs depend on high cost and short term finance.

According to Beck and Demigue Kunt (2006) SME firms still experiences various difficulties to boost
developmental growth particularly in financing. In addition the sector is facing financial challenge that

impended itsrole in the economy.

So this research expected to explore the source of funds which SMEs use from informal institution like
EQQUB, self help, family and friend support, trade credit and their influence on the on their performance. The
following are the research questions of the study.

1.3 Resear ch Questions
= How using Eqqub affect the performance of SMES?

= How using Trade Credit affect the performance of SMES?

= How using Self- help affect the performance of SMES?

= How using family and friend support affect the performance of SMES?
= How using Usury affect the performance of SMES?

1.4 Objectives of the Study

1.4.1 General Objective
The general objective of thisresearch isto assess the influence of informal finance institutions on the

performance of SMEsin Addis Ababa, Addis Ketema and Arada Sub city.
1.4.2 Specific Objective
- To examine the influence of “EQQUB?”, as a source of finance, on the performance of SMEs.
To examine the influence of Trade Credit, as a source of finance, on the performance of SMEs.
To examine the influence of Usury, as source of finance, on the performance of SMEs.
To examine the influence of self — help as source of finance, on the performance of SMEs.

To examine the influence family and friend support as source of finance, on the performance of SMEs.

1.5 Significance of the Study
The objective of this study is to show how SMES are important to Economic growth in developing countries.

And to show how this study is necessary for the various stakeholders like financial institutions, owners and
managers of Small and Medium Enterprises, to government and non- governmental organizations,

r esear cher s and academicians.
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This paper help the government to design and implement means to enhance the capability of SMEs by giving
credit access to significantly foster the economic growth of the country and it used as future preference for

policy makersin order to draw some guidelines.

For the formal financial institution it will help to understand the influence of informal financial sources and
get an opportunity of controlling the money which is circulating outside the formal institution serving

SMEs by providing credit facility might increase deposit mobilization.

This study will help the managers of SMEs how to deal with their financia constraints and to indicate
other source of finance which give them better possibility to survive and be successful in developing
economy. And managers able to know that the factors that hold back of getting credit and how high
interest paid to informal financial source. This study more helpful to scholars and other researchers who

are seek to know more about the impact of informal financial sources on the performance of SMEs.
1.6 Scope of the Study

This research thesis targeted on the influence of informal financial institutions on the performance of SMEs.
The researcher conducted SMEs found in both Addis Ketema and Arada sub cities rather than other part of
Addis Ababa sub cities and other country segments. this study doesn’t explain about other role of informal
financial sources. Thus any roles of informal financial sources play in other part of the society rather than
SMEs were not addressed in this study. According to this research thesis was not being entirely about
informal financial source instead, it only examine the influence of informal financial on the performance of

small and medium enterprises.
1.7. Limitations of the Study

One of the challenge on data collection were unable to reach or contact the owners of the business due to their own
reasons. In addition to this, most respondents were not willing to respond the financia part of the questionnaire
because they perceived wrongly about the objective of the research they thought for tax purpose due to that reason

researcher decided to drop the financial part continue on the non financial aspect.

Another limitation of this study were absence of complete and organized information about the enterprise from sub-city
make difficulty to get the address of the enterprises to be studied Furthermore, the enterprises are very  discrete which
makes the study difficult to distribute and collect the questionnaires on the planed periods and Some of SMES were
closed due to different problems.
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1.8 Organization of the Study

The study is divided into five sections. Chapter one was the introductory part of the study which contains
background of the study, statement of the problem, objectives of the study, research questions, significance
of the study, scope of the study, limitation of the study and the last but not the least organization of the study.
Chapter two is exclusively devoted to the review the key concepts of the problem to related literature on
impact of informal financial sectors on the performance of small and medium enterprises.

Chapter three Chapter three deals with the methods used to collect and analyze the data. While chapter four
presented analysis of findings and discussion of the empirical data. And chapter five present conclusions of

the findings, recommendations and annex relevant for the study.
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Chapter Two

2. Literature Review

2.1 Introduction

The chapter presented the theoretical framework .The theoretical framework captured the various theories that
informed the study. The chapter also presented the empirical literature review. In the empirical literature
review, the findings were critiqued to establish the knowledge gaps. The chapter based its argument on
information retrieved from books, journals, research papers, web articles, conference proceedings and session

papers. Conceptual framework showed the rel ationship between independent and dependent variables

2.2. Theoretical review

2.2.1 Small and Medium Enterprise (SME)

SMEs play a significant role in job creation and make important contributions to economic growth in
developing and developed economies equally. Creating a dynamic SME sectors highly the economic

development agendas of particularly al countries around the world.

However, SMEs are financially more constrained than larger firms in both developed and developing
countries. . Beck (2005) suggested that in developing economies including Sub-Saharan Africa, SMEs are
typically more credit- constrained than large firms, severely affecting their possibilities to grow. In addition to
this(\World Bank, 2015)revealed that’s mall firms face more challenges in obtaining formal financing than

large firms. They are much likely to be rejected for loans, and are less likely to have external financing.

Most SMEs rely for financing their business either on internal financing or external financing. Whether an
SME is a startup stage or already an established business the internal financing sources are depending on the
retained or undistributed profits from the business obtained in previous years and fresh capital injections by
the owner(s) or shareholders of the SME and family support. Whereas, external financing be provided by
financial institutions, suppliers and other types of creditors. If the entrepreneurs/owners do not already have a
track record as successful business people, Starting-up a business from scratch with external financing is

rarely areal possibility for an SME, especially for SMEs.

Therefore, the vast majority of business start-ups rely on internal financing. The customers of SMEs (and of
other types of firms) can also provide external financing by paying in advance to receiving the goods and/or
services produced by the SME. The most challenging part that frontier the capacity of most Small and
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Medium Enterprises (SMEs) around the world to get sufficient external financing to support their fruitful
activities.

Many creditors use different criteria in order to assess the creditworthiness of their borrowers by assuring
financial capacity or ability to repay their debt and willingness to repay the loan. In addition to this, Dueto the
problem of information asymmetries not all necessary information to assess creditworthiness of borrowersis
available to lenders. Besides, collecting information that is not easily accessible is overly costly. These
situations are normally worsen in the case of SMES, and are often a reason of the rejection of loans and other
forms of external financing to them. Addition to this, SMEs need financing for the purpose of either financing
the production cycle once it has been established. Or Financing capital expenditures to expand the current
business, to create new ones, or simply for maintenance purposes. Due to the following of increment of
urbanization the importance of SMEs is aso growing. According to study in Sub Saharan African, given the
rapid rural-urban migration and deficiency to absorb this migration, SMEs have become important urban
economic activities particularly in providing urban employment. In similar fashion, in cities and towns of
Ethiopia, SMEs and the informal sector are the predominant income generating activities and thus they have a
significant contribution to local economic development and used as the basic means of survival (Gebre-
egiziabher and Demeke, 2004).

When most of the time the size of the firms is smaller the restriction on credit which is required greater.
According to (Fredu Nega & Edris Hussein, 2016) the access to finance is significantly influenced by the
age of the firm, firm’s previous engagement with banks, experience of the manager and whether firms are
managed by the owner (owner-manager) or not. The engagement of banks and MFIs in financing SME in
Ethiopia is limited. In addition with, The major obstacles underlined by banks and MFIs to ther
engagement with SMEs are factors such as poor financial records of SMEs, lack of adequate collateral,
SMEs poor management of risks, and informalities of SMES are. In genera, firms who do not have
adeguate operational and managerial experience and those do not have enough collateral are faces highly on
credit constrained

In the absence of sufficient financial information especialy in developing countries like Africa where there
are no credit bureaus, banks generally rely on high collateral values, which according to bank reduces the
risks associated with the problems of adverse selection and moral hazards resulting from imperfect
information (Nott, 2003). Due to the sensitive and competitive nature of the banking sector, where obtaining
information from banks how was their lending practices may break business confidentiality especially on
bank finance compared to studies into other forms of SMEs finance are relatively rare (Deakins, 2008). Since

banks are not able to control all actions of borrowers due to imperfect and costly information, they formulate
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the terms of the loan contracts in such a way as to reduce the risks associated with borrowing. According to
this, it is clear that banks try to mitigate the lending risks through a capital gearing approach instead of
focusing on the future income potential of SMEs. Therefore, collateral has become essential prerequisite to
access bank loans (AfricaPractice, 2005).Another way in which banks react to the market imperfection is by
reducing the maturity of their outstanding loans. Shorter loans allow banks to monitor more frequently the
firms® performance and, if necessary, vary the terms of the contracts before losses have accumulated
(Hernandez-ConovasG. and Koeter_kant,J., 2008). Consequently bank financing to SMEsin Africaisless
significant and more of short term than other developing countries (Martinez Peria, 2009). Small and
Medium Enterprises in Africa are less likely to take loans from financia institutions than in any other
developing regions; but many of firm and country level covariates explaining access to finance remain the
same inside and outside Africa (Beck and Cull, 2014). Bank loans devoted to SMEs in Africa average only
5.4 percent while in other developing countries it anounted around 13.1 percent. And bank lending to such
enterprises are costly compared to other developing countries. Fees charged on SME loans in Africa are

almost twice as high as in other devel oping economies (Martinez Peria, 2009).

In addition with that, young ventures at start-up levels may not have the level of expertise and success history
required. According to Klapper (2010) young firms (less than four years) rely more on internal financing than
bank financing. Similarly, (Woldie, 2012) in Tanzania observed that firms at start-ups and less than five years
depended more on informal financing sources. Using data from African countries, (Beck and Cull, 2014)
showed that older firms are more likely to have a formal loan than their younger counterparts. It is generaly
expensive and difficult for new firms to acquire bank financing, mainly due to the information asymmetry
problem and high collateral requirements (NGoc, 2009).Therefore, reducing this financing gap in low-income
countries should raise the incentive to create SMES and consequently improve economic growth and increase
job creation. In addition, improving SMEs’ access to finance is significantly important in promoting
performance and firm productivity (World Bank, 2015).

In Ethiopia, despite the enormous importance of the SME sector to the national economy with regards to job
creation and the alleviation of abject poverty, many of the SMEs are unable to redlize their full potential due
to the existence of different factors that inhibit their growth and performance. According to this, the degree
which is given by the government to this strategy regarding with the reduction of poverty, job creation and
improvement of the life style of the society was not enough. One of the leading factors contributing to the
unimpressive growth and performance of the enterprises is limited access to finance (Wolday and Gebrehiot,
2004).
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According to NBEs report (NBE, 2011)the five-year Growth and Transformation Plan (GTP) of Ethiopia
envisages creating a total of three million micro and small scale enterprises at the end of the plan period. The
EEA Research Brief noted that a total of seventy thousand five hundred (70500) new M SEs were established
in 2011/12 employing eight hundred six thousand three hundred (806300) people across the country.
However, The performance is below the target set in GTP Since 2004/2005 the government of Ethiopia has
been given due attention like other priorities agendas in a country. Due to that reason the national strategy was
implemented by Federa SMEs Development Agency organized only at national level. Because of this, it was
very difficult to make the strategy practical specialy in delivering business development service for SME
operators. Thus, by considering the critical role of the sector and the constrained faced by SME operator’s
government of Ethiopia establish SMEs coordinating bodies at regional level decide to establish SMEs
coordinating body at regional level. Currently the government amends SMEs strategy with the objective of
that the sector play alleviating poverty & reducing unemployment, to help out the sector to play its pivotal
role as a base to medium and large scale industry. Since our country has limited capital resource the
government supports to SMEs depending up on the importance of the sector in the economy. According to
(Konjit Debela, 2014)noted that growth oriented sectors are selected for Maximum government support and the

rest non selected sectors will get Minimum government support.

Different packages of government support are provided as an incentive to SMESs to strengthen their capacity.
The types of support by the government can be categorized as maximum and minimum support.

Maximum support is a support for growth oriented SMEs sectors that can include support in terms of
working premises  with |east lease  price, product display center with least leasing price,
technical and business management training, counseling service, loan provision, access to technology, and

related supports provided by the government to SMEs.

Minimum support isasupport in terms of loan provision, exhibition, trade fair organization, technical and

business management, technical and business management training, and counseling service.

The size of support to SMEs (either maximum or minimum) depends upon the growth stage of the enterprises.

That is, enterprisesin the higher stage want large support to be successful in their business activity.

In Ethiopia financial sectors are classified in to three. These are formal, semiformal and informal institutions.
The forma financial system is a regulated sector which comprises of financial institutions such as banks,
insurance companies and microfinance institutions. The saving and credit cooperative are considered as semi-
formal financia institutions, which are not regulated and supervised by National Bank of Ethiopia (NBE). The
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informal financial sector in the country consists of unregistered traditiona institutions such as Eqqub

(Rotating Savings and Credit Associations), Idir (Death Benefit Association) and money lenders (usury).

2.2.2 Informal Finance

The great bulk of the Ethiopian population makes little or no use of the forma savings and lending
ingtitutions. The minimum scale of operation and the cost of lending and recovering are small because thereis
freedom of entry and exit and there are free from control of national bank of Ethiopia. Minimum requirement
spent for information gathering while trust and first-hand knowledge of a participant are important. In both
rural and urban areas it is common that neighboring family households organize themselves and develop their
own ingtitutions, popularly known as Community-Based Organizations (CBOs). The nature of the CBOs
highly varies from social, religious and financial concerns, but are all aimed to address the needs of the
people. In most communities, membership in traditional community associations such as Iddirs, Eqqubs and

mehabers are very common.

According to ( Manu Harriet Bonso, 2015) Informal Financial System covers a range of activities known as
Susu, including individual savings collectors, rotating savings and credit associations, and savings and credit
“clubs” 18 run by an operator. According to Micro Ned (2007), the outreach of the informal financial sector is
high; more than two thirds of the population have access to an informal finance provider, whether it is from
money lenders, friends/relatives, or from one of the three popular systems (Iddirs, Equips and Mehabers) of

informal finance.

According to Micro Ned (2011), the informal finance has been popular due to three main reasons are: First, it
has more often than not been the only form of service delivery available. Second, loan processing is quick and
not too many questions are being asked about the application of the borrowed sum. Third, in the case of Iddir
and Eqqub, loans are provided in the context of socia intermediation and self-organization. The capacity of
these traditional systems, however, is limited (Ibid). The Eqqub which is the most common informal finance

or traditional institutions are discussed in detail in the following subheadings.
2.2.21 Eqqubs

The Eqqub has perhaps evolve over centuries out of ancient customary institutions (e.g. community-level
labor exchange arrangements), although some writers (e.g. (Pankhrust, R.and Endreas Eshee, 1958)and
(Comhaire, 1966)attempted to trace its origins to the period of the Italian occupation, 1936-41. Moreover, it is
possible that the Eqgub pre-dates the emergence of the modern banking system in the country. Some
literatures supports that Modern banking system has taken a conceptual framework from the existence of

Eqqub. Egqub have developed in different countries in the ancient traditional institutions.
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Eqqub’s have played a significant role especially for the informal sector in Ethiopia. An Eqqub is a traditional
saving and credit association (Rotating Saving and Credit Association), of which its purpose is basically to
pool the savings of their member’s in accordance with the rules established by the group. Members usualy
deposit contributions on a weekly or monthly basis, and lots are drawn by turns so that the one who wins the
chance gets the total sum. This process continues on a regular basis until the last member receives his/her
share or what she/he has been saving through the months and the whole process starts again. To (Mauri,
1987)it belongs to the type of traditional financial institutions which are included under savings associations.
Still others (Baker, 1986)describe the Eqqub as a saving club combining a bank and lottery. These
descriptions suggest that the Eqqub is a savings association where each member agrees to pay periodically a
small sum into a common pool so that each, in rotation, can receive one large sum. All savings and loan
associations with a rotating fund 'have savings as a core feature', according to (Mlracle, 1980, p. 1) (Levine,
1972) Levine (1972) Described it as a form of saving association in which weekly or monthly payments of a
fixed sum are exchanged for the privilege of receiving a large sum at some point in the life of the group
Intermediation. The basic economic logic of Eqqub can be approached in two ways. The traditional approach
and new approach. The traditional approach treats Eqqub as a financia intermediation which have similar
Rotation Saving and Credit Associations (ROSCAS). Whereas, the new approach consider Eqqub as the logic
of collective action. According to the traditional approach, financial transaction is carried out totally between
the borrower and the lender. With the exception of the last recipient, all others borrow from each other for a
different period of time with zero interest rate. Whereas, the new approach deals about participants switch at
the same point in the round from apposition of net saver to a position of net debtor, except the first person
who is anet debtor throughout the round.

The intimate integration between the financial services offered by the Eqqub and the strengthening of the ties
of solidarity and friendship in the group; the forced savings of a contractual nature; The provision of credit
services particularly suited to the needs of the participants and The flexibility and adaptability of the Eqqub to
various situations and needs; the low risk of default; the low or practically non-existent costs of administration
and transactions; the absence of minimum investment threshold; the probable tendency to gamble on the part
of the members and the consequent attraction which the lottery holds for them; the secrecy which, surrounds
Egqqub and the member's involvement in it.

1. Bigtraders

It is believed that most of the big traders' Eqqubs are located in the market centre of Addis Ababa, the
Merkato area. The lives of such types of Eqgubs are quite long; they have a low degree of mortality. All
members may not know each other; it is enough for a newcomer to be known by five or six participants who
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provide information regarding his credit-worthiness and also act as guarantors for him. Compared with other
types of Eqqub, the big traders' Eqqubs are relatively institutionalized, complex and well-organized in terms

of their procedures and lives. They operate on the basis of elaborate written by-laws.
2. Small traders

A small traders Eqqub is set up by people engaged in small-scale business. This type of Eqqub is common
among people working in the informal sector. Membership is also open to salary and wage-earners. The kitty
is of a smal size. Unlike the big traders Egqqub, membership is often limited to people living in a

neighborhood.
3. TheEqqubinrural areas

The Egqqub is not limited to urban areas; it is also common in the rura areas though perhaps practiced to a
lesser degree. A national rura household survey by the Ethiopian Central Statistical Office (ECSO) shows
that the annual contribution to Eqqub per household isbin 18.9. The per capita annual contribution’s bin 3.75.
The proportion of the annual household income allocated to the Eqqub is 0.96%. On the other hand, the
proportion of bank deposit in the annual household income is reported to be 2.04%.

The informal sector in Ethiopia has evolved, through trial and error and without government assistance, into a
set of complex and well-organized financia institutions capable of developing self-adjusting mechanisms in
the face of changing circumstances. The resilience and apparent expansion of the informal sector, however,
should perhaps not be ascribed to the growth in the economy but rather to the ever-growing economic and

socia difficulties prevailing in the country.
2222 Moneylender(Usury)

Until the ending of twentieth century the only source of loan was Usury. In different literatures define Usury
as Money Lenders, Shylock, and in Ethiopia mostly known by the name “Arata”. Usury condemned by the
church, Forbidden by the state and frowned upon by society, the money lender kept their financial deal with
the borrowers secretly. The spread of money lenders cripple the financial economy of the country. According
to Mauri stated that in towns, reduced lending by the financial institutions has created a potential for the
development of informal lending because even persons who in the past were familiar with bank credit now

turn to money-lenders to replace bank loans.

Prior to 1974, money lenders were often rich landowners. Today, following the nationalization of land,

landlords have disappeared as a socia class, and their roles as money lenders are being replaced by rich

traders. The financial operations of money lenders are simple, cost-effective and flexible compared to those of
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the banking system. Interest rates, which are never stated in the agreement made with the borrower, are
influenced by the extent of personal relations, degree of risk involved, availability of funds in the community,
length of the maturity period and extent of competition from the formal financial market to (Mauri, 1987).
There is no adequate information on the size of the interest rate. According to a survey undertaken some years
back, it range from a minimum of 24% to a maximum of 900% per year to (Mauri, 1987). The bank's lending
interest rate varied from 4.5% to 9.5% per year depending upon the type of project and borrower (whether co-

operative, state enterprise or individuals).

2.2.2.3 Trade credit

Trade credit is loans which have both timing and value to the exchange of goods and payment made on
specific period of time. According to (Main and Smith, 1992) definition Trade credit is an arrangement
between a buyer and seller by which the seller allows delayed payment for its products, instead of cash
payment. In addition to this, Creditors allow to their customers to delay the payment for specific time period.
With in that period the debtor obliged to pay.

There have been many different explanations proposed for trade credit. The financial motive (Emery,
1984)(Main and Smith, 1992); (Schwartz, 1974) argues that firms able to obtain funds at alow cost will offer
trade credit to firms facing higher financing costs. (Emery, 1984)sees trade credit as a more profitable short-
term investment than marketable securities. The operational motive e.g. (Emery, 1987) stresses the role of
trade credit in smoothing demand and reducing cash uncertainty in the payments (Ferris, 1981). And,
according to the commercial motive, trade credit improves product marketability (Nadiri, 1969) by making it
easier for firmsto sell. Trade credit can aso be used to maximize profit through price discrimination (Brennan
MJ, Maksimovic V and Zechner, 1988). Finally, according to the product quality motive (e.g. (Smith, 1987),
firms extend trade credit to guarantee product quality, by alleviating information asymmetry between buyers
and sdllers.

There are two different perspectives about trade credit. First, the account receivable perspective, when firms
offer trade credits to their buyers. Secondly, the account payable perspective, when firms can acquire trade

credit from their suppliers as well.

Trade credit plays a vital role in firm financing policy. For the consumer, it is a basis of financing through
accounts payable, whereas for the supplier, trade credit is an asset in accounts receivable. In addition to this,
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trade credit is mostly important in the case of SMES, since trade debtors are the main asset on most of their
firms’ balance sheets. Today, in rapid growing environment the demand of accessing credit finance from

formal sectorsis challenging for most of the SMEs.

In addition to this, Most of the time when firms especially SMESs take the trade credit as an alternative options
while they face credit crunch. According to ((Taketa, K. and G.F. Udell, 2007),(Udell, 2009) One type of
lending might substitute for another type of lending; and, one type of lender might substitute for another type
of lender.One of the non-financia institutions that are important financers for SMEs, first and foremost are
their business suppliers through the provision of trade credit, i.e. supplying the merchandise/services in
advance to requiring the associated payment. It consists usualy of an open line of credit and is normally
unsecured. The settlement period varies commonly depending on the type and size of the firms involved,
although rarely does it extend to more than afew (2-3) months.

Meltzer (1960) states that a main function of trade credit is to alleviate customers’ from financial
frictions, thus facilitating increased sales and market share growth (Nadiri, 1969)In addition to this
resolving financing frictions, trade credit can increase sales by alleviating informational asymmetry
between suppliers and buyersin terms of product quality (Long et al., 1993, (Smith J. , 1987). However,
the term trade credit has a negative condition which might cause default risk or late payment, which damage

firm profitability.

Schwartz (1974) has developed the financial motive for the use of trade credit. He suggests that when credit is
tight, financialy strong firms will increasingly propose more trade credit to keep their relations with smaller
customers, who are “rationed” from direct credit market participation. The creditor firm acts as a financial
intermediary to customers with limited access to capital markets, financing their customers’ growth. Some of
the obstacles to SME financing are associated precisely to their own nature as smaller companies. This
includes factors such as lack of critical economic size, and the somewhat informal and generaly less

sophisticated management of SMEs.

In the first case, relatively small average loan volumes may not warrant the costs of targeted credit risk
analyses that are required in the absence of more standardized and comprehensive credit data. The second
factor, from the perspective of lenders most SMEs lack the understanding of developing a logical and
acceptable business plan to support their credit/loan application, and if a loan is granted they often fail to

provide robust updates or progress reports on the unfolding of the business plan.
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Figure 2.1 Main challenges faced by Creditors in connection with SMES
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The country background shows that the country has been experiencing strong economic growth during the

study period. In sector wise, the service sector has driven recent growth and yet the economy remains heavily
depend on agriculture. Indeed, the rapid growth over the years has helped in reducing the incidence of poverty
in the country. The country’s financial sector also seems to be flourishing only recently. Despite the
improvement in the last couples of years, Ethiopian banking remains in its low status. Though the emergence
of microfinance is a recent phenomenon in Ethiopia, surprisingly the industry has undergone tremendous
growth and development in a very short period of time. However, the demand for microfinance is far from
being met by the existing MFIs. Consequently, the informal sources of finance have been remaining as the

main sources for many of the poor countries.

2.2.2.4 Family and friend support
Informal finance is often believed to be expensive and in limited supply. But most informal investors — family

and friends — offer funds cheaply; and yet, borrowers seem to prefer formal finance. The social preferences
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make family finance cheap but aso create shadow costs that nonetheless discourage its use: Committing
family funds to a risky investment crowds out familial transfers in low-consumption states, and undermines
limited liability. The very characteristics that generate intra-family insurance thus render family finance a
poor source of risk capital. Thisis relevant to the limited success of group-based microfinance in generating
entrepreneurial growth, and to the emergence of social lending intermediaries and crowd funding.

While accurate for informal money lending, this account is at odds with some common aspects of financing
from family and friends (hereafter, family finance), which constitutes the bulk of informal finance. First of all,
family finance is cheap. Many of the informal investors in the GEM survey willingly accept low or negative
returns (Bygrave (2004): 17) and family loans among the poor are frequently interest-free (Collins et al.
(2010): Chapter 2). As the Wall Street Journal (2012) writes, “budding entrepreneurs” often turn to the “Bank
of Mom or Dad” for a “dream-come true interest rate.” If family finance suffers fewer contracting problems
and is cheaper than formal finance, one would expect it to be first choice: borrowers should prefer and exhaust
it.

In arecent paper, Karlan et al. (2009) embed such sanctions in a social network model where social ties serve
as socia collateral and show how the network structure influences transactions. To create a trade-off, existing
theories on the choice between formal and informal finance additionally assume that informal financiers have
a higher cost of capital because of monitoring costs, risk aversion, or illiquidity. While the above models are
able to describe many aspect of informal finance, they cannot explain the negative prices common in family
finance that borrowers may opt for formal finance even when they could obtain family finance at a lower
required rate of return, or formal intermediation between relatives or friends.

In genera, the existing literature has focused only on the advantages of social ties, that is, how social ties
facilitate financing but not on the possible downsides of social incentives. For example, Ghatak and Guinnane
(1999: 221) write in their survey that “the literature on group lending shies away from discussing the possible
negative implications of peer pressure.” In contrast, our altruism-based theory stresses the negative
consequences of social relations in financial transactions and the advantages of formal contracts and arm’s-

length relationships.

2225 SELFHELP GROUP (SHG)
A self-help group (SHG) is collection peoples who have a common goal, desire and gathered in order to start

up their business without getting external financial sources. These groups are peoples who have low income
and weak financial capability combine their fund, knowledge and experience together in order to be strong. In
addition to this Robb and Robinson stated that Owner funding has been found to be primarily in the form of
equity, whereby the owner invests personal savingsin to the firm(Robb, A. M. and D. T. Robinson, 2010).
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According to (Ahmadi, 2016) Self help groups are groups who have common interest and have an agreement
to support each other and share profit and loss. The basic priority of SHG isto find ways to improve their

living conditions, if it is possible to grow together.

According to Gebre Yntiso report show that Self Help Group approach introduced to Ethiopiafrom Indiain
2002 (Y ntiso, 2015). SHG may be formal and informal. When it isformal thereisrule and regulations that all
members governed. Wheresas, In Ethiopia SHGs have no legal personality because of the lack of regulatory
framework this restricted them to access bank loans(Y ntiso, 2015). Members contribute similar amount of

money on regular basis until they believe that it is enough to start up their business.

The members have uniform economic status and living conditions, they meet together with out any external
enforcement contribute small fixed amount of money for few months in order to make one finance and this
hel ps them to satisfy their need (Self-help group (finace)). The uniformity of their economics status make

them strengthen their relationship cooperate without control.

The individuals face common challenges in order to start up their own business due to lack of finance. So they

gather together in order to solve their problem mutually by contributing equal amount of funds.

2.3. Empirical Review

This section included closely related studies that other scholars have previously undertaken on effect of source

of finance on business performance.

2.3.1 Formal versus Informal Finance

Poor people either obtain informal credit or borrow from both financial sectors and informal sectors at the
sametime. (Degryse & Ongena, 2014) Conducted a study on Informal or formal financing or combination of
the two with evidence on the co-funding of Chinese firms. Using unique survey data, the study found that
informal finance is associated with higher sales growth for small firms and lower sales growth for large firms.
The study identifies a complementary effect between informal and formal finance for the sales growth of
small firms, but not for large firms. Informal finance offers informational and monitoring advantages, while
formal finance offers relatively inexpensive funds. Co-funding, i.e. the simultaneous use of formal and

informal finance, is the optimal choice for small firms.

(Fridell, 2007), Explored the roles of informal, forma and semi-formal micro credit in Jordan credit. The
study found that accessibility and low application costs are the key advantages of informal credit, while these
are often perceived to be disadvantages of formal credit. Informal finance was found to be very flexible since

the dominant source of informal credit seems to be family, friends, neighbors, it may not be so surprising that
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most informal loans were interest free and that many do not agree that interest rates are higher for informal
lending in general. The informal financial sector was also seen to be disadvantaged by credit ceilings, while
the formal sector had reliable funds available. The study concluded that the key method of enhancing credit
access to business and individuals and hence reduce the financial exclusion was by encouraging devel opment
of informal financia sector. The reduced costs and flexibility was found to enhance credit access which in

turn led to increased business performance.

(Atieno, 2001)Found that credit rationing is significantly higher in the formal financia markets as compared
to the informa and semiformal financial sectors in Kenya. She found that the concern with the loan
repayment among formal lenders determines the amount credit a borrower gets while in the informal financial
sector, the main determinant is their limited resource base. She concluded that lending terms imposed by the
formal financial sector ( emphasizing collateral security) ration alarge number of borrowers out of the credit
market leaving only afew who can afford the required collateral. On the other hand, some of the borrowers do
not get what they want from the informal sector due to the limited resource base creating a credit gap in the

rural marketsin Kenya.

2.3.2Informal Finance and Performance

Fadiga & Fadiga-stewart (200) conducted a study on collective action and informal financial institutions: An
empirical analysis of rotating and savings credit associations (ROSCAS) in Senegal. This study models
cooperation among members as well as the financial performance and sustainability of associations using data
collected from field research conducted in Dakar, Senegal in 2001. The results show that factors such as
homogeneity of individuals within an association, how long the association has existed, how defaults are
covered, and rules such residency requirements, individual contributions, and rotation order are to various
degree critical to the financial performance and sustainability of ROSCASs and to the fostering of cooperation
among members of these associations. Ostrom (1999) argued that ROSCAs have been able to avoid many of
the high transaction costs associated with formal financial institutions. For example, ROSCA s through various
monitoring and sanctioning mechanisms can minimize the costs of screening new borrowers by capitalizing
on local information about individuals past behavior. In addition, reputations and the self-selection of
members help these institutions reduce adverse selection and moral hazard problems. High rates of
interaction, proximity and effective mechanisms such as first, second, and third-party enforcement make it
easier for mutual monitoring among members to occur and helps ensure that the benefits of cooperating
minimize the temptation to default. Socia capital such as shared norms, networks of relationships, and trust

are important factors that explain how these institutions have been able to remain sustainable. With respect to
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the impact of group size on collective action, a critical mass of individuals and how associations affect social

capital requires further investigation to offer solid conclusions.

2.3.3 Access to Finance and Perfor mance

Evidence from the existing empirical literature on the effect of access to finance on informal lending among
the poor, and near poor, is mixed. (Khander, 2000)Found that while enhanced access to formal finance
reduces the incidence of borrowing from informal sources. On the other hand, Sinha and Matin (1998) found
that microfinance member household does not reduce borrowing from informal credit sources. More recently,
(Mallick, 2012) and (Berg, 2013) addressed the issue using village level moneylender’ interest rates and found
that that moneylender interest rates increase with higher formal finance coverage. (Berg, 2013)also use
separate household level survey datasets. Their results suggest that households that borrowed from

Microfinance institutions borrow less from informal sources following participation in microfinance.

Kinyau (2014) identified the factors affecting the performance of SMEs in Nakuru Town of Kenya. The
research employed a survey research design and employed a stratified random sampling. In his study, he
found that performance of SMEs was influenced by finance, management skills, macro environment, and
infrastructure. The finding of the study indicates that access to finance had the potential to positively affect
performance of SMEs. Similar studies by (Nabintu, 2013) found that performance of SMEs was influenced by
access to access to finance among other factors such as technological input in the payment system, and
availability of management experience. The finding of the study indicates that there is a positive correlation or

relationship between financia performance of SMEs and access to finance.

Parker and Torres (2004) found that a shortage of working capital was cited as the primary reason for 25
percent of the Kenyan microenterprises that terminated operations. Informal finance remains the most
important source of finance throughout the business cycle. The survey conducted by Daniels, Mead and
Musinga (2005) found that amost 95 percent of the interviewed entrepreneurs used family savings as the

primary source of working capital.

2.4 Resear ch Gaps

Various studies that have been carried out globally on the effect of financial accessibility on the financial
performance of SMES show conflicting results. Limited access to finance has been identified as the key
constraint globally (Minniti, 2009). (Cressy, 2006)And (Ollofson, 2006) in their study concluded that the
growth and financial performance finance of firms was more constrained by managerial and psychological
factors than it was by the availability of external finance (Cressy, 2006). On the other hand, Schiffer and
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Weder (2001) in their paper on firm growth and business environment identified constraints on access to

finance as the main factor hindering growth of firms.
2.5 Conceptual Framework

After a deep discussion about the theoretical and empirical review of the influence of informal financia
institution on the performance of small medium enterprises it is right to provide diagrammatic presentation
that links those dependent variables with the independent one. As the result of this conceptual framework for
this study is outlined by the following figure 2.1
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Figure 2.2This diagram show the relationship between variables (Own literature review).
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CHAPTER 3

3 Research M ethodology

3.1. Introduction

Methodology is the process or the technique used to collect, anayze and test information or data for the
purpose of making decision. The aim of this paper is to assess the influence of informal financial sectors on
the performance of SMEs that are legally registered and operating in Addis Ketema and Arada sub-city based
on sample study. Hence, this chapter of the study contains a review of the research method used and
explanation about the reason for choosing the methodology applied for this particular study. Specifically, the
chapter has discussed the research design, the population of the study from which sample was taken, the

sample size, the data type and data source and the data collection and analysis procedure.

3.2. Research Design

This study has adopted an explanatory survey research design, and assessed the influence of informal
financial sectors on the performance of SMEs in Addis Ababa, Addis Ketema and Arada sub-city and
identified the correlation relation and dependency between informal financial sectors and the financia
performance of SMEs in Addis Ketema and Arada Sub-city and inferential statistical method used to make

conclusion. In addition, this explanatory study has assessed a sample at one specific point in time.

3.3. Population of the Study

According to Kombo and Tromp (2009) population is a group of individuals, objects or items from which
samples will be taken for measurement or it is an entire group of persons, or elements that have at least one
thing in common. In this research the subjects of the study were SMEs that are legally registered and
operating in Addis Ababa, Addis Ketema and Arada sub-city at the onset of this study. Accordingly, the
numbers of legally registered and operating SMES in Addis Ababa city Administrative small and medium
enterprises. The study targeted to take sample from all the 1675 and 2552 registered SMEs in Addis

ketema and Arada sub city respectively thetotal number of population in thistwo sub cities were 4227.
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3.4. Sample Size

Sample size is the subject of the study, which was selected from the entire population. And it is believed that
truly represents the population and has small sampling error. Whereas, a good sample should be truly
representative of the population, result in a small sampling error, viable, economical, and systematic, whose
results can be applied to a universe with a reasonable level of confidence (Kothari, 2004). Because of the
large size of the population the researcher used stratified sampling method. Hence, the population is too large
it isawaste of resources like cost, time and Accuracy. While the sample istoo small thereislack of reliability
on the result.

According to the random sampling size determination table of Naresh, (2005) the researcher use in
order to identified the appropriate sample size. The total population of Addis Ketema and Arada sub city
SMEs fallen in range between 3,200 — 10,000 so that the researcher decided to use the medium numbers of
SMESs (200) to be included in the research.

Sample Size Determination

Sample Size

Low Medinm High

Population Size

51-90 5 13 20
91-150 8 20 32
151-280 13 32 50
281-500 20 50 80
501- 1,200 32 80 125
1,201 -3,200 50 125 200
3.201- 10,000 80 200 315
10,001 - 35000 125 315 500
35,001 - 55,000 200 500 800

Source: Naresh (2005)
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The SMEs that are legally registered and operating in Addis Ketema and Arada sub-city found in this
population. These SMEs were categorized in heterogeneous groups like Manufacturing, construction,
service, trade, and urban agriculture. So the researcher believed to apply stratified random sampling
techniques. In stratified sampling the population is classified into severa stratum that are similar by
themselves rather than the total population and then in order to make up a sample we choose an items from
each stratum. A sample drawn randomly fair from each stratum no members have a chance to select more than

one.

3.5. Data type and data sour ces

Both primary and secondary data were used to conduct this study. The primary data that the researcher
used were five likert-scale questionnaire based which was distributed for the randomly selected
targeted groups of the sample. The researcher used secondary data as supplemental of the primary data and
the secondary data that the researcher used were from varies sources like books, journals, web, publications,
manuals, reports. The questionnaire was designed to include seven parts. The first part contains questions
designed to get the relevant demographic information of the respondents. The second part attempted to
establish questions in relation to the influence of Eqqub as a financial source on the performance of SMEs.
The Third part contains semi structured questionnaires designed to obtain information concerning the
influence of trade credit finance sources on the performance of SMEs. The fourth part of the semi structured
guestionnaire consisted of questions organized to obtain datain relation to Usury (Arata) as a finance sources
and operational performance of SMEs in Addis Ketema and Arada sub-city. The fifth part of the semi
structured questionnaire consisted of questions organized to obtain data in relation to self help group as a
finance source and operational performance of SMEs in Addis Ketema and Arada sub city. The sixth part of
the semi structured guestionnaire consisted questions organized to obtain data in relation to friend and family
support as a finance source and operational performance of SMEs in Addis Ketema and Arada sub city and
the final part of the semi structured questionnaire consisted questions organized to obtain data in relation to
non financial performance of SMEsin Addis Ketema and Arada sub city.

Operationalization of the variables used in the study

Variable Definition Measurement

EQUIB An Eqqub is atraditional saving Five point Likert scale (strongly
and credit association of whichits | disagree = 1, disagree = 2,
purpose is basically to pool the neutral =3, agree = 4 and
savings of their member’s in strongly agree = 5)
accordance with the rules
established by the group
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SELF HELP A self-help group (SHG) is Five point Likert scale (strongly
GROUP collection of peopleswho have a disagree = 1, disagree = 2,
common goal, desire and gathered | neutral =3, agree = 4 and
in order to start up their business strongly agree = 5)
without getting external financial
Sources.
Friend and Financing money from family and | Five point Likert scale (strongly

family support

friends with minimum or zero
interest it used for expand the
existing business or used as start up

disagree = 1, disagree = 2,
neutral =3, agree = 4 and
strongly agree = 5)

Usury The practice of lending money with | Five point Likert scale (strongly
interest but the interest rateis disagree = 1, disagree = 2,
higher than any other financia neutral =3, agree = 4 and
sources and that illegally enrich the | strongly agree = 5)
lenders.

Trade credit Trade credit is an arrangement Five point Likert scale (strongly
between a buyer and seller by disagree = 1, disagree = 2,
which the seller allows delayed neutral =3, agree = 4 and
payment for its products, instead of | strongly agree = 5)
cash payment

Performance achievement of task and stage of a | Five point Likert scale (Strongly

business financially for specified
period of time

disagree = 1, disagree = 2,
neutral =3, agree = 4 and
strongly agree = 5)

3.6. Instruments

Primary data sour ce conducted on cross-sectional survey with semi-structured questionnaires, which
administered by distributing to sample of SMEslocated in Addis Ketema and Arada sub city. A
guestionnaire is a pre-formulated written set of questions to which the respondents record the answers usually
within closely described alternatives.

The researcher has used to scale respondents responses by using likert scale. For this study a Likert scale of
five alternatives was used to obtain data or measure the level of agreement concerning the influence of

informal financia sources on the performance of SMEsin Addis Ababa, Addis Ketema and Arada sub-city.

The questionnaires were prepared in English and translated to Amharic before they were distributed to the
respondents. Likert scale is interval scales that specifically, for this research used five anchors of strongly
disagree = 1, disagree = 2, neutral =3, agree = 4 and strongly agree = 5.The questionnaires have four parts:
The first part of the questionnaire was about the demographic characteristics information of respondents. The
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second section designed to measure the influence of Eqqub on the performance of small and medium
enterprises in Addis Ketema and Arada sub city. The third part of the questioner was about the i nfluence of
usury on the performance of SMEs in Addis Ketema and Arada sub-city and The fourth part of the questioner
was about the influence of Trade Credit on the performance of SMEsin Addis Ketema and Arada sub city and
the Fifth part of the questioner was about the influence of Self help groups on the performance of SMEs in
Addis Ketema and Aradad sub city and the sixth part of questioner was about the influence of family and
friends support on the performance of SMEs in Addis ketema and Arada sub city and the last part of the
guestioner was about non financial performance of SMEs.

3.7. Data analysis procedure

Data analysis is a practice in which raw data is ordered and organized so that useful information can be
extracted from it (Gall, M.D., Gall, J.P., & Borg, W.R., 2007).

After the data is collected using primary data sources (questionnaire) and secondary data sources, it was
prepared in readiness for analysis by editing, handling blank responses, coding, categorizing and keying into
statistical package for socia sciences (SPSS) computer software for analysis. SPSS was used to produce
descriptive and inferential statistics and which was used to drive conclusions and summarization regarding the
population. In this research report descriptive statistics is applied using 2 frequencies, mean scores and

inferential statistics which is correlation and regression analysis.
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Chapter 4

4. Data Analysisand Discussion

4.1 Introduction

This chapter outlines the data analysis and interpretations of the results. And it consists of the analysis and
interpretation of three major parts. The first part deals with respondent’s demographic profile has presented,
analyzed and interpreted. The second part deals with descriptive presentation about the influence of informal
finance on the performance of SME. The responses have been analyzed by using mean and standard

deviation. The third and the last part include results of inferential statistics such as correlation, regression.

Data was collected from the legally registered and operating Small and Medium Enterprises of Addis Ketema
and Arada Sub city in Addis Ababa town and analyzed to assess and identify the influence of informal
financial sectors on the performance of SMEs on this two Sub cities. Hence, the results of anaysis are

presented using descriptive, correlation and regression analysis.

4.2 Response Rate
The study administered a total of 200 (100%) questionnaires were distributed and 189 (94.5%) questionnaires

were filled completely and returned, and of which seven questionnaires were not appropriately filled and four
guestionnaires were not returned . So, the analysis was made based on 189 successfully responded
guestionnaires and done in line with the research questions and objectives.

Table 4.1 Response Rate

Responserate [temsresponserate

No Percent (%)
Sample size 200 100%
Collected 196 98%
Appropriately filled 189 94.5%

Source: Own Survey, 2018

4.3 Demographic characteristics of respondent
This research has enclosed the main demographic characteristics of respondents such as gender, age in year,
level of education, job position, years of services, the type business and business ownership type and the

detailed discussions were presented respectively below in the table 1.2.
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Table 4.2 Demographic characteristics of respondent

Variables Frequency Per centage
Gender Mae 109 57.67%
Female 80 42.33%
Total 189 100%
Ageinyear From 21-30 106 56.08%
From 31-40 49 25.93%
From 41-50 34 17.99%
Total 189 100%
Level Education Certificate 26 13.76%
Diploma 52 27.51%
Degree 38 20.11%
Masters and Above 6 3.17%
Others 67 35.45%
Total 189 100%
Manager 62 32.8%
Job Position Owner/Manager 31 16.4%
Sales person 17 9%
Finance Head 3 1.58%
others 76 40.21%
Total 189 100%
Lessthan ayear 27 14.1%
1-5 years 115 60.2%
Service year 6-10 years 23 12%
11-20 years 6 3.1%
20 and Above 16 8.4%
Total 187 97.8%
Manufacturing 35 18.52%
Types of Business Trade 96 50.79%
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Service 58 30.69%
Total 189 100%
Sole proprietorship 86 45.5%
Share company 58 30.69%
Company’s ownership type Private limited company 14 7.41%
others 31 16.4%
Total 189 100%

Sour ce: Own survey data, 2018

According to table 4.2 the result revealed that out of the total respondents 57.67% were male and the
remaining 42.33% were female. This means from the total 189 respondents 109 respondents were male and 80
were female. Therefore, based on the result of findings from table 4.2 the resear ch comprised of both sexes
in relatively near proportion. Similarly, as depicted by the table 4.2, the majorities (56.08%) of the
respondents were an age group of 21-30 years old followed by age group of 31-40 years accounted for
25.93%. The remaining 17.99% were 41-50 years old. Hence the table above implies that the majority of the
respondents 82.01% youngest and potentially productive age groups.

According to respondent educational level, the above figure showed that the majorities (35.45%)of the
respondents were responded on the category of ‘others,” 27.51%of the respondent was Diploma holders,
20.11% of the respondents were Degree holders, 13.76% of the respondents were Certificate holders. the
remaining 3.17% of the respondents were MA holders. This indicates that most of the respondents
included in the sample were not certified or not completed their career level. In addition to this finding
implied that enterprise owners included in this sample study were not in a position to hire professionals
with higher educational status.

Regarding to the respondents job position, the highest number of the respondents were enterprise managers
that accounts 62(32.8) %,and 76 (40.21%) of the respondents were different job position holders other than
enterprise managers, owners and sales officers. The rest of the respondents were 31(16.4%) and 17 (9%) were
enterprise owner and sales officers respectively. This implies that the magjority of the respondents were
managerial position holders so that the researcher is able to have a good feedback from the distributed
guestionnaires and those who responded to the category of “others” were those who possessed job position
other than the mentioned ones.

As per the results of respondents from table 4.2 above the number of respondents who were with experience

of 1-5 years and account 115(60.2%) of the total respondents. This implied that the respondents included in
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the sample were experienced and meant to provide feedback to the capacity of the researcher. And 27( 14.1%)
of the respondent were with the experience less than a year and 23(12.%) and of the respondents were with
experience or service years from 6-10 years and the rest 16(8.4%) and 6(3.1%) respondents were with a
service year 20 and Above and 11-20 respectively. This result indicates that the majorities of the
company’s has joined this business in a few years back.

According to the major types of activities which company’s stands for, 96 (50.79%) of the total company’s
were operate trade and 58(30.69%0) of the total company’s were Service providing enterprises and the
remaining 35(18.52%) companies were operating in manufacturing. This implies in Addis ketema sub-city
and Arada Sub city most of the Small and medium enterprises were operating in service providing and trade
businesses.

Based on findings as shown in table 4.2 as to the business ownership type SMEs in Addis Ketema sub-city
and Arada sub city, 86(45.5%) of the SMES were engaged in Sole proprietorship, 58(30.69%) of the SMEs
were established and working as share company business ownership type and the remaining SMES
31(16.4%) and 14(7.41%) established and operating private limited companies and others respectively.
Regarding the year of service being in the operation, Mgorities of the respondent 115(60.2%) have been in
the operation from1-5 years, 27(14.1%) have been in the operation for less than a year and 23(12%) have
been in the operation from 6-10 years and the remaining 16(8.4%) and 6(3.1%) have been in the operation 20
and Above years and 11 — 20 years respectively. This implies the majorities of the respondent have minimum

experience.

4.4 Descriptive Statistics

One of the main objectives of this research was to examine the influence of informal financial sources Eqqub,
Arata, Trade Credit, Family and Friend support and Self help Group on the performance SME in Addis
Ketema and Arada Sub city. To meet this objective the researcher were distribute questionnaire to some
selective respondent based on Likert five point scales. Regarding, the findings are presented using descriptive

statistics i.e. mean for central tendency.
4.4.1 Descriptive Statistics for Informal financial sour ce Eqqub

The respondents were asked to indicate whether the influence of informal finance affect the performance of
SMEs in Addis Ketema and Arada sub city or not and the reflection of the respondents towards this issue
presented in the table 4.3 below.
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Table 4.3Descriptive Statistics for Informal financial source Eqqub

Description

Strongly

Disagree

Disagree

Neutral

Agree

Strongly

Agree

Total

Mean

No.

[tems

F

%

%

%

%

%

From your point of view |,
your agreement level with
respect to the benefit of
informal financial sources

4.2

22

115

4.7

86

45.0

60

314

185

391

From your point of view what
is your level of agreement
about individuals who are
taking equbb as Dbetter
alternative source of financia
need

15

7.9

4.2

15

7.9

58

30.4

93

48.7

189

4.09

For dl professionds and
people engaged in other
business activities the use of
equbb is a better saving
option.

.05

48

25.1

30

15.7

74

38.7

36

18.8

189

3.51

Most of the time SMEs uses
egqub as best dternative

4.7

42

22.0

19

9.9

74

38.7

45

23.6

189

3.55

In your perception how much
do you agree with those
parties who take eqqub as best
aternative rather than using
formal financial source

25

131

61

31.9

42

22.0

42

22.0

19

9.9

189

2.84

Do you prefer using eqqub
IS better option among other
financial source because it
doesn’t request  collateral
pledge

55

28.8

11

5.8

60

314

63

33.0

189

3.69

Do you prefer eqqub because
of the credit process of formal
financial sources take long
period of time

30

15.7

43

22.5

14

7.3

28.3

46

24.1

187

3.23

In your perception do you
prefer eqqub Because of the

45

23.6

30

15.7

33.5

49

25.7

188

3.62
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high interest rate pad at
formal financial sources

9 do you believeusingeqqubas |7 |37 |78408|25/131|76/398 |1 |.5 187 | 2.93
start up capital is better than
using formal financial sources

10 | Do you believe most | 25 | 131 |18 |94 |17|89 |56|29.3|71|37.2|187 |37
people’s are more strictly
committed to pay their eqqub
money rather than paying
their loan repayment which
they get from formal finance
source

11 | Inyour perception not getting | 10 | 5.2 |46 2411789 |62|325|52 |27.2 |187 | 353
credit  opportunity  from
formal financial sectors makes
you More limited your
business in order to not
expand

12 | In your perception that the| 36 | 188 |42 |22.0/25|13.1|46|24.1|38 | 199 | 187 |3.04
reason why you did not get
credit from the financia
sources is because of your
financial recording system is
weak

13 | Do you believe you can get | 36 | 18.8 | 42| 220 (25| 13.1 |46 |24.1|38 | 19.9 | 187 | 2.88
better credit information
from financial sources

Source: Own Survey, 2018, F=Frequency, P=Percent

Based the results of the respondents for those questions particularly related to Eqgqub as shown in table 4.3
almost all respondents have indicated that they agree with the use of Eqqub has an influence or integration
with the performance of SMEs. As per the results from table 4.3 concerning the influence of Eqqub on the
performance of SME, 93 (48.7%) of the respondent were strongly agreed that Eqqub is better alternative
financial source and 58(30.4%) score agree response with a Mean value of 4.09 this result indicate that most

of the respondents has been using Eqqub in order to finance their business.

Regarding the benefit of informal financial sources, 86 (45%) of the respondent agree on the benefit of
informal financial sources and 60(31.4%) score strongly agree response with the mean value of 3.91 this

result indicate that most of the informal financia sectors benefited from eqqub.
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Regarding to their commitment to pay Eqqub duty than their commitment for loan repayment, 71(37.2) of the
respondent strongly agree and 56 (29.3%) respondent score agree with the mean of 3.7. Thisimplied that the
majority of the respondents were agreed that they have more commitment to pay for their Eqgqub duty than

loan repayment.

Concerning the collateral pledge, 63(33%) of the respondent strongly agreed and 60 (31.4%) were score
agreed with the mean value of 3.69 this indicate that most SMEs prefer to use eqqub because it doesn’t
request collateral pledge. According to the interest rate most SMEs prefer Eqqub Because of the high interest
rate attached and paid at formal financial sources. 64(33.5%) of the respondent agreed and 49(25.7) of the
respondent strongly agree with the mean value of 3.62 which is the interest rate attached to loans from formal
financial sources was not fair. This implied that they used interest free informal financial sources like Eqqub

to finance their business operations.

Concerning to the lack of credit opportunity from formal financial sources, from table 4.3 the mean value of
3.53 the result indicated that 62(32.5) of the respondent were agreed and 52(27.2%) of the respondent were
strongly agree. This implied that, on average the mgjority of the respondents were agreed that lack of credit

access from formal financial sources was a limiting factor for them for the expansion of their business.

Asto the weakness and strength of financial records of the respondents on table 4.3 showed that the responses
were averaged to 3.04. From this it was drawn that the majority 46(24.1%)of respondents were moderately
agreed and 38(19.9%) of the respondents were strongly agreed that their financial recording systems were
poor and did not show their financial position properly so as to apply for loan provisions from formal

financial institutes.

Generdly, the Mean of mean score of respondents as to their agreement level of the influence of informal
financial sources on the performance of SMEs in Addis Ketema and Arada Sub-city were 3.42 and which
referred that respondents were agreed the use of informal financial source (Eqqub) important for SMEs
business operatorsin Addis Ababa, Addis Ketema and Arada sub city.

4.4.1.1 Correlation Analysis

The research conducted using bivariate correlation between informal finance source - Eqqub and
performance. The results revealed that there was a positive and a significant association between informal
finance source - Eqqub and performance (r=0.484, p=0.000)

43



Table 4.4correlation between informal finance sour ce - Eqqub and perfor mance

Total Eqqub Total Performance
Pearson Corréelation 1 0.484
Total Eqoub Sig. (2-tailed) 0.000
N 188 187
Total Performance | Pearson Correlation 0.484 1
Sig. (2-tailed) 0.000
N 187 188

4.4.2 Descriptive Statistics for Informal financial source Arata (Usury)

The degree to which the respondents agreement for the given statements concerning the influence of informal

finance — Arata for the performance of SMEs in AddisKetema Sub city is presented in the table 4.5 using

mean and standard deviation.

Table 4.5 Descriptive Statistics for Informal financial source Arata (Usury)

Description Strongly | Disagree | Neutral Agree Strongly | Tot | Mea
Disagree Agree a n
No. | Items F | % F | % F % F | % F %
1 What is your perception | 78 |40. |88 |46. |17 |89 |2 |10 |2 10 | 187 | 1.80
about peoples who are 8 1
taking Usury (Arata) as
best option rather than
other financial source
2 Do you advice peoplesto | 97 | 50. |64 | 33. |24 | 12. 2 10 | 187 | 164
take usury in every 8 5 6
aspect of work discipline
is better advantage
3 Most of the time SMEs |78 |40. |44 | 23. |55 |28. |7 |37 |3 16 |187 |20
uses usury(Arata) as best 8 0 8
aternative
4 In your perception how |52 | 27. |81 |42. |40 |20. |14 |73 187 | 2.09
much do you agree with
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those parties who take
usury (Arata) as best
aternative rather than
using forma financial
source

Do you prefer usury
(Arata) because of the
credit process of formal
financial sources take
long period of time

41

21.

67

35.

19

9.9

31

16.2

29

15.

187

2.68

Do you believe the
interest rate of usury
(Arata) is high rather
than  other  financia
credit sources

1.6

1.0

13

6.8

66

34.6

105

55.

189

4.42

Do you believe using
usury (Arata) as startup
capital  is better than
using other formal
financial sources

62

32.

95

49.

28

14.

1.0

187

1.84

Do you believe peoples
those who are uses usury
(Arata) are more
successful in  their
business rather than
others

75

39.

68

35.

17

8.9

27

141

187

1.98

Do you believe most
peoples are more strictly
committed to pay ther
usury (Arata) money
rather than paying their
loan repayment which
they get from other
finance source

36

18.

27

14.

28

14.

53

277

43

22.

187

321

10

Do you believe in case if
you default to pay the
usury debt you might
obliged to pay from your
personal property

1.6

11

5.8

10

5.2

74

38.7

88

46.

186

4.25

11

Do you agree with those
peoples who believes

1.6

1.0

21

92

48.2

86

45,

187

4.37
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finishing your usury 0
(aratd) debt takes longer
period of time due to the
interest rate of usury
(Arata) istoo high

Regarding the influence of Arata on the performance of SME, 66(34.6%) of the respondent were moderately
agreed and 105(55%) of the respondent strongly disagreed than the interest rate of Usury (Arata) is higher
than other financial credit sources with the mean value of 4.42, According to the repayment of debit with
mean value of 4.37 from the total respondent 92(48.2%) were moderately agreed and 86(45.0%) were
strongly agreed that finishing Arata debt take longer period of time.

According to default payment Usury debt 88(46.1%) of the total respondent were strongly agreed and
74(38.7%) were scored agreed response, this indicate default of Usury debt might obliged the pay the debt
from their personal property. SMEs more committed to pay their Arata money rather than other debt with the
mean value of 3.21 from the total respondent 53(27.7%) were Agreed and 43(22.5%) were strongly agreed
that SMEs more strictly committed to pay their debt rather than other formal financial credit sources.

Regarding taking Arata as best option rather than other financial source, 88(46.1%) of the respondent were
disagreed and 78(40.8) scored strongly Disagreed that Usury is not best option with Mean value of 1.80,
Usury is considered as best alternative with mean value 2.09, 52(27.2%) of the respondent were strongly
disagree and 81(42.4%) of the respondent disagreed that Usury not considered as best alternative than other
financial sources, use Usury in every aspect of work discipline is better advantage with the mean vaue of
1.64, 97(50.8%) of the respondent were strongly disagree and 64(33.5%) of the respondent were respond
disagree.

better to use Arata as startup capital the Mean value of 1.84from the total respondent 95(49.7%) were
disagreed and 62(32.5%) were strongly disagreed. This indicates that Usury Negatively influence the
performance of SMESs (Table 4.5).

4.4.2.1 Correlation Analysis

The research conducted using bivariate correlation between informal finance source - Arata and performance.
The results revealed that there was a Negative and a significant association between informal finance source -
Arata and performance (r=-0.626, p=.000).
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Table 4.6Correlation between informal finance sour ce -Arata and perfor mance

Total Performance Total Arata
Pearson Correlation 1 -0.626
Total Performance i :
Sig. (2-tailed) 0.000
N 188 188
Pearson Correlation | -0.626 1
Total Arata Sig. (2-tailed) 0.000
N 188 189

4.4.3 Descriptive Statistics for Informal financial source Trade credit

The degree to which the respondents agreement for the given statements concerning the influence of informal
finance — Trade credit for the performance of SMEsin Addis Ketema and Arada Sub city is presented in the
table 4.7 using mean and standard deviation.

Table 4.7 Descriptive Statistics for Informal financial source Trade credit

Description Strongly Disagree Neutral Agree Strongly Tota | Mea
Disagree Agree I n
No. | Items F | % F % F % F | % F %

1 What is your perception | 27 | 14.1 | 40 209 |46 | 241 |46 | 241 | 28 14.7 | 187 | 3.04
about peoples who are
taking trade credit as best
option rather than other
financial source

2 Do you believe using Trade | 4 21 |45 236 | 27 141 |65 | 34.0 | 46 24.1 | 187 | 3.56
Credit as startup capital is
better than using formal
financial sources

3 Do you agree with those | 29 | 15.2 | 29 152 | 8 42 |55 |288 |66 |34.6|187 | 353
peoples who are uses
Trade Credit are more
profitable in their business
rather than others

4 Do you believe most|34 |178 |38 |199 |17 |89 |48 |251 |50 |262|187 |3.22
peoples are more strictly
committed to pay ther
Trade Credit money rather
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than paying their loan
repayment which they get
from other finance source.

Do you prefer Trade Credit
because of the credit
process of other financia
sources take long period of
time

23

12.0

57

29.8

2.6

76

39.8

26

13.6

187

3.13

Do you believe the interest
rate of Trade Credit is high
rather than other financia
credit sources

33

17.3

76

39.8

23

12.0

53

27.7

185

2.52

Do you believe in order to
get trade credit from the
suppliers the previous good
trade relationship is the
basic thing

27

141

22.5

15

7.9

46

241

56

29.3

187

3.33

Do you believeif you get
mass supplies dueto trade
credit the tax

whichislevy will be high

31

335

19

9.9

36

18.8

63

33.0

188

3.46

Do you believe that you
can get trade credit if you
pay your previous debt

properly

29

15.2

36

18.8

10

50

26.2

68

35.6

185

3.5

10

Do you think that the only
reason you can get trade
credit is when you know
the distributor closely or

by any other benefits.

11

5.8

38

19.9

33

17.3

61

31.9

23.0

187

3.48

Regarding the influence of Trade credit on the performance of SME, 65(34.0%) of the respondent agreed and

46(24.1%) were scored strongly agreed that trade credit is better option start up business with the mean value

of 3.56. Whereas, about the profitability of peoples in the business 66(34.6%) of the respondent strongly

agreed and 55(28.8%) were respond agree with the mean value of 3.53 this indicate that trade credit make

peoples profitable in their business.

According to the payment of previous debit 68(35.6%) of the respondent strongly agreed and 50(26.2%) were

scored agreed by the mean value of 3.5 it implies that if you have good credit history with creditor you can get

additional credit.
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61(31.9%) of the total respondent respond agreed and 44(23.0%) were strongly Agreed with the mean value
of 3.48, About the Tax levy on the SMESs by the 3.46 mean value from the total respondent 63(33.0%) were
respond strongly agreed and 36(18.8) were scored agreed, this implies when peoples received mass supplies
due to trade credit the tax which islevy will be high.

SMEs more committed to pay their trade credit debt rather than other debt with the mean value of 3.22 from
the total respondent 50(26.2) were strongly Agreed and 48(25.1%) of the total respondent were agreed that
SMEs more strictly committed to pay their debt which they get through trade credit.

Generdly, the mean values for the responses ranges from 3.56 to 2.52 and the overall average Mean score
become 3.277 which shows that the influence of informal financial source- Trade credit statements. This

indicates that trade credit positively influence the performance of SMEs.

4.4.3.1Correlation Analysis
The research conducted using bivariate correlation between informal finance source — Trade Credit and
performance. The results revealed that there was a positive and a significant association between informal

finance source — Trade Credit and performance (r=0.371, p=0.000)

Table 4.8Correlation between informal finance source — Trade Credit and performance

Total
Performance Total Trade Credit
Total Performance Pearson 1 0.371
Correlation
Sig. (2-tailed) .000
N 188 187
Total Trade Credit Pearson 0.371 1
Correlation
Sig. (2-tailed) 0.000
N 187 188

4.4.4 Descriptive Statistics for Informal financial sour ce family and friend support

The degree to which the respondents agreement for the given statements concerning the influence of informal
finance — family and friend support for the performance of SMEs in Addis Ketema and Arada Sub city is

presented in the table 4.8 using mean and standard deviation.
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Description

Strongly
Disagree

Disagree

Neutra

Agree

Strongly
Agree

Tot

Mean

Items

%

%

%

Do you agree with
peoples who believe
Most of the time SMEs
uses Family and Friend
support as best
aternative

4.7

35

18.51

145 | 76.72

189

4.7

Do you prefer Family
and Friend support
because of the credit
process  of other
financial sources take
long period of time

4.7

38

199

142 | 74.3

189

4.7

Do you prefer Family
and Friend support
because the interest rate
is paid high in other
financia sources

0.5

56

29.3

75

39.3

57 | 29.8

189

3.99

Do you believe most
peoples are more strictly
committed to pay their
family and friend debt
rather than paying their
loan repayment which
they get from other
finance

68 | 35.6

51

26.7

29

152

22

11.5

19 |99

189

2.33

Do you believe in case
if you default to pay the
family and friend debt
you may not obliged to
pay from your persona

property

16

28

14.7

37

194

121 | 634

189

4.46

Do you agree with those
people who believes
that the money collect
from family and friends

19

9.9

22.5

127 | 66.5

189

4.57
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have longer repayment
period than  other
financial sectors

Do you agree about loan 127 | 66.5 |43 | 225 170 | 3.25
which is collect from
family and friend not
reguest collateral

Do you agree most of 5713016 |66 |3175|72 |38.1 189 | 3.05
the time you can get
credit from family and
friends without formal
contractual agreement

Regarding the influence of family and friend support on the performance of SME, 142(74.3) of the
respondent strongly agreed and 38(19.9%) were scored agreed by the mean value of 4.7 it implies that family
and friend support is preferable because the credit process do not take longer period of time. Whereas, about
best alternative to SMEs, 145(76.72%) of the total respondent strongly agreed and 35(18.51%) response were
agreed that family and friend supportive to them by the mean value of 4.7. According to the durability of loan
127(66.5%) of the respondent were strongly agreed and 43(22.5%) responses were agreed that money which
is borrowed from family and friends have longer repayment period than other financial sectors by the mean
value of 4.57

Regarding to collateral issue 127(66.5%) of the respondent moderately response and 43(22.5%) of responses
were agreed that 1oan from family and friends do not request collateral by the mean value of 3.25

Whereas, about credit default payment 121(63.4%) of the respondent strongly agreed and 37(19.4%) were
responses agreed that default payment of family and friend debt may not be obliged to pay from their personal
property by the mean value of 4.46

According to the interest rate payment in other financial sources 75(39.3%) of the respondents agreed and
57(29.8%) of the responses agreed that SMES more preferred to take loan from family and friend by the mean
value 3.99

Generaly, the mean values for the responses ranges from 2.33 to 4.7 and the overall average Mean score
become 3.88 which shows that the influence of informa financia source- family and friend support

statements. This indicates that trade credit positively influence the performance of SMEs.
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4.4.3.1Correlation Analysis

The research conducted using bivariate correlation between informal finance source — family and friend
support with performance. The results revealed that there was a positive and a significant association between

informal finance source — family and friend support and performance (r=0.193, p=0.008).

Table 4.9Correlation between informal finance source — family and friend support and

performance
Total family and friend
Total Performance support
Total Performance Pearson 1 0.193
Correlation
Sig. (2-tailed) 0.008
N 188 188
Total family and friend | Pearson 0.193 1
SupDOTt Correlation
PP Sig. (2-tailed) | 0.008
N 188 189

4.4.4 Descriptive Statistics for Informal financial source Self Help Group (SHG)

The degree to which the respondents agreement for the given statements concerning the influence of informal
finance — self Help Group for the performance of SMEs in Addis Ketema and Arada Sub city is presented in
the table 4.10 using mean and standard deviation.

Table 4.10 Descriptive Statistics for Informal financial source Self Help Group (SHG)

Description Strongly | Disagree | Neutral Agree Strongl | To | Mean
Disagre y Agree | tal
e
No. | Items F % F % |F % F | % |F | %
1 Do you agree with 99 | 5180 9 | 4711189 | 3.95

peoples who believe
Most of the time
SMEs uses Self Help
Groups as best
alternative
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2 Do you belived that 45 | 236 |47 | 246 |97 | 508|189 | 4.28
members contribution
is necessary for the
development of the

enterprise
3 Do you agree that 38 | 199 |15 | 791 | 189 | 4.80
Members contribution 1

benefited us rather
than other financia
sources because of not
collateral request

4 Do you agree that 112 | 586 | 64 | 335 176 | 3.36
contributions collected
from members based

on their free
willingness

5 SHG contribution 9 47 |38 | 199 |14 | 743|189 | 4.70
helps members to give 2
concentration on their
jobs

6 Do you agree that 9 47 |48 | 254 |13 | 698 | 189 | 4.70
SHG play great rolein 6 2 |4
order to start your
business

7 Do you agree that 19 |99 |43 |225|12 | 665|189 | 457
SHG play great rolein 7

order to  expand
exigting business

8 Do you agree that 36 |[188 | 112 |586 |26 | 136 174 | 2.94
SHGs contribution
have great benefit in
order to expand the
existing business
rather than having
credit from other
financial sources

Regarding the influence of self help group on the performance of SME, 151(79.1%) of the respondent
strongly agreed and 38(19.9%) were scored agreed by the mean value of 4.8 it implies that self help group
finance more benefited the SMEs members than other financial sources

53



Whereas, about to start up business, 132(69.84%) of the total respondent strongly agreed and 48(25.46%)
response were agreed that self help groups play a great role to start business by the mean value of 4.7

According to expanding existing business 127(66.5%) of the respondent were strongly agreed and 43(22.5%)
responses were agreed that helpful to enlarge the existing business by the mean value of 4.57

Regarding to collateral issue 127(66.5%) of the respondent moderately response and 43(22.5%) of responses
were agreed that loan from family and friends do not request collateral by the mean value of 3.25

Generdly, the mean values for the responses ranges from 2.94 to 4.8 and the overall average Mean score
become 3.87 which shows that the influence of informal financial source- Self Help group statements. This
indicates that trade credit positively influence the performance of SMEs.

4.4.3.1Correlation Analysis

The research conducted using bivariate correlation between informal finance source — Self Help Group with

performance.

Table 4.11Correlation between informal finance source — Self Help Group and

performance
Total Tota Self Help Group
Performance
Total Performance Pearson 1 0.223
Correlation
Sig. (2-tailed) .002
N 188 188
Total Self Help Group | Pearson 0.223 1
Correlation
Sig. (2-tailed) .002
N 188 189
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4.4.4 Descriptive Statistics for informal financial sour ce - Success

The degree to which the respondents agreement for the given statements concerning the success of informal
financeto SMEsin Addis Ketema and Arada Sub city is presented in the table 4.12 using mean.

Description Strongly | Disagree Neutral Agree Strongly | Tot | Mean
Disagree Agree a
ltems F |% |F % |F % |F % |F | %

In your perceptionusing | 18 | 9.4 | 64 335 |42 220 |52 | 272 |10 |52 |186 | 285
informal financia
sources makes you
successful  in your
business operation

In your perception using | 28 | 14.7 | 51 26.7 | 28 147 |44 230 |34 | 178 | 185 | 3.03
informal financia
sources makes you to
employed many
employees

In your perception using | 35 | 18.3 | 52 272 | 35 183 |42 220 |21 | 110|185 | 2.79
informal financia
sources makes you to
satisfy you customers

In your perceptionusing | 19 | 9.9 | 78 40.8 | 32 168 |48 | 251 |8 |42 |185 | 272
informal financia
sources help you to
fulfill your basic needs

According to the results of respondents from table 4.9 the contribution of informal financial sectors for the
success of business operations 64(33.5%) of the respondent disagreed, 52(27.2%) of the respondent agreed
and 42(22.0%) response moderate by the mean value of 2.85 has been obtained this indicates that the use of
informal financial sectors as a financial source has a moderate influence on the operational performance of
SMEs that are registered and working in Addis Ababa, Addis Ketema and Arada Sub-city. informal finance
help you to fulfill your basic need 78(40.8%) of respondent were disagree, 32(16.8%) of respondent were
moderate response and 48(25.1%) respond agreed by the mean value of 2.72 , informal finance makes you to
satisfy you customer 52(27.2%) of the respondent disagreed, 35(18.3%) of the respondent moderate and
42(22%) were response agreed by the mean value of 2.79
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Generdly, the mean values for the responses ranges from 2.72 to 3.03 and the overall average Mean score
become 2.86which shows that informal financial source have moderately agreed statements. This indicates

that informal financial sources moderately influence the performance of SMEs.

4.5 Informal financial sources on the performance of SMEsregression result
The result indicated in table 4.13 show the fithess model summary try to explain the regression model.

Eqqub, Usury, trade Credit, family and friend support and Self Help Groups were found to be satisfactory via
in explaining the performance variable. This is maintained by R squared of 54.5%. this implies that
Eqqub, Usury, Trade Credit, Family and Friends support and Self Help Group are explain 54.5% of the
deviation in the dependent variable which is performance. All this means that the model which the researcher

applied was satisfactory.

Table4.13 Regression Fitness Model Summary

Adjusted R | Std. Error of
Model R R Square Square the Estimate Durbin-Watson

1 .738a 0.545 0.532 0.33757 1.767

a. Predictors: (Constant), SHG, Usury, Family, Trade credit ,Eqgqub
b. Dependent Variable: Performance

The output of a regression on Informal financial sources on the performance of SMEs is shown in the table
4.14 below.

Table 4.14 Regression of Coefficients

Un standardized Standardized
Coefficients Coefficients
M odel B Std. Error Beta t Sig.
1 (Constant) 0.283 0.098 2.885 0.004
Eqqub 0.202 0.068 0.193 2.988 0.003
Usury -0.505 0.052 -0.510 -9.639 0.000
Trade credit 0.184 0.074 0.155 2.488 0.014
Family and 0.209 0.066 0.164 3.181 0.002
friend support
Sdf Help 0.197 0.054 0.187 3.645 0.000
Group
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The OLS regression results indicates that Eqqub positively influence the performance of SMEs. That is
positively influence the performance of SMEs at Beta vaue of (0.202). This indicate that when informal
financial source — Eqqub increased by 1% performance will increased by (20.2%) Therefore informal
financial source- Eqqub is significant at a significant level of 5 percent. Coefficient of the variable is positive
implies that the variable has a positive effect on the performance of SMEs.

The result also disclosed that informal financial source-Usury has a negative and significant influence on the
performance of SMEs. The result indicates that informal financial source-Usury negatively influence the
performance of SMEs at Beta value of (-0.505). This indicate that when informal financial source- Usury
increased by 1% performance will decreased by (50.5%). Therefore informal financial source-Usury is
significant at a 5 percent significance level. The fact that the coefficient of the variable is Negative implies
that the variable has a negative effect on the performance of SMEs.

Similarly the OLS regression result shows that the Beta value of an independent variable informal financial
source-Trade Credit has a positive and significant influence on the performance of SMEs. The result indicates
that informal financial source-Trade Credit positively influences the performance of SMEs at Beta value of
(0.184). This indicate that when informal financial source — Trade credit increased by 1% performance will
increased by (18.4%). This suggests that informal financial source-Trade Credit is statistically significant
determinant for the performance SMEs at 5 percent significant level. The fact that the coefficient of the
variable is positive implies that the variable has a positive effect on the performance of SMEs.

Regarding with the OLS regression result shows that the Beta value of an independent variable informal
financial source- Family and friend support has a positive and significant influence on the performance of
SMEs. The result indicates that informal financial source-Family and friend support positively influences the
performance of SMEs at Beta value of (0.209).this indicate that when informal financial source -family and
friend support increased by 1% performance will increased by (20.9%). This suggests that informal financia
source-Family and friend support is statistically significant determinant for the performance SMEs a 5
percent significant level. The fact that the coefficient of the variable is positive means that the variable has a

positive effect on the performance of SMEs.

Regarding with the OLS regression result shows that the Beta value of an independent variable informal
financial source- Self help group has a positive and significant influence on the performance of SMEs. The
result indicates that informal financial source-Self help group positively influences the performance of SMEs
at Beta value of (0.197). This indicate that when informal financial source — self help group increased by 1%
performance will increased by (19.7%) This suggests that informal financial source-Self help group is

statistically significant determinant for the performance SMEs at 5 percent significant level. The fact that the
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coefficient of the variable is positive means that the variable has a positive effect on the performance of
SMEs.

The specific model was;;

Perfor mance=0.283+0.202Eqqub-0.505Usury+0.184Trade credit+0.209family and friend
support+0.197self help groups
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CHAPTER 5

5. Conclusion and Recommendations

5.1. Conclusion
The main objective of this research was to show the influence of informal finance on the performance of small

and medium enterprise in Addis Ketema and Arada sub city, Addis Ababa.

This research paper began with an explanation of the role and benefits of small and medium enterprises in
particular. For the development of SMESs access to finance is a crucial element. Thus their sustainable growth
depend on financia institutions. However, the formal financial institutions not able to give this resources or
credits due to many reasons. This research paper reviewed different literatures on theoretical and empirical
evidence of the influence of informal financial sectors particularly on the performance of SMEs. The review
highlighted overall informal financial sectors meanings and definitions particularly Eqqub, Usury, Trade
Credit, Family and Friend support and Self Help Groups, play great role in the development of SMESs.

The General and specific objectives were set for this research. To conduct this study the researcher were used
primary data in order to get the relevant information for the study. A total of 200 Questionnaires were
distributed to respondents and out of which 189 (94.5%) were filled and returned back and the rest eleven
were missed.

In this literature the main influence of informa finance were discussed in detail. After a wide literature
review, the research were carried on SPSS software (24 version) program were used for data analysis purpose.
According to the findings which discussed in the previous chapter, it is possible to summarize that informal
financial sources like Eqqub and Trade Credit are highly used as best alternative financial sources.
Whereas, SMESs have low interest on Usury. These findings assure that both Eqqub and Trade credit are
positively influence the performance of SMEs. Whereas, Usury have negatively influence the performance of
SMEs. Based on the findings regarding the degree of relationship between Eqqub and Trade Credit with the
performance of SME. Yet, the total degree of relationship between Eqqub and Trade credit with performance
is stronger than usury with performance. This research was supported by Multiple regression analysis that
informal financial sources like Eqqub and trade credit have more demand than Arata on the fulfillment of
financial need for the SMEs.
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With regard that SMEs literatures revealed that’s small firms face more challenges in obtaining formal
financing than large firms. They are much likely to be rejected for loans, and are less likely to have externa
financing.

In respect of formal financial sectors literature revealed that Due to the problem of information asymmetries
not all necessary information to assess creditworthiness of borrowersis available to lenders. Besides,

collecting information that is not easily accessibleis overly costly.

5.2 Recommendations
The recommendations part discussed about giving possible suggestion as per the above conclusion.

» Banks should revise their credit policies and procedure which particularly to help SMEsin order to
take credit. And reduce the duration of the credit process which it takes longer period of time. And
also provide other means of guarantees instead of requesting collateral. This helps the banksto collect
and control the money which circulates outside the formal institution.

» For government should design and implement how to  increase the number of SMESs by providing
sound working areas because they are strategically important for entrepreneurship development and
SMEs play great role by reducing unemployment and foster economy development of the country.

» Regarding to Usury (Arata) the government restrict citizens from using Usury. However, there are
peoples who are engaging in this money lenders business. Arata cripple the financial economy of the
country. And also the interest rate is high when it compared with other financial sources. Arata obliged
SMEs to pay their debt from their personal propertiesin case they default to pay. So the researcher
recommends SMEs not to use Aratain order to fulfill their financial need.

» Trade creditors should encourage small and medium enterprises by giving credit of supply in order to
stayed in business.

» Thelimitation of the research leads further enrichment by other scholars for the future studies by
including other different variables which influence the performance of SMEs other sub cities which do
not cover by the researcher.

> 35.45% of the respondents were first and secondary school completed and certificate holders. It
indicates that there is an impact on handling of their financial records. The researcher recommended
that if the skill and experience of this respondent were supported by education and professionalism,
they are able to manage their business efficiently and effectively and also their business might shows

fast development and success.

60



61



Reference

A Guide to work with informal financial institutions. (2014). Techo Serve business solution to poverty.

(2014). A Guide to Working with Informal Financial Institutions. TechnoServe.

AfricaPractice. (2005). Access to finance:Profile of African SMEs.Working paper prepared for Jetro London. Retrieved
12 01, 2017, from http://www.africapractice.com/upload/JETRO.pdf

Ahmadi, K. S. (2016). What is a Self-Help Group? Retrieved August 14, 2018, from psych central:
https://psychcentral.com/lib/what-is-a-self-help-group/

Atieno, R. (2001). Formal and informal institutions' lending policies and access to credit by small - scale enterprisesin
Kenya. An emperical assessment University of Nairobi AERC Research paper 111 African Economic Research
Consortium.

Ayyagari, et al. (2012). Financing of Firms in Developing Countries Lessons from Research. World Bank Working Paper,

Ayyagari, M., Demirglic -Kunt, M., Maksimovic, V. (2008). How Important Are Financing Constraints? The Role of
Finance in the Business Enviroment. World Bank Economic Review 2(3) , 483-516.

Baker. (1986). The Rural-Urban Dichotomy in the Developing World: a case study from Northern Ethiopia. Norwegian
University Press.

Beck and Cull. (2014). Small and Medium sized enterprise finance in Africa. world Bank Policy Research Working paper
7018.

Beck. (2005). Financial and Legal constraints to Growth:Does Firms Size Matter? The journal of Finance14(1), 137-177.

Beck. (2006). Small and medium- Size Enterprises: Access to finance as a growth Constraint. Journal of banking and
finance 30, 2931-43.

Berg. (2013). Microfinace and moneylenders: long run effects of MFls on informal credit market in Bangladish. World
Bank Policy Research Working paper.

Brennan MJ, Maksimovic V and Zechner. (1988). Vendor Financing. Finance43, 1127-1141.

Combhaire. (1966). Wage pool as a form of voluntary assiciation in Ethiopia and otther African towns. proceedings of
the third International Confrence of Ethiopian studies,institute of Ethiopian studies , 44-8.

Cressy, R. (2006). Why do small Firms Die young? Small business Economics , 103-116.

Deakins. (2008). SMEs' access to finance : Is there still a debt Finance gap? Institute for Small Business &
Enterpreneurship. Retrieved December 19, 2017, from
http://webcache.googleusercontent.com/search?q=cache:RTznEIV19eMJ: www.isbe.org.uk/co

Degryse & Ongena . (2014). Informal or formal financing? Or both? First evidence on the co-funding of Chinese firms.

Emery. (1987). An optimal financial response to variable demand. financial and quantitative Analysis , 209-225.

Emery, G. (1984). A pure financial explanation for trade credit. Journal of financial and quantitative Analysis 19 , 271-
285.

Fadahunsi. (1997). Fadahunsi .

Fadiga M.L., & Fadiga-stewart L.A. (2004). Collective action and informal financial institution: An emeprical analysis of
Rotating and savings credit association (ROSCAS)in Senegal. In presentation at the American of Agricultural
Economics Association Annual Meeting , 1-4.

Ferris, J. (1981). A transactions theory of trade credit use. Quarterly Journal of Economics 96 , 243-270.

Fredu Nega, (., & Edris Hussein, (. (2016). Small and Medium Enterprise Access to Finance in Ethiopia: Synthesis of
Demand and Supply. The Horn Economic and Social Policy Institute (HESPI).

Fridell, M. (2007). Exploring the roles of informal,formaland semiformal medium credit in Jordan. Lund University
School of Economics and management.

Gall, M.D., Gall, J.P., & Borg, W.R. (2007). Educational research : An introduction. Boston: Pearson Education.

62



Hernandez-ConovasG. and Koeter_kant,). (2008). Debit Maturity and Relationship Lending:An analysis of European
SMEs. Retrieved January 25, 2017, from : http://staff.feweb.vu.nl/jkoeter/default_files/finalMarch2000.pdf

KARACHI. (2002). What drives SMEs in to Informal sectors?

Khander, S. (2000). Savings and Informal Borrowing and Microfinance. The Bangladish Develoment Studies , 49-78.

Kinyua, A. (2014). Factors Affecting the Performande of small and Medium Enterprise in the Jua Kali Sector In Nakuru
Town, Kenya. Nakuru: I0S.

Klapper. (2010). Entry regulation as a barrier to enterprenurship. Journal of Financial Economics,82(3), 591-623.

Kombo,D.K. & Tromp, L.A. (2009). Proposal and Thesis Writing : An Introduction. Nairobi, Kenya: Paulines Publications
Africa.

Konjit Debela. (2014).
WOMEN IN THE DEVELOPMENT OF MICRO & SMALL ENTERPRISES TO ENSURESUSTAINABLEDEVELOPMENT&FOOD
SECURIT. Addis Ababa: ADDISABABACITYADMINISTRATION ADDIS ABABA CITY ADMINISTRATION
MICRO & SMALL ENTERPRISES DEVELOPMENTBUEARU.

Kothari, C. (2004). Research Methodology: Methods & Techniques, 2nd edition. New Delhi, India: New age
International Publishers.

Levine, D. N. (1972). Wax and Gold: Tradition and Innovation in Ethiopian Culture. Chicago: University of chicagi press.

Main and Smith. (1992). Account receivable management policy: theory and evidence. journal of finance 47 , 167-200.

Mallick, D. (2012). Microfinance and Moneylender Interest Rate. Evidence from Bangladish world development,40(6) ,
1181-1189.

Manu Harriet Bonso. (2015, august). THE EFFECT OF SAVINGS AND LOANS COMPANIES ON THE OPERATIONS OF
SMALL AND MEDIUM ENTERPRISES (SMEs). KUMASI METROPOLIS.

Martinez Peria, M. (2009). Banking Finaning to SMEs: What are Africa's Specialties? Private Sector Development.
Proparco's Magazine.

Mauri, A. (1987). The Role of Financial intermidiation in the mobilization and allocation of householdsaving in
developing countries:interlinks between organized and informal circuits: the case of Ethiopia', International Experts
Meeting on Domestic Savings Mobilization. Honolulu: International Expert Meeting on Domestic Saving
Mobilization.

Meltzer, A. (1960). Mercantile Credit, Monetary Policy, and Size of Firms. Review of Economics and Statistics , 429-437.

Miracle. (1980). Informal savings mobilization in Africa. Economic Development and Cultural Change, Vol.28 No.4 ,
701-24.

Nabintu, N. (2013). Factors Affecting the Performance of Small and Micro enterprises (SMEs) Traders at Cty Park
Hawkers Market In Nairobi County, Kenya. Nairobi: Doctoral dissertation.

Nadiri, N. (1969). The determinants of trade credit termsin the U.S. total manufacturing sectors. Econometrica 37.

NBE, N. B. (2011). Annual report 2010-2011. Addis Ababa: NBE.

NGoc. (2009). The impact of networking on bank financing: The case of small and mediem enterprises in Vietnam.
Enterpreneurship Theory and practice, 33(4) , 867-887.

Nott, L. (2003). The role of information in lending: The cost of Privacy. May: Congressional Research Report, the
Library of Congress.

Ostrom, E. (1999). Context and collective Action: Four Interactive Building Blocks for a Family of EXpanatory Theories.
Indiana University: Workshop on Political Theory and Policy Analysis.

Pankhrust, R.and Endreas Eshee. (1958). 'self - help in Ethiopia', Ethiopian Observer, Vol.ll, No.XI. 354-54.

Robb, A. M. and D. T. Robinson. (2010). The capital structure decisions of new firms. Retrieved 07 20, 2018, from
SSRN: http://ssrn.com/abstract=1662266

Schwartz. (1974). An economic model of trade credit. Journal of financial and Quantitative Analysis 9, 643 - 657.

Smith, J. (1987). Trade Credit and Information Asymmetry. Journal of Finance 42 , 863-872.

Smith, J. (1987). Trade Credit and informational Asymmetry. Journal Finance 42, 863-872.

Tagoe. (2005).

63



Taketa, K. and G.F. Udell. (2007). Lending Channels and Financial Shocks:The case of SME Trade Credit and the
Japanese Banking Crisis. Monetary and Economic Studies.

Udell, G. (2009). "How will a credit Crunch Affect Small Business Finance?". San Francisco: Federal Reserveof San
Francisco Economic Letter.

WBG. (2015). Small and Medium Enterprises(SMEs)finance. World bank Group.

Wolday and Gebrehiot. (2004). Bbusiness Development Service (BDS) In Ethiopia: Status, Prospect, and Challenge in
the Micro and Small Enterprise Sector. International Conference on Micro finance Development in Ethiopia.
Awassa, Ethiopia.

Woldie. (2012). Challenges of microfinance accessibility by SMEs in Tanzania. Tanzania: Thunderbird International
Business Review.

World Bank. (2015, ). SME finance in Ethiopia: Addressing the Missing Middle Challenge. Retrieved November 25,
2017, from World bank Group: http://documents.worldbank.org/curated/en/2015/02/24011867/sme-finance-
ethiopia-addressing-missiing-middle-challenge

Yntiso, G. (2015). The self Help Groups Approach in Ethiopia: Promising Achievement and Formidable Challenges.
Journal Ethipian Studies, 33.

64



Appendices

Appendix 1 - SMEssurvey instrument (English version)

Addis Ababa University
College of Business and Economics

Department of Master of business Administration

(Specialization of Financial Service)

This questionnaire is designed to gather data for a research paper with a title of “Influence of informal finance
on the performance of SMEs case study in Addis Ababa,Addis Ketema sub city wereda 08”. The purpose of
the requirements for the degree of master of business administration (specialization of financial service) at
Addis Ababa University. Your highly esteemed responses for the questions are extremely important for
successful completion of my thesis.

The information you provide will be used only for academic purposes and confidentially treated. Thank you in

advance for your cooperation!
For further information you can Contact Dawit Lakew through the following Address
Mobile +251-913-25-66-42
E-mail- dvdlakew@gmail.com
Part 1 Demographic characteristics
Mark the best alternative among the given boxes which is suitable to you

1. Gender

A Made [
B. Femae :

2. Your Age

A. From 14-20
From 21-30
From 31-40
From 41-50
51 and Above

I LOL

mooOw
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. What isyour level of education

A. Certificate ]
B. Diploma [ ]
C. Degree 1]
D. Mastersand above[ ]
E. Other
. What isYour positioninthe company

A. Manager ]
B. Owner/Manager [ ]
C. Salesperson 1
D. Finance Head [ ]
E. Other

. For How long have you been served in the company
A. Lessthanayear [ |

B. 1-5 [ ]

C. 5-10 [

D. 11-20 [ ]

E. Morethan 20 year§:|

. Types of business that the company running
Manufacturing [ ]

Trade
Agriculture
Service
Construction
Other

mmoow»

JUU

. Company’s ownership type
A. Sole proprietorship

. Share company

U

B
C. Private limited company
D. Other
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8.

10.

11.

12.

How long has the business been in this operation
A. Lessthan ayear

B. 1-5years

C. 6-10years

D. 10-15years

E. Morethan 10 years

JUuOL

The average number of permanent employees of the company in 2009 budget year.
1-10
11-20
21-30
31-50
51-100
On average How do you evaluate the market computation in the past three years ?

U0

mooO w >

A. No competition [ ]
B. Moderate competition 1]
C. Tough competition 1]
D. Very tough competition [ 1]
E. Neutral [ ]
In 2009 E.C fiscal year average sales of the your company was
A. Birr 10,000 or less 1]
Birr 10,001 — 50,000 [ ]
Birr 50,001 — 100,000 [
Birr 100,001 - 1,000,000
Birr 1,000,001 or more 1]

mooOw

The average amount of sales from export trade of your company as compared with the total sales or
percentage in the 2009 E.C fiscal year

A. 1-10% L 1]

B. 11-20% ]

C. 21-50% [ ]
D. 50 % Above L1

E. No/ Undetermined ]
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Part 2 - Informal Finance Source — “Eqqub”

Sr.
no

Strongly
Disagree

Disagree

Neutral

Agree

Strongly
Agree

From your point of view , your
agreement level with respect to the

benefit of informal financial sources

From your point of view what is your
level of agreement about individuals
who are taking Eqqub as better

alternative source of financial need

For all professionals and people
engaged in other business activities
the use of Eqqub is a better saving

option.

Most of the time SMEs uses Eqqub as

best alternative

In your perception how much do you
agree with those parties who take
Eqqub as best alternative rather than

using formal financial source

Do you prefer using Eqqub is better
option among other financial source
because it doesn’t request collateral

pledge

Do you prefer Eqqub because of the
credit process of formal financial

sources take long period of time
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In your perception do you prefer
Eqqub Because of the high interest

rate paid at formal financial sources

do you believe using Eqqub as
startup capital is better than using

formal financial sources

10

Do you believe peoples those who
are uses Eqqub are more successful

in their business rather than others

11

Do you believe most people are
more strictly committed to pay their
Eqqub money rather than paying
their loan repayment which they get

from formal finance source

12

In your perception not getting credit
opportunity from formal financial
sectors makes you More limited

your business in order to not expand

13

Do you believe you can get better
credit information from financial

sources

14

In your perception that the reason
why you did not get credit from the
financial sources is because of your

financial recording system is weak

69




Part 3 - Informal Financial Source Usury (Arata)

Sr.
No.

Strongly
disagree

Disagree

Neutral

Agree

Strongly
Agree

15

What is your perception about
peoples who are taking Usury
(Arata) as best option rather than

other financial source

16

Do you advice peoples to take
usury in every aspect of work

discipline is better advantage

17

Most of the time SMEs uses

usury(Arata) as best alternative

18

In your perception how much do
you agree with those parties who
take usury (Arata) as best
alternative rather than using

formal financial source

19

Do you prefer usury (Arata)
because of the credit process of
formal financial sources take long

period of time

20

Do you believe the interest rate of
usury (Arata) is high rather than

other financial credit sources

21

do you believe using usury (Arata)
as startup capital is better than
using other formal financial

sources

22

Do you believe peoples those who

are uses usury(Arata) are more
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successful in their business rather

than others

23

Do you believe most people are
more strictly committed to pay
their usury (Arata) money rather
than paying their loan repayment
which they get from other finance

source

24

Do you believe in case if you
default to pay the usury debt you
might obliged to pay from your

personal property

25

Do you agree with those peoples
who believes finishing your usury
(Arata) debt takes longer period of
time due to the interest rate of

usury (Arata) is too high
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Part 3 - Informal Financial Source — Trade Credit

Sr.

No.

Strongly
disagree

Disagree

Neutral

Agree

Strongly
agree

26

What is your perception about
peoples who are taking trade
credit as best option rather than

other financial source

27

Do you believe using Trade Credit
as startup capital is better than

using formal financial sources

28

Do you agree with those peoples
who are uses Trade Credit are more
profitable in their business rather

than others

29

Do you believe most people are
more strictly committed to pay
their Trade Credit money rather
than paying their loan repayment
which they get from other finance

source

30

Do you prefer Trade Credit because
of the credit process of other
financial sources take long period

of time

31

Do you believe the interest rate of
Trade Credit is high rather than

other financial credit sources

32

Do you believe in order to get
trade credit from the suppliers the

previous good trade relationship is
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the basic thing

33 Do you believe if you get mass
supplies due to trade credit the tax

which is levy will be high

34 Do you believe that you can get
trade credit if you pay your

previous debt properly

35 Do you think that the only reason
you can get trade credit is when
you know the distributor closely or

by any other benefits.

Part 4- Informal Finance Source- Family and Friend Support

Sr. Strongly Disagree | Neutral Agree Strongly
No Disagree Agree
36 Do you agree with people who

believe Most of the time SMEs uses
Family and Friend support as best

alternative

37 Do you prefer Family and Friend
support because of the credit
process of other financial sources

take long period of time

38 Do you prefer Family and Friend
support because the interest rate is

paid high in other financial sources

39 Do you believe most people are

more strictly committed to pay

their family and friend debt rather
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than paying their loan repayment
which they get from other finance

source

40 Do you believe in case if you
default to pay the family and friend
debt you might obliged to pay from

your personal property

41 Do you agree with those people
who believes that the money
collect from family and friends
have longer repayment period than

other financial sectors

42 Do you agree about loan which is
collect from family and friend not

request collateral

43 Do you agree most of the time you
can get credit from family and
friends without formal contractual

agreement

Part 5- Informal financial source- Self Help Group

Sr. Strongly Disagree | Neutral Agree Strongly
No Disagree Agree
44 Do you agree with people who

believe Most of the time SMEs uses
Self Help Groups as best

alternative

45 Do you believe that members
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contribution is necessary for the

development of the enterprise

46 Do you agree that Members
contribution benefited us rather
than other financial sources

because of not collateral request

47 Do you agree that contributions
collected from members based on

their free willingness/

48 SHG contribution helps members

to give concentration on their jobs

49 Do you agree that SHG play great

role in order to start your business

50 Do you agree that SHG play great
role in order to expand existing

business

51 Do you agree that SHGs
contribution have great benefit in
order to expand the existing
business rather than having credit

from other financial sources

Part 4 - Informal Financial Source — Success

Sr. Strongly Disagree | Neutral Agree Strongly
No Disagree Agree
52 In your perception using informal

financial sources makes you

successful in your business
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operation

53

In your perception using informal
financial sources makes you to

employed many employees

54

In your perception using informal
financial sources makes you to

satisfy you customers

55

In your perception using informal
financial sources help you to fulfill

your basic needs
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Appendix 2 - SMEs survey instrument (Amharic version)
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