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Abstract 
 

Small and Medium Enterprises (SMEs) play an important role in developing countries, serving 

as driving forces for achieving the sustainable development goals of the country. By providing 

adequate quality and reasonably priced goods and services to a large number of people, and by 

effectively utilizing the skills and talents of a large number of people without requiring high-

level training, large sums of capital, or sophisticated technology, the SME sector has been 

instrumental in bringing about economic transition. Access to credit, on the other hand, continues 

to be a fundamental issue that prevents SMEs from playing a positive role in the economy. The 

main objective of the study was to explore SMEs’ source financings and analyze the major 

determinants of access to bank finance by administering a semi-structured questionnaire to 169 

randomly selected SMEs in Addis Ababa, Addis Ketema Sub City. It is found that the major 

source of startup finance is friends/family, own savings, Equb, MFI and banks in their order. The 

source of finance for working capital on the other hand is own saving, Equb and banks again in 

their order. It concludes that the major source of finance both for startup and working capital is 

from informal financial sources. Binary logistic regression was also employed to identify 

determinants of access to bank finance and test hypotheses. The study found that owner-

manager’s age, possession of fixed Asset and perceptions about lending procedure had 

statistically significant effects on access to credit from banks. In contrast owner-manager’s 

gender and educational level; firm’s age, size and sector had no statistically significant effects on 

the probability to access to bank finance by SMEs. Using the age of 51-years-old and 

above entrepreneurs as a benchmark, entrepreneurs between the ages of 31 and 40 are 88.9% less 

likely than those aged 51 and more to obtain financing from banks. SME operators who have a 

negative attitude about lending procedure are 69% less likely to access credit from banks than 

those who do not. SME operators who posses fixed asset 14.028 times more likely to access 

credit from banks than those who do not. Given the importance of SMEs in job creation, income 

generation, and poverty reduction, all parties (government and non-governmental institutions) 

have a responsibility to ensure that SMEs have enough access to capital. 

 

Keywords: Credit, Access, Owner-manager’s Age, Fixed Asset, Lending Procedure
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CHAPTER ONE: INTRODUCTION 

1.1 Background of the Study 

In both developed and developing countries’ economy, the SME sector plays a fundamental role 

in promoting economic prosperity through its significant contributions to income creation, the 

absorption of labor, and the alleviation of poverty  (Abera, Gadisa, Ali, & Girma, 2019); (Fatoki 

O. & Asah F., 2011);(Qureshi & Herani, 2011);(Yesseleva, 2012);(Le & Nguyen, 2009) and 

(Altman & Sabato, 2005). 

According to the ministry of trade and industry development bureau (MOTI) Small & Micro 

Enterprises Development Strategy of Ethiopia (published 2011); the working definition of 

MSEs is based on capital and labor. The definition of medium enterprises is also based on 

capital and labor. According to definition of MSE in Ethiopia (Small and Growing 

Businesses in Ethiopia 2017), small enterprises are those hiring 6 to 30 personnel and 

having a capital of EUR 2,001 to 20,000 and EUR 4,001 to 60,000.00 for industry & service 

sectors respectively. Medium enterprises are also those hiring 31 to 100 personnel and 

having a capital of EUR 20,001 to 300,000.00 for both industry & service sectors (Betiglu, 

Goshu, Eva, & Zoltan, 2021). 

As such, a well-functioning financial sector is vital in providing for the financing needs of 

SMEs. It is well known that while banks are the main providers of external finance to 

SMEs, bank finance is often not readily accessible for SMEs. In fact, a great deal has been 

written about SMEs having difficulties accessing finance from banks. Such issues have been 

proven to be of a global nature existing in both developed and developing economies but 

more so in the latter. This pattern sees no exception in Ethiopia, a developing country in 

struggle. 

Researchers, scholars, policy makers and interested groups have, for a long time, voiced 

concerns about small and medium-sized enterprises’ (SMEs) lack of access to finance.While 

much have been written about SME financing gaps, there is a lack of research investigating the 

determinants of access to bank finance by SMEs. Previous studies like (Macan, 2010) have been 

primarily concerned with the efficient provision of resource to the sector, and they frequently 
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refer to the difficulty of SMEs in sourcing adequate finance. This focus on market efficiency and 

supply of finance to the sector has resulted in less attention to the determinants of capital 

structures. Consequently, it is important that policy makers be well-informed about the 

determinants of access to bank finance.  

The government of Ethiopia in its a Homegrown Economic Reform Agenda 2020, confessed 

extension of credit to underserved segment, such as individuals and small and medium 

enterprises (SMEs), remains constrained. Even though most of SMEs do have checking and 

savings accounts, access to finance is extremely low for this segment. Only 6 percent of micro 

enterprises, 1.9 percent of small enterprises, and 20.5 percent of medium have a loan or a line of 

credit (World Bank, 2014). This small amount of credit exposure is not from luck of interest 

from both the giving and receiving end. It is the knowledge blackout between them.      

Therefore, improving SMEs’ access to finance is significant and important in promoting firm 

performance and productivity in the country (World Bank, 2014). In addition to this, despite 

the enormous importance of the SMEs sector to the national economy concerning job creation 

and the alleviation of poverty, many of the SMEs are unable to realize their full potential due to 

the existence of different factors that inhibit their growth and performance (Wolday & 

Gebrehiwot, 2006). One of the leading factors contributing to the unimpressive growth and 

performance of the enterprises in Ethiopia are limited access to finance and the financing gap to 

SMEs can be attributed to both the demand side and supply side (Wolday & Gebrehiwot, 

2006).In this regard, many studies have been conducted in Ethiopia. For instance,studies by 

(Wolday & Gebrehiwot, 2006); (Ashenafi, Yacob, & Mulugeta, 2013);(Nega, Fredu, & Hussien, 

2016); (Sebsib & Ali, 2018);and(Abera, Gadisa, Mohammedsani Ali, and Haile Girma, 2019) are 

some of the studies on SMEs in Ethiopia from different perspectives but fail to identify the main 

determinants of financial inclusion in SMEs. Hence, by considering the above research gap, this 

study focuses on assessing the determinants of access to bank finance in SMEs. 

Literature reviewed above indicates that there is a significant gap in knowledge of the 

determinants that affects access to bank finance. The purpose of this paper, therefore, is aiming 

to fill this gap by investigating what factors determine the access to bank finance, employing the 

firm level data from Addis Abeba Addis Ketema Sub city particularly from in and around 
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Merkato area. An understanding of the influence of the determinants could greatly improve our 

knowledge of the sector and could result in more appropriate support targeted at SMEs. 

1.2 Statement of the Problem 

The significance of the contributions that SMEs have on the development of a nation is 

enormous. SMEs have assisted in regional and local development as they help accelerate 

industrialization in rural areas by linking them with other sectors in the urban areas (Haron, Said, 

& Ismail, 2013). According to the Organization of Economic Co-operation and 

Development(OECD, 2004), SMEs contributed about 70 percent to employment and more than 

55 percent to Gross Domestic Product (GDP) in high-income economies. In middle-income 

economies, the corresponding figures were 95 percent and 70 percent, and in low-income 

economies the statistics were 70 percent and 60 percent for employment and GDP respectively. 

The government of Ethiopia in its Ten Years Perspective Development Plan (2021 – 2030) has a 

derived objective of expanding micro and small-scale enterprises to reduce urban unemployment. 

However the capacity of SMEs in creating those jobs and any contribution to the economy is 

directly related to their very existence (FEDERAL DEMOCRATIC REPUBIC OF ETHIOPIA, 

2020). According to the World Bank in its study of the existence of a missing-middle 

phenomenon in Ethiopia confirms, like many developing countries, Ethiopia has a large number 

of microenterprises and some large firms, but far fewer small and medium enterprises. Evidences 

show that SMEs aren’t missing because they would not be profitable: they are missing because 

finance is not reaching them in an effective way. This shows that access to finance is a 

significant barrier (WORLD BANK, 2015).  

Banks in the country involvement with SME foster on mere facilitating transactions and safe 

guarding their savings but very conservative in availing loan facilities. As researches indicate 

there is a high demand for bank finance by the SMEs but unable to get them due to different 

factors. Extant literature dictates high interest charges, unreasonable collateral requirements, and 

banks bureaucracy are among the most cited difficulties facing SMEs when dealing with banks 

(e.g. (Kotey & Sorensen, 2014); (Elmansori & Arthur, 2014); (Eltaweel & Brown, 2013).  

A study Murang’a County in Kenya reveals SMEs credit access was determined by interest rate 
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charged, number of lending institutions, and collateral security and literacy levels (Wanjiku, 

2016). In contrast gender of the entrepreneur, firm age, sector and perception about interest rate 

had no effect on access to credit from formal financial institutions (Selamawit Niguse, 2014).  

(Nega, Fredu, & Hussien, 2016) also studied Small and Medium Enterprise Access to Finance in 

Ethiopia and finds, 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) without saying much about institutional characteristics including 

cost of lending.  

Even though they share significant characteristics, most of the studies were made around small 

enterprises together with micro enterprises (MSEs) ( (Abagissa, 2020), (Tewodros Amene, 

2017), (Bekele, 2021),(Selamawit Niguse, 2014)) & little has been studied those determinants in 

lieu of accessing bank finance by small & medium level enterprises (SMEs).  

Although several have been undertaken that greatly focused on the factors and determinants in 

accessing bank finances by SMEs, they have not been consistent, inclusive as well as conclusive 

in the findings. The purpose of this study therefore is to identify determinants of access to bank 

finance by SMEs’ in Addis Ketema Sub City and filling the voids identified in the 

aforementioned discussions.  

General Objective 

The main objective of the study is to explore and assess the determinants that affect access to 

bank finance by SMEs in AddisAbaba. 

Specific Objectives 

The specific objectives are to: 

 Identify the sources of startup and working capital finance of SMEs 

 Investigate and examine owner-manager’s, firm and institutional specific characteristics 

that affect access to bank finance  
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1.3 Significance of the Study 

Financial institutions (Banks) & Traders:  

The findings of the study are expected to better understand the determinants and urge the 

financial institutions to review some of the credit policies & procedures to ensure access to 

finance by SMEs is improved. It will also intend to supplement banks in designing and refining 

their range of products tailored to suit the needs and demands of small and medium business. In 

the meantime the SMEs also will get familiar with the results and consider them while 

approaching banks for credit facility. 

Government: 

The government can use the findings of this study to help in policy formulation and development 

of a framework for a better access to finance. Moreover, it will help governing bodies and the 

policy makers’ to pave away how to encourage establishment and expansion of upcoming 

businesses. 

Researchers:  

The research findings and analysis are of great significance to those who wishes to do further 

research on and around this topic. This research is also expected to add to the existing literature 

on determinants of access to bank finance of SMEs. 

1.4 Scope of the Study 

As the topic indicates the research revolves around the determinants of access to bank finance by 

SMEs in Addis Ketema sub city specifically in and around Merkato area. The research is 

conducted in order to identify major determinants that affect access to bank finance by SMEs in 

Addis Ketema sub city. In addition it will try to identify sources of finance or funds available for 

the start-up and the expansion of SMEs. 

1.5 Organization of the Study  

This study was organized as follows; second chapter presents the literature review, where as 

methodology, data type, targeted population and variable issues are discussed in chapter three of 
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this study. Chapter four presents the empirical results and discussion of obtained empirical 

results. Chapter five is about summary of findings, conclusion and recommendations and the 

later presents references used in due course of conducting the study. 
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CHAPTER TWO: REVIEW OF RELATED LITRATURE 

2.1 Introduction 

SMEs are defined in a variety of ways, varying from country to country and from source to 

source when reporting statistics on SMEs. The number of employees, net assets, sales, and 

investment are all common benchmarks. However, employment is the most commonly used 

definitional basis. Even when the number of employees is used as the criterion, there is some 

difference in defining the top and lower limits of the work force. The lack of a universally agreed 

definition of SMEs is due to the diversity and richness of SMEs' characteristics, as well as the 

political strategies and economic conditions in each country (OECD, 2004). According to(Curran 

& Blackburn, 2001), SMEs operates in practically every sector of the economy; hence there are 

no conventional criteria that apply to them across all industries. Furthermore, (Harvie & Lee, 

2002) noted that SMEs are defined differently in different nations because each economy and 

sector in a country goes through different stages of social and economic development. 

2.2 Definition of SMEs in Ethiopia 

In 1997 Ethiopia adopted definition micro enterprises as businesses with a total asset of less than 

20,000 Birr ($1200) while Small Enterprises as businesses with a total asset of 500,000 Birr 

($30,000) or less. Unlike the international organization's definition base, the total asset is the 

only base used in this definition. In 2011, the country changed the definition of Micro and Small 

Enterprises to align it with at least a few other countries and international organizations 

(Esubalew, Amare, & Raghurama, 2020). However, the new definition only focuses on Micro 

and Small Enterprises and it does not put any demarcation between Small and Medium, and 

Medium and Large Enterprises. According to the then ministry of trade and industry 

development bureau (MOTI) the new Small & Micro Enterprises Development Strategy of 

Ethiopia (published 2011); the working definition of MSEs is based on capital and labor. The 

definition of medium enterprises is also based on capital and labor. The classification based 

on the number of employees and registered capital is shown in Table 2.1. 
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Table 2.1: SME classification in Ethiopia 

  
 

Sr.no      Enterprise-Level         Sector          HiredLabor                       Capital 

1 Small Industry       6–30 2001–20,000EUR 

 Service 6–30 4001–60,000EUR 

2                Medium Industry 31–100  

20,001–300,000 EUR  Service 31-100 

Source: Definition of MSE in Ethiopia (Small and Growing Businesses in Ethiopia 2017). 

2.3 Small and Medium-Sized Enterprises in Ethiopia 

In most economies, particularly in developing nations, small and medium enterprises (SMEs) 

play a critical role (OECD, 2017). (Oláh, et al., 2019) recognize and underline the importance of 

small and medium businesses in the overall economy. The majority of firms in development 

economies are small and medium-sized enterprises (SMEs). SMEs, which account for seven out 

of ten jobs in emerging markets, generate the majority of formal jobs. When we look at the state 

of small and medium businesses in Africa, we can see that they are the continent's backbone, 

accounting for more than 90% of all businesses and employing over 60% of the continent's 

workforce (Durst, Susanne, & Gertstberger, 2021). Despite the fact that SMEs in Africa have a 

considerable impact on economic growth as a result of economic integration, they confront 

several challenges, including infrastructure deficiencies (Mallinguh, Edmund, & Zoltán, 2019). 

Access to capital, on the other hand, is a major stumbling block for SME expansion in emerging 

markets and developing countries; it is the second most commonly stated barrier (World Bank, 

2019). Furthermore, if SMEs are able to generate high-quality jobs, they can help to eliminate 

economic disparities (Kamal-Chaoui & Lamia, 2017).  

SMEs are inextricably related to economic development. For example, in their study of SMEs, 

growth, and poverty, (Beck, Demirguc-kunt, Laeven, & Maksmovic, 2006)explained, cross-

country evidence shows that the relative size of a country's SME sector and economic growth are 

related positively. Another study by(Ayyagari, Beck, & Demirguc-Kunt, 2007) found that formal 

SMEs in high-income countries contribute on average 50% of GDP. Furthermore, data suggests 

that SMEs are the primary source of employment in many economies (Thorsten, Asli, &Soledad, 
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2008). Small and medium-sized enterprises (SMEs) are seen as critical to the development of a 

country's economy, particularly in developing countries (Samir & Samujh, 2020). 

Likewise, a study by (Ong & Hishamuddin, 2012)backs up others' claims that SMEs are critical 

to economic development, especially in underdeveloped nations like Africa. Similarly, according 

to the (ITC, 2019)and (World Bank, 2019) reports, MSMEs (Micro, Small and Medium 

Enterprises) account for 60–70 percent of global employment and 50 percent of GDP, but they 

face access to credit, with the report revealing that 40 percent of formal MSMEs in developing 

countries have an unmet financing need of $5.2 trillion per year. Globally, Over 200 million 

Micro, Small, and Medium Enterprises (MSMEs) around the world do not have access to 

banking services (Ernst and Young, 2017). Access to credit, according to (Samir & Samujh, 

2020), is one of the hurdles to SMEs' development. 

As a result, SMEs are seen as an important tool in the development of jobs, poverty reduction, 

and economic growth in the majority of developing countries. SME's have grown in importance 

in the urban economy, notably in terms of job creation. Similarly, SMEs are the most common 

source of income in Ethiopia, and they contribute significantly to local economic development 

while also serving as a basic means of existence (Tegegne & Mulatu, 2009). Despite its 

enormous contribution to long-term economic development, however, its performance in many 

developing nations, like Ethiopia, continues to fall short of expectations (Arinaitwe, 2006). 

According to the 2018 World Bank Enterprise Survey, just 22% of Sub-Saharan African 

countries are more disadvantaged in getting external financing than the average of 43 percent of 

other developing economies, excluding Africa. Smaller businesses in emerging economies, such 

as Sub-Saharan Africa, are less likely to have access to finance than larger businesses(Beck, 

Demirguc-kunt, Laeven, & Maksmovic, 2006)(Ayyagari, Beck, & Demirguc-Kunt, 

2007)(Thorsten, Asli, & Soledad, 2008). 

Ethiopia's financial sector is undeveloped, and financial services penetration is low(Zins & 

Lawrent, 2016). In Ethiopia, medium and small enterprise growth plays a vital role in the 

country's Industrial Development Strategy (UNDP, 2019), and is thus regarded as a key tool for 

employment creation. Furthermore, Ethiopia's SME sector is seen as a tool for bringing about 

economic revolution by efficiently utilizing people's skills and talents, particularly women and 
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youth, without requiring high-level training, a large amount of cash, or advanced technology 

(Nega, Fredu, & Hussien, 2016). However, evidence from various empirical studies shows the 

opposite, indicating that Ethiopia's SMEs face numerous challenges that prevent them from 

rapidly growing ((Wolday & Gebrehiwot, 2004), (Baza & Rao, 2017)). 

Small and medium-sized businesses (SMEs) have a substantial impact on the economic and 

socioeconomic operations of countries. In terms of economic growth and societal progress, 

SMEs can help traders take advantage of market possibilities and speed up the development of 

rural areas by providing them with the tools they need to do so. SMEs provide impoverished 

communities with financial security, allowing them to afford a better standard of living. As a 

result, the Ethiopian government is constantly reforming regulations to encourage the growth of 

SMEs. 

2.4 Ethiopian SMEs' Financing Options 

Formal Financial Institutions 

Financial institutions that are legally established and involved in the mobilization of savings 

and provision of credit are considered formal sources. The National Bank of Ethiopia 

(NBE) regulates and supervises these entities. The National Bank of Ethiopia (NBE), 

commercial banks (both private and public), Development Bank of Ethiopia (DBE), credit and 

savings cooperatives, insurance companies (both public and private), and microfinance 

institutions (owned by regional governments, NGOs, associations, and individuals) are all part of 

the formal financial sector in Ethiopia. 

Informal Financing Sources 

This comprises entities that are not under the control of the Ethiopian National Bank. Financing 

from family and friends, supplier credit, private money lenders, and semi-formal lending 

organizations like rotating savings (Equb) and credit associations are also included. These are the 

most powerful and long-lasting traditional institutions, serving the financial and social 

requirements of micro and small company owners, particularly women (Yared & Seneshaw, 

2008). 
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Non-formal sources in Ethiopia, according to (Dejene, 2003), include relatives and friends, 

money lenders, neighbors, Iddir, Iqqub, and Mahaber. Friends and family (66 percent), 

moneylenders (14 percent), and Iddir (7 percent) are the most common sources of loans. To put it 

another way, the majority of rural credit comes from unofficial sources. Every year, the informal 

sector mobilizes resources equal to around ten percent of all bank deposits in Ethiopia. Rural 

Iddirs alone raised 3.5 times the entire capital of all Ethiopian microfinance institutions. 

2.5 The Measurement of Financial Access 

Individuals and businesses can obtain financial services such as credit, insurance, and other risk 

management services through access to finance. It refers to a company's ability to obtain and use 

financial services that are both inexpensive and usable while also meeting its financial 

requirements (Martin & Daniel, 2013). Financial access, in particular, enables individuals and 

businesses to shift away from short-term decision making and toward inter-temporal resource 

allocation. This increases savings and removes the self-financing constraint, enhancing 

incentives for productive investments and the expansion and deepening of goods and services 

markets. Access has four key dimensions: physical access, affordability, appropriate features that 

meet the users’ particular needs and appropriate terms that do not effectively exclude any 

category of potential user(Martin & Daniel, 2013). 

There are two types of access measures: those based on the information of providers, such as 

banks and other service providers, and those based on the information of users, such as 

individuals, households, or businesses (Beck, Demirguc-kunt, & Honohan, Access to financial 

services: Measurement, impact, & policies, 2009). Access to finance can be assessed in terms of 

access to specific institutions, such as banks, insurance companies, or microfinance 

organizations, as well as the services that these institutions provide, such as payments, savings, 

and loans and credits. Another way would be to investigate the specific applications of financial 

products like debit cards, credit cards, life insurance, and home mortgages, among others (Martin 

& Daniel, 2013). 

MSMEs confront a number of challenges, including a lack of access to capital, as well as a bad 

investment climate and infrastructure. In less-developed countries, where financial markets are 

less established, regulatory and legal frameworks are weak, informational asymmetries persists, 
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and risk management systems are less robust, the financing restriction is more severe. A well-

developed financial sector helps in the mobilization and allocation of resources, as well as the 

management of risks, all of which contribute to private sector development. Finance contributes 

to economic growth and, as a result, job creation (IFC, 2013). 

Studies have indicated that having access to finance is associated with better job growth rates at 

the firm level (Dinh, Dimitris, & Hoa, 2010). According to a recent IFC study (IFC, 2013), 

financing helps to employment development through four channels: (1) assists entrepreneurs in 

starting new businesses, (2) assists businesses in making greater investments, (3) provides 

businesses with liquidity, and (4) assists businesses in creating indirect jobs through supply and 

distribution chains. 

Improving access implies expanding the range of financial services readily available to everyone 

at a reasonable cost. The use of financial services is easier to quantify since it can be observed, 

but just use is not always the same as access. As a result, accesses imply that their financial 

facilities are in short supply, whereas uses reflect both supply and demand in the market. The 

availability of financial institutions in the market is the means to access, whereas the use is 

whether the financial facilities are adequately accessible by the users. Source: (World Bank, 

2008). 

2.6 Determinants to access to bank finance 

This portion does a literature review in order to identify the independent variables that has been 

used in the empirical analysis. This review leads us to the formulation of a model for estimating 

the probability of access to bank finance. 

Owner-manager’s Gender 

The way female and male entrepreneurs finance their businesses vary considerably ((Verheu & 

Thurik, 2001); (Carter & Rosa, 1998)). According to the enterprise literature, the issue of 

variations in finance sources connected to gender among SMEs is more highlighted during the 

initial (start-up) stage.   (Verheu & Thurik, 2001) found that, while men and women do not differ 

considerably in terms of the type of capital they use, women entrepreneurs appear to have less 

start-up capital. 
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According to (Mijid, 2009), in terms of bank financing, Female entrepreneurs had higher loan 

denial and lower loan application rates. According to (Badulescu, 2011) women face more 

credibility concerns when dealing with bankers. (Coleman, 2007) also found evidence of credit 

discrimination against women entrepreneurs, who were routinely charged higher interest rates 

and required to put up additional collateral in order to obtain loans. 

Owner-manager’s Age 

Entrepreneurs' personal financing preferences often appear to shift as they become older 

(Agarwa, Driscoll, Gabaix, & Labison, 2008). The effect of the owner-manager’s age on the 

financial behavior of SMEs, according to (Romano, Tanewski, & Symirnios, 2001), can be seen 

in that, unlike younger entrepreneurs, older entrepreneurs are less likely to put additional 

financing into their businesses. This finding is consistent with (Van der wijst, 1989) prior 

findings, which revealed that older SMEs' owner-managers are more hesitant to accept external 

ownership in the firm. 

(Vos, Yeh, Carter, & Tagg, 2007) used two data sets from the UK and the US to investigate SME 

financial behavior. The findings revealed that younger owner-managers are more likely to need 

bank overdrafts and loans than senior owner-managers, who are more reliant on retained profits. 

Similarly,(Ogubazghi & Muturi, 2014) found that the age of SMEs' owner-managers has a 

significant impact on their enterprises' access to bank loans. Other research (e.g., (Nguyen N. & 

Luu N.T.H., 2013); (Slavec & Pordan, 2012) found no indication that the age of SMEs' owner-

managers has a substantial impact on their ability to take loan from banks. 

Bankers' perceptions of different age groups can affect SMEs' access to bank loans. Bankers, for 

example, view senior owner-managers as non-innovative and non-dynamic, making them less 

appealing for loan approval. Younger owner-managers, on the other hand, are seen as inventive 

and high-performing. Furthermore, it may be claimed that elder entrepreneurs are wiser and 

more responsible than younger entrepreneurs who might be perceived as risky portfolios. 

Owner-manager’s Education 

The educational background of SMEs' owner-managers is often positively associated to the 

firm's use of leverage, which is used by institutional financiers as a proxy for human 
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capital((Slavec & Pordan, 2012); (Coleman, 2007)). (Watson, 2006) found that an owner-

manager's education level is important in explaining the debt-to-asset ratio of SME. It was also 

discovered that the level of education of SMEs owner-managers is a major factor of their 

financing preferences, with less educated ones relying more on internal sources and more 

educated ones more likely to use external financing (Gebru, 2009). 

Between 1976 and 1986, (Bates, 1990) investigated the impact of owner-manager personal 

characteristics on the longevity of SMEs across a large sample of SMEs in the United States. 

According to the findings, the level of education of entrepreneurs is a big factor of the quantity 

of bank loans granted to SMEs. Ahmed and Hamid used the amount of education of top 

managers as a measure of human capital quality and discovered a substantial positive link 

between educational level and the likelihood of obtaining bank financing (Ahmed & Hamid, 

2011). They went on to say that having a higher level of education gives entrepreneurs more 

confidence when interacting with bankers while applying for loans. 

Educated owner-managers are more likely to have better managerial abilities and be more 

prepared to handle the credit system's complex administrative procedures. University graduates 

have the least difficulties in getting bank loans than the non graduates, according to (Irwin & 

Scott, 2010). Similar conclusions were reached by (Byiers, Rand, Tarp, & Bentzen, 2010)and 

explained this by saying that educated owner-managers are more confident in their ability to 

overcome barriers to obtaining a bank loan and are more informed about bank credit services and 

their requirements. 

Possession of Fixed Asset 

The ability to provide collateral is a major factor in the impact of asset structure on SMEs' access 

to finance. Because collateral is so important in easing SMEs' access to debt financing 

(Bougheas, Mizen, & Yalcin, 2006). Firms having a higher fixed asset proportion use more 

financial leverage (Palacín-Sánchez, Ramírez-Herrera, & Di Pietro, 2013). The rationale for this 

is that these businesses may borrow at lower interest rates because their loans are secured by 

these assets. In a similar line, (Calomiris & Hubbard, 1989) found that when a company is 

smaller, such as a SME, credit constraints are more severe. One of the main reasons for this is 

that smaller businesses have fewer assets to offer as collateral.  
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According to (Ono & Uesugi, 2009), the utilization of collateral has a favorable link with the 

strength of the borrower-lender lending relationship, resulting in better SME access to external 

funding, particularly bank credit. (Odit & Gobardhun, 2011) came at a same conclusion. They 

also discovered that SMEs with a lower percentage of tangible assets in their total assets are 

more likely to have difficulty obtaining outside financing, such as bank loans, due to their 

inability to provide sufficient collateral.  

Industry Sector 

According to a number of studies, SMEs' financial decisions are influenced by industry sector-

related characteristics, (Mackay and Phillips, 2005; Michaelas et al., 1999). In terms of financial 

demands and choices, companies in the services industry, for example, can differ from those in 

manufacturing or construction. (Michaelas, Chittenden, & Poutziouris, 1999) used a sample of 

3500 SMEs from ten industries in the UK to investigate the various capital structure factors. 

They came to the conclusion that the impact of industry on short- and long-term debt varied 

substantially industry sector. (Hall, Hutchinson, & Michaelas, 2000) obtained similar results 

using the same data but a different approach. 

(Abor, 2007) investigated the impact of industry classification on Ghanaian SMEs' access to 

finance. The survey found that wholesale and retail trade sectors use short-term bank loan more 

than manufacturing SMEs, whilst construction, hotel and hospitality, and mining industries 

appear to rely more on long-term bank credit. Due to the high level of risk associated with the 

agricultural sector, the results of another study by (Roslan & Karim, 2009) revealed that banks 

may be more inclined to grant credit facilities to SMEs in the services or services support sector 

than to SMEs in the agriculture sector. 

According to (Byiers, Rand, Tarp, & Bentzen, 2010), the business sector of SMEs appears to be 

significant for obtaining loans. According to their findings, SMEs in the metal-mechanic and 

wood-furniture sectors have much lower bank loan access than those in the food processing 

industry. In comparison to the other two industries, banks place a lesser risk premium on the 

food processing business, according to their interpretation. Furthermore, (Silva & Carreira, 2010) 

suggested that because the main input is human capital rather than physical capital, it is more 

difficult for most SMEs in the services sector to obtain bank loans because no physical capital 
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can be used as collateral. 

Firm Age 

Firm age can be presented as another major factor of access to bank funding as firms' sources of 

finance change over time. A company may, for example, begin as a family-owned corporation 

and rely on internal financing sources such as personal savings and family finances. As a result, 

it may be able to acquire payments from its suppliers through time. 

 If a business has a well-established legal identity, company track record, and accounting 

processes, it may be able to acquire bank loans. Previous research (see (Aryeetey, 1994) and 

(North, Baldock, & Ekanem, 2010)) has discovered a link between firm age and bank financing. 

Being in business for a long time means that the company is more competitive and transparent in 

general, making the information needed by lenders to analyze and process applications more 

readily available. Furthermore, because they have not built adequate assets, young businesses are 

unlikely to meet the bank's collateral criteria. 

Lenders find it difficult to examine credit applications filed by new businesses due to a lack of 

assets and information on financial records. Financing constraints were shown to be particularly 

harsh for start-ups and relatively young businesses in previous studies (three years old or less). 

According to (Aryeetey, 1994), who performed a survey of 133 firms in various industries in 

Ghana, just 10% of new businesses were able to secure bank loans, whereas medium-sized and 

older businesses were given credit three times more frequently than their smaller counterparts. 

According to (North, Baldock, & Ekanem, 2010), the primary reasons for younger businesses 

having difficulty obtaining financing include a lack of credit history, insufficient security, and 

poor business performance. 

Firm Size 

Size is one of the variables that has traditionally been taken into account when making financial 

decisions and capital structure decisions. Firm size, for example, is employed as a proxy for both 

the optimal capital structure theory and the pecking order theory. Although there is no agreement 

among researchers on the criteria that should be used to quantify company size, the idea that firm 

size has an impact on SMEs' activities and expansion potential appears to be widely accepted. 
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However, employment size is the most commonly used in defining firm size.  

The size of a company has a significant impact on its financial decisions. This influence can be 

seen clearly in the decision-making process when deciding whether to use one type of funding 

over another (Cassar, 2004). (El Kalak & Hudson, 2016) stated that banks and other financial 

institutions have eventually realized that when dealing with SMEs, different credit risk models 

should be utilized than when dealing with large corporations. This is because SMEs' relatively 

small size implies a high operational risk associated with their operations, and thus a higher risk 

of insolvency. 

Lending procedures 

According to (Schmidt & Kropp, 1987), access is often determined by the sort of financial 

institution and its policies. What is displayed in the form of minimum loan amounts complicates 

application procedures and limits lending for specific purposes. Potential borrowers will not 

apply for credit if the repayment period, payment conditions, needed security, and provision of 

supplemental services do not meet the needs of the target group. If they also do, they will be 

denied access. As a key issue, the excessive level of security, paper work requirements, and red 

tape involved in applying for and obtaining bank financing. In terms of time, this was equally 

true for SMEs in most sectors regarding time taken to grant finance (Abdulaziz & Andrew, 

2013). 

2.7 Hypothesis of the Study 

The following hypotheses have been established based on a thorough literature review in order to 

identify determinants of access to bank finance in Small and Medium Enterprises. 

Hypothesis1: Male operated SMEs have more access to finance than female operated SMEs. 

Hypothesis 2: SMEs run by older operator tend to have more access to finance than those run by 

younger ones. 

Hypothesis 3: SME operators with higher education have more access to finance than those with 

lower or no education. 

Hypothesis4: SMEs which possess fixed asset are more likely to have access to finance than 

those which do not. 
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Hypothesis 5: SMEs engaged in the manufacturing sector have more access to finance than 

SMEs engaged in the other sectors. 

Hypothesis6: SMEs that are older have more access to finance than SMEs that are young. 

Hypothesis 7: SMEs with larger employment size have more access to finance than those with   

smaller employment size. 

Hypothesis 8: Lending procedures of financial institutions negatively affect SMEs’ access to 

finance. 

2.8 Conceptual Framework 

Based on the preceding explanations and review of literature about the financial constraints of 

SMEs in the study area, the following conceptual framework is built to correspond with the 

objectives. It conceptualizes the most important variables that are expected to affect SMEs' 

access to bank finance.  
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Figure1: Conceptual framework of determinants of access to finance in SMEs 
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CHAPTER THREE: RESEARCH METHODS AND DATA COLLECTION 

3.1 Site Selection and Description of the Study Area 

The research site is in Addis Ababa, Addis Ketema city. This is one of the 11 sub cities that 

make up the capital. The district is at the city's northwestern outskirts, not far from the center. It 

is bordered on the north by Gullele, on the east by Arada, on the south by Lideta, and on the west 

by Kolfe Keranio sub cities. Mercato, Africa's largest open-air marketplace, is held there. 

According to the Addis Ababa city structure plan, Addis Ketema Sub city covers a total area of 

7.41 km2 (2.86 sq mi). In 2011, the sub city had a total population of 271,644 people, making it 

one of Addis Ababa's most densely populated sub cities. 

 

Figure2: Map of Addis Ketema sub-city 

3.2 Research Strategy and Design 

3.2.1 Research Strategy 

Quantitative data was collected from primary and secondary data sources. Quantitative research 

design is used in conditions where there are preset instrument based questions, performance data, 

attitude data and observational data (Creswell, 1994). 

3.2.2 Research Design 

A research design is a blueprint that lays out the methods and procedures for gathering and 

interpreting data. It guarantees that the study is relevant to the problem and that it employs 

valued methods (John, Khan, Robert,, & David, 2007). This research employs both descriptive 

and explanatory research methods. 
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The most important objective of descriptive research is to describe the current state of 

circumstances. The purpose of this study was to characterize and critically evaluate the 

determinants of SMEs' access to finance in Addis Ketema sub-city. Furthermore, the study was 

explanatory in the sense that the link between variables was associated with the goal of 

explaining the combined influence of explanatory variables on financial access. 

Furthermore, the research was cross-sectional in nature, meaning that all relevant data was 

gathered at a single point in time. The vastness of the study necessitates getting information from 

a cross-section of the population at a particular point in time, which is a feasible technique for 

conducting numerous descriptive studies (Janet, 2006). 

3.3 Data Type and Source 

3.3.1 Data Type 

Quantitative research approach was used in this study. Quantitative method is an inquiry into 

aproblemthatcanbemeasuredwithnumbersandanalyzedusingstatisticaltechniques (Gray, 2007). 

3.3.2 Data Sources 

Both primary and secondary sources of data collection were employed in the study. 

i. Primary Sources 

We used well-designed, semi-structured questionnaire parts of which is adapted from (Selamawit 

Niguse, 2014) and owner/ managers of the SMEs completed them. 

ii. Secondary Sources 

The secondary data was obtained from the internal report of Addis Ababa City Administration - 

Addis Ketema sub city Trade Bureau after formally approaching them for information meant for 

the study. Micro and Small Enterprises Development Agency of 2008 EC and Central Statistical 

Agency are also used to provide additional information where appropriate. Besides, published 

and/or unpublished government documents, reports and newsletters were reviewed to make the 

study fruitful. 
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3.4 Target Population and Sampling 

3.4.1 Target Population 

According to our literature review, enterprises are categorized as micro, small, medium or large 

based on number of employees or their capital. As it is very difficult to adopt number of 

employees as a criterion putting in mind absence of reliable data, registered capital is taken as a 

sampling means. According to Addis Ketema sub city trade bureau there are about 3,432 SMEs 

with a registered capital of between Birr 100,000.00 and Birr 16,500,000 in the sub city.  

3.4.2 Sampling Design and Procedures 

Sampling procedure 

The study employed a simple and stratified random sampling technique. Simple random 

sampling is a method of sampling that assures that every member of the population has an equal 

probability of being included in the sample. Sub samples are drawn inside different strata in 

stratified random sampling, and each stratum is more or less equal on some characteristics. 

To obtain information from SMEs of various sizes, simple and stratified random sampling was 

used. This method is favored since it aids in the reduction of bias when interacting with the 

general public. With this strategy, the sampling frame can be arranged into generally 

homogeneous groups (strata) before picking elements for the sample. This step improves the 

chances of the final sample being representative of the stratified groups (Janet, 2006). 

Sample size 

The appropriate sample size for a study is determined by the nature of the population and the 

investigation's goal. Although there are no hard and fast standards, sample size is usually 

determined by the population being sampled (Catherine, 2009). 

SMEs Addis Ketema subcity are 3432 in number (Addis Ketema Trade Bureau 2022). The 

sample size selected here is considered as representative of manufacturing, construction, Urban-

Agriculture, service and trading sectors and it is large enough to allow for precision, confidence 

and generality of the research findings.  

The following formula was used for the calculation of the sample size since it was relevant to 
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studies where a probability sampling method was used. Given the total population of the study, a 

simplified scientific formula provided by (Yemane T, 1967), i.e 

n=N 

(1+N(e)
2
) 

In which e is the level of precision, i.e. e= 0.075 (0.075 level of significance). 

n=N 

(1+N(e)
2
) 

=3,432 

(1+3432(0.075)
2
) 

=169 

Accordingly, 169 respondents were selected randomly from 3432 SMEs. The 169 respondents 

will also be randomly selected based on their registered capital. 

3.5 Data Collection and Instruments 

3.5.1 Quantitative Data Collection Instruments 

The main tool for collecting quantitative data was through semi structured questionnaire. The 

questionnaire was kept very simple to encourage meaningful participation by the respondents. 

The questions were kept as concise as possible with care taken to the actual wording and 

phrasing of the questions. The literature in the study was used as a guideline for the development 

of the questions in the questionnaire. 

3.5.2 Data Collection Procedures 

The researcher along with three data collectors disseminated the questionnaire to the 

respondents. Training was given to the data collectors for assisting the respondents in filling out 

the questionnaires. Explanation about the objectives of the study was done and after the required 

consent was obtained, the questionnaire was disseminated. Secondary data sources were also 

carefully examined and relevant information was extracted. 

3.6 Data Processing and Analysis 

3.6.1 Data Processing 

Data was computer-processed in this investigation. Data processing is divided into two stages: 

data cleaning and data reduction. The acquired raw data was modified during data clean-up to 
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find abnormalities, errors, and omissions in responses, as well as to ensure that the questions 

were answered accurately and evenly. We allocated codes to reduce replies to a small number of 

categories. Following that, data input or recording was undertaken, followed by the 

categorization or grouping of a huge amount of raw data into classes or groups based on common 

criteria. Finally, the raw data was summarized and displayed using tabulation for additional 

study. 

3.6.2 Data Analysis 

The Statistical Package for Social Science (SPSS) version 23 was used to analyze the data 

obtained from primary sources. Descriptive statistics (Frequency, percentage, mean and standard 

deviation) were taken from this tool. A binary logit model which best fits the analysis of 

determinant of access to credit by small and medium enterprises were employed. 

Specification of the Logit Model 

In this study binary logistic regression model was used to examine the relationship between the 

independent variables and dependent variable (SMEs access to credit). 

The justification for using binary logistic regression model is its simplicity of calculation and 

that its probability lies between 0 and 1(two categories). Moreover, its probability approaches 

zero at a slower rate as the value of explanatory variable gets smaller and smaller, and the 

probability approaches 1 at a slower and slower rate as the value of the explanatory variable gets 

larger and larger(Gujarati, 2004). 

But when the dependent variable is categorical, OLS regression technique produces parameter 

estimates that are inefficient and heteroscedastic error structure. As a result, testing hypothesis 

and construction of confidence interval becomes inaccurate and misleading (Gujarati,2004). 

Therefore, to alleviate these problems and come up with relevant output the non-linear 

specification model will select i.e, the cumulative distribution function (CDFs) are commonly 

chosen to represent the 0-1 response model that are the logit and probit models. The logit model 

assumes cumulative probability distribution function whereas the probit model is associated with 

the cumulative normal distribution (Gujarati, 2004). The logit and the probit model yield similar 
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parameter estimates, but the cumulative logistic regression model is preferred because of its 

comparative mathematical simplicity and more meaningful interpretation of odds ratio (Gujarati, 

2004). 

(Hosmer & Lemeshew, 1989) pointed out that the logistic distribution (logit) has got advantage 

over the others in the analysis of dichotomous outcome variable in that it is extremely flexible 

and easily used model from mathematical point of view and results in a meaningful 

interpretation. Hence, the logistic regression model has been selected for this study. 

Logistic regression model was used to determine factors that influence access to credit by SMEs 

from banks. Logistic regression is useful for this kind of situation where prediction of the 

presence or absence of an outcome based on values of a set of predictor variables is needed. In 

addition, it is suited to models where the dependent variable is dichotomous. 

According to (Gujarati, 2004), the cumulative logistic probability distribution model for this 

study is econometrically specified as follows: 

 
 

Where Pi is the probability that an individual has accessed credit given XiXi represents the i
th 

explanatory variables α & βi are regression parameters to be estimated. e is the base of the 

natural logarithm. 

For ease of interpretation of the coefficients, a logistic model could be written in terms of the 

odds and log of odd. The odds ratio is the ratio of the probability that SMEs would have access 

to credit (Pi) to the probability that SMEs would not have accessto credit(1-Pi).That is, 

 
 

And taking the natural logarithm of equation (2) yields: 
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If the disturbance term Ui is taken into account, the logit model becomes: 
 

The dichotomous response variable Y= 0 or 1 with Y=1 denotes the occurrence of the event of 

interest while Y=0 denotes otherwise. The dummy variables, also known as indicators and bound 

variables, characterize dichotomous responses. In this study, since only two options are 

available, namely “access to credit” or “no access to credit” a binary model was set up to define 

Y=1for situation where SMEs accessed credit and Y=0 for situations where SMEs did not access 

credit from either formal sources. The logistic regression in this study can therefore be specified 

as: 

 

Yi=α+β1X1+β2X2+β3X3+β4X4+β5X5+β6X6+β7X7+β8X8+β9X9+β10X10+Ui 

X1 denotes gender of owner-manager; 

X2 denotes age of owner-manager; 

X3 denotes educational level of owner-manager; 

X4 denotes possession of fixed Assets; 

X5 denotes the age of the enterprise; 

X6 denotes firm Size; 

X7 denotes business sector; 

X8 denotes lending procedures; 

3.7 Definition of Variables 

3.7.1 Dependent variable 

The dependent variable for the logit analysis is of dichotomous nature representing small SMEs 

access to credit. Y=1 for situation where SMEs accessed credit and Y=0 for situations where 

SMEs did not access credit from formal credit sources. 
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3.7.2 Independent/Explanatory variables of the study 

Review of literatures on determinants of access to finance of SMEs and past research findings 

were used to establish independent variables working of this study. In other words, among a 

number of factors, which have been related to SMEs’ access to finance, in this study, the 

following entrepreneurial, firm level and institutional characteristics were hypothesized toexplain 

the dependent variable. 

Owner-manager’s Gender (X1): Gender of the operator of SMEs. Males are more likely to 

access credit than females. 

Owner-manager’s Age (X2): Is a measure of age (in years) of the operator. Older operators are 

more likely to access credit banks than younger ones. 

Owner-manager’s Educational level (X3): Educational status of the SME operator. Owner-

manager who have reached a higher level of education are more likely to access credit from 

banks than operators of lower educational level. 

Possession of fixed Assets (X4): Possession of tangible fixed asset that could serve as collateral. 

SMEs who have fixed asset are more likely to access credit from banks than those who do not. 

Age of the enterprise (X5): Age of the enterprise measured in number of years in which the 

SME has been operating. Older SMEs are more likely to access credit banks than younger ones. 

Business sector (X6): The sector in which the SME is engaged in. SMEs in the manufacturing 

sector are more likely to access credit banks than SMEs in other sectors. 

Firm Size (X7): Firm Size of SMEs in terms of number of employees including family 

members. SMEs with larger employment size are more likely to access credit from banks than 

SMEs with smaller employment size. 

Lending procedures (X8): Attitude of SME operators towards lending procedure of banks and 

how it discourages loan application. SME operators with a negative attitude towards lending 

procedure will be discouraged from loan application and are less likely to access credit from 

banks. 
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Table 3.1: Name, Type, code and value of variables 

 

Name Type Code Value 

SMEs’ access to credit Dummy ACCESS Y=1ifAccesstocredit,0ifNoaccess 

Owner-Manager’s Gender Dummy GEN_OM 1ifSMEoperatorisfemale,0ifmale 

 

Owner-Manager’s  Age 

 

Categorical AGE_OM 
1if18-30,2if31-40,3if41-50,4if>50 

 

Owner-Manager’s 

Educational level 

 

Categorical 
EDU_OM 

1ifNoformaleducation,2ifprimaryscho
ol,3ifsecondary school, 
4ifTVET/College and above 

Possession of fixed asset Dummy FIX_ASSET 1ifthereisfixedasset,0 otherwise 

SME age Continuous 
AGE_FM 

SME age in number of years 

 
SME employment size 

 
Categorical 

SIZE_FM 

 
1if 6-20employees,2if2-40,3if40-

80,5if>80 

 
Sector 

 
Categorical 

SECTOR 

1ifmanufacturing,2construction,3urba

n 

agriculture,4service,5trade 
 

Lending procedure Dummy LEND_PR 1ifyes,0otherwise 
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CHAPTER FOUR: DATA ANALYSIS AND DISCUSSION 

4.1 Descriptive Statistical Analysis 

The main objective of this study was to assess the determinants of access to finance in SMES in 

Addis Ketema sub-city. In order to achieve the objective questionnaires were distributed to a 

sample of169 SMEs and 169 questionnaires were filled properly, with all of the questionnaires 

returned. SMEs’ access to credit is affected by owner-manager, firm level and institutional 

characteristics. This section provides descriptive analysis of the major source of initial and 

startup finance and difference between SMEs who had access to credit(Access) and SMEs which 

did not have access to credit (No access) with respect to explanatory variable which were 

hypothesized to affect SMEs’ access to credit from banks. 

4.1.1 Source of Finance 

One of the objectives of this study was identifying the source of initial and working capital 

finance for SMEs in Addis Ketema sub-city. Availability of finance influences the viability and 

success of SMEs since it determines the capacity of an enterprise in choice of technology, access 

to markets, and access to essential resources, etc. Yet, securing capital for business start-up or 

business operation is one of the major obstacles of every entrepreneur, particularly those in the 

SME sector. 

Table 4.1.1.1:ThemajorsourceofInitial/StartupFinance 

PARTICULARS 

Responses 

Percent of Cases N Percent 

 

STARTUP 

CAPITAL 

BANK 6 2.0% 3.6% 

MICROFINANCE 12 4.1% 7.1% 

OWN SAVING 82 27.9% 48.5% 

FRIENDS/FAMILY 119 40.5% 70.4% 

EQUB 75 25.5% 44.4% 

Total 294 100.0% 174.0% 

Source: Own survey data 2022 

As indicated in the above table, the major finance as a source of startup capital came from 

friends/family 40.5%, ahead of own savings 27.9% & Equb 25.5% that stood second & third 

respectively from sample SMEs that were surveyed. Banks & MFI contribute only for 6.1% 
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where 2% from banks & 4.1% from MFIs. 

Table 4.1.1.2: The major source of Working-Capital 

PARTICULARS 

Responses 

Percent of Cases N Percent 

 

 

WORKING-CAPITAL 

BANK 57 16.8% 33.7% 

MICROFINANCE 23 6.8% 13.6% 

MONEY LENDERS 11 3.2% 6.5% 

OWN SAVING 150 44.2% 88.8% 

FRIENDS/FAMILY 28 8.3% 16.6% 

EQUB 70 20.6% 41.4% 

Total 339 100.0% 200.6% 

Source: Own survey data 2022 

The highest percentage of working capital came again from informal financial sources 

represented by own saving 44.2% followed by “equb” 20.6%. Banks represented by banks and 

microfinance were sources of working capital finance for 16.8 percent and 6.8 percent of sample 

SMEs surveyed. 

In Ethiopia, formal finance has not yet superseded informal finance largely because the current 

working practices of formal financial intermediaries are not adapted to providing service in small 

packets at a cost that makes them affordable to the poor(Haftu, Tsehay, Teklu, & Tasew, 2009). 

Accordingly, for the largest percentage of sample SMEs surveyed in Addis Ketema sub-city, 

their source of initial and startup finance was own savings. The major sources of loan or credit 

on the other hand are friends and family, “Equb” & banks & MFIs in their order. This indicates 

that the major source of credit for SMEs during startup & working capital were informal 

financial sources (friends/family and“equb”). Banks, represented by microfinance & banks 

served as a source of initial or startup finance for only small percent of SMEs surveyed. This 

implies that informal financial sources serve as the major source of finance for SMEs. This 

confirms the assertion by ( (Yared & Seneshaw, 2008); (Admasu, 2012.)), that informal financial 

sources serve as the major source of finance for SMEs in Ethiopia. 

4.1.2 Owner-manager’s Demographic Characteristics 

Owner-manager’s characteristics make a difference to the firm’s ability and likelihood of 
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accessing external finance (Cassar, 2004). Owner-manager’s characteristics considered in this 

study were Age, Gender and Educational level. 

4.1.2.1 Owner-manager’s Age and Access to Credit 

Age is an important factor and it is often found that the personal financing preferences of 

entrepreneurs appear to change according to age (Abdulaziz & Andrew, 2013).Table 

4.1.2.1shows a cross tabulation of entrepreneurs age and access to credit from banks. The 

average age of respondents was 37 years, with minimum and maximum ages of 21 and 68 years 

respectively. The largest percentages of respondents were in the age group of 31-40 63 (37%) 

followed by age group of 21-30 (33%). Age group of >51 on the other hand constitutes the least 

out of respondents. Comparing each age group with respect to credit access and no access, 

respondents within the age group of >50 had the highest percentage to access credit from banks. 

Respondents within the age group of 21-30 on the other hand the lowest percentage of those who 

were able to access credit from banks. According to the survey result 70% of the respondents 

were below the age of 40 which means most of the SMEs entrepreneurs were young peoples and 

only 17% access to credit from banks. 

Owners or managers with older age are more likely to access credit from banks than those with 

younger age. This implies that the personal financing preferences of owners or managers appear 

to change according to age and the age of the entrepreneur is a significant determinant of the risk 

of borrowing. In line with this other researchers also argue that as the age of the owner or 

manger increases, so does his business experience, practical, wisdom and his income generating 

capacity. In addition, due to capability of the older entrepreneurs to accumulate assets which are 

used as collaterals, banks perceive them as credit worthy. As a result, they are more likely to 

access credit from banks than the younger counterpart. This result is consistent with previous 

study of (Anthony & Frank, 2013) but contrary to the study of (Sebopetji & Belete, 2009). 
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Table4.1.2.1: Owner Manager’s age and access to credit from banks 

 

 

 

 

 

 

Source: Own survey data 2022 

4.1.2.2 Entrepreneur’s Gender and Access to Credit 

The influence of gender on access to credit was of interest in this study. The way female and 

male entrepreneurs finance their businesses vary considerably ((Verheu & Thurik, 2001); (Carter 

& Rosa, 1998)). According to the enterprise literature, the issue of variations in finance sources 

connected to gender among SMEs is more highlighted during the initial (start-up) stage.   

(Verheu & Thurik, 2001) found that, while men and women do not differ considerably in terms 

of the type of capital they use, women entrepreneurs appear to have less start-up capital. 

The finding in this study reveals that with regard to gender, the sample was composed of 57% 

male and 43% female entrepreneurs (Table 4.1.2.2). The percentage of male entrepreneurs 

within no access and access to credit is 62 percent and 38 percent respectively. The percentage 

of female entrepreneurs within no access and access to credit on the other hand is 79 percent and 

21percents respectively.  

When comparing the percentage of individuals having access to credit among male 

entrepreneurs (38%) and female entrepreneurs (21%), it becomes clear that there is substantial 

difference in the number of males and females with access to credit from banks. This implies 

that banks set a fine line difference in lending to SME operators by gender and males are in a 

better positions accessing credit from banks. 

 

PARTICULARS 

NO ACCESS ACCESS Total 

No. % No. % No. % 

OWNER-

MANAGER'S 

AGE  

21-30 44 80% 11 20% 55 33% 

31-40 45 71% 18 29% 63 37% 

41-50 19 61% 12 39% 31 18% 

>51 9 45% 11 55% 20 12% 

Total 117 69% 52 31% 169 100% 

Mean 37 

St.Deviation 10.391 

Minimum 21 

Maximum 68 
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Table4.1.2.2Cross tabulation of demographic characteristics and access to credit 

PARTICULARS 

NO ACCESS ACCESS Total 

No. % No. % No. % 

OWNER-MANAGER'S 

GENEDER 

FEMALE 57 79% 15 21% 72 43% 

MALE 60 62% 37 38% 97 57% 

Total 117 69% 52 31% 169 100% 

Source: Own survey data 2022 

4.1.2.3 Owner-Manager’s Educational Level and Access to Credit 

A scholar such as Kimuyu and Omit (2000) argues that, as the level of education of entrepreneur 

increases, the chances to secure credit increases as well. A scholar argue that, as the level of 

education increases, the ability to prepare and maintain financial records increases and hence 

increases chances to secure credit. Level of education was also a variable of interest to the 

researcher. According to the survey result; all of the respondents were literate of which 19 

percent had reached primary school, 42 percent secondary school and 39 percent TVET/College 

and above (Table 4.1.2.3).Withrespecttoaccesstocredit,11 percent of those who have reached 

primary school, 20 percent of those within secondary school and 32 percent of those within 

TVET/College & above had access to credit. It implies that, those  with higher level of education 

had more access to credit from banks than those with lower levels or no formal education. 

Table4.1.2.3Educationallevelandaccessto creditfrombanks 

PARTICULARS 

NO ACCESS ACCESS Total 

No. % No. % No. % 

OWNER-

MANAGERS 

EDUCATION 

 

PRIMARY SCHOOL 21 66% 11 34% 32 19% 

SECONDARY SCHOOL 51 72% 20 28% 71 42% 

TVET/COLLEDGE AND ABOVE 45 68% 21 32% 66 39% 

Total 
117 69% 52 31% 169 100% 

Source: Own survey data 2022 

4.1.3 Firm Level Characteristics 

4.1.3.1 Possession of Fixed Asset and Access to Credit 

With respect to possession of fixed asset, 108 (64%) of sample SMEs surveyed had fixed asset in 

possession (Table 4.1.31.1). The rest 61(36%) of SMEs did not have a fixed asset. Among SMEs 

who had fixed asset, 37(34%) were able to access credit from banks while the rest 71(66%) did 
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not. On the other hand, among SMEs which did not have fixed asset 15(25%) were able to 

access finance while the rest 46(75%) did not. This implies with significant number of SMEs 

with fixed asset being unable to access credit from banks where as SMEs in good numbers were 

be able to access credit without possession of fixed asset, this shows possession of fixed asset 

does not influence the probability of access to credit from banks. 

Table4.1.3.1: Possession of fixed asset and status of access to credit 

 

 

 

 

Source: Own survey data 2022 

4.1.3.2 Firm Age and Access to Credit 

Firm age in this study indicates the operating period of the enterprise in number of years. Table 

4.5 indicates that the age of SMEs with no access to finance and those with access to finance. 

Accordingly 59% of those with greater than the age of ten years, 9% of ages between 6 & 10 

years and 29% of below 6 years of age had accessed bank finance. There is no substantial pattern 

that depicts SMEs with access and no access to credit as age increase or decrease.   

Table4.1.3.2: Age of SMEs and access to credit 

 PARTICULARS 

NO ACCESS ACCESS Total 

No. % No. % No. % 

FIRM 

AGE 

1-5 63 71% 26 29% 89 53% 

6-10 39 91% 4 9% 43 53% 

>10 15 41% 22 59% 37 22% 

Total 117 69% 52 31% 169 100% 

Mean 7.033 

St.Dev. 5.0906 

Minimum 1 

Maximum 22 

Source: Own survey data 2022 

 

 

PARTICULARS 

NO ACCESS ACCESS Total 

No. % No. % No. % 

POSSESION OF 

FIXED ASSET BY 

FIRM 

NO FIXED ASSET 46 75% 15 25% 61 36% 

OWNS FIXED ASSET 71 66% 37 34% 108 64% 

 

Total 

 

117 69% 

 

52 31% 169 100% 
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4.1.3.3 Employment Size and Access to Credit 

According to the survey, most of the SMEs (55%) have 6-20 employees. Similarly 23%had 20-

40 employees, 14% 40-80 employees and 7% >80 employees (Table 4.1.3.3). We have 10 

missed out values from respondents. Coming toaccesstocredit55%ofSMEswith>80employees, 

43%ofthosewith 40-80employees, 32% of those with 20-40 employees and 16% of those 6-20 

employees had access to credit. This indicates that SMEs with large number of employees (size) 

had better access to credit than SMEs with smaller number of employees (size).We can 

therefore say that employment size of SMEs affects the probability of access to credit from 

banks. 

Table4.1.3.3EmploymentsizeofSMEsandstatusof access to credit 

PARTICULARS 

NO ACCESS ACCESS Total 

No. % No. % No. % 

OWNER-

MANAGERS 

EDUCATION 

6-20 EMPLOYEES 65 74% 23 26% 88 55% 

20-40 EMPLOYEES 25 68% 12 32% 37 23% 

40-80 EMPLOYEES 13 57% 10 43% 23 14% 

80-100 EMPLOYEES 5 45% 6 55% 11 7% 

Total 108 68% 51 32% 159 100% 

Source: Own survey data 2022 

4.1.3.4 Business Sector and Access to Credit 

The sector in which SMEs are engaged in was also hypothesized to affect access to credit. As 

indicated in Table 4.1.3.4, most of the SMEs surveyed (46%) are involved in the trade sector 

and zero for urban agriculture. With respect to access to credit banks, SMEs within the 

manufacturing sector have the highest percentage of access to credit (71%). The remaining 

sectors had very close percentages, construction (29%), trade (28%) and service sector with 

(27%) in accessing bank finance.  No respondent has engaged in urban agriculture making 

sense, putting in mind Addis Ketema is one of the most densely populated sub city of the capital 

Addis Ababa. This indicates that SMEs involved in manufacturing sector comparably had more 

probability of access to credit from banks than other sectors. SMEs engaged in service & trade 

sector on the other hand had comparably less probability of access to credit from banks than 

other sectors. 

 



35  

Table4.1.3.4: Sector of  SMEs and status of access to credit 

PARTICULARS 

NO ACCESS ACCESS Total 

No. % No. % No. % 

SECTOR OF THE 

FIRM 

MANUFACTURING 4 29% 10 71% 14 9% 

CONSTRUCTION 20 71% 8 29% 28 18% 

SERVICE 32 73% 12 27% 44 28% 

TRADE 52 72% 20 28% 72 46% 

Total 108 68% 52 33% 158 100% 

Source: Own survey data 2022 

4.1.4 Institutional Characteristics, Application for Loan and Access to Credit 

4.1.4.1 Application for Loan and Access to Credit 

With respect to loan application and access to credit, only 114 (67%) of the total SMEs surveyed 

applied for loan from banks (Table 4.1.4.1). The rest 33% did not apply for loan and their 

reasons have been discussed latter. Of those who applied for loan from banks, only 52 (46%) 

were successful in obtaining loan. This indicates even if most of the SMEs did apply for loan 

from banks more than half of them were rejected. 

Table4.1.4.1.1: Application for loan and access to credit from banks 

PARTICULARS 

NO ACCESS ACCESS Total 

No. % No. % No. % 

APPLICATION FOR 

CREDIT 

YES 62 54% 52 46% 114 67% 

NO 55 100% 0 0% 55 33% 

Total 117 69% 52 31% 169 100% 

Source: Own survey data 2022 

Finance is the driving factor of improvement process for SMEs helping them to set up and 

expand their operations, build up new products and invests in new staff or production facilities 

(World Bank, 2008). Growth, access to new technology, access to markets and essential 

resources are mainly dependent on access to finance.  

As mentioned above, out of the total firms in our study, 114 of them applied and 

55didnotapplydue to different reasons. According to Table 4.1.4.2, a handful of them (25.2%) 

did not apply not to risk their collateral in case they failed to repay, 23.3% because of the 

incomprehensible lending procedure of financial institutions, 14.6% just fear of repaying back 
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the loan. This indicates that SMEs did not apply for loan not because the loan was not needed 

but because of their attitude towards the collaterals they posses and hectic lending procedures 

adopted by the institution. 

Table4.1.4.1.2:Reason SMEs did not apply for loan from banks 

 

 

 

 

 

 

Source: Own survey data 2022 

On the other hand Table 4.1.4.3 summarizes reasons for those applied for loan but their loan 

application rejected. The main reason why their loan application was declined is because of lack 

of collateral which constitutes 37.6% of the responses and sector bias in the second place 

amounting 18.8%. This implies financial institutions besides the collateral requirements 

discriminates the business sector the SMEs engaged. It is almost 9% of the respondents 

undecided just by selecting others option, this is partly due to the financial institutions absence 

of a culture of communicating to loan applicants why their application is rejected. 

Table4.1.4.1.3:Reasonsforrejectionofloanapplicationbybanks 

PARTICULARS 
Responses 

Percent of Cases N Percent 

REASON FOR LOAN 

APPLICATION REJECTED 

LACK OF COLLATERAL 32 37.6% 62.7% 

LACK OF FINANCIAL STATEMENT 11 12.9% 21.6% 

POOR LOAN REPAYMENT HISTORY 8 9.4% 15.7% 

SECTOR BIAZ 16 18.8% 31.4% 

RISKY VENTURE 10 11.8% 19.6% 

OTHER 8 9.4% 15.7% 

Total 85 100.0% 166.7% 

Source: Own survey data 2022 

 

PARTICULARS 

Responses 

Percent of Cases N Percent 

 

 

REASON FOR NOT 

APPLYING FOR LOAN 

HIGH INTERES RATE 12 11.7% 21.8% 

NOT TO RISK COLLATERAL 26 25.2% 47.3% 

DIFFICULT LENDING PROCEDURE 24 23.3% 43.6% 

INFLEXIBLE REPAYMENT PERIOD 9 8.7% 16.4% 

FEAR OF REPAYING BACK 15 14.6% 27.3% 

LOAN NOT NEEDED 9 8.7% 16.4% 

FAVORITHM, TIMILINESS, 8 7.8% 14.5% 

Total 103 100.0% 187.3% 
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4.1.4.2 Institutional characteristics and Access to Credit 

The main institutional characteristic considered in this study is attitudes towards lending 

procedure. It is related to lending policies of financial institutions, their service provision and its 

effect on SMEs’ access to credit. Literature dictates SMEs’ attitude towards the lending policy 

and service provision by banks will affect their probability of access to credit since those with 

negative attitude will be discouraged from loan application and access to credit. Table 4.1.4.2 

summarizes the major factors that discourage loan application by SMEs to banks. Among them, 

lending procedure constitutes nearly 51.1% of the responses and collateral requirement 48.9% 

Financial institution’s on and off loan advancement inclination (due to liquidity position and 

governing body’s intervention)  have contributed SMEs to develop this attitude and ultimately 

affecting their decision to apply for bank loan or not.  A collateral requirement discourages 

SMEs from applying for loan as it is unaffordable entailing a sacrifice of large amount of capital 

to own them. The loan repayment period and mode of repayment has an impact as most of the 

financial institutions arrange the modality based on their portfolio than the need of the 

borrowers.  

Table4.1.4.2Respondentsattitudetowardsfactorsthataffectaccessto credit 

 

 

 

 

 

Source: Own survey data 2022 

4.2 Model Output 

4.2.1 Multicollinearity diagnosis 

Both the continuous and discrete explanatory variables were tested for the presence of a multi-

collinearity problem before running the logistic regression model. When at least one of the 

independent variables is a linear combination of the others, a problem of multi-

Particulars 

Responses Percent of 

Cases N Percent 

ATTITUDES TOWARDS 

INSTITUTIONAL 

VARIABLE 

COLLATERAL 

REQUIREMENTS 
116 48.9% 70.7% 

BANK'S LENDING 

PROCEDURE 
121 51.1% 73.8% 

Total 237 100.0% 144.5% 
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i 

collinearity occurs. Because of the presence of multi-collinearity, the calculated regression 

coefficients may have the erroneous sign and smaller t-ratios, leading to incorrect conclusions. 

The Variance Inflation Factor (VIF) was employed to test for multi-collinearity in this 

investigation. 

According to (Gujarati, 2004), VIF can be defined as: VIF(xi)=1/1-Ri
2
 

Where, R 2 is the square of multiple correlation coefficients that results when one explanatory 

variable (Xi) is regressed against all other explanatory variables. The more VIF (Xi) is greater, 

the more "troublesome" or collinear the variable Xi is. There is a multi-collinearity problem if 

the VIF of a variable is more than 10. There is no value greater than 10 in this study 

(Appendix1), hence there is no multi-collinearity problem in the final model development. 

4.2.2 Determinants of SMEs’ Access to Formal Sources of Credit 

The binary logit model was used to identify the major determinants of SMEs’ access to formal 

sources of finance. In the logit model analysis, we emphasize on considering the combined effect 

of variables between SMEs’ that are formal credit users and non-users in the study area. The 

emphasis therefore, is on analyzing the variables together. By considering the variables 

simultaneously, we are able to incorporate important information about their relationship. 

Logistic regression assumes that P(Y=1) is the probability of the event occurring. The dependent 

variable was therefore coded accordingly. The result of the binary regression variable i.e the 

probability of being P(Y=1). The variables that were found to be significant at 5 percent or less 

have been indicated with (*) and (**). 

Owner-Manager’s age, possession of fixed asset and lending procedure were found to be 

significant in determining SMEs access to banks. On the other hand, owner-manager’s gender 

and educational level, SMEs age, size and sector happened to be insignificant in determining the 

probability of SMEs access to credit from banks. Below is a summary of the results of the 

logistic regression model. 
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Table4.2.2: Result of Logistic regression estimation 

VARIABLES B Wald Sig. Exp(B) 

OWNER-MANAGER'S AGE (REFERENCE 
>51)         

18-30   6.208 .102   

31-40 -2.199 4.506 .034** .111 

41-50 -.740 .788 .375 .477 

>51 
   

 
OWNER-MANAGER'S GENDER .579 1.191 .275 1.784 

OWNER-MANAGERS EDUCATION (REFERENCE 
TVET COLLEGE AND ABOVE)       

  

PRIMARY SCHOOL   3.000 .223 
  

SECONDARY SCHOOL -1.257 2.200 .138 .285 

TVET/COLLEDGE AND ABOVE .124 .053 .818 
1.132 

FIRM AGE (REFERENCE >10 YEARS)       
  

0-5   .697 .706 
  

5-10 .166 .061 .804 1.181 

>10 -.311 .229 .632 .733 

FIRM SIZE IN NUMBER OF EMPLOYEES 
(REFERENCE > 80 EMPLOYEES)       

  

6-20 EMPLOYEES   .679 .878   

20-40 EMPLOYEES -.374 .084 .772 .688 

40-80 EMPLOYEES -.566 .261 .610 
.568 

80-100 EMPLOYEES .099 .008 .929 1.104 

SECTOR OF THE FIRM (REFERENCE TRADE 
SECTOR)       

  

SECTOR   4.299 .231   

MANUFACTURING .651 .432 .511 1.918 

CONSTRUCTION -1.238 1.996 .158 .290 

SERVICE -.609 .892 .345 .544 

POSESION OF FIXED ASSET 2.641 15.626 .000* 

 
14.028 

LENDING PROCEDURE -1.171 4.486 .034** .310 

Source: Own survey data 2022 

*Indicates1percentlevelofsignificance,**Indicates5percentlevelofsignificance 
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4.2.3 Interpretation of the Result of the Model 

Owner-Manager’s Age 

At a 5% level of significance, the variable Owner-Manager's Age has a positive and statistically 

significant effect on SMEs' access to financing from banks. Using the age of a 51-year-old and 

above entrepreneur as a benchmark, we can observe that the odds ratio for entrepreneurs between 

the ages of 31 and 40 is 0.111. This means those entrepreneurs aged 31 to 40 are 88.9% less 

likely than those aged 51 and more to obtain financing from banks. Therefore the hypothesis that 

“SMEs run by older operator tend to have more access to finance than those run by younger 

ones.” is accepted. This finding is in line with a prior study by (Anthony & Frank, 2013), 

although it contradicts (Sebopetji & Belete, 2009).  

As an entrepreneur's age grows, so does his business expertise, practical understanding, and 

ability to generate income (Swain, 2001). Furthermore, financial institutions view older 

entrepreneurs as creditworthy due to their ability to acquire assets that can be used as collateral. 

As a result, they are more likely to obtain credit from banks than younger entrepreneurs. 

Possession of Fixed Asset 

Possession of fixed asset was hypothesized to have significant effect on access to credit from 

banks with positive perception about possession of fixed asset thought to affect decision of the 

lenders to give credit to SME operators and owner-mangers. So, the variable possession of fixed 

asset has a positive and statistically significant relationship with SMEs’ access to credit from 

banks at 1% level of significance. With an odds ratio of 14.028, SME operators who posses fixed 

asset 14.028 times more likely to access credit from banks than those who do not. Therefore the 

hypothesis that “SMEs which possess fixed asset are more likely to have access to finance than    

those which do not” is accepted.  

Besides, according to the survey among SMEs who owned fixed asset, two-third of them were be 

able to access credit. This implies that possession of fixed asset does significantly affect the 

probability of access to credit from banks. The possession of fixed assets gives the SMEs the 

liberty of pledging them as collateral to back their loan requests and show them in their financial 

statements which most of banks happy to see. Banks see possession of a fixed asset not just as 
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insurance, but also as proof of the borrower's commitment to repay. This backs up (Porter & 

Yergin, 2006) claiming that when it comes to lending to SMEs, banks have a defensive lending 

policy that requires substantial collateral. 

Lending procedure 

The variable lending procedure has a negative and statistically significant relationship with 

SMEs’ access to credit from banks at 5% level of significance. With an odds ratio of 0.31, SME 

operators who have a negative attitude about lending procedure are 69% less likely to access 

credit from banks than those who do not. Therefore the hypothesis that “lending procedure of 

financial institutions negatively affects SMEs’ access to finance” is accepted. This result is 

consistent with a study by (Green, 2003). 

To get formal loans entrepreneurs are expected to pass through different processes, which are 

time-taking, what is displayed inform of prescribed minimum loan amounts, complicate 

application procedures and give restrictions on credit for specific purposes, cumbersome and 

sometimes difficult to understand. Rather they prefer to take loan from the informal credit 

institutions for the sake of ease even if it charges higher interest rates. (Schmidt & Kropp, 1987) 

pointed out that in most cases the access problem especially among banks, is often created 

because lending policies. When terms of payment, required security and the provision of 

supplementary services do not fit the needs of the target group, potential borrowers will not 

apply for credit even where it exists and when they do, they will be denied access (Schmidt & 

Kropp, 1987). 

Table4.2.3: Summary of Hypothesis tests 

 

Sr. Hypothesis Result Sig. 
Level 

1 Male operated SMEs have more access to finance than female 

operated SMEs. 

Not Supported 
0.275 

2 SMEs run by older operator tend to have more access to 
finance than those run by younger ones. 

Supported 
.034 

3 SME operators with higher education have more access to 
finance than those with lower or no education. 

Not Supported 
0.818 
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4 SMEs which possess fixed asset are more likely to have 
access to finance than those which do not. 

Supported 
0.00 

5 SMEs engaged in the manufacturing sector have more access 
to finance than SMEs engaged in the other sectors. 

Not Supported 
0.231 

6 SMEs that are older have more access to finance than 

SMEs that are young.  

Not Supported 
0.706 

7 SMEs with larger employment size have more access to 
finance than those with smaller employment size. 

Not Supported 
0.878 

8 Lending procedures of financial institutions negatively affect 
SMEs’ access to finance. 

Supported 

0.034 
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CHAPTERFIVE: SUMMARY, CONCLUSION AND RECOMMENDATION 

5.1 Summary 

The aim of this study was to investigate determinants of access to bank finance for SMEs in 

Addis Ketema sub city. Stratified random sampling was used in order to select 169 sample 

SMEs. Primary data was then collected from SME operators and owner managers by using 

structured questionnaire. Both descriptive and binary logistic regression was then used to 

analyze data that generated through cross sectional study design. 

The study was focused on variables owner-manager’s age, gender, and educational level, firm’s 

age, size, sector and possession of fixed asset and the financial institution’s lending procedure 

vis-à-vis its effect on access to finance from financial institutions (banks). 

According to descriptive statistics results, the most common source of startup capital was 

friends/family 40.5%, followed by individual savings 27.3% and Equb 25.5%, which came in 

second and third, respectively. Banks, such as banks and MFIs, provide only 6.1%, with banks 

accounting for 2% and MFIs accounting for 4.1%. The biggest percentage of working capital 

came again from informal financial sources, with private savings accounting for 44.2 % and 

"equb" accounting for 20.6 %. Working capital finance was obtained from banks such as banks 

and microfinance for 16.8% and 6.8% of the sample SMEs, respectively. This means that in the 

Addis Ketema sub-city, informal financial sources are still the primary source of funding for 

SMEs. 

Although much of the sample SME were males (57%) there was a difference between the 

percentage of male entrepreneurs with access to credit (38%) and the percentage of female 

entrepreneurs with access to credit (21%). This implies that that gender does have an effect on 

SMEs’ access to credit from banks but the significance is very limited. The same thing applies to 

age of the entrepreneur. The mean age of respondents was 37 years, with minimum and 

maximum ages of 21 and 68 years respectively. There was a direct relationship between access 

to bank loan and owner manager’s age, results from our sample data reveals as the age of 

respondents increase access to credit from banks also increased. 

Other descriptive analysis also reveals percentage of access to credit is 34%, 28% and 32% for 
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those who have completed primary school, secondary school and TVET/College and above 

respectively. This indicates SME owner-manager who have reached TVET/College and above 

had no significant differences in accessing bank loan than those reached primary and secondary 

schools.  

According to the survey, most of the SMEs (55%) have 6-20 employees. Similarly 23% had 20-

40 employees, 14% 40-80 employees and 7% >80 employees. Coming to access to credit 55% of 

SMEs with >80 employees, 43% of those with 40-80 employees, 32% of those with 20-40 

employees and 16% of those 6-20 employees had access to credit. This indicates that SMEs with 

large number of employees (size) had better access to credit than SMEs with smaller number of 

employees (size). 

SMEs within the manufacturing sector have the highest percentage of access to credit (71%). 

The remaining sectors had very close percentages, construction (29%), trade (28%) and service 

sector with (27%) in accessing bank finance. This indicates that SMEs involved in 

manufacturing sector comparably had more probability of access to credit from banks than other 

sectors. No respondent reported in urban agriculture, making sense putting in mind Addis 

Ketema is one of the most densely populated sub cities of the capital Addis Ababa.  

The major factors that discourage loan application by SMEs from banks also addressed in the 

study. Among them, lending procedure constitutes nearly 32% of the responses, collateral 

requirement 30.3% loan repayment schedule amounting 25.5% and lending interest rate just at 

14.2% of the responses. The on-and-off loan advancement inclination of financial institutions 

(due to liquidity status and governing body interference) has contributed to SMEs developing 

negative attitude towards bank’s lending procedure, ultimately influencing their decision to 

apply for a bank loan or not.  

On the other hand reasons for those applied for loan but their loan application rejected also 

studied. The main reason why their loan application was declined is because of lack of collateral 

which constitutes 37.6% of the responses and sector bias in the second place amounting 18.8%. 

This implies financial institutions besides the collateral requirements discriminates the business 

sector the SMEs engaged. It is almost 9% of the respondents undecided just by selecting others 
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option, this is partly due to the financial institutions absence of a culture of communicating to 

loan applicants why their application is rejected. 

The results of the binary logistics model indicate that Owner-Manager’s Age variable has a 

positive and statistically significant relationship with SMEs’ access to credit from banks at 5% 

level of significance using the age of 51-year-old and above entrepreneurs as a benchmark. We 

can observe that the odds ratio for entrepreneurs between the ages of 31 and 40 is 0.111. This 

means those entrepreneurs aged 31 to 40 are 88.9% less likely than those aged 51 and more to 

obtain financing from banks. Therefore the hypothesis that “SMEs run by older operator tend to 

have more access to finance than those run by younger ones.” is accepted. 

The variable lending procedure also has a negative and statistically significant relationship with 

SMEs’ access to credit from banks at 5% level of significance. With an odds ratio of 0.31, SME 

operators who have a negative attitude about lending procedure are 69% less likely to access 

credit from banks than those who do not. Therefore the hypothesis that “lending procedure of 

financial institutions negatively affects SMEs’ access to finance” is accepted.  

The results of the binary logistics model also indicated that the variable possession of fixed asset 

has a positive and statistically significant relationship with SMEs’ access to credit from banks at 

1% level of significance. With an odds ratio of 14.028, SME operators who posses fixed asset 

14.028 times more likely to access credit from banks than those who do not. Therefore the 

hypothesis that “SMEs which possess fixed asset are more likely to have access to finance than 

those which do not” is accepted. In addition, according to the survey among SMEs who owned 

fixed asset two-third of them were be able to access the credit. 

The regression analysis from our model also uncovers owner-manager’s gender and educational 

level; firm’s age, size and sector had no statistically significant effects on the probability to 

access bank finance at 5% level of significance. 
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5.2 Conclusion 

Access to finance is a significant barrier for SMEs, not only when starting a business but also 

when it is already up and running. As a result, it is critical to identify the major determinants of 

access to finance especially from banks. 

Taking the findings, the study concludes that the major source of startup finance for SMEs is 

friends/family, own savings, Equb, MFI and banks in their order. The source of finance for 

working capital on the other hand is own saving, Equb and banks again in their order. The major 

source of finance both for startup and working capital is from informal financial sources. 

Owner-Manager’s age, possession of fixed asset and perceptions about lending procedure had 

statistically significant effects on access to credit from banks. In contrast owner-manager’s 

gender and educational level; firm’s age, size and sector had no statistically significant effects on 

the probability to access to bank finance by SMEs. 

5.3 Recommendation 

Despite the importance of the small and medium enterprises (SMEs) sector to the Ethiopian 

economy in terms of job creation and poverty alleviation, the sector is suffering financial issues 

that have limited its ability to play a role in the economy. SMEs' access to capital is influenced 

by a number of factors. Recognizing their diversity and developing policies and support 

programs to address these issues is critical. It is therefore critical to have a thorough 

understanding of these determinants in order to meet the financial needs of SMEs and to assist 

them in prospering and achieving their goals of job creation and poverty reduction. It will also 

assist the government and non-governmental groups in developing policies and strategies to 

address the financial needs of small and medium businesses. The following recommendations 

have been made based on the findings and conclusions reached. 

Financial, Governmental and Non-Governmental Institutions and SMEs  

The entrepreneur's age has a substantial impact on SME credit access from banks. As a result, it 

is important to encourage young SME operators to participate in the credit market and 

compensate for their lack of expertise and collateral backings through appropriate training and 
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the implementation of affirmative action.   

One of the findings of this study is that perception towards certain lending procedure of financial 

institutions affect decision of SME owner managers to apply for loan. Hence, it is clear that 

assessing creditworthiness exclusively from a financial point of view is not suitable in the case 

of SMEs and banks should devote sufficient time to attempting to determine qualitative factors 

such as characteristics of the borrowers at the time of processing loan applications. The 

regulating body (NBE), in collaboration with financial institutions, should design a viable, 

transparent, accessible, and easy-to-understand lending procedure for SMEs to comprehend. 

This study also discovered that possession of fixed asset increases the probability of getting 

access to bank finance.  Policy makers should look at trust characteristics in the bank- owner-

manager relationship in an effort to promote access to bank finance for SMEs and their impact 

on credit decisions. This could be a great tool for banks to embrace a merit-based relationship 

lending approach, which could mitigate the problem of SMEs’ lack of collateral. 

Future Researchers  

While this paper has provided some insight into the factors that influence SMEs' access to bank 

financing, it does have some limitations. The conclusions in this research are based on self-

reporting by owner-manager.  Certain limitations emerge as a result, such as a positive response 

bias. It is recommended that data from other sources, such as interviews with bank lending 

officials and case studies, be used to further investigate the relationships assessed in this study. 

In terms of data analysis, the current study used logistic regression analysis to predict SMEs' 

probability to access to bank finance.  Despite the fact that the method used for testing the 

hypotheses is technically sound, it may not be the only way in which to better test the model.  
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Appendix I 

Model 

Unstandardized 

Coefficients 

Standardized 

Coefficients 

t Sig. 

Collinearity Statistics 

B Std. Error Beta Tolerance VIF 

1 (Constant) -.405 .375  -1.080 .282   

OWNER-MANAGER'S 

AGE 
.127 .054 .262 2.345 .020 .472 2.120 

OWNER-MANAGER'S 

GENEDER 
.164 .076 .172 2.156 .033 .926 1.080 

OWNER-MANAGERS 

EDUCATION 
.059 .061 .092 .957 .340 .638 1.568 

FIRM AGE -.026 .057 -.045 -.451 .653 .585 1.710 

FIRM SIZE IN NUMBER 

OF EMPLOYEES 
-.035 .069 -.071 -.509 .612 .300 3.332 

SECTOR OF THE FIRM -.002 .035 -.005 -.045 .964 .520 1.923 

POSESION OF FIXED 

ASSET 
.328 .092 .319 3.568 .000 .740 1.351 

BANK'S LENDING 

PROCEDURE 
-.169 .088 -.162 -1.917 .057 .830 1.204 

 

 



58  

Appendix II 

 

  



59  

 



60  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



61  

 

 

 

 

 

 

 

 



62  

 

 

 

 

 

 

 

 

 

 

 



63  

 

 

 

 



64  

 

 

 

 


