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Abstract 

The study was to examine the role of Micro financial institutions on the performance of small 

and medium enterprises: the case of Debre Birhan town. The sample size of the study was 

329 SMEs Respondents are employed from the total population of 4016 SMEs populations. 

The study employed a descriptive case and Explanatory (Inferential) study design and the 

data were collected using questionnaires and interview techniques. Data was analyzed using 

descriptive statistics and linear multiple regression analysis and presented in statistical 

tables. The results confirm the hypothesis because the linear regressions are significant at 

p<0.05. The study conducted a multiple regression analysis from which means the 

independent variables have a positive significant contribution to SMEs. The result shows that 

there is a positive significant relationship between the independent variables (Source of 

Start-up capital has a positive relationship on the performance of SMEs with a beta value 

(beta = 0.191 at p value=0.000), Low Interest rate has also a positive relationship on the 

performance of SMEs with a beta value (beta = 0.778 at p value=0.000); Simple collateral 

requirement has a positive relationship on the performance of SMEs with a beta value (beta 

= 0.077 at p value=0.020) and Loan repayment has a negative relationship on the 

performance of SMEs with a beta value (beta = -0.190 at p value=0.000). Micro finances 

should have a department to financing the needs of SMEs and develop products purposely for 

SMEs which contribute to economic development of the society. SPSS Version 20 software 

was utilized for analyzing the obtained data at descriptive statistics, multiple regression level 

AOVA F-test and T-test also applied. Simple random sampling methods are used in this 

research. Finally, in the last chapter, summary of the findings, conclusions and 

recommendations were drawn. 

 

  Key words: Micro financial Institutions, SMEs, Performances 
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CHAPTER ONE 

1. INTRODUCTION 

The financial Institutions have a vital role to play in safeguarding the prospects for economic 

development across the globe. Likewise, at the micro-level, financial services underpin the 

overall well-being of individuals. Microfinance is not a new concept. It is dates back in the 

19th century when money lenders were informally performing the role of now formal f 

inancial institutions. The informal financial institutions constitute; village banks, cooperative 

credit unions, state owned banks, and social venture capital funds to help the poor. These 

institutions are those that provide savings and credit services for small and medium size 

enterprises. They mobilize rural savings and have simple and straight forward procedures that 

originate from local cultures and are easily understood by the population (Gereminis e tal., 

1991).  

These funds are to finance the informal sector SMEs in developing countries and it known 

that these SMEs are more likely to fail (Maloney, 2003). 

The creation of SMEs generates employment but these enterprises are short live and 

consequently are bound to die after a short while causing those who gained job positions to 

lose them and even go poorer than how they were. It is not until recent that microfinance had 

gained recognition thanks to the noble prize winner Yunus Muhammad of the Grameen Bank. 

It should be noted that microfinance is not a panacea but it is a main tool that foster 

development in developing countries. It is known worldwide that the poor cannot borrow 

from the banks. Banks do not lend to them because they do not have what is required to be 

granted a loan or to be provided with the bank services. The lack of financial power is a 

contributing factor to most of the societal problems. These problems emanate from poverty 

and it is known that with poverty one is bound to suffer so many consequences ranging from 

lack of good health care system, education, nutrition, Microfinance has proved this bank 

concept to be wrong. They target the poor who are considered risky but the repayment rate 

turns to be positive as compared with the regular commercial banks (ZellerM., 1998). 

Researchers have viewed microfinance in different dimensions. Microfinance gives people 

new opportunities by helping them to get and secure finances so as to equalize the chances 

and make them responsible for their own future. It broadens the horizons and thus plays both 

economic and social roles by improving the living conditions of the people. These 

improvements are in a nutshell to alleviate poverty, and according to this project, it will be 
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seen from the point of the development of small and medium size enterprises SMEs and 

focusing mostly in the rural areas .The UN millennium goal to alleviate poverty by the year 

2015 is far from fetch despite the enormous works that microfinance institutions are doing to 

contribute in this domain (Hiderink H., 2009). 

The main challenge facing the poor is to gain financial power to enable them boost their 

income generating activities currently, the government of Ethiopia has embarked on several 

attempts aimed at promoting agricultural development in the country. The government 

embarked on the policy of “Green Revolution”, which was aimed at encouraging the 

development of agriculture in the country and other efforts included the setting up of agencies 

like the National Fund for Rural Development (FONADER) and other rural agricultural 

extension programmers. In spite of all these attempts, much is still needed to boost this sector, 

which is considered very vital in the economic life wire of the state. A recent development in 

this sector has been the increasing involvement of NGOs and the microfinance institutions in 

the process of enhancing the development of SMEs particularly at the rural level. It is 

important to look at this because even though the government promotes SMEs in the rural 

areas through different institutions, microfinance institutions are not leaving any stone 

unturned to make sure that the acute poverty striking the rural population is readdressed.  

Agriculture and SMEs are the key sectors to the government and of course has a great 

influence in the socioeconomic development of the country but productivity and development 

keeps on dropping with a rising population. This research, therefore, seeks to analyze the 

Role of Microfinance Institutions (MFIs) in the Development of Small and Medium Size 

Enterprise (SMEs) in Ethiopia, A case of, in order to check whether microfinance is a good 

strategy for the Development of Small and Medium Size Enterprise in case of Debre Birhan 

town. 

1.1 Background of the Study 

Financial institution as an organization, which may be either for-profit or nonprofit, that takes 

money from clients and places it in any of a variety of investment vehicles for the benefit of 

both the client and the organization ( Zeller Manfred, 2003). 

Finance or money is most liquid asset in the world, which can be used in different ways: such 

as investments in company or innovation, spend for private use, become independent or just 

survive tough financial period. Central to the growth of any economy is the development of 

https://www.omicsonline.org/business-and-financial-affairs.php
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SME sector which is the key to resolving many societal challenges, including unemployment. 

The raise of SMEs is viewed as an important issue in many countries, because it plays 

significant responsibility in providing further employment and conversion of economy 

(Harrash E, 2013). 

The Ethiopian SMEs sector includes a diverse set of operations ranging from petty traders to 

small restaurant owners; shoeshine boys to small shoemaking enterprises; peddler in the 

streets to grocery business operators (Haftu, 2009)  

The majority of the people get access to financial services through the informal channels such 

as moneylenders, Iqub, Iddir, friends, relatives, traders, etc (WoldayAmeha, 2003). 

Considering the role of MFI in enhancing small and medium enterprises, the efficient 

delivery of financial service to address the financial needs of the sector is very vital 

(Mvula.G.L, 2007).  

Microfinance service delivered by licensed institutions is regulated under the act of the 

parliament since 1996 under proclamation No. 40/1996.The proclamation authorized the 

National Bank of Ethiopia to supervise the establishments and managements of microfinance 

institutions. The development of MFI in Ethiopia is focusing on poverty alleviation by 

servicing exclusively the productive poor. People in developing countries lack access to 

financial services from formal financial institutions. Microfinance brings the power of credit 

to the grass root by way of loans to the poor, without requirements of collateral or previous 

credit records. Experience shows that microfinance can help the poor to increase income, 

build viable enterprise and reduce their vulnerability to external shocks.  For the growth of 

small and medium-size enterprises (SMEs) financial access is critical (BeckT, 

DemirguçKuntA.and Maksimovi V., 2005).  

The vast majority of firms worldwide are SMEs, and they serve as a breeding ground for 

entrepreneurs and a provider of solutions to address the problems of unemployment in all 

consuming labors and promoting marketing growth (European Commission, 2001).  

The importance of SMEs is stimulating growth, creating social cohesion, contributing to 

gross domestic product (GDP) and generating income, increase in employment, output, 

innovation in technology and lifting up in social position which finally contribute to reduction 
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in poverty in the country. Small and Medium Scale Enterprises have been acknowledged to 

have a prodigious potential for sustainable Development (World Bank Group, 2010). 

Small and medium enterprises (SMEs) are to have a vital role in poverty reduction, 

employment generation as well as economic development (Haftu, 2009). 

1.2 Background of the Organization 

Modern savings mobilization in Ethiopia is legally permitted to banks, microfinance 

Institutions, and Rural Savings and Credit Cooperatives (RUSACCOs). Except in the case of 

RUSACCOs, Banks and MFIs are regulated by National Bank of Ethiopia (NBE). 

RUSACCOs are promoted and supervised by the Government Cooperative Agency. Thus, 

unlike many developing countries, Ethiopia has given to a good opportunity to savings 

mobilization as the policy of the National Bank of Ethiopia allows MFIs to mobilize public 

savings. The low-income people, including those residing in rural and remote villages have 

the option to save on the branches of MFIs which most of the time are located where there are 

no Bank branches. The formal microfinance industry in Ethiopia is relatively young. It began 

in 1994/1995 with the government Licensing and Supervision of Microfinance Institution 

Proclamation designed to encourage Microfinance Institutions (MFIs) to extend credit to both 

the rural and urban poor of the country. Presently, there are about 32 MFIs in the country. 

Other than the formally licensed MFIs, there are Non-Governmental Organizations (NGOs) 

informally involved in the delivery of microfinance. Their practices include extending loans 

with subsidized interest rates or charities, which, as microfinance practitioners believe, may 

undermine the health of the microfinance industry as a whole. As it is also true at the national 

level, the rural financial landscape remains dominantly informal. This is believed to have 

changed to some extent with the proliferation of MFIs operations recently. Among the 

informal sources Equib, Iddir and the ArataAbedari are the most popular ones in rural areas 

as sources of finance. 

Formal microfinance in Ethiopia started in 1994/5 with the Licensing and Supervision of 

Microfinance Institution Proclamation No. 40/1996 (and now Proclamation No. 526/2009) 

encouraging the spread of Microfinance Institutions as it authorized them to, among other 

things, to legally accept deposits from the general public (hence with the opportunity to 

diversify sources of funds), and manage funds for the micro-financing business. Proclamation 

40/1996 requires the establishment of microfinance institutions as a share company as per the 
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Commercial code of Ethiopia (1960), and demands that the MFIs be governed by board of 

directors selected by the general assembly of shareholders. Amhara Credit and Saving 

Institution(ACSI) was initially established in October 1995 as a department with the former 

Ethiopian Relief Organization(ERO), the current Organization for Rehabilitation and 

Development in Amhara (ORDA), an indigenous NGO engaged in development activities in 

the Amhara region licensed as a microfinance share company in April 1997.ACSI's 

governance structure has the following components: a) The General assembly of 

shareholders, b) board of directors, c) external auditors, and d) the general manager (ACSI, 

2009). 

The aim of Amhara Credit and Saving Institution (ACSI) is established to feel the gap of 

formal financial institutions to meet the need of small-scale borrowers in income generation 

schemes. 1996 was the year when ACSI had undertaken its pilot activities. And was licensed 

by the National Bank of Ethiopia under the proclamation number 40/88 as a micro finance 

Institution in April 1997 (ACSI, 2009). 

Head office, Area office and branch/micro bank branches. Whereas the head office and the 

area offices mainly do the administrative task, the branch and micro bank branch conducts the 

main marketing operation, with staff directly contacting credit and saving clients: loan 

delivery, monitoring, and recollection and saving mobilization. ACSI currently has 10 Area 

offices and 376 branches to implement its plans. Each branch/ and micro bank branch/ 

operates as a profit center. Currently, ACSI has a total more than8703 employees; over 70% 

are at branch/and micro-bank level, having direct contacts with clients. 

Today ACSI is one of the largest microfinance institutions in Ethiopia. It is successful in 

addressing the financial needs of rural and urban households in a sustainable manner. ACSI 

has been successful in achieving impressive outreach, efficiency, financial and operational 

sustainability and high portfolio quality Currently ACSI is providing financial intermediaries‟ 

service in the region. Its financial product comprises: credit, saving, micro-insurance, fund 

administration and money transfer Fund Management services. Vision fund microfinance 

institutions was also established in January1998 as a under proclamation number40/1998 and 

began its work on delivered credit and savings financial services (VissionFund, 2018). 
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1.3 Statement of the Problem 

Formal financial sector in Ethiopia does not provide financial service to households for 

income generating activates In other words, the formal sector does not respond to the 

financial needs of the micro-entrepreneurs, and others. The relationship between the 

government, some of the NGOs involved in supporting small and medium enterprise through 

micro credit considering small and medium enterprise as a major job creator and income 

generator (BrhanuTemesgen, 2002). 

 Hence, the provision of micro credit to the poor as a strategy designed to stimulate the 

contribution of small and medium enterprise in the expansion of employment opportunity as 

well as the growth of gross domestic product of the country in general (TsionShiferaw, 2006). 

The SMEs sector plays a vital role in the industrial development of the country and the 

backbone of an economy. Industrial development was occurred because of large enterprises. 

In the majority of developing countries, most SMEs‟ activities are undertaken in the informal 

sector even though they play a major role in economic growth (Albaladejo, 2002).  

The issue of SMEs development ranks high among the priorities of socio-economic 

development, given the growing need for employment creation and poverty alleviation, 

further noted that there is also an urgent need to create a strong competitive SMEs sector that 

is able to play a leading role in the development process. Research has shown that in order to 

achieve the contributions made by SMEs and ensures them to grow; it is required to 

overcome series challenges such as: financial constraints the role of microfinance on the 

performance of SMEs and others because they are the common and major factors in making 

businesses to fail.  Therefore, in the study area SMEs need to access capital from financial 

institutions and thereby get their financial need on the basis of they want like sufficient 

startup capital at suitable in terms of low costs of accessing finance, a reasonable interest, by 

follow suitable application procedures for loan, simple collateral requirements and loan 

repayment. So, this study has been intended to investigate the role of microfinance on the 

performance of SMEs. 
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1.4 Research Questions 

The researcher raised the following research questions. 

1. What are the sources of startup capital of SMEs? 

2. What are the loan interest rates paid by the SMEs? 

3. What are the application procedures and process mechanisms use, the microfinance accessing 

and settling loans of SMEs? 

4. What are the microfinance product and services accessibility and affordability and enabling 

collateral to be facilitating the performances of SMEs? 

5. What are the loan repayments methods? 

1.5. Objectives of the Study 

    1.5.1. General Objective 

To assess the role of microfinance institutions on the performance of small and medium 

enterprise 

1.5.2. Specific Objectives 

 To access the source of startup capitals of SME‟s.  

 To examine SME‟s interest rate paid for loan. 

 To assess the process of accessing and settling loans of SMEs (simple applications 

procedure for loan). 

 To evaluate the microfinance product and services accessibility and affordability and 

enabling collateral to be facilitate the performances of SMEs (simple collateral 

requirements and guarantees) 

 To examine the loan repayment methodology. 

1.6. Hypotheses 

In this study, the following hypotheses were tested which was adopted from (HarelimanaJB, 

2017). 

H1: There is Positive relationship between Startup capital and performance of SMEs; 

H2: There is Positive relationship between Loan interest rate and performance of SMEs; 
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H3: There is Positive relationship between Simple application procedure for loan and 

performance of SMEs; 

H4: There is Positive relationship between collateral requirement (guarantees) and 

performance of SMEs; and 

H5: There is Positive relationship between Loan repayment and performance of SMEs; 

1.7. Significance of the study 

Yet until now, there appeared to be no attempt to investigate the role of microfinance 

institutions in the promotion of SMEs in Debre Birhan. Therefore, this study is the first to 

provide a comprehensive approach to the understanding of role of microfinance institutions 

and will intend to fill the gap in this arena. 

Generally, this study contributes to the knowledge in many important areas of financial 

institutions and SMEs studies.  

First, it advances to a better understanding of functions and roles of microfinance institutions,  

Second, this study will contribute to the body of knowledge on the role of Microfinance on 

the development performance of SMEs taking into concern. 

Third, it increases the understanding of how microfinance institutions supports the 

development of SMEs and,  

Fourth, it will pave the way forward for the government, policy makers, and microfinance 

institutions and to the general public at large to understand the different roles of financial 

institutions in the enterprises development process.   

Fifth, this study will offer empirical evidence on the impact of Microfinance services on the 

growth of SMEs for use in short term and long term interventions especially in the fight 

against poverty. A study of this nature is equally very important because it enlighten the 

government and the public on the role of MFI in the SMEs sector. 

Currently, the Ethiopian government gives due emphasis to micro, small, and medium 

enterprises establishment and development. The establishment of these enterprises will 

eventually lead to the transfer of appropriate technology and its adaption to suit the 

environment. This requires bringing the specific needs of the enterprises to the center of the 

policy-making process In Ethiopia, perhaps the most important challenge facing policy 

makers in industrial development is the financing and technological upgrading of SMEs that 
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formed the back bone of industry and provide the bulk of employment and income 

generation.  

To this end, the current government of Ethiopia has continued to articulate policy measures 

and program to achieve micro, small and medium enterprises development, through 

appropriate alternative funding. The main sources of funding typically are microfinance 

institutions.  

Therefore, this study is significantly devoted or place as its main focus, the examination of 

the microfinance institutions role in SMEs growth. 

Finally, this study will also be uses as a basis for any future study that will examine the 

relationship between microfinance institutions and enterprises and for those who further 

needs to explore on some other concerns of SMEs. 

1.8. Scope of the Study 

The study is mainly carries out in Debre Birhan town. This research entirely focuses on the 

role of microfinance institutions in the growth of SMEs, particularly in Debre Berhan. The 

current study further limits itself from those other functions of microfinance institutions. It is 

also worth mention that this research thesis was not being entirely about SMEs instead, it 

only investigate the contribution of microfinance institution for their growth. 

On the study, include the entire town up to regional or country level is impossible because of 

the limited time frame and amount of funds for this research. Since they have large numbers 

of people with access to Microfinance services and who are using the services and second 

reason is that, a large number of Small and medium Entrepreneurs engaged in different 

entrepreneurship activities located in the Debre Birhan town. For this reasons, the research is 

covered Debre Birhan town, SMEs in Debre Birhan town thus provided good source of data 

for the study. The role of Microfinance to the development performance of SMEs in this area 

is analyzes, by looking at its contributions, and in what form, and of course the response of 

SMEs to the contributions of MFIs. 

1.9. Definition of Terms 

MFIs: the provision of a broad range of financial services such as ; deposits, loans, payment 

services, money transfers and insurance products to low-income households, for their 

microenterprises and small businesses, to enable them to raise their income levels and 

improve their living standards 
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SMEs: defined as more than 30 employees and more than 500,000 Birr Capital for engaged 

in Service and 1,500,000 Birr above for industry such an enterprise are in the ownership. 

1.10. Limitation of the study 

It is difficult to say that one research study hundred percent accurate and complete without 

any difficulties. No research study is complete in itself. It is also true of the present 

investigation. Hence, some of the most important limitations of this research are; 

 The time frame is very limited which limits in-depth treatment of the research topic which 

could have been done by increasing the number of samples.  

 There is also limitation of resource especially with respect to finance to travel to the regional 

states to find more balanced view;  

 The absence of a reasonable number of exclusive studies in the assessment of service quality 

of Micro finance institutions regarding with SMEs in Ethiopia, which would be useful to lay a 

more relevant factual base for the proposed study. 

 The challenge in obtaining well organized data both qualitative and quantitative data 

regarding the study variables as related to the concerned body. 

 Lack of interest in filling the questioners by the respondents sampling frame is taken from 

Debre Birhan town only, which will have a limitation on the generalized of the finding to the 

whole Country‟s respondents. 

 

1.11. Organization of the paper 

This research consists of five chapters and other sections, including references and 

appendixes.  

The first chapter provides the introduction of the research topic, In chapter two the research 

has been carried out with the assessment of the theoretical foundations and relevant 

literatures, chapter three the suitable methodology utilized to answer the research question 

have been discussed, Chapter four Data analysis and interpretation of the research results 

found by using the appropriate instruments for the methodology selected have been dealt and 

finally, chapter five has covered the discussion of results, conclusions and recommendations. 
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CHAPTER TWO 

LITERATURE REVIEW 

2. INTRODUCTION 

The chapter starts with theoretical frame work through general discussion of the concepts and 

find out empirical evidence to support the theoretical frame and then it shows the research 

gap. 

2.1 Theoretical Framework 

2.1.1. The Concept of Microfinance 

Microfinance is defined as a development tool that grants or provides financial services and 

products such as very small loans, savings, micro-leasing, micro-insurance and money 

transfer to assist or in expanding or establishing their businesses (RobinsonMargueriteS, 

1998).  

The history of microfinance began sometime in India when the lecturer and professor in 

Economics Muhammad Yunus discovered that the Indian women suffered a lot of poverty 

and maltreatment from their employers who asked them to produce brooms and sell and yet 

they could not make any profit to take home to feed their hungry families. Yunus as an 

Economist said to himself that if he taught economics and did not put it into practice then he 

had not imparted anything on the population. Discovering that the women did not have access 

to finance from commercial banks due to their inability to afford a strong financial collateral, 

he decided to take a loan from his bank and then sub granted them to the broom makers so 

that they could start on their own and then after sales they should repay to him just the 

principal and a little interest hence that brought about the GRAMEEN BANK which offered 

financial aid at very cheap cost based on confidence. Microfinance development in Ethiopia 

in institutionalized form is a recent phenomenon. But it has a long history in different forms. 

Government efforts of delivering credit to accelerate socio economic development in Ethiopia 

May establishment of the ministry of Agriculture in 1943 and Agricultural bank of Ethiopia 

in 1945. 
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The main objective of Ethiopia was to assist small holders whose farm had been devastated 

during the Italian occupation through loans to purchase agricultural inputs and repaired 

houses. Saving and credit programs were operated for a number of years by NGOs. 

Microfinance operation in a regulated form is a relatively new phenomenon. The operation 

was for the first time undertaken by the market town program of the World Bank. This 

program was implemented jointly with the development bank of Ethiopia and the bureaus of 

trade and industry in what was then called: most of the borrowers were women. Microfinance 

services were introduced after the demise of the Derg regime following the policy of 

economic liberalizations. Microfinance is taken as a shift from government and NGOs 

subsidized credit programs to financial services run by specialized financial institutions. With 

this shift some NGOs and government micro credit programs were transformed to 

microfinance institutions (Degefe, 2009). 

During The Derg regime, a large share of credit was given to the state sector and 

marginalizing the private sector and the poor. Due to this, the private sector including the 

poor was forced to depend on self-financing and non-institutional credit. During the 1986-90 

the share of domestic credit to private sector and cooperatives averaged 4.7 and 1.1 percent 

respectively and the rest going to the government and public sector (WorldBank, 1991) 

NGOs have been delivering relief and development services like emergency food, health, 

education and water in Ethiopia since1970‟s.NGos delivered microcredit services to the poor 

as part of their poverty alleviation programs (WoldayAmeha, 2003). 

The financial schemes of NGOs and institutions that do not follow sound, sustainable 

financial principles and facilitate real economic growth might cause more harm than benefit 

(WoldayAmeha, 2003). 

Government of Ethiopia launched a proclamation No.40/1996 which requires all existing 

microfinance providers to register as either microfinance institutions, a saving and credit 

cooperative or an agricultural cooperative before the deadline of April 

1999(procl.No.40/1996). It also provides a power the national bank of Ethiopia as the 

licensing were terminated the delivery of financial services following the issuance of 

proclamation No.40/1996 (WoldayAmeha, 2003). 
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Recently, Microfinance institutions are emerging rapidly in the country based on the new 

approach and in line with new microfinance law. Currently, there are more than thirty 

microfinance institutions in Ethiopia. Almost all microfinance institutions have common 

objectives; poverty reduction through provision of credit and saving services by using a group 

based lending methodology. The performance of microfinance industry in Ethiopia appears 

impressive measured in terms of their rural presence, outreach of their services and 

repayment and sustainability. The achievement is not only in supplying financial services for 

the poor but also in realizing and strengthens lending and payback system (financial system 

development that serves the poor) of the country. In spite of encouraging development, 

millions of poor in Ethiopia suffer from lack of savings and limit access to working and 

investment capital to start income generating activities. Microfinance institutions started 

proliferating following the issuance of proclamation No 40/1996 which regulated the business 

of microfinance in the country. The National Bank of Ethiopia, that is the licensing authority, 

has since been issuing a number of guidelines that underpin the operation of microfinance in 

the country Microfinance institutions in Ethiopia allowed mobilizing saving deposits from 

their clients and the public. Most MFIs have been trying to reach both in urban and rural 

areas. Most importantly experts observing the unsound financial practices of NGOs, and 

government agencies recommended the regulatory framework to promote more systematic 

financial service provision and bring microfinance in the country within the existing financial 

system (Degefe, 2009).   

Currently, MFIs are licensed and to operate in regional states and the rest are licensed to 

operate nationwide. They provide financial service, mainly credit and saving and, in some 

cases, loan insurance. Almost all microfinance institutions in the country have poverty 

alleviation as an objective. They are thus meant to address the lower strata of micro-

entrepreneurs including those engaged in activities that are started and operated just for 

survival (Degefe, 2009).   

Their financial products are almost the same with the exception of a few microfinance 

institutions that have recently started adding some new products. The loan sizes of most of 

the microfinance institutions are too small that some of their clients outgrow it very quickly. 

Some of the causes for high client drop out in both rural and urban areas seem to be small 

loan size , lack of product diversification on the part of the MFIs, lack of flexibility in 

approach, etc. (Haftu, 2009). 
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The Nation Bank of Ethiopia directive issued in 2006(MFI/18/2006) allows MFIs to provide 

larger loans to individuals using appropriate collateral, subject to single borrower limit of 1 % 

of their capital. On the bases of this framework, some MFIs started extending relatively larger 

loans for working capital and for investment in cases where government agencies like Micro 

and Small enterprise development agency are involved in the recovery of loans through 

different linkage mechanisms. Relatively bigger amounts of working capital loans are 

extended to those who have established businesses or can offer collateral in fixed asset form 

(Haftu, 2009). 

According to (WoldayAmeha, 2003), the major sources of loan or financial service in 

Ethiopia are; formal banks, Microfinance Institutions, Cooperatives, NGOs which are 

involved in the delivery of financial services, government projects and programs involved in 

providing loans, semi-formal finance( Iqub, Iddir, Mahiber) and, informal finance( private 

money lender, traders supplier credits, friends, and relatives). 

The conventional banking sector in Ethiopia has been too weak to serve the needs of poor 

people due to limited branch and high collateral requirements. Moreover, the formal bank 

sector considers the poor as credit risks (Haftu, 2009).   

Access to institutional credit that contributes to an increase in investment is very limited. The 

majority of the poor get access to financial services through the informal and semi-formal 

channels such as private money lenders, Iqub, Iddir, friends, relatives, traders, etc. The 

informal lenders such as the money lenders, traders, friends and relatives are able to enforce 

loan contracts and their loan recovery rate are high and the loan terms are flexible. However, 

the interest rates are very high. The semi-formal lending institutions such as Iqub and Iddir 

are the dominant and sustainable traditional institutions which meet the financial and social 

needs of the poor. Iqub is the dominant form of saving and credit cooperatives in Ethiopia 

which is popular in both urban and rural areas, Iqub is not a permanent club; it could be 

continued or dissolved after its members have a turn, (WoldayAmeha, 2003). 

The conventional banking sector in Ethiopia has been too weak to serve the needs of poor 

people due to limited branch and high collateral requirements. Moreover, the formal bank 

sector considers the poor as credit risks. As the result, The Formal Bank of Ethiopia do not 

have mission of financing the micro and small Enterprise sector (WoldayAmeha, 2003). 

Thus, MFIs and savings and credit cooperatives should be designed to respond to the failure 

of the conventional banks to serve the financial needs of small farms and micro and small 

enterprise operators. Thus, delivering financial services to the poor requires financial systems 
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that reach the poor and an innovative targeting methodology and credit delivery mechanisms 

that helps identify and attract only the poor who can initiate and sustain productive use of 

loans. In addition to financial intermediation, some MFIs provide social intermediation 

services such as the formation of groups, development of self-confidence and the training of 

members in that group on financial literacy and management (Lidgerwood, 1999) 

There are different providers of microfinance (MF) services and some of them are; 

nongovernmental organizations (NGOs), savings and loans cooperatives, credit unions, 

government banks, commercial banks or non-banking financial institutions. The target group 

of MFIs are self-employed low income entrepreneurs who are; traders, seamstresses, street 

vendors, small farmers, hairdressers, (Lidgerwood, 1999). 

 Microfinance refers is the provision of a broad range of financial services such as ; deposits, 

loans, payment services, money transfers and insurance products to low-income households, 

for their microenterprises and small businesses, to enable them to raise their income levels 

and improve their living standards (Robinson, 1998). 

Micro financing is based on the premise that; the capability to repay loans, pay the real cost 

of loans, and generate savings, microfinance is an effective tool for poverty alleviation, 

microfinance institutions must aim to provide financial services to an increasing number of 

disadvantaged people, Microfinance can and should be undertaken on a sustainable basis and 

microfinance NGOs and programs must develop performance standards that will help define 

and govern the microfinance industry toward greater reach and sustainability. There are 

different providers of microfinance (MF) services and some of them are; nongovernmental 

organizations (NGOs), savings and loans cooperatives, credit unions, government banks, 

commercial banks or non-Bank financial institutions. The target groups of MFIs are self-

employed for low income (Lidgerwood, 1999). 

2.1.2. Microfinance products and services for SMEs development 

MFIs can offer their clients who are mostly the men and women who could be below or 

slightly above the poverty line a variety of products and services. The most prominent their 

services is financial, that they often render to their clients without tangible assets and these 

clients mostly live in the rural areas, a majority of whom may be illiterate.  

Products offered by Microfinance are; 

Savings account Deposit account:  This accrues yearly interest from what is known as 

monthly share savings.  



16 
 

Loans: such as social and consumption loans, business loans, agricultural loans, emergency 

loans, real estate loans, special operations (overdraft, syndicate loans, express loans, and short 

term loans). 

Salary payments: both to members and customers Sub-accounts: such school fees, Christmas 

account, death celebrations and so on. Rest management income: claims to members‟ death or 

incapacitation Daily saving to traders with daily transactions Money transfers: both to 

members and non-members.   

The services provided to microfinance clients can be categorize into four broad different 

categories:   

 Financial intermediation or the provision of financial products and services such as savings, 

credit, insurance, credit cards, and payment systems should not require ongoing subsidies.    

 Social intermediation is the process of building human and social capital needed by 

sustainable financial intermediation for the poor. Subsidies should be eliminated but social 

intermediation may require subsidies for a longer period than financial intermediation.    

 Enterprise development services or non-financial services that assist micro entrepreneurs 

include skills development, business training, marketing and technology services, and 

subsector analysis. This may or may not require subsidies and this depends on the ability and 

willingness of the clients to pay for these services.    

 Social services or non-financial services that focus on advancing the welfare of micro 

entrepreneurs and this include education, health, nutrition, and literacy training. These social 

services are like to require ongoing subsidies and are always provided by donor supporting 

NGOs or the state (Lidgerwood, 1999). 

Formal financial institutions do not often provide these services to small informal businesses 

run by the poor as profitable investments. They usually ask for small loans and the financial 

institutions find it difficult to get information from them either because they are illiterates and 

cannot express themselves or because of the difficulties to access their collateral (farms) due 

to distance. It is by this that the cost to lend a dollar will be very high and also there is no 

tangible security for the loan. The high lending cost is explained by the transaction cost 

theory (Lidgerwood, 1999). 

2.1.3. Financial Intermediation 

MFIs have as main objective to provide financial intermediation which involves the transfer 

of capital or liquidity from those who have excess to those who are in need both at the same 
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time. “Finance in the form of savings and credit arises to permit coordination. Savings and 

credit are made more efficient when intermediaries begin to transfer funds from firms and 

individuals that have accumulated funds and are willing to shed liquidity, to those that desire 

to acquire liquidity” (Von, 1991). 

MFIs provide credit services and also provide some financial products such as; savings, 

insurance, and payment services. Each MFI has its objectives and the choice of the financial 

service to provide depends on the demands of its target market and its institutional structure. 

Two important considerations when providing financial services are; to respond effectively to 

the demand and preference of clients and to design products that are simple and easy to 

understand by the clients and easily managed by the MFI. Loans are delivered following the 

minimalist approach where the requirements for loans are not often difficult to meet by 

customers; little collateral, character and co-signing for loans between members. These loans 

are usually loans within the savings of the member (SchmidtR., 1994). 

Group Lending:  

This method of providing small credits by microfinance that provides loans without collateral. 

The interest charge is around not much different from that of commercial banks but far lower 

than interest charge by individual by money lenders. The repayment rate is very high since 

each member is liable for the debt of a group member (StiglitzJ., 190) 

Group formation is made by members who know themselves very well or have some social 

ties. Loans are not granted to individuals on their own but to individuals belonging to a group; 

and the group acts as a collateral which is term social collateral. This is to avoid the problems 

of adverse selection and also to reduce costs of monitoring loans to the members who must 

make sure the loan is paid or they become liable for it. The advantages of lending to groups, 

some members of the group may fail to repay their loan (Besley.&CoateS., 1995). 

Individual Lending:  

This is the lending of loans to individuals with collateral. This method of lending avoids the 

social costs of repayment pressure that is exerted to some group members. Members in group 

lending bear high risk because they are not only liable for their loans but to that of group 

members. The routine visits to the clients to make sure the loan are used for the project 

intended for. These monitoring is vital but at the same time increases the cost of the 

microfinance institution (MontgomeryR., 1996) 
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Self-help groups (SHG): 

This is common among women in the rural areas who are involved in one income generating 

activity or another. Making credit available to women through SHGs is a means to empower 

them. This group is an institution that helps its members sustainably with the necessary inputs 

to foster their lives. SHG provides its members with not only the financial intermediation 

services like the creating of awareness of health hazards, environmental problems, educating 

them etc. These SHGs are provided with support both financial, technical and other wise to 

enable them engage in income generating activities such as; tailoring, bee keeping, 

hairdressing, weaving etc. It has a bureaucratic approach of management and are unregistered 

group of about 10 – 20 members who have as main priority savings and credit in mind. The 

members in the SHG have set dates where they contribute a constant and equal sum as 

savings. These savings are then given out as loans to members in need for a fixed interest rate 

(Bowman, 1995). 

2.2. Definition of SMEs 

There is no universally accepted definition of SMEs because in each economic system every 

country has its own classification according to their industrial regulation.  

Small and medium enterprises (SME) perceived differently, thus differently defined (as 

various countries had different definitions) depending on the phase of economic development 

and their prevailing social conditions. 

Small and medium enterprises (SMEs) or small and medium-sized businesses (SMBs) are 

companies whose personnel numbers fall below certain  

The abbreviation "SME" is used in the European Union and by international organizations 

such as the World Bank, the United Nations and the World Trade Organization (WTO). Small 

enterprises outnumber large companies by a wide margin and also employ many more people. 

SMEs are also said to be responsible for driving innovation and competition in many 

economic sectors.  In July 2011, the European Commission said it would open a consultation 

on the definition of SMEs in 2012.  

In Europe according to the E.U report (google.com) there are three broad parameters which 

define SMEs:  

-entities are companies with up to 10 employees  

 

-sized enterprises have up to 250 employees.   
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 The European Union definition of SME follows: "The category of micro, small and medium-

sized enterprises (SMEs) is made up of enterprises which employ fewer than 250 persons and 

which have an annual turnover not exceeding 50 million euro, and/or an annual balance sheet 

total not exceeding 43 million euro."   

EU member states have had individual definitions of what constitutes an SME. For example, 

the definition in Germany had a limit of 255 employees, while in Belgium it could have been 

100. The result is that while a Belgian business of 249 employees would be taxed at full rate 

in Belgium, it would nevertheless be eligible for SME subsidy under a European-labeled 

programme.  

According to German economist Hans-Heinrich Bass (July 2011) empirical researches on 

SME as well as policies to promote SME have a long tradition in [West] Germany, dating 

back into the 19th century. Until the mid-20th century most researchers considered SME as 

an impediment to further economic development and SME policies were thus designed in the 

framework of social policies. Only the or do-liberal school, the founding fathers of Germany's 

social market economy, discovered their strengths, considered SME as a solution to mid-20th 

century economic problems (mass unemployment, abuse of economic power), and laid the 

foundations for non-selective (functional) industrial policies to promote SMEs.” 

In European Union, SMEs defined not to a more than 250 employees and not more than 50 

Million Euros turnover respectively, a balance sheet total of less than 43 Million Euro and if 

not more than 25% of the shares of such an enterprise are in the ownership of another 

enterprise (GovariA., 2013). 

In the context of Africa Nigeria; (GovariA., 2013) argued that; SMEs are defined as 

“enterprises with a total capital employed of not less than N1.5 million, but not exceeding 

N200 million, including working capital, but excluding cost of land and/or with a staff 

strength of not less than 10 and not more than 300”. 

The Ethiopian Ministry of Trade and Industry (MOTI) defines SMEs as follows:  

Micro enterprises: are small businesses with total capital investment not exceeded than Birr 

500,000 and excluding these enterprises with high technical consultancy and other high-tech 

establishment. 

Small enterprises: are businesses with a total investment between Birr, 500,000 up to Birr, 

1,500,000 and do not include these enterprises with advanced technology and high technical 

consultancy. Medium enterprises: are these business enterprises with a total investment more 
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than Birr, 1,500,000 including those enterprises that have high technical consultancy and 

excluding other high-tech establishment. 

MOTI classifies SMEs in Ethiopia based on capital investment and on the bases of 

establishment. This is important because the sector accounts for large businesses throughout 

the country so that proper definition and classification is of essence for policymakers in their 

dealings with SMEs. 

2.2.1. SMEs Growth and Development 

Micro and Small enterprise Finance in Ethiopia Starting a new business is a very difficult task 

and finance has been identified by several studies as one of the primary reasons that hinder 

many potential entrepreneurs from fulfilling their dreams,(Haftu,et,al,2009). The poor in 

Ethiopia have low income that leads to low investment which in turn leads to low 

productivity and income (WoldayAmeha, 2003). The poor in general, women in particular 

starting a new business, most often as micro business or small business, are unable to obtain 

loans or any form of financing from the formal financial institution or conventional banks. As 

the result, access to institutional credit that contributes to an increase in investment is very 

limited in Ethiopia. The poor get access to financial services through the informal channels 

such as money lenders Iqub, Iddir, friends, relative‟s traders, According to the survey 

conducted by the Ministry of Trade and Industry 1997, 50% of the micro business operators 

indicated that their main problem in operating their business was lack of sufficient initial 

capital. It was reported in the survey that the major problem of about 35% of the small scale 

enterprise was lack of sufficient initial capital particularly at the start of their operation. It 

only when the business has been operating for some time, usually as a micro enterprise or 

small scale that an attempt is made to seek financing from bank for further development and 

expansion. Only then is there any likelihood of obtaining access to funds from such financial 

services, although it will never be easy the formal and informal source of finance for micro 

and small enterprise operator classified in to three kinds: Informal and semi-formal finance, 

Microfinance institution and Formal commercial banks (Government and Private) 

(YaredFekade&SeneshawAlemu, 2008).. 

The purpose or goal of any firm is to make profit and growth. A firm is defined as an 

administrative organization whose legal entity or frame work may expand in time with the 

collection of both physical resources, tangible or resources that are human nature. The term 

growth in this context can be defined as an increase in size or other objects that can be 
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quantified or a process of changes or improvements. The firm size is the result of firm growth 

over a period of time and it should be noted that firm growth is a process while firm size is a 

state. The growth of a firm can be determined by supply of capital, labor and appropriate 

management and opportunities for investments that are profitable. The determining factor for 

a firm‟s growth is the availability of resources to the firm. Enterprise development services or 

business development services or nonfinancial services are provided by some MFIs adopting 

the integrated approach. The services provided by nonfinancial MFI services are; marketing 

and technology services, business training, production training and subsector analysis and 

interventions (Lidgerwood, 1999). 

Enterprise development services can be sorted out into two categories. The first is enterprise 

formation which is the offering of training to persons to acquire skills in a specific sector such 

as weaving and as well as persons who want to start up their own business. The second 

category of enterprise development service rendered to its clients is the enterprise 

transformation program which is the provision of technical assistance, training and 

technology in order to enable existing SMEs to advance in terms of production and 

marketing. The enterprise development services may be very meaningful to businesses but the 

impact and knowledge that is gained cannot be measured since it does not usually involve any 

quantifiable commodity. It has been observed that there is little or no difference between 

enterprises that receive credit alone and those that receive both credit packages and integrated 

enterprise development services (Lidgerwood, 1999). 

2.2.2 Types of Small and Medium Enterprises Business Activities 

The business activity of a microenterprise is equally as important as the level of business 

development. There are three main primary sector where an enterprise may be classified; 

production, agriculture and services. Each of these sectors has its own risk and financing 

needs that are specific to that sector. MFIs are motivated to finance in a particular sector by 

providing the products and services that are relevant to that sector after analyzing the purpose 

for the loan, term of the loan, and the collateral on hand for each of the sectors. Some MFIs 

target only one sector where as others provide products and services for more than one sector. 

Their actions are determined by their objectives and the impact the wish to achieve 

(Lidgerwood, 1999). 

The type of population to be serve and the activities that the target market is active in and also 

the level or stage in development of the business to be financed is determined by the MFIs. 
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SMEs differ in the level in which they are and the products and services offered to them by 

the MFIs are towards meeting the demands of the market. SMEs are financed differently and 

the financing is determined by whether the firm is in the start-up phase or existing one and 

also whether it is stable, unstable, or growing. The type of activities that the business is 

involve in is also determined and this can be; production, commercial or services activities 

(Lidgerwood, 1999). 

2.2.3. Performance 

Performance is a widely used concept in many areas. Usually, performance is a measure of 

how well a mechanism/process achieves its purpose. In enterprise management (Moullin, 

2003), defines an organization‟s performance as “how well the Enterprise is managed” and 

“the value the enterprise delivers for customers and other stakeholders.”  

For the purposes of this research, „performance‟ is related to achieving enterprises interests. 

Measuring performance is a multi-dimensional concept. Effectiveness and efficiency are the 

two fundamental dimensions of performance; this is emphasized by (Neely, 2002) 

“Effectiveness refers to the extent to which stakeholder requirements are met, while 

efficiency is a measure of how economically the firm‟s resources are utilized when providing 

a given level of stakeholder satisfaction”. To attain superior relative-performance, an 

organization must achieve its expected objective with greater efficiency and effectiveness 

than its competitors (Neely, 2002) 

2.2.4. Determinants of Capital Structure by SMEs 

SMEs have some important aspects that are considered when taking decisions on their 

financial structure. A firm‟s history is a more important factor in determining the capital 

structure than its characteristics. The cost of debt to equity is compared; the increase in risk 

and the cost of equity as debt increases is also compared before taking the decision. The 

advantage of debt by SMEs due to tax reduction is also considered. The costs of capital 

remain unchanged when there is a deduction in taxes and interest charges. This indicates that 

using cheaper debt will be favorable to the business than using equity capital due to increase 

risk. Firms would seek a good portion of their capital structure as debt to a certain level so as 

to take these tax advantages. An over reliance on debt as capital by SMEs will have a Positive 

effect in the business activity in that it will increase the probability of the firm to go bankrupt 

(Myers, 1984). 
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SMEs average debt ratio will vary from industry to industry because these industries have 

varied asset risks, asset type and the requirements for external capital (Myers, 1984).  

The decisions are made taking into consideration information asymmetry, agency theory, and 

the signaling theory. The signaling theory describes signs and the effectiveness or how a 

venture will progress in an uncertain environment (Busenitz & Fiet, 2005). 

The main idea behind this theory is that there is an information signal that alerts the 

stakeholders of what is happening in the business (Deeds, 1997). 

The success of a business in the future is determined by the availability of information to the 

firm. The stakeholders of a business require signals to find the way of the asymmetry of 

information between what is known and what is unknown (Janney, 2003). 

The outsiders get to know about a particular venture based on the signals it sends out. These 

signals need to be favorable because it is from it that potential investors will be informed and 

thus show the intention to invest in the venture. The cost of equity will be high when poor 

signals are noticed by outsiders and this will restrain potential investors (Busenitz & Fiet, 

2005). 

Good signals to the outsiders of a firm can be described as equal to due diligence with 

reduced time and input (Harvey & Lusch, 1995). 

New businesses have problems in getting a favorable position in the market. Their existence 

is determined by their size and age. This of course goes with time and when they continue to 

exist, it means resources are acquired or unlimited (Freeman, 1982). This process of gaining 

stability and to survive makes the firm to gain legitimacy and thus can be trusted as a 

successful business since it emits positive signals (Singh, 1986). 

Firms that are young and small are incapable of getting the available resources for the proper 

functioning of its business activities and they are always associated with external 

organizations in a vertical manner for support (Stinchcomb, 1965). 

The integration of the young firm with a well-established one gains ground for available 

resources such as funding and legitimacy (Hannan. M. T., 1984). Businesses employing this 

approach to gain legitimacy are at risk since they are not independent. The other activities 

will have an influence in the outcome of the other. External sources of funding have more 

moral hazard problems and consequently the demand for own or internal finances are of 

paramount to the firm (Myers, 1984). 

SMEs and providers of debt and equity need to have a cordial relationship to avoid the 

problem of information asymmetry and conflicts of interests. All SMEs require financing to 
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grow and the source may be internal or external. The external sources constitute loans, equity 

infusions, subsidies, or government grants. The internal source is income generated from cash 

flows that are reinvested. Many SMEs are self –financing by friends and family members at 

the beginning stage of development but when it gets to a later stage in development, external 

financing become necessary. Banks find it hard to grant loans to SMEs until when they find it 

have a stable growth. More so they need to have a track record of their activities, sufficient 

collateral or adequate guarantees. Businesses that are viable and have good market positions 

during periods of recession will have difficulties in obtaining bank financing. Credit 

availability to SMEs depends on the financial structures in place, legal systems, and the 

information environment. SMEs in countries with more effective legal system have less 

financing obstacles since the laws protect property rights and their enforcement are 

implemented to financial transactions (becket, 2005). 

2.3 Loan Interest Rates  

The deliveries of MF products and services have transaction cost consequences in order to 

have greater outreach. Some microfinance institutions visit their clients instead of them to 

come to the institution thereby reducing the cost that clients may suffer. For MFIs to be 

sustainable, it is important for them to have break-even interest rates. This interest rates need 

to be much higher so that the financial institution‟s revenue can cover the total expenditure 

(Hulme and Mosley, 1996). 

In the area of financial sector of economy interest rate is a common phenomenon, described 

as amount charged which is expressed as a percentage of principal, by a lender to a borrower 

for the use of assets. Interest rates typically noted on an annual basis, known as the annual 

percentage rate. Interest is charged by lenders as compensation for the loss of the asset's use. 

In the case of lending money, the lender could have invested the funds instead of lending 

them out. With lending a large asset, the lender may have been able to generate income from 

the asset that they should have decided to use themselves. As applied so in the financing 

sector, MFIs offers financial facilities to SMEs in terms of loans and non-financial services 

like; business training, financial and business management to help improve the capacity of 

their clients in managing the loan resources granted to them. However, SMEs faces 

difficulties in accessing bank loans as a consequence to the high risk, low profitability and 

lack of collateral required by banks. In the ears and eyes of lenders; loan‟s interest rates are 
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not compatible with the performance of the SMEs and that these MFIs charge high interest 

rates and hence SMEs tend not to be profitable (Harvie, 2010).  

The break-even rate which is higher than the market rate is defined as the difference between 

the cost of supply and the cost of demand of the products and services. The loan interest rates 

are often subsidized (Robinson, 2003).  

The loans demanded by smaller enterprises are smaller than those requested by larger ones 

but the interest rates remain the same. This indicates that, per unit cost is high for MFIs 

targeting customers with very small loans and possessing small savings accounts 

(RobinsonM., 2003). 

Even though the interest rate is high for applicants requesting very small loans, they are able 

to repay and even seek repeatedly for new loans. The social benefits that are gained by clients 

of MFIs supersede the high interest charged (Rosenberg, 1996).  

The high interest rate is also as a means to tackle the problem of adverse selection where a 

choice is made between risky and non-risky projects. The good clients suffer at the expense 

of the bad ones (Graham Bannock, Partners, 1997).  

Microfinance clients admit that convenience is more important to them than return 

(SchmidtR., 1994). 

Larger firms usually comply with higher disclosure requirements to a greater extent than 

SMEs because of their access to a broad range of external funds including bonds, equity and 

loans. Higher interest rates will mean the cost of loans will go up, which will have a knock-on 

effect on peoples‟ disposable income. Moreover, reduction in the volume of lending is 

heavily impact SMEs as these justifiable grounds supports that: rise in interest rate increases 

the costs of borrowing, this situation tend to discourages people from borrowing and saving. 

People who already have loans will have less disposable income because they spend more on 

interest payments. Rising interest rates affect both consumers and firms, as the economy is 

likely to experience falls in consumption and investment as it tend to discourages investment 

as it makes firms and consumers less willing to take out risky investments and purchases. In 

this ground it increases incentive to save rather than spend as the higher interest rates make it 

more attractive to save in a deposit account because of the interest gained (ZhiWang, 2010).  
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2.4. Minimal Equity Requirement 

Firms rely mostly on informal sources of finance for start-up capital for their businesses since 

credit markets are limited. A majority of the start-up capital is from personal savings and 

borrowed money from friends and relatives. Minimal amount of funds as start-up is borrowed 

from the formal institutions such as banks. MFIs consider client‟s ability to repay debt and 

assess the minimal sum small scale businesses can contribute as equity before offering a loan. 

This is to say a business should not be financed entirely with borrowed money. When a 

business is in the start-up phase, it requires at least a certain amount resources for the MFI to 

consider the application for a loan. In a situation where the firm is unable to provide the said 

equity capital, some MFIs require household items to be pledge as a security before the loan 

can be granted. These MFIs also apply some sort of financial and psychological 

measurements and when they consider that correct to any prospective borrower it is then that 

the loan can be granted. It is generally said that people care more on things that they have 

worked for or items that they own ( Zeller Manfred, 2003). 

This and other reasons explain why MFIs deem it necessary for borrowers to have minimal 

equity contribution before applying for a loan. The source of the minimal equity capital is 

known by the MFIs because the client may be at high risk of non-respecting the terms of 

repayment had it been the funds were borrowed from somewhere. This means that a business 

with little borrowed capital with good market standing will have upper hand in getting 

financial assistance from the MFIs (Lidgerwood, 1999). 

2.5. The Sources of Finance for Start-Up Capital 

SMEs in Ethiopia, like in most developing countries are confronted with the same 

challenging of accessing financing in their bid to expand. Mainstream financial institutions 

are not willing to provide loans to the sector rather large amount of money is given to large 

scale firms.  

(Eshetu B., 2009), states that “commercial banks are reluctant to lend small amount of money 

to small business because the cost of administering the loan exceed the benefit accrued to 

them.” This shows that banks are not inclined to develop an innovative and systematic 

approach that minimizes risk and administrative cost to serve the sector.  

As a result the traditional approach used by banks and financial institution does not enable 

them overcome the risk and transaction cost of lending to SMEs. Working capital is the main 
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hindrance in the development of already existing SMEs and to meet up, the borrow finance 

mostly from informal financial services such as; families, friends, suppliers or moneylenders. 

The finances got from these informal financial services have high interest rates and services 

offered by the formal sector or not offered by these informal financial services. MFIs see it 

less risky to work with existing microenterprises because they have a history of success 

(Lidgerwood, 1999). 

SMEs in developing countries are considered to be too unstable by banks to invest in. Due to 

this instability, the banks consider SMEs to have high risk and the costs these banks suffer to 

monitor the activities of the SMEs are high.  

2.6. Collateral Requirement for Lending Loan 

Microeconomic theories of banking and financial intermediation widespread the use of 

collateral by noting that collateral reduces credit rationing for under asymmetric information. 

An analytic framework for price-setting behavior by MFIs and information availability about 

small and medium-sized enterprises (SMEs) thus remains underdeveloped (BaasT., 2007). 

To extend understanding of the pricing behavior of banks, this study investigates how the use 

of collateral affects incentives for borrowers and lenders and their relationship. Reliable 

information on SMEs is rare and costly, so relationship lending is an appropriate lending 

technique (Degryse, 2000).  

Good lending relationships facilitate information exchange, because lenders invest to obtain 

information from clients, and borrowers have a motivation to disclose (BootA., 1994).  

SMEs, the owner‟s personal wealth frequently facilitates to access loans from MFIs on 

personal collateral frequently uses personal wealth to access loans, personal collateral may be 

a better signal of quality.  

Collateral value is stable or more objectively ascertainable than the distribution of returns; an 

entrepreneur could trade profitably for better interest rates (Chan, 1985). 

Banks simultaneously consider collateral requirements and interest rates to screen investors‟ 

riskiness, which supports the use of different contract terms as a self-selection mechanism to 

separate borrowers with different risk levels. Collateral signals high credit quality in adverse 

selection situations in which borrowers knows their credit quality with a higher probability of 

default instead choose a contract with a higher interest rate and lower collateral (Chan, 1985). 

Business and personal collateral could have differential signaling value for agency problems. 

According to (John, 2003) a positive relation of the use of business collateral, firm risk, and 

interest rate; for SMEs though, the owner frequently uses personal wealth to access bank 
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loans  and so personal collateral may be a better signal of quality. The owner of a lower 

quality firm cannot afford to imitate a high quality firm (Brick I., 2007).  

Personal collateral effectively limits the borrower‟s risk preferences by enhancing the 

likelihood that the owner suffers the consequences of any ex post managerial shirking or risk-

taking activities and substitute for equity investments, and in the case of default, the sale of 

personal assets could help repay the loan (MannR., 1997).  

Personal collateral also can substitute for equity investments, and in the case of default, the 

sale of personal assets could help repay the loan.  Information generated through repeated 

transactions and over time also helps reduce the fixed costs of screening and monitoring the 

intense interaction and exchange of information reduces information asymmetry, reinforces 

mutual trust, and minimizes banks‟ lending risk, which should lead to lower collateral 

requirements (BootA., 1994). 

2.7. Contribution of SMEs to Economic Development 

The significance of SMEs cannot be overemphasized they include; contributions to the 

economy in terms of output of goods and services, and creation of jobs at relatively low 

capital cost. It is a vehicle for the reduction of income disparities thus developing a pool of 

skilled or semi-skilled workers as a basis for the future industrial expansion; improve forward 

and backward linkages between economically, socially and geographically diverse sectors of 

the economy. SMEs provide opportunities for developing and adapting appropriate 

technological approaches and offer an excellent breeding ground for entrepreneurial and 

managerial talent (Harvie, 2010). 

SMEs are seen to have advantages over their large-scale competitors in that they are able to 

adapt more easily to market conditions, given their broadly skilled technologies. They are 

able to withstand adverse economic conditions because of their flexible nature. Small and 

medium enterprises are more labor intensive than larger firms and therefore have lower 

capital costs associated with job creation, thus they perform useful roles in ensuring income 

stability, growth and employment (Harvie, 2010). 

Small and medium enterprises also improve the efficiency of domestic markets and make 

productive use of scarce resources, thus facilitating long-term economic growth (ZhiWang, 

2010). 
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2.8. Loan Repayment 

Loan is the power or ability to obtain money, by the borrowing process, in return for a 

promise to repay the obligation in the future. Futurity is thus a basic characteristic of loan and 

risk which is necessarily connected with the time element, is an accompanying characteristic 

(BelayBekele, 1998) 

Loan repayment performance is affected by a number of socio-economic, institutional and 

natural factors. Some of which are believed to impact on repayment negative impact. From a 

close observation of borrowers attitude one can concluded that the latter is the major factor 

for failure of loan repayment a part from the dissolution of Enterprises due to lack of working 

capital, market conditions, infrastructures. Strength and capabilities of managing the loan 

entrusted to them and thus fail to repay loan, credit arrangement has not been tied up with 

savings. Off Enterprises income negatively influenced loan repayment performance of group 

based borrowers, according to the authors, off Enterprises income might increase will full 

defaults, as income was generated from various sources, the borrowers might become 

reluctant and might not give more emphasis to loan repayment (ZellerM., 1998). 

2.9. The Empirical Links between Microfinance and SME Development 

Accessing the source of credit for the starting or expanding activities is considered to be an 

important factor in increasing the development of SMEs. It is thought that credit augment 

income levels, increases employment and thereby alleviate poverty. It is believed that access 

to credit enables low income people to overcome their liquidity constraints and undertake 

some investments such as the improvement of farm technology inputs thereby leading to an 

increase in agricultural production (Heidhues, 1995).  

According to (NavajasS.etal, 2000), the main objective of microcredit is to improve the 

welfare of the better access and source of capital to small loans that are not offered by the 

formal financial institutions.  

(DiagneAandM.Zeller, 2001), argue insufficient access to the source of credit may have 

Positive consequences for SMEs and overall welfare. MFIs that are financially sustainable 

with high outreach have a greater livelihood and also have a positive impact on SME 

development because they guarantee sustainable source of finance to credit.  

(Eshetu B., 2009), argue “commercial banks are reluctant to lend small amount of money to 

small business because the cost of administering the loan exceed the benefit accrued to them.” 
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This shows banks are not inclined to develop an innovative and systematic approach that 

minimizes risk and administrative cost to serve the sector of SMEs (Lidgerwood, 1999),  

SMEs differ in the level in which they are and the products and services offered to them by 

the MFIs are towards meeting the demands of the market. SMEs are financed differently and 

the financing is determined by whether the firm is in the start-up phase or existing one and 

also whether The type of activities that the business is involve in is also determined and group 

lend or individual meet the collateral with interlinked each other used for to be stated the loan 

on a reasonable interest with favor repayment by adhesively follow up the SMEs activities. 

2.10. Conceptual Framework 

A conceptual framework was defined by (KothariC., 2004) a structure that presents 

relationship between the main constructs in a given study.  

(MugendaM.O., 2003), further adds that a conceptual framework gives an explanation of how 

the researcher perceives the relationship between variables deemed to be important in a study. 

Performance of SMEs is subject to various solutions provided by microfinance institutions.  

Fig.2.1. Conceptual Frameworks 
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medium enterprises. This services provided by microfinance institutions and which forms the 

study independent variables are considered to be important determinant of the performance 

directions that SMEs take. This is a relationship that this study seeks to find out. 

2.11. Research Gap 

 The area of Microfinance Institutions in relation to their role on SMEs has been significantly 

not working a research in the study area and there is a gap in establishing the role of Micro 

Finance Institutions in relation to the performance of SMEs. In the quest of establishing the 

role of SMEs and how they related with Microfinance institutions, researchers have wide 

evidence faced by SMEs, the working model for MFIs and range of services that provide 

solution to SME problems. There is however little evidence to establish the relationship 

between services provided by MFIs and performance of SMEs. This study will therefore 

sough to fill in the gap by examining the role of microfinance institutions on the performance 

of small and medium enterprises. 
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CHAPTER THREE 

3. RESEARCH DESIGN AND METHODOLOGY 

3.1 INTRODUCTION 

This chapter outlines the research design and methodology used to test the hypotheses. This 

chapter also discusses the sample derivation, sample size, data collection, questionnaire 

design, and the empirical techniques used in the research. The research design used in this 

study was descriptive and explanatory research. 

According to John w. Creswell, 2006, research is a systematic inquiry aimed at providing 

information to solve problems. So that, In order to solve the problem or answer the research 

questions appropriate methodology should be designed in order to show how research 

questions have been answered in the most rigorous method. 

3.2. Research Design 

To address the objectives of the research and to analyze the data, both quantitative and 

qualitative approaches have been applied. The data have been analyzed with the help of SPSS 

version 20 that used to tabulate and analyze the valid responses. The data that was gathered 

through primary and secondary methods were summarized using descriptive statistics through 

tables, percentages and Pearson correlation to come up the compress picture of data. The 

Pearson‟s Correlation an analysis is useful for to know degree and nature of independent 

variables over the dependent variable.  

The research is descriptive and Inferential in nature and employs empirical survey method in 

assessing the role of MFIs on the SMEs performance to the surveyed SMEs in Debre Birhan 

town. In order to effectively make valid analysis on the presentation and analysis of the data 

collected from the field, descriptive statistics such as tables, frequency used to depict the 

relevant data. The study utilized primary sources of data in which structured questionnaire 

was extensively used for SMEs and interviews for MFIs. The purpose was to generate data 

about the opinion and perceptions of SMEs owners in relation to the role of MFIs on the 

performance of the enterprises.  

However, data for the study was obtained from primary sources during field survey. Mostly, 

data related to characteristics, performing SMEs activities and other information related to 

offered financial services. 



33 
 

In this study, descriptive analysis and Explanatory is choosing because of its simplicity and 

clarity to draw inferences and were apply cross-tabulations to be analyzed the data. These 

statistics was use to assess respondents‟ characteristics, assessing views of pertinent to 

SMEs‟ owners on the charged loan interest rates, collaterals, access to startup capital, simple 

loan procedures to SMEs , loan repayment procedures and finally MFIs roles on the 

performance of SMEs. 

Accordingly, the summarize data were interpret through theoretical frame work of the study 

to be arrive at meaningful conclusion. Finally, the data have been interpreted and conclude to 

forward valid recommendations. 

3.3. Description of the Study Area 

The study was rolls on the role of MFIs on the performance of SMEs in Debre Birhan, 

Amhara Region, Ethiopia. 

3.4. Target Population 

The target population for these study was microfinance institutions and small and medium 

enterprises within Debre Birhan town. Debre Birhanis a town found in Ethiopia, Amhara 

Region, North shoa Zone a distance of 130 kilometers east of Addis Ababa.  

MFIs with nationwide presence and found in Debre Birhan town was considered. ACSI, 

Vision Fund (Wisdom) and Small and Medium Enterprises are targeted population in the 

study. 

     Table No-3.1 Small and medium enterprise population in Debre birhan town 

S/No Business Category                        Population            

1 Manufacturing  industry 5 98 

2 Agricultural 34 

3 Construction 147 

4 Trade 1990 

5 Services 1247 

 TOTAL 4016 

     Source: DebreBirhan city administration technique and skill enterprise office, 2010 
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3.5. Sample Derivation 

The surveys are administered at microfinance institutions role on the performance of small 

and medium enterprise selected randomly used simple Random sampling method from SMEs 

and used Purposive sampling for MEIs. The questionnaires are distributed and administered 

in front of the small and medium enterprises and Interviews for microfinance institutions four 

managers. In this study, the role of microfinance institutions on the performance of small and 

medium enterprises on the dimensions of the source of startup capital, low interest rates, and 

Simple application procedures for loan, simple collateral requirements, and loan repayment 

specifically examined using the survey method. The primary data used in this study was 

collected through a survey questionnaire.  

3.6. Data sampling techniques 

Sampling is defined by (Chandran, 2004) as a method used in drawing samples from a 

population usually in such a manner that the sample facilitated determination of some 

hypothesis concerning the population. This study sampled two categories of population 

required to provide information for the study. This include; microfinance and small and 

medium enterprises within Debre Birhan town.  

Sampling from microfinance institutions 

There are two Microfinance institutions in Debre Birhan town named Amhara credit and 

saving institutions (ACSI) and Vision Fund microfinance institutions. ACSI has three 

Branches located around kebele 02, 04 and 07 in Debre Birhan town managed by and Vision 

Fund has one branches found in kebele 05. From the side of the Microfinance institutions, the 

samples have been selected by using a purposive sampling method so as to achieve the 

research objectives. Purposeful sampling is found to be the most appropriate for this study, 

because „information- rich‟ cases can be selected so as to learn much about the issues that are 

important to the study (Patton, M. Q, 1990). The Sample have been selected the managers of 

all branches purposively to participate in the study. This provides a sample size of four 

respondents from MFI.   

Sampling from SMEs 

Stratified random sampling was used the select SMEs to participate in the study. According to 

(KothariC., 2004) stratified random sampling entails grouping the study samples into 

homogenous strata from which a sampling fraction is selected proportionally. The target 
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populations of the study have 4016 SMEs members. Sample sizes from each SMEs member‟s 

category have been taken proportionally in percentage. The sampling frame for SMEs was 

drawn from the list of SME in Debre Birhan Small and micro enterprise bureau. 

SMEs within Debre Birhan town group in to five categories (i.e. Agricultural, manufacturing 

Industry, Constructions, Trade and Service). From each stratum a fraction of selecting sample 

proportionally, simple random sampling was used to select SMEs members as a respondent to 

participate in the study. 

3.7. Sample Size 

According to Taro Yamane (TaroYamane, 1967)working with a finite population and if the 

population size is known, the Yamane formula for determining the sample size is given by the 

study samples is selected. 

The sample of this research is calculated by using Taro Yamane (TaroYamane, 1967) formula 

with 95% confidence level. (From the population of 4016 persons from the data of Debre 

Birhan Small and micro enterprise bureau official report 2017.  

 

The calculation formula of Taro Yamane is presented as follows.  

 

  
 

        
 

Where n is a sample size, N is target population size and e-error term is determined from the 

confidence are seeking to be 95% sure about the results of the study then e=0.05. 
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     Table3.2. Sample Determinations 

S/No Business Category                        Population            Sample size  Proportion (%) 

1 Manufacturing  industry 5 98 54 14.83 

2 Agricultural 34 3 0.8 

3 Construction 147 13 3.6 

4 Trade 1990 181 49.73 

5 Services 1247 113 31.04 

 TOTAL 4016 364 100 

      Source: DebreBirhan city administration technique and skill enterprise office, 2010 

These samples are selected from each stratum using relatively proportionate allocation in 

relation to the percentage of total population. From the above table, the 364 sample has been 

taken out of 4016 population by using simple random sampling techniques for the purpose of 

this study. 

3.8. Source and Types of Data Collected 

Primary and secondary data have been collected. Primary sources are directly related to the 

study purpose.  Primary data consists of all the data have been collected throughout the study 

that directly can be related to the study purpose, both personally gathered as well as data from 

a third party that have been collected with equivalent purpose.  

Secondary data on the other hand, contains relevant data that have been collected for a 

different purpose, but from which the conclusion was valuable for the purpose.  

Throughout the study, the researcher used both primary and secondary data sources. Primary 

data, directly related to the purpose, was collect. Secondary data, indirectly relating to the 

purpose, have been collected through a theoretical study comprised of; reports, books, 

research thesis, articles, internet, manuals and annual reports. 

3.9. Methods of Data Collection 

This study has been used microfinance institutions found in Debre Birhan town and selected 

small and medium enterprise as the sample. Microfinance institutions established throughout 

Ethiopia. The researcher has sought permission in Debre Birhan town, permission for the 

survey has been granted by institutions branch managers. The Interviews for the microfinance 
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institutions to the respondents in front of the four microfinance branches during business 

hours and gathered all relevant data from four managers. During the distribution time, 

respondents for the sample of the small and medium enterprise have been asked to complete 

the survey questionnaire, and return it back. The surveys questionnaires are total of 364 

questionnaires are distributed during this period. From out of these 329 (91%) questionnaires 

completed questionnaires were returned for the purpose of this study. 

3.10. Questionnaire Development 

3.10.1. Design and Layout of the Survey Instrument 

The questionnaire consists of five sections multiple choices Translate in Amharic version and 

including Interviews in English version (see Appendix 3). Section one contains questions 

regarding demographic characteristics of Respondents. Section two contains a total of 10 

items regarding with source of startup capital. Section three contains a total of 2 items on seen 

the interest rate of the loan. Section four contains a total of 2 items on assessing the level of 

loan information criteria simple application procedure and simple collaterals of the loan. And 

section five contains 6 items: loan repayment method and performance of the Enterprises in 

takes place the respondents. 

3.11. Pretesting Procedures 

Pilot study of the questionnaire has been conducted on a random sample of 15respondents. 

The study was conducted to obtain feedback on the content of the questions, instructions, 

clarity, and the layout and after all to fulfill the objectives behind the questionnaire in the 

context of small and medium enterprises. 

3.12. Data Analysis Technique 

Once the usable responses from the questionnaires have been collected, the data would be 

recorded and coded into SPSS ver.20 software. The data was analyzed using statistical 

techniques named multiple regressions model. Descriptive statistics such as tables, percentage 

also used to depict the relevant data. Furthermore, Pearson correlation is also used to 

understand the relationship between microfinance institution roles and small and medium 

enterprise performances in terms of the dimensions. 
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3.13. Validity and Reliability 

Conducting a pilot study is that it might give advance warning about where the main research 

project could fail, where research protocols may not be followed, or whether proposed 

methods or instruments are inappropriate or too complicated. The researchers issued 

questionnaire to one respondent in the microfinance‟s and each category of SMEs selected. 

The results of the pilot test and issues emanating from the questionnaire was then be used to 

correct the main questionnaire before actual data collection is undertaken. And the researcher 

also cross checks the questionnaire for the advisories for the validity.  

Reliability of the instrument was assessed by using Cronbach‟s Alpha. The study used 

Cronbach alpha to examine the internal consistency of the research instrument. Cronbach's α 

(alpha) is a coefficient of reliability. It is commonly used as a measure of the internal 

consistency or reliability of a psychometric test score for a sample of examinees If α > 0.9 

“Excellent”, α >0.8 “Good”, α >0.7 “Acceptable”, α >0.6 “Questionable”, α >0.5 “Poor”, and 

α <0.5 “Unacceptable”, as discovered by (George, 2003). 

Higher Alpha coefficients indicate higher scale reliability (George, 2003).suggests that scales 

with 0.70 Alpha coefficients and above are considered acceptable.  

The variables has been tested for reliability by Using Cronbach‟s Coefficient Alpha which 

results that all factors have a Cronbach‟s Coefficient Alpha the reliability in this study as 

assessed by coefficient alpha, was found to be 70.00,95.40 and 72.20 and 70.2 as indication 

of acceptability of the scale for further analysis (Refer Appendix 1). 

3.14. Tools of Analysis 

Multiple Regression Analysis 

The coefficient of determination (R
2
) is used to measure how far the regression model‟s 

ability to explain the variation of the independent variables. The coefficient of determination 

(R
2
) is between zero and one. The close the value to 1, the better the regression equation fit 

the data (Ghozali, 2006). 

The standardized version of the beta coefficients are the beta weights, and the ratio of the beta 

coefficients is the ratio of the relative predictive power of the independent variables. The beta 

coefficients of the independent variables can be used to determine its derived importance to 
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the dependent variable compared with other independent variables in the same model 

(GrisnaA.and Quanita, 2014). The F test is used to test the significance of the regression 

model as a whole. F is a function of R2, the number of independents, and the number of 

cases. The decision rule for F-ratio statistic is to reject the null hypothesis if F is greater than 

the critical value of an appropriate level of significance, and accept the null hypothesis when 

F value is smaller or equal to the critical value of an appropriate level of significance. 

Pearson correlation Analysis technique 

A correlation coefficient is a very useful means to summarize the relationship between two 

variables with a single number that falls between -1 and +1 (Shukran, 2003).  

A correlation analysis with Pearson´s correlation coefficient (r) was conducted on all 

variables in this study to explore the relationships between variables. Correlation coefficients 

say nothing about which variable causes the other to change. Although it cannot make direct 

conclusion about causality, we can take the correlation coefficient a step further by squaring 

it. The correlation coefficient squared (known as the coefficients of determination, R2) is a 

measure of the amount of variability in one variable that is explained by the other (Ghozali, 

2006). 

Ethical Consideration 

The researcher sought consent to carry out the study from Small and Medium Enterprise 

office of Debre Birhan. Other ethical considerations that the researcher took included 

ensuring anonymity for the respondents and organizations participating in the study as well as 

the respondents. All sources of information that does not belong to the researcher would be 

acknowledged through citations. 
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CHAPTER FOUR 

4. DATA PRESENTATION, RESULTS AND DISCUSSIONS 

4.1 INTRODUCTION 

This chapter presents the results of the data analysis according to the research methodology 

discussed in Chapter Three. A detailed discussion regarding the five research hypothesis is 

also presented and tested below. 

4.2 Sample and Response Rate 

A total of 364 questionnaires have been handed out to small and medium enterprise 

respondents‟ in Debre Birhan. A total 329 (91%) survey questionnaires were returned. On the 

side of the microfinance institutions, the interviews were delivered for all sampled branch‟s 

managers and handled their responses as a whole.  

4.3 Descriptive Statistics 

Section one of the survey questionnaire is designed to assess respondents‟ demographic 

characteristics. Results of the demographic characteristics of respondents are presented in 

Table 4.1 below, 

Table 4.1 Profile of Respondents 

Table 4.1.1 Gender 

 Frequency Percent Valid Percent Cumulative 

Percent 

Valid 

Male 177 53.8 53.8 53.8 

Female 152 46.2 46.2 100.0 

Total 329 100.0 100.0  

           Source: Own Survey, 2018 

As shown in Table 4.1, there are more Male (53.8%) respondents than female (46.2%) 

respondents. This shows that the Proportion of Gender was almost equivalent, both male and 

female are addressed on the research. 
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            Table 4.1.2 Age of the respondent 

 Frequency Percent Valid Percent Cumulative 

Percent 

Valid 

19-30 188 57.1 57.1 57.1 

31-45 141 42.9 42.9 100.0 

Total 329 100.0 100.0  

                 Source: Own Survey, 2018 

The age groups of the respondents are: 19-30 years old (57.1%), and 31-45 (42.9%) years old. 

The respondents aged between 18 and 30 years old counted for the largest age group. This 

implies that most of the respondents are the productive age. 

        Table 4.1.3 marital status of the respondent 

 Frequency Percent Valid Percent Cumulative 

Percent 

Valid 

Married 87 26.4 26.4 26.4 

Unmarried 238 72.3 72.3 98.8 

Divorce 4 1.2 1.2 100.0 

Total 329 100.0 100.0  

                 Source: Own Survey, 2018 

In terms of the respondent‟s marital status, 26.4% was married, 72.3% was single and the 

remaining 1.2% of the respondents is divorce. As per the result most of the respondents are 

unmarried. 

Table 4.1.4 Education qualification 

 Frequency Percent Valid Percent Cumulative 

Percent 

Valid 

5-8 229 69.6 69.6 69.6 

9-12 75 22.8 22.8 92.4 

Diploma 15 4.6 4.6 97.0 

Degree 10 3.0 3.0 100.0 

Total 329 100.0 100.0  

          Source: Own Survey, 2018 
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In Table 4.1.4, 3% of the respondents have bachelor degrees, 4.6% of the respondents have a 

diploma or certification 22.8% High School educated, and 69.6% respondents have primary 

school educated and 3% of the respondents are Degree holder. More of the respondents are 

middle school educated. 

Table 4.2 Profile of Enterprise 

Table 4.2.1 Year of Establishment 

 Frequency Percent Valid Percent Cumulative 

Percent 

Valid 

3-5 227 69.0 69.0 69.0 

6-10 96 29.2 29.2 98.2 

10+ 6 1.8 1.8 100.0 

Total 329 100.0 100.0  

                     Source: Own Survey, 2018 

As shown in Table 4.2, the establishment of the enterprises, (69) % of the respondent are 

responded 3-5 years, (29.2%) respond 6-10 years and the remaining (1.8%) of the 

respondents response above 10 years. The most Respondents‟ Enterprises are 3-5 years. 

           Table 4.2.2 Enterprise work Engagements 

 Frequency Percent Valid Percent Cumulative 

Percent 

Valid 

Trade 177 53.8 53.8 53.8 

Manufacture 36 10.94 10.94 64.74 

Construction 9 2.74 2.74 67.48 

Service 104 31.61 31.61 99.09 

Agriculture 3 0.91 0.91 100.0 

Total 329 100.0 100.0  

              Source: Own Survey, 2018 

In the engagement of the respondents, (10.94%) respondents engaged in manufacturing 

industry enterprise, (0.91%) of the respondents are in agriculture enterprise, (2.74 %) of the 

respondents in construction working area, (53.8%) of the respondents of the respondents are 



43 
 

engaged in trade and the remaining (31.61) % of the respondents are engaged in service 

enterprise. Most of the respondents are engaged in trade service. This implies that SMEs 

enterprises are engaged in different work areas was included in the study.  

            Table 4.2.3 Current status 

 Frequency Percent Valid Percent Cumulative 

Percent 

Valid 

In growing 120 36.5 36.5 36.5 

Well established 168 51.1 51.1 87.5 

Matured but need Renewal 41 12.5 12.5 100.0 

Total 329 100.0 100.0  

             Source: Own Survey, 2018 

Due to the current status of the enterprise: (36.5%) of the respondents responded the 

enterprise are Young and in growing, but with established production and customers service, 

(51.1%) of the respondents responded the enterprise are Well established, with steady 

production and customers and the remaining (12.5%)of the respondents responded the 

enterprise are Mature, but in need of renewal. 

Table 4.3: source of start-up capital 

 Frequency Percentage Valid 

Percentage 

Cumulative 

Percentage 

Valid 

Personal Saving plus 

MFIs 
127 38.4 38.6 38.6 

MFIs 190 58.0 58.4 97.0 

Others 12 3.6 3.0 100.0 

Total 329 100.0 100.0  

          Source: Own Survey, 2018 

Source of start-up capital 127(38.4%) of the respondents respond the start-up capital from 

personal saving and MFIs, 190(58%) of the respondents are responded from the MFIs and the 

remaining respondents respond from other sources.  From the total of the respondents the 

star-up capital were source from MFIs means that MFIs are plays a great role for the SMEs 

start-up capitals. 
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Fig. 4.2 Source of Start-up capital 

 

 

 

 

 

 

 

 

 

           Source: Own Survey, 2018 

Table 4.4: Capital Share 

 Frequency Percentage Valid 

Percentage 

Cumulative 

Percentage 

Valid 

full borrowed 281 85.4 85.4 85.4 

50% 37 11.2 11.2 96.7 

60% 9 2.7 2.7 99.4 

70% 2 .6 .6 100.0 

Total 329 100.0 100.0  

       Source: Own Survey, 2018 

Capital share the SMEs was began their business 281(85.4%) of the respondents respond full 

borrowed, this means that almost 100% of the source of start-up capital are external sources, 

37(11.2%) of the respondents are responded the capital was 50% from personal and 50% 

from external sources,  9(2.7%) of the respondents re said the capital share were 60% from 

external sources the remaining 2(6%) of the respondents were respond the proportion of the 

capital share was 70% from the external sources. This indicates Most of the respondents‟ 

capital share was from external sources.   

38.4% 

58% 

3.6% 

Source of Strt-up capital 

personal saving plus MFIs

MFIs

others
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     Table4.5. Purpose of Loan 

          Sources: Own Survey, 2018 

The Loan purpose  of the enterprise: (24.3%) of the respondents responded the enterprise 

need a loan for the purpose of working capital, (71.7%) of the respondents responded for 

start-up capital, and the remaining (4.00%)of the respondents responded for expansion 

purpose. Most of SMEs need capital for starting their business. 

Table 4.6 Types of Loan 

 Frequency Percentage Valid Percentage Cumulative 

Percentage 

Valid 

Individual 60 18.2 18.2 18.2 

Group 269 81.8 81.8 100.0 

Total 329 100.0 100.0  

             Sources: Own Survey, 2018 

The enterprise get a loan on the group based (81.8%) and the remaining (18.2%) of the 

respondents responded loan was lend an individual based. As the result most loans are lend 

on group based. 

 

 

 

 

 Frequency Percentage Valid 

Percentage 

Cumulative 

Percentage 

Valid 

working capital 80 24.3 24.3 24.3 

Star up 236 71.7 71.7 96.0 

Expansion 13 4.0 4.0 100.0 

Total 329 100.0 100.0  
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Table 4.7: Criteria for Loan 

 

 

 

 

 

 

 

         Source: Own Survey, 2018 

SMEs were loan applied the criteria that fulfill by the SMEs 60(18.2%) of the respondents 

respond some amount of loan plus collateral, 19(5.8%) of the respondents are responded Land 

and Security, 18(5.5%) of the respondents are said Personal and group Repayment Capacity 

and remaining 232(70.5%) of the respondents were respond Personal and group wealth.  This 

indicates Most of the respondents‟ criteria during the loan applied were Personal and group 

wealth. 

 Table 4.8: Simple Collateral Requirements 

 Frequency Percentage Valid 

Percentage 

Cumulative 

Percentage 

Valid 

Low asset 36 10.9 10.9 10.9 

cash flow 92 28.0 28.0 38.9 

total asset 51 15.5 15.5 54.4 

Business Plan 150 45.6 45.6 100.0 

Total 329 100.0 100.0  

     Source: Own Survey, 2018 

 Frequency Percentage Valid 

Percentage 

Cumulative 

Percentage 

Valid 

Some amount of loan plus 

collateral 
60 18.2 18.2 18.2 

Land and Security 19 5.8 5.8 24.0 

Personal  and group 

Repayment Capacity 
18 5.5 5.5 29.5 

Personal and group wealth 232 70.5 70.5 100.0 

Total 329 100.0 100.0  
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SMEs were loan applied the collateral 36(10.9%) of the respondents respond Low asset, 

92(28%) of the respondents are responded cash flow, 51(15.5%) of the respondents are said 

total asset and remaining 150(45.6%) of the respondents were respond business plan. 

Table 4.9 Loan Repayment Motivation 

 Frequency Percentage Valid 

Percentage 

Cumulative 

Percentage 

Valid 

Loss of collateral asset 6 1.8 1.8 1.8 

Keep social status 52 15.8 15.8 17.6 

expect another loan 199 60.5 60.5 78.1 

Know repay a loan as 

obligation 
72 21.9 21.9 100.0 

Total 329 100.0 100.0  

  Sources: Own Survey, 2018 

Loan repayment motivations, from the total of the respondents (1.8 %) responded our loan 

repayment motivation was unless loss of collateral asset repay the loan, (15.8%) keep social 

status, (60.5%) expect another loan, (21.9%) know repay a loan as obligations. It shows most 

SMEs are repaying their former loan for additional loan expected. 

Table 4.10 Loan Repayment Failures Reason   

 Frequency Percentage Valid 

Percentage 

Cumulative 

Percentage 

Valid 

market problem 6 1.8 1.8 1.8 

technical problem 20 6.1 6.1 7.9 

Working capital shortage 303 92.1 92.1 100.0 

Total 329 100.0 100.0  

           Sources: Own Survey, 2018 

Loan repayment failure reasons, from the total of the respondents (1.8 %) responded market 

problems, (6.1%) technical problems, (92.1%) working capital shortage. As per the result 

most of the respondents respond the failure of the loan repayment due to that working capital 

shortage means no more operated works due to lack of working capitals. 
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Table 4.11 Methods Measure of Loan Repayment Failure Recover 

            Sources: Own Survey, 2018 

The Methods of measures the loan failure recovers, from the total of the respondents (1.8 %) 

responded recover by changing the work place, (48.3%) by loan diversion, (49.8%) by the 

sale of property. 

Table 4.12 Performance of SMEs and Profitability 

 Frequency Percent Valid Percent Cumulative 

Percent 

Valid 

Very good 154 46.8 46.8 46.8 

Good 172 52.3 52.3 99.1 

Unsatisfactory 3 .9 .9 100.0 

Total 329 100.0 100.0  

         Sources: Own Survey, 2018 

The Performance and profitability of the SMEs, from the total of the respondents (46.8 %) 

responded very well, (52.3%) good, and the remaining respondents (3%) said unsatisfactory. 

The result shows the majority of the enterprises performances are good and well satisfied by 

their enterprises.  

4.4 Assessment of the Regression Models and ANOVA 

This section presents the results relating to the Hypotheses that were formulated in order to 

achieve the Research Objectives. The following hypotheses are formulated to test the role of 

micro financial institutions on the performance of small and medium enterprise: the case of 

Debre Berhan town. 

 Frequency Percentage Valid 

Percentage 

Cumulative 

Percentage 

Valid 

change work place 6 1.8 1.8 1.8 

Loan diversion 159 48.3 48.3 50.2 

Sale of property 164 49.8 49.8 100.0 

Total 329 100.0 100.0  
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H1: There is Positive relationship between Startup capital and performance of SMEs; 

H2: There is Positive relationship between Loan interest rate and performance of SMEs; 

H3: There is Positive relationship between Simple application procedures for loan and 

performance of SMEs; 

H4: There is Positive relationship between collateral requirement (guarantees) and 

performance of SMEs; and 

H5: There is Positive relationship between Loan repayment and performances of SMEs; 

There are five independent variables: Source of startup capital, Interest rate, Simple 

application procedure, simple collateral requirement, and loan repayment method in 

Regression Model One. These dimensions (independent variables) were regressed against the 

performance of small and medium enterprise. The Source of startup capital, Interest rate, 

Simple application procedure, simple collateral requirement and loan repayment methods 

dimensions are independent variables to test their influence on the performance of small and 

medium enterprise. 

The multiple regression analysis equation takes the form of 

y = a+    +     +       +      +     +  

Where: 

y = Performance of Small and Medium Enterprise 

  = Source of Star-up Capital 

  = Interest rate 

  = Simple application Procedure for Loan 

  = Simple collateral Requirement 

  = Loan Repayment 

  = Error term 



50 
 

The regression coefficients can be used to evaluate the strength of the influence between the 

independent variables on the dependent variable.  

To examine the influence of the Independent variables gaps regression analysis was 

performed by taking the ratings of 329 respondents on the basis of items related to the 

dimensions on the performance of small and medium enterprise. These dimensions have been 

taken as the independent variables while the performance of small and medium enterprise as 

the dependent variable. The results of regression analysis are presented in tables 4.12. 

Table 4.13 Model Summary 

Regression 

Interpretation 

The above table is the model summary which helps to examine the effect of the Independent 

variable regression analysis has been performed by taking the ratings of 329 respondents on 

the basis of items related to the dimensions of Performance of Small and medium Enterprise. 

These dimensions have been taken as the independent variables while the performance of the 

small and medium Enterprise as the dependent variable. The results of regression analysis are 

presented in tables 4.12. It shows how much of the variance in the dependent variable 

(Performance of Small and medium Enterprise) is explained by the model (which includes the 

variables of the Source of startup capital, Interest rate, simple application procedure, simple 

collateral requirement and loan repayment). From table 4.12 R Square for the regression 

model is 0.752 with the standard error of the estimate having a value of 0.259.  

The R-square was used as test for model fitness. From the results, it was found that the five 

independent variables (Source of Start-up Capital, low interest rates, simple application 

Model Summary 

Model R R Square Adjusted R Square Std. Error of the 

Estimate 

1 .867
a
 .752 .749 .259 

a. Predictors: (Constant), Loan Repayment, Simple Application Procedure, Simple 

Collateral Requirements, Source of Startup Capital, Low Interest Rate   
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procedures for loan, simple collateral requirements, and guarantees moderately predict the 

performance of SMEs ( High adjusted R squared=.749). That means the model explains 

74.9% the variance in the performance of SMEs; 25.1% of variations are brought about by 

factors not captured in the objectives. Therefore, further research should be conducted to 

investigate the other factors (25.1%) that affect performance of SMEs. The regression 

equation appears to be very useful for making predictions since the value of R
2
 is close to 1. 

      Table 4.14 Coefficients of Determination 

 

Model Un 

standardized 

Coefficients 

Standardized 

Coefficients 

T Sig. 95.0% Confidence 

Interval for B 

B Std. 

Error 

Beta Lower 

Bound 

Upper 

Bound 

1 

(Constant) .507 .152  3.332 .001 .208 .806 

Source of Startup 

Capital 
.354 .088 .191 4.026 .000 .181 .527 

Low Interest Rate .589 .037 .778 16.006 .000 .516 .661 

Simple Application 

Procedure 
.053 .029 .050 1.788 .075 -.005 .110 

Simple Collateral 

Requirements 
.037 .016 .077 2.332 .020 .006 .067 

Loan Repayment -.318 .056 -.190 -5.706 .000 -.427 -.208 

a. Dependent Variable: performance of SMEs 

 

4.5. Discussion of the Results 

As per the above Table 4.13 Source of Start-up capital has a positive and significant 

relationship on the performance of SMEs with a beta value (beta = 0.191 at p value=0.000), 

Low Interest rate has also a positive and significant relationship on the performance of SMEs 

with a beta value (beta = 0.778 at p value=0.000). Simple collateral requirement has a 

positive and significant relationship on the performance of SMEs with a beta value (beta = 

0.077 at p value=0.020). Loan repayment has a negative and significant relationship on the 
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performance of SMEs with a beta value (beta = -0.190 at p value=0.000). At significant level 

p< 0.05 is variable Source of Startup capital, Interest Rate, Simple Collateral Requirements 

and Loan Repayment Methods perceived by the micro financial institutions. 

These three primary dimensions are Source of Start-up Capital (P value = 0.00), Low Interest 

Rate (P Value = 0.00) and Simple Collateral Requirements (P value = 0.02) are positively 

influence overall Performances of SMEs. Loan Repayment Methods (P value = 0.05) 

negatively influence overall Performances of SMEs.  

The empirical results P values at 95% confidence level P< 0.05 support Hypotheses One, 

Two, four and five. The hypothesis results listed as follows. 

Table 4.15: Summary of Hypothesis 

Hypothesis Statement of the hypothesis   P Value Decisions 

H1 

There is Positive relationship 

between Source of Startup capital 

and performance of SMEs; 

 

 

0.00 

Accepted  

H2 

There is Positive relationship 

between low interest rates and 

performance of SMEs; 

 

      0.00 Accepted  

H3 

There is Positive relationship 

between simple application 

procedures for loan and the 

performance of SMEs; 

 

 

0.75 
Rejected  

H4 

There is a Positive relationship 

between simple collateral 

requirements (guarantees) and the 

performance of SMEs; 

 

 

0.20 
Accepted  

H5 

There is  Positive relationship 

between Loan repayment and the 

performance of SMEs 

 

 

0.00 

Accepted 
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Hypotheses three „Simple application procedures” are insignificant at p-value P>0.05 (P 

value, P= 0.75) means that, there is no relationship neither  positively nor Negatively on the 

performance of SMEs due to if and only if during the relationship between the SMEs and 

Micro financial institutions are monitored in rules and procedures but is was not yet complex. 

Hypotheses five “Loan Repayment methods” the significance level of P < 0.05 (P value 

P=0.00), it can be stated that the loan repayment methods are negatively related to the 

performance of SMEs which means that some rescheduled should be advised.  

This study was supported by  Muhoza sector, Musanze District in Northern Province of 

Rwanda was taken under the study to analyze the role of access to finance for small and 

medium enterprises (SMEs) performance within a period from 2012-2015. Small and 

Medium Enterprises (SMEs) have been accepted as the engine of economic growth and for 

promoting equitable development. Without financial sources SMEs can‟t acquire or absorb 

new technologies nor do they expend to compete in global markets or even strikes company 

linkages with larger companies. The results revealed that 95.7% level of significance present 

the change in liquidity, profitability, efficiency, increase in assets value, increase in employee 

salaries, and that is positively and significantly related to the change in costs of accessing 

finance, interest rates, and application procedures for loan, collateral requirements, and 

guarantees from government and other factors not studied in the study. The study concludes 

that SMEs should be sensitized about funding programs and financial schemes provided by 

the government and private sector and that public and private sectors put in place funding 

programs and financial schemes to assist SMEs. 

 

 

 

 

 

 

https://www.omicsonline.org/open-access/strategies-for-economic-growth-micro-small-and-medium-enterprises-inrural-areas-of-nigeria-2151-6219-1000259.php?aid=82293
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Table 4.16 Model Constructions 

Coefficients 
a
 

Model Un 

standardized 

Coefficients 

Standardized 

Coefficients 

T Sig. 95.0% Confidence 

Interval for B 

B Std. 

Error 

Beta Lower 

Bound 

Upper 

Bound 

1 

(Constant) .507 .152  3.332 .001 .208 .806 

Source of Startup Capital .354 .088 .191 4.026 .000 .181 .527 

Low Interest Rate .589 .037 .778 16.006 .000 .516 .661 

Simple Application 

Procedure 
.053 .029 .050 1.788 .075 -.005 .110 

Simple Collateral 

Requirements 
.037 .016 .077 2.332 .020 .006 .067 

Loan Repayment -.318 .056 -.190 -5.706 .000 -.427 -.208 

a. Dependent Variable: performance of SMEs 

The result of the data using SPSS after regression performed only on the variables that 

significantly contributed to the performance of The SMEs can be obtained a regression 

equation as follows. 

Y=0.507+0.191X1+0.778X2+0.077X4-0.190X5 

Where; Y= SMEs Performances 

            X1= Source of Startup Capital 

            X2= Low Interest Rate 

            X4=Simple Collateral Requirements 

            X5=Loan Repayment Methods 
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The study conducted a multiple regression analysis so as to determine the regression all the 

independent variables Source of Start-up capital, low interest rates, simple collateral 

requirements, and guarantees from government have a significant contribution and positively 

related to SMEs performance. This means that, the performance of the SMEs are depending 

on the dimensions and those are applied by the micro financial institutions. The results reveal 

that SMEs were constrained some challenges which involved by the Loan Repayment 

methods were not positively contributed for the performance of SMEs and in their operations. 

The researcher concludes that there is positives relationship between the role of microfinance 

and the performance of SMEs on three above dimensions and negatively related on the loan 

repayment methods dimensions in Debre Berhan as indicated. 

 Table 4.17 Model summary--ANOVA 
a 

Model Sum of 

Squares 

Df Mean Square F Sig. 

1 

Regression 65.979 5 13.196 196.265 .000
b
 

Residual 21.717 323 .067   

Total 87.696 328    

a. Dependent Variable: performance of SMEs 

b. Predictors: (Constant), Loan Repayment, Simple Application Procedure, Simple Collateral 

requirements, Source of Startup Capital, Low Interest Rate 

 

Interpretation 

Table 4.16 gives the results of analysis of variance and it shows that ANOVA is statistically 

significant. It adds further reliability to the regression model. 

Based on the results of ANOVA test or F-test in the table 4.16 obtained F count was 196.265 

with a significance level of 0.00 and it shows that ANOVA is statistically greatly significant-

Test is done to that to test the effect of the independent variables on the dependent variables 

simultaneously. According to (Kuncoro, 2001), F statistics test basically shows whether all 

the independent variables include in the model have jointly influence on the dependent 

variables. 
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The findings shows that the null hypothesis was rejected due to the linear regression F-test 

results (F=196.265; and 5df) are significant at p<0.05. Therefore, the hypothesis (H1) was 

accepted and concluded that the regression model linearly explains the performance of SMEs. 

Therefore, the study accepted the hypothesis one, two, four and Five; and P value of the 

hypothesis three comes 0.75 means P>0.05, hypothesis three was rejected. 

95% Confidence significance level of P< 0.05, it can be stated that the Source of startup 

capital, low interest rate and Simple collateral requirements are simultaneously positive 

relationship to the performance of SMEs. 

T-test determine the significance of the effect of independent variables such as source of 

startup capital, low interest rate, simple collateral requirements and loan repayment methods 

on the performance of SMEs as dependent variables is the T-test. 

The result of T-test in the table 4.14 above stated as follows; 

 T values of the Source of startup capital the significant level of 0.00 thus the P value 

less than 0.05. Thus the hypothesis 1 is accepted that Source of startup capital has 

significantly positive relationship to the performance of the SMEs. 

 T values of the low interest rate the significant level of 0.00 thus the P value less than 

0.05. Thus the hypothesis 2 is accepted that low interest rate has significantly positive 

relationship to the performance of the SMEs. 

 T values of the simple application procedure the significant level of 0.75 thus P the 

value greater than 0.05. Thus the hypothesis 3 is rejected that simple application 

procedure has insignificant. 

 T values of the Simple collateral requirements the significant level of 0.20 thus P the 

value less than 0.05. Thus the hypothesis 4 is accepted that a Simple collateral 

requirement has significantly positive relationship to the performance of the SMEs. 

 T values of the loan repayment methods the significant level of 0.00 thus the P value 

less than 0.05. Thus the hypothesis 5 is accepted that a loan repayment method has 

significantly negative relationship with the performance of the SMEs. 
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      Table 4.18 Correlations 

 Performance of SMEs 

Performance of SMEs 

Pearson Correlation 1 

Sig. (2-tailed)  

N 329 

Source of  Start-up Capital 

Pearson Correlation .733
**

 

Sig. (2-tailed) .000 

N 329 

Low Interest Rate 

Pearson Correlation .826
**

 

Sig. (2-tailed) .000 

N 329 

Simple Collateral 

Requirements 

Pearson Correlation .188
**

 

Sig. (2-tailed) .001 

N 329 

Loan Repayment 

Pearson Correlation .267
**

 

Sig. (2-tailed) .000 

N 329 

 **. Correlation is significant at the 0.01 level (2-tailed). 

The relationship is expressed by value within the range -1.00 to + 1.00 as Pearson product–

moment indicates (Shukran, 2003). 

Pearson correlation is closer to +1 increasing (positive) linear relationship (correlation), -

1and1 in all other case indicating the degree of liner dependency between variable. To 

determine the relationship between the dimensions (Source of Start-up capital, Low Interest 

rate, Simple collateral requirements and Loan Repayment and role of micro financial 

institutions Pearson correlation was computed. **. Correlation is significant at the 0.01 level 

(2-tailed). 
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Interview Discussion  

Micro financial institutions are a vital role on the development to the SMEs; during the 

interviews have been said the institutions service that was delivered the SMEs. The 

stockholders of the institutions are; saving customers, borrowers and LMTS service user 

customers.  

The Institutions delivers Different types of Loan for SMEs an individually and group basis, 

Saving services; personal saving, corporate saving, joint saving, Interest free saving, current 

account, fixed time deposit, minor account, Insurances, Fund Management services and 

LMTS services. From those types of the services the financial institution was delivered the all 

types of service for the SMEs including awareness creation about business management plan 

and operations; closely follow up their working conditions.  

There are many types of SMEs engaged in various areas like Trade, constructions, services, 

agricultural areas. The four branch managers respond our services are delivered to all types of 

SMEs which are engaged in different activities. 

The SMEs take a loan for their purpose of starting businesses, expansions, working capitals 

and other purposes for the need. The minimum and maximum amount of loan that was 

borrowed to the SMEs is limited; 3-9 members are got a loan maximum 1 borrowers take 

8,000ETB the loan maturity period of 12 months. This shows that the loan size of ACSI and 

vision fund is helping SMEs to build asset and run their business in profitable manner as it 

provides them small amount of money. 58% of Respondents are get a loan from MFIs and 

38.4% from Personal saving and MFIs, almost 96.4% of the SMEs respondents‟ access loan 

from MFIs for the purpose of their need. Whereas, in the literature it is clearly stated that 

MFIs have to design a loan product (loan size) that meets borrowers‟ needs.  Loan should be 

based on the cash patterns of borrowers (cash inflow and out flow) and designed as much as 

possible to enable client to repay the loan without undue hardship. This helps not only clients 

but also the MFIs to avoid potential defaulters and encourages clients both to manage their 

funds prudently and to build up asset (Lidgerwood, 1999). 

Group lending procedures are adopted as the guarantee minimum 3 groups and above 

borrowers of the SMEs are liable loan interest rate between the range of 10%-18% and the 

maximum time limit or loan maturity period was 1years up to 3 years. 
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It is clearly stated in the literature that group guarantees are either implicit guarantees by 

deterring access to loan for group members when all of them are not paying their loan 

repayment, or actual guarantees by making all group members liable when one or more of the 

group members default their loans (Lidgerwood, 1999). 

The clients further stated that not only the principle of group lending but also the size of the 

group members is another problem. According to clients, the number of group members is too 

large for them to find individuals who trust each other. This shows that ACSI has developed 

the operational manuals and other regulations to provide credit services without considering 

the needs and constraints of the target group, which is against the principle of micro finance 

institutions that is stated as micro finance institutions should design procedures and provide 

credit services based on market analysis to meet the needs and preference of the clients 

(WoldayAmeha, 2003). 

The respondents said the institution are ultimately helps the SMEs as going to the working 

places for they change their status of the business to repay their loan a per the schedule even 

if closed within short period encouraged in improving their life style standards. These were 

the missions of the institutions. During the time the SMEs contacting with Micro financial 

Institutions, the institution rule and procedures are shaped depending on the nature of the 

enterprise, not treated as complexity. Micro financial institutions has also developed 

operational manual that guides credit officers and clients in processing credit transactions. 

Micro finance institutions adopt different procedures and regulations to govern the loan 

procedures to clients. No matter how they may introduce different procedures and 

regulations, they have to design in such a way that best meets the demands of the target 

groups (Lidgerwood, 1999).  

Micro financial institutions are plays a great role on the Country level for helping the Small 

enterprises that did not need their financial needs from the formal financial institutions. In 

doing so the governments are encouraged the microfinance due to helps the SMEs so as to 

create job opportunities minimizing unemployment and declined the addictions.  

Microfinance are make a control mechanisms of the SMEs they are doing their activities in 

line with the business plan as much as possible. 

 

SMEs are not wellbeing‟s as par our country empirical evidences. They are faced many 

problems and not within their activities by so many reasons. The all branches respondents 
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said that most of the enterprise are not successful they do not goes up as per the vision, 

missions, plans and objectives due to lack of knowledge about business management, 

business plan, financial management, skill gaps, lack of follow up from enterprise bureau, 

lack of finance, marketing problems, technical problems, lack of infrastructures like water 

and power supply, and lack of team work and collaborations, by these and other reasons the 

SMEs are collapsed their work and terminate their loan repayments. Usually the Enterprises 

are repay their loan from their capitals of the enterprise or individual repay the loan by sum of 

them and closed the enterprises. These was very foolish doing comes as per the closely follow 

up and skill gaps. Microfinance was not further investigations after the loan was fully repaid. 

In doing so still the loan was repaid the follow up and capital control mechanisms on the 

enterprise are closely verified if they no repay the microfinance was keep the collateral or 

asked the Debre Birhan administration office that was take a guaranteed for the borrowers 

SMEs. 

In terms of loan repayment schedule, ACSI and vision fund follows a monthly installment 

repayment approach, i.e. SMEs are required to pay on monthly basis. Every single loan of 

ACSI for micro and small business activities extends only for one year-three years. Hence, 

clients are expected to repay the loan in 12 -36 months to get another round of loan. 

According to clients, they have no idea or influence on the amount of installment and the 

manner (monthly) of payment. Clients are required to repay the loan on predetermined date 

without considering the financial position of the client while their activities and capacity to 

generate profit are very much depending on other external factors such as market condition, 

economic condition and the like due to rigid maturity and repayment period of the loan, the 

loan is not used for productive activities.  

This is against the most important principles of micro loan repayments that stated as loan 

repayments can be made on an installment basis (weekly, biweekly, monthly) or in a lump 

sum at the end of the loan term, depending on the cash patterns of the borrowers supported 

(Lidgerwood, 1999). 

The all micro financial respondents said SMEs are well organized and give an attention from 

governments and concerned bodies. As per the Microfinance institutions we will apply the 

financial opportunities as per the goodwill of the enterprise and minimize the group lending 

to individuals. 
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CHAPTER FIVE 

5. SUMMARY OF FINDINGS, CONCLUSION AND 

RECOMMENDATIONS 

5.1. Summary of Findings 

The objective of this study is the role of microfinance institutions on the performance of small 

and medium enterprise, the study was conducted by distributing questionnaires to 364 

sampled respondents from which 329 (91 %) have been collected. To test the reliability of the 

modified instrument Cronbach coefficients (alpha) were computed for the 15 questionnaires 

administered for pilot survey. The Cronbach coefficients (alpha) have been 70.0 for Source of 

Start-up Capital, 95.4 for Low Interest Rate 72.2 for Simple application Procedure and 

Simple Collateral Requirements and 70.2 for Loan Repayment Methods. And it was greater 

than 0.70 for all items. 

The role of microfinance institutions on the performance of small and medium enterprise in 

dimensions was measured using linear regression model. The results shows that there is 

positive and statistically significant (p<0.05) relationship between the role of microfinance 

institutions and performance of small and medium enterprise. The findings also show that 

there is a positive and significant relationship between these dimensions (Source of Start-up 

capital has a positive and significant impact on the performance of SMEs with a beta value 

(beta = 0.191 at p value=0.000), Low Interest rate has also a positive and significant impact 

on the performance of SMEs with a beta value (beta = 0.778 at p value=0.000). Simple 

collateral requirement has a positive and significant impact on the performance of SMEs with 

a beta value (beta = 0.077 at p value=0.020). Loan repayment has a negative and significant 

impact on the performance of SMEs with a beta value (beta = -0.190 at p value=0.000).  

At significant level p < 0.05 Source of Startup capital, Interest Rate, Simple Collateral 

Requirements and Loan Repayment Methods perceived by the micro financial institutions) 

have a significant impact on the performance small and medium Enterprise. 
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5.2 Conclusions 

Small and Medium Enterprises (SMEs) have been accepted as the engine of economic growth 

and for promoting equitable development. Without financial sources SMEs can‟t acquire or 

absorb new technologies nor do they expend to compete in global markets or even strikes 

company linkages with larger companies. There is a significant positive impact in MFI‟s 

activities the increase in SMEs. 

 The results revealed that 95% level of significance at p< 0.05 present the change in 

Performance of SMEs increase and that is positively and significantly related to the change in 

start-up capital, interest rates, collateral requirements, and guarantees from government and 

Change in performance of SMEs decreases and negatively significant impact on loan 

repayment. Though Micro finance institutions play a major role in the performance of SMEs 

it continues to be a major problem that SMEs face in their operations. The study concludes 

that SMEs should be sensitized about funding programs and financial schemes provided by 

the government and private sector and that public and private sectors put in place funding 

programs and financial schemes to assist SMEs. 

 Most of the SMEs were difficult to meet the requirements for a loan (collateral). They cannot 

secure the necessary resources and has a possibility and this was responsible for the 

Governments so as to decrease unemployment by creating a job opportunity and accessing 

startup capitals done with micro financial institutions and take a liable for the SMEs. The 

granting of loans is much easier to large firms than small ones (Gary and Guy, 2003).  

MFIs consider client‟s ability to repay debt and assess the minimal sum they can contribute as 

equity before offering a loan. Existing enterprises are considered to have a history that can be 

judge by the MFIs before granting a loan. A bad history means loan denial and a good history 

means the loan will be granted. A start up business does not have this history and MFIs do not 

rely on them because of not facing the problem of information asymmetry.  

This is in confirmation with (Lidgerwood, 1999) that MFIs prefer to provide products and 

services to meet the needs of growing businesses since they are considered more reliable and 

less risky.  

Though a microfinance institution plays a major role to finance for the performance of SMEs 

it continues to be a major problem that SMEs face in their operations. The study concludes 

https://www.omicsonline.org/open-access/strategies-for-economic-growth-micro-small-and-medium-enterprises-inrural-areas-of-nigeria-2151-6219-1000259.php?aid=82293
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that SMEs should be sensitized about funding programs and financial schemes provided by 

the government and private sector and that public and private sectors put in place funding 

programs and financial schemes to assist SMEs. Microfinance institutions are an asset to the 

developing and transition countries. SMEs are very much affected by these constraints and 

these MFIs are towards bridging the gap between formal and informal financial services. 

These institutions and its network being a typical example, provides a focal point that makes 

its members financially comfortable but with their hard work and commitment.  

According to (Hulme, 1996) microfinance schemes often are of paramount importance when 

the targeted problem is in its initial stage and not when it has emanated. Microfinance is only 

a portion of what is needed to boost enterprise activities that are incapable of getting the 

necessary assistance from a commercial bank. It develops new markets, increases income, 

creates and accumulates assets and promotes a culture of entrepreneurship.  

The products and services and also the convenience of the microfinance institutions are noted 

to be one of the driving forces behind its success, despite the high interest rate charged 

sometimes, their products and services are still demanded but at times they are subsidized by 

the government or NGOs. Loan repayment of the loan was sensitive for the Small and 

medium Enterprise and a critical impact on their capital. As study shows loan repayment was 

negative relationship between Micro financial institutions and Small and medium enterprises 

performances. So, Micro financial institutions are looking up the loan repayment methods. 
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5.3. Recommendations 

 After analysis, it is suggested that SMEs should incorporate good financial management 

practices such as preparation and usage of financial information in their operations, 

preparation of business plan, and the well using of working capital management to 

manage and operate the finance so as to apply on the appropriate usage, therefore the 

micro financial institutions have been to design short courses in the area of financial 

management practices for SMEs. 

 Government of Ethiopia should be directly involved to help eliminate the financing gap 

faced by SMEs through direct government interventions through public banks, credit 

guarantee schemes and other forms of subsidized financing 

 Low interest rate was applied to SMEs so as to improve their wellbeing.  

 From the government side they have good attitude For SMEs and give the land for work 

shop operations Market place as per the nature of the enterprises and take a guarantee for 

SMEs during loan contracting with microfinance institutions. But this was only applied 

for ACSI not do in Vision Fund microfinance. Therefore these good supports of SMEs are 

expanded to the Vision Fund as much the microfinance can deliver the finance to the 

SMEs.  

 Loan repayment methods micro financial institutions amend the maturity period of the 

loan by increase the year of loan maturity period from 1-3 years to 5-10 years and above 

as much as possible, this was affordable for the SMEs profitability and also increases their 

performances.  

 Installment period, due date and repayment date should be set in consultation with the 

SMEs. 

 Ethiopian financial service sector is the fastest growing industry and there are several 

products service delivered to the market, but in the case of the study the respondents were 

responded have not find the source of their financial need from the bank even if there is 

no opportunity meets the financial need without ACSI.  This was expanded the other 

micro financial institutions like vision fund and banks.  

 Micro finance institutions were improved the service deficiencies during SMEs came and 

need the financial needs for the start-up capital or expansion or need to advice for 

business plan and  other services like long waits for transaction, improper customer 

treatment and handling of customer complaints.  

http://www.scitechnol.com/business-hotel-management.php
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 Micro financial Institutions are needs to modify its loan size based on market analysis so 

as to addressing financial needs of women clients in the current situation.  Even if group 

lending approach is there the number of individuals in the group should decrease from 

five to two or three individuals.  

 Since the study concentrated on SMEs in Debre Birhan town only, a further research into 

other sectors will throw more light on the findings of this study. Though the study found 

relationship between the variables tested and performance of the SMEs, the model in all 

cases was not able to give a 100% prediction. This means that there are other equally 

important variables that were not considered in this study. 

 Generally, the financial sector consists of both tangible and intangible factors while in the 

performance of SMEs are different from any other sector or segment. SMEs are plays the 

ultimate economic, political and social paradigms on the self-help and group development 

for creating employment opportunity and declined the unemployment rate of the country 

and alleviate poverty. 
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APPENDICES 

APPENDIX-1: RELIABLITY ANALYSIS 

Appendix 1: Cronbach’s Alpha 

1. Reliability analysis of the source of startup capital on the performance of SMEs using 

reliability analysis scale 

Case Processing Summary 

 N % 

Cases 

Valid 329 100.0 

Excluded
a
 0 .0 

Total 329 100.0 

a. List wise deletion based on all variables in the procedure. 

Reliability Statistics 

Cronbach's Alpha N of Items 

.700 10 

 

2. Reliability analysis of the interest rate on the performance of SMEs using reliability 

analysis scale 

Case Processing Summary 

 N % 

Cases 

Valid 329 100.0 

Excluded
a
 0 .0 

Total 329 100.0 

a. List wise deletion based on all variables in the procedure. 

Reliability Statistics 

Cronbach's Alpha N of Items 

.954 2 
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3. Reliability analysis on the performance of SMEs from Simple application for loan and 

collateral for loan using reliability analysis scale 

 

Case Processing Summary 

 N % 

Cases 

Valid 329 100.0 

Excluded
a
 0 .0 

Total 329 100.0 

a. List wise deletion based on all variables in the procedure. 

Reliability Statistics 

Cronbach's Alpha N of Items 

.722 2 

 

4. Reliability analysis Loan repayment on the performance of SMEs using reliability 

analysis scale 

Case Processing Summary 

 N % 

Cases 

Valid 329 100.0 

Excluded
a
 0 .0 

Total 329 100.0 

a. List wise deletion based on all variables in the procedure. 

Reliability Statistics 

Cronbach's Alpha 
N of Items 

.702 6 
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APPENDIX- 2: RESULT OF SPSS 

A, Regressions 

Scale: The dimensions on the performance of the small and medium Enterprise 

 

Regression 

 

[DataSet1] C:\Users\emu\Documents\Untitled1.sav 

 

Model Summary 

Model R R Square Adjusted R Square 
Std. Error of the 

Estimate 

1 .867
a
 .752 .749 .259 

a. Predictors: (Constant), Loan Repayment, Simple Application Procedure, Simple Collateral 

requirements, Source of Startup Capital, Low Interest Rate 

 

B, ANOVA 

ANOVA 
a
 

Model Sum of Squares Df 
Mean 

Square 
F Sig. 

1 

Regression 65.979 5 13.196 196.265 .000
b
 

Residual 21.717 323 .067   

Total 87.696 328    

a. Dependent Variable: performance of SMEs 

b. Predictors: (Constant), Loan Repayment, Simple Application Procedure, Simple 

Collateral requirements, Source of Startup Capital, Low Interest Rate 

 

 

 



IV 
 

C, Coefficients 

Coefficients 
a
 

Model 

Unstandardized 

Coefficients 

Standardiz

ed 

Coefficient

s 

T Sig. 

95.0% Confidence 

Interval for B 

B Std. Error Beta 

Lower 

Bound 

Upper 

Bound 

1 

(Constant) .507 .152  3.332 .001 .208 .806 

Source of Startup 

Capital .354 .088 .191 4.026 .000 .181 .527 

Low Interest Rate .589 .037 .778 16.006 .000 .516 .661 

Simple Application 

Procedure .053 .029 .050 1.788 .075 -.005 .110 

Simple Collateral 

Requirements .037 .016 .077 2.332 .020 .006 .067 

Loan Repayment -.318 .056 -.190 -5.706 .000 -.427 -.208 

a. Dependent Variable: performance of SMEs 

 

Regressions Assumptions-No Collinearity Statistics 

Coefficients 
a
 

Model Collinearity Statistics 

Tolerance VIF 

1 

Source of Startup Capital .957 1.044 

Low Interest Rate .942 1.061 

Simple Application Procedure .953 1.049 

Simple Collateral Requirement .946 1.057 

Loan Repayment .968 1.033 

a. Dependent Variable: performance of SMEs 
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Pearson Correlations 

Scale: The dimensions on the performance of the small and medium Enterprise 

 

[DataSet1] C:\Users\emu\Documents\Untitled1.sav 

Correlations 

 Performanc

e of SMEs 

Loan 

Repayment 

Source of 

Startup 

Capital 

Low Interest 

Rate 

Simple 

Application  

Procedure 

Performance of 

SMEs 

Pearson 

Correlation 
1 .267

**
 .733

**
 .826

**
 .120

*
 

Sig. (2-tailed)  .000 .000 .000 .030 

N 329 329 329 329 329 

Loan Repayment 

Pearson 

Correlation 
.267

**
 1 .272

**
 .509

**
 -.006 

Sig. (2-tailed) .000  .000 .000 .918 

N 329 329 329 329 329 

Source of Startup 

Capital 

Pearson 

Correlation 
.733

**
 .272

**
 1 .715

**
 .127

*
 

Sig. (2-tailed) .000 .000  .000 .021 

N 329 329 329 329 329 

Low Interest Rate 

Pearson 

Correlation 
.826

**
 .509

**
 .715

**
 1 .057 

Sig. (2-tailed) .000 .000 .000  .304 

N 329 329 329 329 329 

Simple Application 

Procedure 

Pearson 

Correlation 
.120

*
 -.006 .127

*
 .057 1 

Sig. (2-tailed) .030 .918 .021 .304  

N 329 329 329 329 329 

**. Correlation is significant at the 0.01 level (2-tailed). 

*. Correlation is significant at the 0.05 level (2-tailed). 
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APPENDIX-3: QUESTIONNAIRIES 

 

መጠይቆች 

ደ/ብረብርሃን ዩኒቨርሲቲ 

የቢዝነስ እና ኢኮኖሚክስ ኮሌጅ 

ስራ አመራር ክፍል 

 

ውድ የመጠይቁ ተሳታፊዎች 

የዚህ ጥያቄ ዋና አላማ አነስተኛና ጥቃቅን የገንዘብ ተቋማት በአነስተኛና መካከሇኛ ኢንተርፕራይዞች ዕድገት ላይ 

ያላቸውን ሚና ጥናት ሇማድረግ የተዘጋጀ ነው፡፡ በመሆኑም የሚሰጡት መረጃ በአጠቃላይ ሇትምህርት አላማ ብቻ 

የሚውል ሲሆን ከተቋሙ ጋር ምንም አይነት ግንኙነት የሇውም፡፡ በመሆኑም ትክክሇኛ መረጃ በመስጠት 

እንድተባበሩኝ በትህትና እጠይቅዎታሇሁ፡፡ 

 

ሇመልካም ትብብርዎ በቅድሚያ አመሰግናሇሁ፡፡ 

 

የግል መረጃ 

1. ጾታ?                ወንድ  ሴት 

2. የእድሜ ክልል?    -18 አመት  -30አመት  -45አመት   46-65 አመት ከ65 አመትበላይ 

3. የትምህርት ደረጃ? 1-4   -8 -1 ዲፕሎማ ዲግሪ   ከዲግሪበላይ 

4. የጋብቻ ሁኔታ?     ያገባ/ች   ያላገባ/ች    የፈታ/ች 

5. የድርጅ ቱሁኔታ?          የግል           የጋራ           ሌላ 

6. የተሰማራችሁበት የስራ መስክ?            ንግድ   አምራችኢንዱሰትሪ    ግንባታ      አገልግሎት 

   ግብርና          በሌሎች 

7. ድርጅትዎ ከተቋቋመ ስንት አመቱነው?        ከ1-3 አመት     ከ3-5 አመት     ከ6-10 አመት 

    ከ10 አመትበላይ 

8. አሁን ድርጅትዎ ያሇበት ትክክሇኛ መገሇጫ?              አዲስ       ታዳጊ   በእድገት ላይ ያሇ   ነባር 

   ነባር ግን እድሳት የሚያስፈልገው 

9. ድርጅቱን ሇማስጀመር የተገኘ የገንዘብ ምንጭ? 

   ከባንክ ብድር         የግልቁጠባ           ከግል ተቋማት              ከንግድ ተቋማት ብድር 

ከአነስተኛና ጥቃቅን ገንዘብ ተቋማት       ከቤተሰብ/ጓደኛ    ከሌሎች ስራዎች ትርፍ 
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10. ስራዎትን ሇመጀመር ብድር ጠይቀው ያዉቃለ?                እስማማልሁ      አልስማማም       ገሇልተኛ 

10.1. ሇጥያቄ ተራ ቁጥር 10 መልስዎት እስማማልሁ ከሆነ ብድር ከየት ጠየቁ? 

ከአነስተኛና ጥቃቅን ገንዘብ ተቋማት         ባንክ         ከሁሇቱም 

11. የብድሩ አላማ? ስራሇማሰጀመር ሇመንቀሳቀሻ  ሇማስፋፊያ አዲስ ስራ ሇመስራት  ሇሌላ 

(ይጥቀሱ)………………… 

12. ድርጅትዎን ስራ ሇማስጀመር በተሰማሩበት የስራ መስክ ሇመስራትና ሇመንቀሳቀስ ያሰፈሇግዎትን የገንዘብ ምንጭ ከየት 

አገኙ? 

     ከአነስተኛና ጥቃቅን ገንዘብ ተቋማት ከእቁብ  ከእድር  ከግሇሰብ በተገኘ ብድር 

     ከቁጠባና ብድር ህ/ስ/ማህበር   ከቤተሰብ    ከሌሎች የግል  ድጅቶች 

13. ስራ ሲጀምሩ የነበረዎት የገንዘብ መጠን? ሙለ በሙለ በብድር የተገኘ   50%የግል,50%የብድር 

     60%የግል, 40%የብድር   70%የግል, 30%የብድር 

14. የብድር ሁኔታ?        በግል          በቡድን         በሁሇቱም 

15. የብድሩ ማብቂያ ጊዜ?         እስከ1 አመት           እስከ2 አመት   እስከ3 አመት     እስከ5አመት 

        ከ5አመት በላይ 

16. ከአነስተኛና ጥቃቅን ገንዘብ ተቋማት ጋር ያላችሁ ግንኙነት?  ሇመጀመሪያጊዜ       1 አመት ያክል 

      2አመት         3አመት   ከ3አመት በላይ 

17. ከአነስተኛና ጥቃቅን ገንዘብ ተቋማት የምታገኙት የብድር መጠን የድርጅትዎን የገንዘብ ፍላጎት ያሟላል?   

        እስማማሇሁ           አልስማማም        ገሇልተኛ 

18. ከአነስተኛና ጥቃቅን ገንዘብ ተቋማት ብድር የወሰዱት ሇስንተኛ ጊዜ ነው? 

      ሇመጀመሪያጊዜ     ሇ2ኛጊዜ    ሇ3ኛ ጊዜናከዛበላይ 

19. ከአነስተኛና ጥቃቅን ገንዘብ ተቋማት ከወሰዱት ብድር ላይ የወሇድ ሇውጥ ቢደረግ ይስማማለ?    

እስማማሇሁ አልስማማም ገሇልተኛ 

20. ከአነስተኛና ጥቃቅን ገንዘብ ተቋማት ብድር ሲወስዱ ምንድን ነው የሚጠየቁት?  

የዋስትና ማስያዣን ብረት ጠቅላላ የድርጅቱን ሃብት የድርጅቱን የገንዘብ ፍሰት የሚያሳይ መረጃ እና የኦዲት 

ምርመራ ዉጤት የስራ እቅድ     ሌላ 

21. ከአነስተኛና ጥቃቅን ገንዘብ ተቋማት ብድር ሇማግኘት መስፈርቶቹ ምንድን ናቸው?  የብድር ሂሳብና ማስያዣ  

የመሬት ይዞታ ማስያዣ እና ብድር የመመሇስ አቅም  የግልና የቡድን ሁኔታ  ሁለም 

22. ከሚከተለት ውስጥ የትኛው ነው ብድርዎን በወቅቱ ሇመመሇስ የሚያነቃቃዎት? 

   ዋስትና ያስያዙትን ንብረት ላሇማጣት ስምን ሇመጠበቅ  ሌላ ተጨማሪ ብድር ሇማግኘት 

   ብድርን መክፈል ግዴታ መሆኑን ስሇማዉቅ   ግንዛቤ ስሇሚደረግልኝ 

23. ብድሩየ ሚመሇስበት ሁኔታ?          በየወሩ          በአመት 2 ጊዜ       በየአመቱ 
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24. በድሩ የሚመሇስበት ጊዜ በቂ ነው ብሇው  ያስባለ?    እስማማሇሁ     አልስማምም   ገሇልተኛ 

24.1.ሇጥያቄ ተራ ቁጥር 24 መልስዎ እስማማሇሁ ከሆነ የትኛው የብድር አመላሇስ ጊዜ ይስማማዎታል? 

     በሳምንት     በየወሩ     በአመት2 ጊዜ   በየአመቱ 

25. በድርዎን በወቅቱ ሳይመልሱ ቀርተው ያዉቃለ?      እስማማልሁ አልስማማም   ገሇልተኛ 

25.1.  ሇጥያቄ ተራ ቁጥር 25 መልስዎ አዎ እስማማሇሁ ከሆነ ሇስንት ጊዜ?     ሇ 1 ጊዜ   ሇ 2 ጊዜ 

     ሇ 3 ጊዜ እና ከዛ በላይ 

26. ብድርዎን በወቅቱ እንዳይመልሱ የሚያደርግዎት ምክንያት ምንድን ነው? 

  የገበያችግር  ቴክኒካል ችግር   የመስሪያ ገንዘብ እጥረት ዉሃ መብራት መንገድና የመሳሰለት ምቹ     

ሁኔታዎች አሇመኖር ስሇብድሩ አመላሇስ እዉቀቱና ግንዛቤው ስላልነበረን  የገንዘብ ዕጥረት መኖር  ሌላ ካሇ 

(ይጥቀሱ) 

27. የብድርዎን ዉዝፍ ሇመመሇስ የሚጠቀሙት ስልት ምድነው?  

    የስራ ቦታ መቀየር   ብድርን  ማከፋፈል    ንብረት መሸጥ 

28. ብድርዎን በአግባቡ እንድትመልሱ ከአበዳሪ ተቋም የሚደረጉ ጥረቶችና አማራጮች ምንድን ናቸው? 

     ብድርን ማሻሻል ተጨማሪ ብድር መስጠት የግንዛቤ ማስጨበጫ ትምህርት መስጠት 

     የምንሰራውን ስራ በመጎብኘት ክትትልና ግምገማ ማድረግ   ሌላካሇ(ይጥቀሱ) 

29. የድርጅትዎ የስራ አፈፃፀምና የትርፋማነት ሁኔታ ምንይመስላል?    

            በጣም ጥሩነው          ጥሩ ነው    በቂ አይደሇም 

 

 

 

 

 

 

 

ስሇ ትብብርዎ በጣም አመሰግናሇሁ!! 
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A SURVEY OF ‘’THE ROLE OF MICRO FINANCIAL INSTITUTIONS ON THE 

PERFORMANCE OF SMALL AND MEDIUM ENTERPRISE: THE CASE OF 

DEBREBIRHAN TOWN’’ 

 

INTERVIEWS 

This Interviews a major material in the composition of a thesis for fulfillment of Masters on 

business administration from Debre Birhan University. It aims to assess the role of Micro 

financial institutions on the development of Small and Medium Enterprises. The genuine 

information that you may give has a great importance for the realization of the study. Be sure 

that any part of the information that you are willing to respond in this interviews will be kept 

confidential.  Therefore, you are kindly requested to reply with sincerity and honesty. 

Interview Questionnaires for Microfinance institutions 

1. Do you have specific products or services offered to small and medium enterprises? 

2. Which type of SMEs activity financed by your institution?  

3. What is the time limit for paying loans for SMEs (Loan Maturity)?  

4. What is the minimum and maximum amount of credit offered to SMEs?  

5. What is the interest rate applied to credit for SMEs? 

6. When can Enterprises apply for loan?  

7. What do the MFI think about the growth and development of the Enterprise?  

8. How much the MFI are helping the SMEs performing their work? 

9. How the MFI do the follow up and controlling mechanisms on SMEs act their activities 

accordingly the line with loan purpose? 

10. Do MFIs crate awareness for the SMEs as they growth and development have its own 

contribution for the country growth and development?  

11. The MFIs take remedies for un-repaid loans in line with the installment schedule?  

 

 

 



X 
 

Future plans 

1. Do you have any plan or intention for developing financial products or services adapted 

to SMEs? 

 

Your participation in this survey is greatly appreciated. 

Thank you for your time. 


