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Abstract

Promoting small and medium size enterprises is a governmental strategy
aimed at achieving national economic development through poverty allevia-
tion, employment creation and other income generation activities. This study
examined the determinants of small and medium size enterprises access to
credit schemes around Mezam Division located in the North West Region of
Cameroon. A two-stage sampling technique was used to obtain data from
over 294 enterprises. Descriptive statistics and logit regression analysis were
used to analyze the data. Results revealed that 5.8% of the small and medium
size enterprises had accessed bank credit only while 92.2% obtained finance
from informal credit sources. The logit analysis indicated that access to for-
mal credit was determined by the educational level of the enterprise owner or
manager, longevity in business, and the availability of collateral security.
Government policies with respect to credit access by enterprises should be
involved and begin from both lenders and creditors.

DOI: 10.4236/0alib.1107079 Feb. 4, 2021

1 Open Access Library Journal


https://doi.org/10.4236/oalib.1107079
http://www.oalib.com/journal
https://doi.org/10.4236/oalib.1107079

N. Mukete et al.

Copyright © 2021 by author(s) and Open
Access Library Inc.

This work is licensed under the Creative
Commons Attribution International
License (CC BY 4.0).

http://creativecommons.org/licenses/by/4.0/

Subject Areas

Accounting, Business Analysis, Business Communication, Business Finance
and Investment, Business and Economics Education, Monetary Economics
Keywords

Small and Medium-Size Enterprises, Access to Finance, Regression Model,
Cameroon, Mezam Division

1. Introduction

Across the globe, small and medium size enterprises (SMEs) substantially con-
tribute to the national economy through tax returns and employment creation
[1] [2] [3]. According to [4] [5], globally SMEs account for over 85% of firms
representing about 66% of non-farm employment opportunities and Gross Do-
mestic Product (GDP). In a related study, [2] and [6] observed SMEs to make up
a dominant share of private sector activity in most less developed countries. For
instance, in Africa SMEs are estimated to make up about 80% of firms and
which employ over 70% of the local population while contributing to an esti-
mated 45% of the total GDP [7] [8].

The classification of SMEs differs from one country to another and it is based
on their role within the economy, policies and programs. These programs are
designed by specific agencies and institutions which develop, regulate and em-
power the various SMEs. From these perspectives, in the United States of Amer-
ica, an SME refers to a firm with total assets of less than US$9 [9]. Meanwhile
within the European Union, SMEs are often small business ventures employing
less than 50 individuals and having annual sales of less than 10 million Euros
[10]. On the other hand, in Cameroon, according to Law Number 2010/001 of
April 13,2010, an SME belongs to a set of Very Small Enterprises employing less
than 5 people and with an annual revenue of about 25,000 Euros or 15 million
FCFA. In addition, small firms are Very Small Enterprises employing between 6 -
20 people and having an annual financial turnover of between 25,000 and
175,000 Euros [11].

In Cameroon, SMEs are included in the country’s growth and employment
strategy paper (GESP) [12]. These SMEs involve over 90% of the country’s eco-
nomic sector while contributing an estimated 36% of the national GDP [11].In a
similar study, [13] found SMEs in Cameroon to contribute over 30% of the local
government taxes. Despite being a major driver in economic growth, infrastruc-
ture development and source of employment, SME survival and growth in Ca-
meroon and elsewhere across the African continent are heavily challenged.

Several studies have shown this challenge to be mainly related to accessibility
to financial schemes [14] [15] [16] [17]. In another study conducted by the
World Bank in 2015, an estimated 70% of all SMEs in developing market econ-
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omies were found to lack access to finance. In Cameroon for instance, [18] ob-
served that formal access to credit by SMEs is extremely limited. Furthermore,
penetration by banks into the private sector is very low across the country thus
the required credit to SMEs is not provided. The various SMEs are therefore
compelled to rely on personal assets, family and friends for capital investments
hence limiting operations in full capacity (increase output and sales).

Access to credit often refers to the possibility for individuals, enterprises,
groups, organizations as well as governments to access financial services. These
services may include credits, deposits, payments, insurances, and other risk man-
agement services at affordable costs [19]. The acquisition of finance increases,
facilitates and enhances the development and improvement of SME products
and services. In another study, [20] showed credit access to facilitate the utiliza-
tion of productive assets to enhance productivity and economy of scale. A re-
lated study conducted by [21], posited the availability of external finance to di-
rectly impact productivity and growth of SMEs particularly in developing
economies [21]. From a global perspective, banks remain the major external
provider of capital to SMEs in both developed and developing countries [1] [22].
Therefore, enhancing access to finance for SMEs may increase income levels,
employment and thereby alleviating poverty.

For several decades, access to credit by SMEs has drawn the worldwide atten-
tion of academicians and policy makers. As a result, several studies have ex-
amined the determinants of access to finance by SMEs. For instance, in South
Africa, [23] using Pearson correlation and logistic regression showed collateral
(personal or business property), business information, experience (longevity in
business), employment structure and location of the SME to influence access to
finance by SMEs. Similarly, in Tanzania, [20] indicated that a firm’s location,
size, business information, age, incorporation and collateral influenced its access
to credit.

Elsewhere in Bangladesh [19] observed firm size and age, education and skills
of the owners, and unfavorable credit terms such as high interest rates, lack of
collateral security, corruption to hinder SME access to finance. According to
[24], collateral requirement is the main factor affecting SME access to credit in
Kenya. In another study conducted around the Maputo central business district
of Mozambique, [25] found banking systems and regulatory structures to im-
pede SMEs access to finance. Similarly, [5] posited that factors such as owner or
manager character, capacity, firm capital size, credit bureau report with the
availability and credibility of financial statements-controlled SMEs access to cre-
dit in Egypt.

Using Probit regression, [18] found interest rates, size of enterprise, size of
loan, size of collateral, maturity of loans and legal status of enterprises to be the
major factors affecting SMEs access to finance in Cameroon. Their study also
revealed medium enterprises to be more credit constrained than small enter-
prises while credit constraints affect small enterprises more than medium size

enterprises. In a related study conducted in Cameroon, [26] found SME:s to face
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many obstacles that prevent them from growing including access to finance and
the cost of financing are in the top three constraints.

The present study therefore, seeks to add to the existing knowledge on the
constraints faced by SME to access credit and fill that knowledge-gap. This is
performed through an analysis of the determinants of SMEs access to credits in
the Mezam Division located in the North West Region of Cameroon. The re-
search findings may assist policy makers in implementing proper development
assistance for SMEs, particularly their access to finance within the study area and

Cameroon in general.

2. Research Methodology
2.1. Description of the Study Area

This study was carried out around Mezam Division located in the North West
Region of Cameroon. The division is one of the seven divisions of the region
covering an estimated total surface area of 1745 km? and population of over
524,127 inhabitants. Located between latitudes 5°40" and 7°50' North and longi-
tudes 9°80" and 11°51" East, it consists of seven sub divisions which include Ba-
menda 1, Bamenda 2, Bamenda 3, Bafut, Bali, Santa, and Tubah Subdivisions
[27]. The division is bounded by Menchum, Boyo and Momo divisions to the
North and East, and the Western region to the South and West, Figure 1.

The division is made up of both rural, semi-urban and urban areas. The ru-
ral settlements are sparsely populated and where the local inhabitants are
mostly involved in subsistence and plantation agriculture. Meanwhile, in the
semi-urban and urban areas, the local population is involved in agriculture,
manufacturing and other tertiary activities [28] [29]. The division exhibits a cool
temperate-like climate, influenced mainly by mountainous terrain and rugged
topography. Average rainfall is about 2400 mm with an average temperature
between 15°C - 32°C. There are two main seasons which are the rainy season
from March to October and the dry season from November to February [30]
[31].

2.2. Data Collection

This study was carried out between March 2019 and January 2020 using a simple
random sampling method. Specific firms which had been operating within the
previous three years prior to this study were identified for the focus group dis-
cussions and individual questionnaires as described by [32]. Data were collected
from individuals involved with SMEs about their demographic characteristics,
sector of activity, longevity in business, availability of business plan, other
sources of finance, employment structure, business registration certificate, and
access to credit about the SMEs. 294 individuals were surveyed and site selection
was based on geographical location which was the Mezam division.

In towns such as Bamenda, Bali, Nkwen, Bambili, Bambui and Santa, with a

respondent population of more than one hundred, the town was divided into
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Figure 1. Map of the mezam division in the northwest region of cameroon. Source: [28].

quarters for the focus group discussions which was made up of about ten res-
pondents of at least 18 years old (as required by Cameroon Law). A verification
of their National Identity Cards was performed and in cases where this was un-

available, recommendation was sought from the local community leader. In
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towns such as Bafut, Akum, Chomba, Mendankwe, Mbatu, Awing and Pinyin
with a respondent population of less than one hundred, only the semi-structured
and open-ended questionnaires through a door-to-door survey were used. In in-
stances were potential participants were unable to read and understand the Eng-
lish or French languages, the local Pidgin English was used to ensure proper un-
derstanding according to [32].

Simple random sampling method is part of triangulation which involves select-
ing from different methods based on their individual compatibility and strengths.
Furthermore, triangulation looks at issues which stem from construct validity as
a result of the fact that, the diverse sources of evidence essentially provide com-

plex measures of a similar situation [32].

2.3. Data Analysis and Model Specification

Descriptive statistics used to analyze the data included the use of frequencies and
percentages. Stata version 13.0 was used for the logit regression model analysis
such as to identify determinants of SMEs access to credit. The logit model was
employed because it considers the relationship between a binary dependent va-
riable and a set of independent variables, be they binary or continuous according
to [31] [33].
For this study, the logit model is given in Equation (1).
Credit; = 5, + S,Age; + S,Educ; + p,Gender, + 5, Mstatus,

1
+ B:SA; + BExp, + B,Bizp, + B,CollSec; + ¢, )

where, Credit is the dependent variable (Access to credit), £, = Constant term,
Age = Age of the business owner or manager, Educ = Level of education of the
owner/manager, Gender = Gender of the respondent, Mstatus = Marital status,
SA = Sector of activity, Exp = Longevity measured by the number of years the
business has been operating, Bizp = Business plan availability, CollSec represents

lack of collateral security and & = Error term.

3. Results
3.1. Characteristics of Respondents

69.4% of the respondents were males and 30.6% females. Meanwhile, 22.4% were
aged 21 - 30 years, 44.9% between 31 - 40 years and 32.7% were over 41 years. Al-
s0, 22.8% had no education, 15.3% had primary education while only 27.3% and
34.7% had respectively attained secondary and university education, Table 1.

3.2. Characteristics of SMEs

36.1% of the SMEs have been in operation for less than 5 years, 37.4% between 5 -
10 years and 26.5% for 10 years and above. About 55.4% of the SMEs were in-
volved in trading, 12% in manufacturing, 24.1% in service provision and 8.5% in
agriculture, Table 2. Similarly, 77.9% of the SMEs were duly registered with the

government of Cameroon while 22.1% were unregistered. Furthermore, 48.6%
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Table 1. Descriptive statistics of SME owner characteristics.

Variable Frequency Percentage
Gender
Male 204 69.4
Female 90 30.6
Age
21-30 66 22.4
31-40 132 44.9
Above 41 96 32.7
Educational level
No education 67 22.8
Primary 45 15.3
Secondary 80 27.2
University 102 34.7
Marital status
Married 134 45.6
Single 76 25.9
Divorced 46 15.6
Widowed 38 12.9
Table 2. Characteristics of SMEs.
Variable Frequency Percentage
Longevity in business (years)
0-4 106 36.1
5-9 110 37.4
Above 10 78 26.5
Sector of activity
Trading 163 55.4
Manufacturing 35 12.0
Service provision 7 24.1
Agriculture 25 8.5
Registration of business
Yes 229 77.9
No 65 22.1
Number of employees
0-5 143 48.6
6-11 126 429
12-17 18 6.1
Above 18 7 24
Availability of business plan
Yes 221 75.2
No 73 24.8
Collateral security availability
Yes 104 35.4
No 190 64.6
Access to credit
Personal savings 107 36.4
Bank credit/loans 17 5.8
Family and friends 93 31.6
Njangi houses 77 26.2
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of the enterprises had less than 5 employees, 42.9% between 6 and 11 employees,
6.1% from 12 - 17 employees and 2.4% had 18 employees and above. On the
other hand, only 5.8% of the SMEs had access to bank credit while 92.2% had
access to informal credit sources such as personal savings, borrowing from

family and friends.

3.3. Determinants of Access to Credit

The Logistic regression shows a negative coefficient for level of the enterprise
owner or manager. This suggests that a 1% increase in the level of education de-
creases the probability of an enterprise being credit constrained. Similarly, the
coefficient of longevity in business shows a negative coefficient and significance
at 1% level. This indicates that the likelihood of an SME being credit constrained
reduces with longevity in business. Moreover, the negative coefficient of the
availability of collateral security shows the chances to be denied a loan reduces
with collateral security, Table 3.

4. Discussion

Educated owners especially those with a university education, stand a better
chance of credit access. This may be because the more educated an individual is,
the more his or her level of awareness, exposure and access to business related
information. The individual is also able to prepare access to credit related docu-
mentation including financial statements and records of business transactions.
In a related study, [19] posited that educated entrepreneurs had skills which
enabled them build up more solid relationships with the financial institutions.
These solid relationships eased their access to credit and created platforms which
facilitated their adequate management of credit destined for various business
purposes. Hence, the longer an enterprise has stayed in business, the higher its
chances of obtaining credit from a bank. This longevity provides for an asset
base on which banks may judge as collateral in processing the SME’s request for
credit.

Table 3. Logit regression of determinants of SME access to credit.

Variables Coefficients Standard. t-statistic P> |z
Error

Age (years) —5.317%%% 0.968 -5.49 0.000
Gender (male = 1, female = 0) 3.085%** 0.840 3.67 0.000
Level of education —2.222%%* 0.497 —-4.47 0.000
Marital status 7.056*** 1.913 3.69 0.000
Longevity in business (years) —2.055*** 0.627 -3.28 0.001
Availability of business plan (yes = 1) —9.542%** 1.734 -5.50 0.000
Availability of collateral security (yes = 1) —1.313*%** 0.431 -3.05 0.002
Registration of business (yes = 1) —8.449*** 1.864 —4.53 0.000
Constant 44.041*** 7.789 5.65 0.000

% ** *indicate significance of estimated coefficient at 1%, 5%, 10% levels of probability respectively.
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According to [20], longevity in business was a major factor which determined
access to credit by small and medium-sized enterprises across Tanzania. In a
similar study conducted in Botswana, [34] found a firm owner’s experience to
increase the likelihood of the firm’s access to credit from a bank. Meanwhile in
Cameroon, [18] observed older SMEs with a business history of greater than 5
years, had very little or no influence on the probability of being credit con-
strained. From another perspective and such as to curb default risks, collateral
security is often one of the measures demanded by banks to grant loans to SMEs.
The collateral is negatively related to the probability of the enterprise being cre-
dit constrained and an SME can therefore borrow when in possession of sub-
stantial collateral. A similar study carried-out in Malaysia by [35] found collater-
al to have a significant effect on the likelihood of loan approval by financial in-
stitutions.

Several shortcomings were encountered in this study such as the difficulties in
obtaining up-to-date information due to the lack of scientific literatures from
the study area. There are little field studies which could be used to evaluate and
quantify the SME sector across the study area and Cameroon in general. There-
fore, additional research work is required such as to corroborate and provide
qualitative and quantitative information relating to SMEs. Areas of further stu-
dies could examine how the government of Cameroon is encouraging the SME
sector and how this impacts on the nation’s economy. Also, the sociopolitical
determinants which influence the expansion of SMEs in the northwest region

could also be studied.

5. Conclusions

Credit constraints operate in a variety of ways in Cameroon where an underde-
veloped state of capital markets causes enterprises to rely on informal credit
sources. This study examined the determinants of small and medium size enter-
prises access to credit schemes in the Mezam division of Cameroon. The results
pointed out that 5.2% of the SMEs accessed credit from banks while 92.8% ob-
tained finance from informal credit sources. The logit model results showed that
the educational level of the enterprise owner or manager, longevity in business,
and the availability of collateral security determines SME’s access to credit from
financial institutions.

Therefore, financial and government institutions should expand their finan-
cial support to the small business sector it being a major force in the country’s
economic sphere. Through various legislative mechanisms, governments can
provide financial, operational, business and marketing support to SMEs. These
may involve the provision of collateral while creating and also supporting vari-
ous loan schemes undertaken by SMEs. These loan schemes could also involve
mechanisms which encourage SMEs to hire more personnel, achieve financial
autonomy and a reduction in government or local taxes. Such as to reduce the

financial burden on SMEs and increase efficiency or productivity, governments
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could also subsidize the training of SME personnel.

Furthermore, governments could cover or subsidize the cost of business or mar-
keting consulting for SMEs. From this perspective, the government of Cameroon
could aid in organizing through subsidies, the SME conferences, events such as
trade fairs, road shows which may increase awareness and networking for local
SMEs. These events would facilitate the participation of SMEs at lower expense
thus helping these SMEs in attracting new customers and opening up to other
business ventures as well as partners.

This may help the sector to continue reducing the effect of socio-economic
challenges like unemployment, inequality and poverty. Also, financial institu-
tions should be involved in creating awareness, particularly the importance of
collateral through advertisements, communication with trade associations and
business related events including trade fairs. The SME may become aware of re-

quirements which would thus encourage investment in collateral assets.
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