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T 
mall ent rpri in the post-war Liberia ha huge potential of r er ing the negative c n equ nces 

of confli t and spurring economic growth. How r, they ar trapp d in financing difficulties that 

impede th ir inve trnent fmancing and xpan ion. Thi tudy r inforces the di cu ion that the credit 

mark t of Liberia is segm nted and underde eloped, with high le el of asymm tric information 

hich ha implications for screening errors in processing of loans cr dit market participation and 

access and credit default. Therefore. d elopment of credit market is critical to uccessful credit 

intervention, because it refl ct the tr ngth of r gulatory s stem; appropriatenes of prudential 

guid line :efficient pricing of credit and ultimate ability of the mall firms to participate in the credit 

mark t. The th si focuses on po t-war p riod looking at credit mark t participation· credit constraint 

and credit default in order to faciHtate holistic integration of small enterprises in credit programs of 

Liberia. 

The thesis contributes to literature b pro iding support to xisting theories and pre enting new 

evidence on the contextual natur of interaction betwe n small finns and credit market in a post-war 

econom . Micro-econometri models and firm level data gathered from surveying of small- cale 

ftrms using the Liberia ational Account of the stablishment ur y were u ed for anal sis. The 

thesis ans' er the following specific research questions: What factors influence credit market 

participation and ace s to desired creclit amount? What characterizes small enterpri es credit 

constraint and determine being credit rationed rejected and discourag d? And what determine the 

probability and extent of creclit default? 

The key findings indicate that credit market participation access to credit credit constraint and 

d fault are influenced by a eli ersity of factors uch as cr dit mark t variables, skill/exp rience of 

managers firm size firm performan e indicator and market en ironm nt that de'fines ftrm 

operations. Hence, ea ing restricti e cr dit requirements, strength ning prudential guidelines in 

regulatory s stems sen itizing borrower supporting a kno\ ledgeabl and growing entrepreneurial 

culture are critical in de loping credit markets, thus r laxing financial constraint and reducing 

default. That notwithstanding. future research should b dir cted to analyzing th supply side 

component of credit d mand; exploring the effect of r nt-s eking on smaJI firms productivity and 

assessing default relati e to loan rollo er. 
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R 1: B R 

1.1 lntr ducti o 

tudi on d eloping untri ha considered financial a ce s vital for conomi growth and po rty 

redu tion. trong finan ial s st m ha e h lp d deli er rapid growth o erall, as well as dire t and indirect 

benefits across income distributions (B ck el al.. 2007). Financial access r duce inequality b 

disproportionate! b osting th incom growth of the poor Beck and Demirguc-Kun~ 2005). Aero s 

Africa, access to financ is rightl seen as a ke to unlocking growth for the poor a much as for 

expanding trade (Hulme and Mosley 1996· Gr en el al .. 2008 Honohan and Beck, 2007). Ho er, tber 

is limited work examining th deterministic credit channels through which financial institutions respond t 

financial needs of micro and small-scale enterpri es (M s) in p st-war countries. There is much less 

literature on micro and small-scale enterprises (M Es) in de eloping countries Green er al. , 2008). 

Moreover the precise channels through which finance operate ar still unclear (McPherson and Rous 

2010 but one possible channels through which finance affect small finns' p rformance i VIa re ource 

based orientation (reputation competiti eness performance and market environment). 

Few studies ha e addre sed factor influencing cr dit con traint among small enterprise . otable e id nee 

(Bigsten eta/. 2003. Byiers el al. 2010) on small and micro enterprises financing onstraints in Africa is 

based on panel anal sis wh'cb is inadequate to bring out cmmtry pecific financing components. Other 

studies imtowe and Zeller 2006; Kochar 1997 · Binswanger and Khandker 1995 · Lawai el a/.. 2009· 

Turvey el al., 2008· Atieno 1994 200 1· Mpuga 2004 20 I 0) particularly carried out in Asia and Africa. 

regarding access to credit and credit constraints focused on agricultural ba ed rural sector with few (Kedir 

et al. 2007· Okurut el a!. 2004· Joshi 2005 focusing on urban sector mainl at the household 1 el. 

Moreo er, existing empirical e idence on the effect of access to credit by small firm is not only linlited 

but based on macro level (see asterly and Le ine 200 1· Le ine and Zervos 1998 and eros· country 

analysis. There are only a few country specific srudje (Green el a/. 2008 Atieno 2001 · Ar eetey el a/. 

1994 that attempt to e al uate the effect of access to credit by mall nt rprises in Africa. On the a pect of 

default Taslim (1995) and Tschach 2003 only provide theoretical vi w about credit default by fum . 

Pre ious studies on loan default failed to assess the probability and extent of default simultane usly. 
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It i g n raJ I) con ei d that countri ,., ith hi h economic growth rate could alle iate poverty ia well 

fun tionine cr it sy tern. In 200 -_007. number of ub- aharan African ( c untri , including 

Liberia experi n ed an a erage annual growth of r al bank pri at s ctor cr dit of o r 20 Percentage 

points. which 1 d to almo t doubling of the ratio of bank privat sector credit to GDP (Io ifo and 

Khamis. 20 9). Though high conornic gr wtb has b en exp rien ed over the Ia t three ear in Liberia 

partly du to rapid credit gro,vth o sifo and Khami 2 09 . the vulnerabl employment and po erty 

rate remain high. In lin ' ith the Gram en Bank su cess tor r garding impro em nt in socioeconomic 

conditions of micro and mall nterprises ahid 1994 , the impact of economic growth in alleviating 

po erty is perhap more effi cti e pr ided it i pro-p or in term of pro ision of financing opportunitie 

to mall enterprises. This assertion aligned with ackno" ledg m nt b Kaliba et al. (2010) that it is 

difficult to initiate, expand and own business in iberia due to limited access to finance. 

Table 1: Con traint to 

Country 

Liberia 

Guinea 
Sierra Leone 
Rwanda 
Mozambique 

Angola 

%ofFirms 
Identifying 
Tax Rates as 
Major 
Constraint 

18.97 

39.36 

42.52 

44.65 

30.80 

23.00 

s in el ted post-\ ar countrie 

% of registered 
% ofFim1 

Firm with Line of %of Firms 
ompeting With a 

Again t 
Credit or Checking 
Loan from 

nregistered Financial or a ing 
or Informal ccount 
Firms 

66.21 14.01 67.80 

62.80 5.96 53.88 

80.34 17.37 67.80 

47.07 37.58 82.72 

75.45 14.19 75.69 

77.68 4.14 79.01 
2009 

%ofFinn 
%of Finn Loan ldentif ing 

sing Banks Requiring Acce to 
l Finance !lateral Finance a a 
In estment (%) Major 

on traint 

10.10 86.90 34.99 

0.87 55.56 58.30 

6.90 83.44 34.57 

15.90 96.66 35.95 
10.54 90.58 50. 10 
2.13 93.45 55 .26 

Despite the huge rele anc of M E , Tabl I reports how mall firms in select d ub- aharan ountries 

are faced with ariet of constraint . In Lib ria, M s ar faced with multiple constraint a ide from 

financing. Based on World Bank Enterpris urv y (2009) and Kaliba et a/. 201 0) on Liberia other 

constraints affecting M E are lack of mark ting equipment and technology xternal competition, inputs 

problems licensing registration r qujr ments and institutional constraints. However lack of access to 

finance is noted in World Bank Enterprise urve as the dominant constraints to M s in Lib ria due to 

collateral requirement. In Africa. Fatoki and deyemi (2010) Bartra eta!. (2003) Ay agari ef al. 2008 

and Bigsten et al. 2003 noted financing a the leading constraint experienced by small firms. 

2 



th nature f r dit marke . \) hi h ar gm nt d and incompl t . on p ibl 

. planati n. 

In iberia. firm \ ith lin f r it fr m finan ial instituti ns con titut 14. 1 p rc ntage point · firm 

u ing an t fman in e tment r pre nt 10.10 r entag p int 1 and finn id ntifying acces t 

financ and ollat ral as a maj r con train account for 34.99 p r ntage p int and 6.9 percentag 

ti"el World Bank nt rpri e urv '20 9. not db ti no 2 09 the ri ky and 

int rt mporal natur of r dit trade. information requirem nt and nfi r m nt probl m for lend r ar 

high. tb r b r o ts that affe t th out om of cr dit programme targeted toward 

mi ro and mall a1 firm . This i ' p rhaps aligns with tb ituation in Lib ria. A a r ult, firms rna 

prefer fund from ·temal our e , but fail to apply becau of the high co t and rigid bur aucrac 

in olved. dditi nail . mo t formal fmancial in titution con ider mall cale firm a not creditworth 

due to th ir lack of growth pot ntial and mall shar of economic activitie . 

On thi a ount, policymak r ha e h ld the opinion that micro and mall ale firm in de eloping 

Ia k acce s to ad quat fman ial opportunity for efficientl int r-temp ral tran fi r of re ource 

and ri k oping. The Lib ria' Po ert Reducti n trateg (PR 2008 un eil e eral problems facing 

th fman ial industry in lu i e of p or a e s t loan high interm diation co ts especial! in rural areas 

high olum of non-p di rming-loans ineffecti e judicial procedures for loan reco ery and inad quat 

t ms. V ithout wel l-functioning fmancial mark ts micro and mall cal firm 

may lack much pro p ct for promoting th ir d el pment in man ignificant and sustainable wa s. In 

fact th r ent orld Bank urv (RP D of M hO\, that on of th major impedim nt t 

accel rating d elopm nt i lack of acce s to financ which imp des economic growth minimiz 

raditi nal commercial bank typical! ha e minimum intere t in 

lending to rnicr and mall firm due to their lack of iablc c !lateral and th high transa tion co ts 

a s ciat d with th mall I an . M t d eloping-c untry g mment . in particular ib ria and donor 

ba e t up credit program aim d at impro ing cr dit mark t participation and acce with le emphasi 

on mall ent rpri s in urban ttl ment . Thi ho that p li regarding cr dit a ce s ha fa or d rural 

ar a compar d t urban ar a in de eloping countrie Rand. 2007). Ho" e er the a t majority of th 

cr dit program . for in tan the agricultural de I pment bank which provided credit at sub idized 

1 light) lower than sub- ahara Africa, where 14.5% of firm u e banks to finance in estmem 
3 



int re t rat fail d to a hi ve it obje tiv both to rve the poor and be u tainable cr dit institutions in 

Lib ria. 

ith the for goino i u s limited information on a tivitie of mall ent rpris in Liberia is reflecti e of 

th ad erse potential c nsequen e on the rate of loan r pa ment default. ugge t that financial 

institutions in iberia are addled ith huge non-p rforming loan videnced b 20.8 p rcectage point of 

non-p rforming loan in 2011. o designing a loan contract for mall busines es is not an easy task gi en 

the lack of compr hen i idenc about the heterogeneity of conomic acti ities relati e to credit 

markets, skill in bu in s and market en ironment nece sary to g nerate ability to repay and absorb 

ad erse hocks. Thu . effort targeted at small enterpri s are ba ed on the pr mi es that the are the vital 

engine of conomic d Jopment, but market and institutional failures impede their growth thus justifying 

credit intervention program . The failure of supported r dit programs to meet th growth aspirations of 

small enterprises serves as a con incing e · dence of the need for a better understanding of bow these 

small firms in Liberia often perating in highly risky environm nts, conduct their inter-temporal 

in estments in the absence of w 11-functioni.ng financial markets. Both in response to these failures and in 

rec gnition of the critical role that cr dit can play in enhancing small ent rprises growth in a sustainable 

wa s inno ati e credit st ms are necessary as a more efficient m chanism of impro ing access to credit 

and minimize loan default rate in Lib ria. 

As prominent in de eloping countries the prec pt of the Grameen Back does not only draw keen attention 

for rural cr dit de elopm nt but al o e okes the need for mpirical research to address financing access of 

small enterprises in urban areas. In Liberia, the estimated large gap between the demand for and upply f 

credit by small firms s r es as vital re earcb concern for in estigation CDF 2005). To meet this larg 

unmet demand financial institutions are facing increasing pressur to expand their outreach and enhanc 

their impact on small enterpri es. According to nited ations Capital Development Fund CD lack 

of comprehensi e financing strategy i a hindrance to an effici nt credit program in Liberia. Thi 

hindrance is partly du to the lack of compreh nsi e evidenc which this study bas ventured to elicit. 

Understanding the different dri ers of credit to small bu inesses helps illuminate bow banks and other 

financing institutions can rearrange lending m cbanism in order to target vulnerable small finns. 

Moreo er, the Jack of mpirical e "d nee on testable hypothesis on credit market participation and credit 

default by small ent rpri e in tb urban credit market of post- ar Liberia is ita! imp tus for the study. 
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Th r for . an mpt to li rmul t redit p li } ' "thout ub tantial in nnation n hm-\ finn r p nd to the 

r dit mark t rna) b d fi i nt. if it i n t ba k d b mpm id nc . 

1.2 Pr ailin po t-war io c nomi u 

ful op rati n of micr and mall calc finn in th ir que t for profit maximizati n 1 ritical forth 

attainm m f pr -p or gr wtb, "hi h minimize ibility f Lib ria r rting to e ononuc or 

political onfli l. Viabl empl yment pportuniti . a -. II a u ful kill and ducati n that could serve 

as pot ntial in trument t pur ib ria· m tmen . dimini h d during lh conflict. Thu , majority f 

tho -. ho ur\'i d th il conflict ar ngag d in di er busin entur , but fac d with financing 

difficulti ar p rce1 d as th 1 ·nchpin of welfar in Lib ria t da oL, 2 11 . The e tent of 

un mplo mem an high rat of po erty in Lib ria makes it imp rati for financing int r ention of mall 

busine s to al l iat orne of tb problems. nlik oth r d loping COWltri s wh re po ert i rural 

cent red. the unemployment and po ert rat in post- onfli t Lib ria ha e b come predominant! urban 

phenomenon, th reb increasing the numb r of mall nterpri for li elihood. inancing of mall 

ita! for ec n mic growth t pur olidarit and a 

rebuild and e en r concile. 

t war-tom communit like Liberia t 

Fioure 1: ocio c nomic fram ' rk of mall cot rpri in p h ar Liberia 

Dov.fn lz. dwork r 

(I yoffwori<er~) 

~ h bllltated you~t-
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In thl stud) a framework igur deY loped to d pi t the post-conflict so ioeconomic c nario of 

Lib ria. Thi framework take into a ount the categorie of p opl means of ec nomic activities 

intervention trategy and triggered fti ct on malJ finn . Tbre ets of agents are often consider d in the 

urban credit mark t of Li eria: hou holds/firms as pot ntial borrower , formal lend rs such a banks) 

and infonnal lend r such as money lenders, relati e and friend · R CAs . A indicated in ·igure 1 

the post-war economic situation in Liberia i characterized b mas i rural-urban migration lay-off 

public worker large numb r of war affe t d rehabilitated ouths return es r fugee ) from other 

countries and large unemplo ed college graduates. 

Based on th e issues, the fram work considers three economi situations in which urban inhabitants in 

Liberia fall: unemployed, self- mploy d and mpJo ed. Gi en the high poverty incidence in postwar 

Liberia, v e assume in th fram work that most of the self-emplo ed and unemplo ed workers are 

potential po erty clients who are forced to enture into micro and small scale bu ines es financed through 

internal funds (owned funds or intervention credit programs (formal or informal . With the poor 

economic condition of most self-emplo ed and un mplo ed in Liberia it is assumed that micro and small 

scale businesses are mainly financed through credit sourc s for business expansion or start-up2
• From 

these credit sources firms borrow from formal lenders infonnal l nders or both for profit maximization. 

Howe er, firms characteristics, the market en ironment and credit requirements may contribute to 

success or failure of accessing external finance. Formulation of policies for increased access to finance is 

imperative for businesses to start and grow in Liberia (Kaliba eta!. 20 l 0 . However small firms are often 

affected by imperfections in financial markets and so suffer disadvantage in obtaining external capital. 

In the ontext of market segmentation from th perspective of the framework it is observed that micro and 

small firms with opportunitie to invest in positi e n t pr sent value project in Liberia may b block d 

from doing so b cause of ad erse s lection or moral hazard problems. The situation inducing credit 

rationing in post-war Liberia is sJightl different gi en the risky nature of the business environment. 

Financial institution in post-war Liberia mostly use credit rationing as risk mitigating strategy of a erting 

possible financial los . ince credit rationing is typical in credit markets of Liberia some micro and small 

scaJe firms recei e full loan amount while other get partial or are denied the amount of the loan applied 

2 Aryeete eta/. (1997 points that start-up financing of micro bu inesses by most enterprises in Africa are primarily funded 
by sources of the informal units such as susu groups. friends, relatives and credjt societies, 
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fo inall , th ram \\ rk urth r indi at that as d n firms· r dit mark t parti ipation, ther 

po ibility for firm to 

due to high of I an . informati n 

credit d faults may r ult t di tortion in 

rt ntinuati n f r dit int rv nti n. r dit d fault rna b 

ymm try and unfavorable in stmcnt clim t . lligh I el f 

on mi a tiviti • th r b I ading to I w growth and minimum 

r du tion in p rt th r by furth r re uiring int rvention. hu . la k f information n th e i ue c uld 

hind r poli formulation. 

1.3 Probl m tat m nt 

Empirical vid nc on th pr hann l through v hich mall nterpri e ace finance in urban 

etting r main inconclusi . Mo t mall enterpris m ib ria oft n 

source compar d with 10.1 per entage point fr m formal r dit 

urv 2009). lso the curit and utriti n 

ek fmanc through informal cr dit 

ourc World Bank nterpri e 

2006)4 indicates 

that 53 p rc ntage points of h u hold do acces cr dit, mo tl thr ugh borrowing from friend or 

' here 38 percentage point fall firm u u-clubs. an altemati 

sourc (informal us d t gen rate tart-up capital about 42 p rc ntag point ar inadequate mean of 

financing iabl in estment in ib ria. hough mall enterpri e ar crucial fi r fi stering gr wth creating 

jobs and thus aile iating po rt . b th tudie on ib ria pr id limited informati n as to wh small 

enterpri e till remain und r er ed b fman ial t r and even tho that ace d finance are 

con trained to like! d fault in repaym nt. 

Cr dit market participation and acce s by mall enterpris p ific haract ri tic of 

the enterpri s that constrain them from acquiring xtemal capital r main unclear in Liberia. The World 

Bank nterpri e urv (2009 on ib ria narrowly identified the major cau influencing credit 

constrain . Be ide . the rid Bank nt rpri urve urn d and tr ated b th po t-conflict and tab! 

countrie uniforml wh n th charact ri tics of market acti iti in th ar a are a tuall di tinct. u h 

aggregat d estimate of mall nterpri e credit beha ior rna c nc al ignificant ariation of fa t r 

limiting acce s to credit in p st-war ec nomy. enerall . country pecific tudi are limit d, and th e 

available one ntrate n hou ehold or mallholders in rural ar as. 

3 Often loan applicants team to exaggerate their credit need to increase chance of requ sting amount high r to their actual 
needs 
4 The Comprehensi e Food ecurity and utrition i ba don cro -cutting assessm nt of the credit market. 



Fr m a th reti al p rs ti\ , m t th ri ill r- ndigliani 195 · azzari et a/ .. 19 8: er 

19 4 n finns fman in apturin Iarg /m dium firm with limit d [I u on m ll 

ill r- I di liani urc of financing d e n t matt r for finn , but thi 

rare! the ' hi h e id ntl r quir e t mal capital t gr w. Based on the 

p king order the ry that i anch r d t ymm tri in£ rmati n, firm prioritiz th ur of financing 

from int mal t ·t mal, but the rmer ar alwa in ufficient Ii r mall nterpri 

r qui red 1 1 of in e tm nt azzari et a/., 198 . Thi pr upp e that though financial in titution ar 

dispo d to ex e liquidity. mall firm ar rep rt dl faced ith financial con traint . he cop of mall 

firms financing problem which i oft n cone i ed to be mitigated b collat ral a ailabilit , i wider than 

asymm tric information. Rigid cr dit potic lack of training and d elopm nt r lated problem are other 

i su s n ce ar t as for addr ing probl m of asymm tric information (Big t n 1 al. 2003). 

The i u of loan repa ment is critical for health r dit market becaus the tr ng t app a1 of credit to 

mall bu ine e is th well kn wn su e of achie ing high r pa ing re ord in making er mall loan 

to large numb r of di ad antag d firm Bhatt and ang 20 2 . H we er th a ertion in de eloped 

countri that 10\: d fault rate ha led ob r ers to 

has b en traditi nally as urned (Bhatt and ang 2 

that mall bu in might not b as ri k a 

ari1y be tru in th context f 

chara t rize th pr duct of mall busine es. With d 

th n d for effe ti e cr dit t m anal si of Lib ria formal financial ctor indicate pre al nee of 

default rat as id need b non-p rforming loan 5
• Th ugh the le el f non-p rforming loans is n t 

f 6micr mall or large nt rpri default i rnor like! among mall bu inesse 

b au e of the market olatility for th ir pr duct and Ia k of r quisite training. D spite ffort by th 

entral Bank of ib ria B t in titute m chanism for impr ed credit en ironm nt th de el pment 

of I an efault till flagg d th problem f sl w loan r c er which i unh alth fi r in tment. Thi 

in ffici nt natur 

ts u on credit market participation and ace 

the lack of ad quat information relating to empirical 

to r it, c n train and credit d fault. h r i thus th 

r search n ed to examine b ha ior of financial in titution toward mall scale busine e . 

s Accord ing to CBL (2009 , Lib rian financial institution are op rating under difficult credit environment characterized by 
poor credit culture. This difficult credit environment is partly an explainable rea on for the high excess liquidity ratio since 
ban are cautious with their lending polic) . 
6 Microenterpri s are indicated to have lo\\ default rate' ith MFls ACCOs and other non-banking source . In Liberia, 
repayment rate among microenterpri es is o er 90% (President of Liberia Annual Me sage, 20 II) 
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1.4 U ti D 

Th fore in ptual and polic que ti ns: 

l. influ nee mall nt rpri e parti i ation in th cr it market and ha 

a 

n. ~ hat hara t riz mall nterprise r dit n traint and determin being r dit 

di ourag d, rationed and rejected? 

111. What factor d termine th probability and t nt of redit d fault among mall 

nt rpri ? 

1.5 Obj ti e of th tud 

The o erall obj ti e of thi tud is to gen rat mpirical informati n r lating t cr dit market participation 

and acces by mall ent rprise and h w the e enterpri es react t credit market in post-war Liberia. 

pecifi ally, th tud aim to: 

i. Analyze factors that influenc small firm credit mark t participation and acce s 

ii. Anal ze credit on traint that fac mall enterpri e 

iii. xplore the ext nt and probabilit of cr dit default am ng mall enterpri es 

1.6 cope f the tud 

The tud i limit d to mall frrm in the mo t d n el p pulated region of Liberia. ln term of 

p ificit . Tabl 2 ho th categorical acti itie of mall bu in co ered relati e to manufa turing 

trade (v hole al and retail and s rvices. Thi las ification i based on International tandard of 

Industrial las i fication ) to classif the conomic acti ities a particular fum b longs. 
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I 2: omp iti n f u in in th 

w odw rk and Furniture 

Je\\elry production 

Block fa tOr) 

awmilling 

B kery hop 

oup making 

Photo studio 

Blo k ic production 

linic 

Bar & r taurant 

Repairing hop 

Pro ision hop 

upplie ervices 

id o Jub 

Printing publi hing center 

and clothing 

Phannaceuticals and medicine 

al of econd hand produc 

ale of pare parts 

Rice, sugars and food- tufT 

Petroleum products 

ommerce and lndu try of Liberia 

0 i ion to lect the r gt ns is predicat d n acce ibility and th pre al nee of huge ocial probl m 

uch as high rat of unempl ymenL high p rty incidenc and large informal ect r. The tudy focu 

on mall busine fman ing whi h include cr dit from formal bank and informal redit nion , u u 

club mon ylend r urce . th mph i ofth tud c n iders firms that participat in credit market 

and tho e that did not participat . Thus fmn i on id r d a unit f b rvation. 

1. 7 Or anizati n of th th 

Th r maind r f th th i 

con mic ituation of Lib ria. This e on mic ervi w do not onl highlight ib ria financial s stem 

and in tment limat it al o gi u cinct anal i f th pr and p t war macr economic 

p r rmanc of the ountry. ntially thi chapter elicit some d tail of the microfmanc perati nand 

help to furth r moti ate th ~ cu f thi thesis. hapt r thr ill pre nt the retical and empirical 

literatur as well a o rvicw f b th th or tical and empirical literature. Ba d n th argum nt that 

as mmetric information is in onclu i e about mitigating factor that ar constraint to financ , this chapter 

di u es e eraJ ital th rie in relation to ace to credit cr dit con traint and I an d fault. 

mpirically th chapter highlights the fact that mo t cr dit analy es focu on hou holds, rural or 

agricultural. '>vith limited att mpt to argue from the per p cti f firms, which i con idered h rein. 

hapt r fi ur (IV) pr ents th methodology consid ring th or tical framework and empirical model . 

inc th th i i bas d n thr k issu each of the component separate! 

which are th n followed by their resp cti e mpirical mod I. Th data i ue i thorough! discus ed in 
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hapt< r five n iderin th r ear h d ign, tu ) it , data ourcing and data d cription. 

d tail d di th p pulation, ampling frame ampling 

t hniqu and entiall , ariable u d fi r tb timation d in 

thi chapt r. The mpiri al timati ns t s the fundam ntal f th th i are pre en ted in 

hapter i. ch pt r pr vide f rat m del as well diagno tic te ts ba ed on 

th ir appr priat n to m et th bj hapter en V H i an inforrnati urn mary and 

di cu ion of ke finding and highlight the main con lusi n and implicati n for polic con id rati n. 

synopti di us ion of i u s pr iding dir cti n for furth r r ear h i gi en in thi hapter. Finall , 

this hapt r explain limitation surrounding the stud . 
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I: R IB RI 

2. ntr ductioo 
Thi ch pter pr vid an f the ituati n f iberia. h cbapt r d not only 

highlight Liberia finan ial t m and in e tm nt climat . it al gi es u cin t anal f the pre and 

post ~ ar rna r onomic p r rmanc of th country. Imp rtant fi atur of Lib ria redit mark t and 

micr financ highlighted in thi hapter. inall thi chapt r pre nt i ue on th 

institutional and in e tment limat to e ok the n d for cr dit mark t intervention to tr ngthen mall 

nterprise that ar e identl faced with myriad of op rational chall ng . 

2.1 Li conomic p rf rman e 

The macr conomic and bu in n ironment of Liberia c n ist f e ogenous fa t r uch as political 

regulator , fi cal and inflation that influence perfi rmance f firm Kaliba el al. , 2010 . little o er tw 

decade continuou p litical in tabilit undermin d er fabric f th i erian ociet which re ulted 

into propagation f n gati I nomin I and r al ho k in differ nt 

mall ct r. \l ith th conomy op rating under atm pher of political in tability 

producti ity was eroded and pri ate in stm nt drasticall d clin d. Mo t of th iable cone ssion 

comparu hutd I ading t a irtual collap of the reaJ ctor and p ning of a uum fi r 

alt mati e out I t of sur i al ia micr and mall cale busin 

untry during the 1970 Lib ria was r c ntly las ified as a high! 

indebted and p or country HIP by tb World ank and lnt mational Mon tary Fund IM . 

Complian to HIP conditionalit r ulted debt r li fin 2011. With a population o about 3.8 million 

iberia curr ntly ranks as on of th lowe t human de elopment c untri worldwid with it human 

d elopm nt ind at . 29 ranks as 182 out of 187 in 2 11 : with more than 80 p rcent li ing on Je 

than a dollar per-da . and p r apita incom a raging 193 D from 2006-2011 d clining from 548 

D in 19 9. Thu iberia i n of the poore t African ountries with po rty in idence ri ing 

from 55 p rc ntage p int 1990 to 80 perc ntage poin 2000-2005 and inequality r pre ented b Gini 

coefficient 7of 0.526 African conomic utloo 2011 . The rate of job loss in the formal ctor i 

' Gini coefficient of one (1 defrnes perfect inequality, while zero Gini is p rfect equality 
12 



r c rd d at 0 per entag int whit lh infonnal e tor contribute an a erage of about 80 p rcentag 

point t th totaJ mploym nt from 2 07-20 9 GoL, 2009 . The unemplo m nt rat is e timatedly low 

at 3.7 p r entag poin : th "vuln rable'' and ·'informal" mployment accounting for 77.9% and 68% 

r sp cti ely ar kewed in rural ar a GoL. 2010 . Mas i e ruraJ-urban migration induced b the 14 

ear of internal conflict that r ulted into a large informal tor. has become one of the major policy 

challenge . Th factor ould threat n th lo\i unemplo ment rat . 

Lib ria is endow d with rich r ourc 9 to upport its d lopment but the country was badly managed 

o er the pa t tw d cades prior to 2005. Th re uJts ba been deterioration in economic performance 

ev re inequality and social tension. Years of conflict and conomic mi management resulted to decline in 

GOP by 90 percentage points (from 1989-1996 . The econom i heavil dep ndent on agricultural sector 

(i.e rubb rand timber) and mining (iron ore, gold and diamond and minute services. Howe er, only the 

rubb r ubsector is organized in th agricultural e tor. While rubb r accounts for more than 30 

perc ntage points of Liberia s total exports and pro ides mployment for ignificant number of workers 

the logging of timber generates enormous for ign exchange and boost employment. In the mining sector 

iron ore mining ha resumed while gold and diamond are min d in mall olurne compar d to pre-war. 

Traditionall , the iron ore and rubber proc ssing acti ities dominated the real sector which is yet to be 

fulJy re uscitated to significantly contribute to GDP. 

Dri en by tb production and e 'port of iron ore rubber and timber the iberian econom grew rapidly in 

the 1970s. so that b 1980 (before th coup d'etat the a erage GDP per capita of 898 D had reached 

middle-income country l els as reported in Table 3. Though mo t literature ba focused on rural 

analy es Table 3 indicate increasing tr nd of urban population in Liberia om 1970-2011 thereby 

evoking the need to analyz small nt rpris s in urban areas. 

1 This unemployment rates is considered b the Go emment of Liberia based on conjecture given the collapse of severaJ 
concession companies throughout the country. The estimation is not based on an comprehensi e survey to ascertain the 
composition of the labor market. 
~ Natural rubber, timber, iron ore, diamond, gold and tin 
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(1 

lnd tcator 2000-2005 2006-2011 
GOP Gro\\1h rate 0 o 1.2 I. 7.3 
GOP p r capita U D) 8 8 100 I 0 I 3 
Population ill ion 1.4 1.9 - · 1 3 .1 3.7 
Ratio of rban to total Popul tton % 20. 3 .2 51 4.3 61. • 

Po rty 00 55 80 63 .8* 
ource: African Econ nu 

ln the 1 70 Lib ria e p n n d tr ng nomi growth rat a ragmg 3 p r ntage points. 

indi ated in able 3, mi manag m nt of the on my r ult d t a fall in the gr wtb rate from 3 

perc ntage points to I than 1 p r entage p int in the I 0 . ln 1989 Lib ria entered a pr tracted i il 

war v.hi h ruin d th untry' economic, p litical and ial fabric 10
• The national budg t of th 

country, n op rated in bud t deft it, dropp d b more than thr -quarter in 2003 to 80 million D 

compar d to 1989 of 50 million U D, th ugh it slight! d to a out 530 million D in 20 ll. 

During the 1990 th country e perien ed rna i iation dri en by p r istent traded ficit 

and rising inflation as high as 100 p r ntag p int in 2003. th r by contributing to high o ts of li ing. 

er the years a indicat d in abl 3 population growth rapid! shift d toward urban areas me the 

b ginning of th c nfli t. reaching a high a 61.5 p rcentag p int fr m 2006-2 11. 

Foil wing the end of the conflict in 20 4. th o rnm nt of Lib ria re- mbark d on re- tablishing the 

ry infrastru tur to support macro and cio anomie p lici . D pit th di mal performance of 

the on my during th c nflict. Lib ria i xhibiting in r dibl r iii nc and c mrnitrnent in it 

ry. e id n d by teady up urg m mic gr wtb rate and ingle digit inflation in the end o 

the conflict in 2 4 as rep rt d in 4. 

1 Road and railroad , electricit generation and transmission and portable' ater and ewage s stem were destroyed. 
D li ery of h ahh and educati n was complete! disrupted while national and local institution became dysfunctional. 
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bl 4: indicat (2 5-2011 

Indicator 2005 _006 2007 _oo8 200 2010 2011 
Real GOP Growth rate(%) 5.3 7.8 9.4 7.1 4.6 5.1 6.9 

Inflation rate(%) 11.1 .4 I 1.4 17. 7.4 7.5 8.5 

Deb GOP(% 635 543 "07.7 645 188 23 26 

E. change rate ( O-LD 7.1 8 61.3 63.29 67.81 71.4 72.5 

-18"6.9 -"51 -321 -182 14 17 16 

222 260 701 658 505 380 253 

Lib ria's economic growth slumped during the cours ofth conflict du to low export emanating from 

United ation sanction imposed on it timb r and diamond. Thus, timber and diamond export w re 

depr ss d but th lifting of impos d anctions in 2006 is further boosting postwar economic recovery. 

An impre si growth a eraging 7.5 percentage points wa achie ed from 2005-2007. Underpinned by 

re1ati ely strong macroec nomic stability ke driv rs of the post-war reco ery are facilitated by 

reconstruction donor as istance and exports specifically rubb r). The economy is very open with heav 

reliance on exports of primary product . Thi openne s exposes the econom to exogenou shocks wruch 

threatens the beha ior of the foreign exchange market. 

In the face of the global fman ial crisi Liberia wa not spared. Economic growth slowed in 2009 but this 

was offset by remarkable declin in inflation rat to 7.4 p rcentage p ints in 2009 from 17.5 perc ntage 

point in 2008. As food and oil price as s in 2008 the incidence of po erty dropped from 80 percentage 

points (2000-2005 to 63.8 p rc ntage points (2005-20 11 . Howe er increasing food and transport 

inflation of 17 and 18 perc ntag points respecti el in 2011 ould furth r undermine the gains in po erty 

reduction. Inh rited public debt 12 4.6 billion U D) pas ed on from previous go ernments was a serious 

hindrance to po erty reduction though government re enue increased during the PR p riod by 36 

percentage points 2008 and mor than 30 percentage points 20 11) due to good fiscal management. 

Dri en by sound o ial p licies the Go rnment reached HIP completion point and obtained debt relief. 

Debt ervic a percentage of export declined from 335 p rcentage p ints in 2009 to about 30 per entage 

points in 2010. COITespond.ingl leading to reduction in debt t GDP ratio to 23 percentage point (20 1 0) 

from 188 perc ntage points 2009. The et DI inflow sho ed impro ement from 2005-2010 while 

11 id does not include IL funding and other sour es of Aid from pri ate GO and ome bilateral partners 
11Libcria r ched IIJP Completion p int under the enhanced lriP Initiative endor ed by the IMP io June 2010. 
debt has erlher been relieved by multilateral and bilateral creditors. 
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foreign aid r flee an incr as from 20 --2011 in r asing to peak of 17 million D and lightl 

dec lin d in 2011. Mo t of tb FD I ar n t targ ted at , e en though th y e rn to repr ent the 

bigg t employers in po tv ar Liberia. 

Mor over th rapid r co ery in po t-war Liberia i dri en b the Go ernment of iberia s Po erty 

Reduction trateg in 2008 outlining a numb r of policy reform such as tax reduction one-stop-shop 

business registration and transparent legal ystem to enhance business growth and alle iate socio­

economic impediments through its four pillars: ons lidating Peace and ecurity· Economic 

Re italization· trength ning Go ernance and Rule of Lav · and Rehabilitating Infrastructure and 

Deli ering Basic ervice . At the climax of th PRS in 2011 about two-thirds f deliverables were 

achie ed (IMF 20 12). 

To encourage increased access to credit by micro and mall scale firms CBL has licensed many new 

banks including microfinance institutions to meet th growing demand for .finance. Acce to credit may 

improve the in estment level of micro and small seal firms e en if they do not directly recei e the loans. 

Table 5 reports the shares of commercial bank s credit by s ctor and contributions of sector to GDP. 

TableS: ectoral bare of bank loan and GDP (2007-2011) 

Share of Banks loans(%) Share ofGDP (%) 

Sector 2007 2008 2009 2010 2011 2007 2008 2009 2010 201 J 
Trade, Hotel & 
Restaurant 21.5 29.8 31.9 31.5 41.1 4.9 6 10 5.3 5.3 
Transport, torage & 
Communication 5.1 11.8 14.4 22.4 8.9 4 4.2 6 5.7 5.6 
Construction 6.6 8.8 II 9.6 8.9 2 4.1 9 2.7 2.7 
Agricultural 4.9 5.1 3.2 3.2 3.2 44.4 42.2 41 .73 45.1 44.7 
Mining and 
Quarrying 0.0 0.4 0.1 0.0 0.9 0.17 0.16 0.15 0.6 0.5 
CBL (2010, 2011 ), African Economic Outlook, 201 I 

Total credit to pri ate sector (as percentage of GOP) increased to 18.3 p rcentag point in 2011 

compared with 17.1 percentage points in 2010 and 15.4 percentage points in 2009 (see Table 6. Unlike 

the pre-war period post-war Liberia economy is highly dependent on the Agriculture as evidenced by 

its contribution to GDP which a erages about 44 percentage points from 2007-2011. Though the 

gricultural ector is vital component of GDP its share of banks loans is small compared with other 

sectors except the mining and quarrying). A decline in the hare of agriculture to GDP has been 
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ompe ted b_ in r d r 1 fth harcof nt an tion DP.lnt r tingl lh 

Trad . H tel and R taurant r at r har f banks. I an fr m 2 7-2011. sh 

than an a rage f 7 ntri uti on t G P. rtation account for 

ctoral anal i 

ignals that bu in m Lib ria ar fa d v.rith anomie pr bl m whi h t nd to affe t th ir 

contributi n rally pr id hort-t rm I an contingent n collat rat th di tribution of 

credit to plain reas n for th low r du tion in p v rty in e majority f th credit do 

not e m t dir tl targ t mor produ ti bu in 

2.2 0 rvie of Lib ria financial ctor 
Tb re i cant d tail ab ut Lib ria fmancial ctor from 1 47 year f indep ndence . The financial 

sy tern is ubdi id d int two - th ti rmal and informal finan ial ub t m . The former operate ba ed 

on th regulator fram ' ork pro ided through the nt:ral Bank of Lib ria DL while Lhe latter r mains 

almo t compl tel unregulat d. h informal financial t m rapidl expanded during and after th 

conflict due to failur f a numb r of bank as a r ult of the conflict. he formal financial s stem 

con i ts of banking (depo itory and non-banking non-dep itory in titutions. Gi en that Lib ria did not 

ha centraliz d monetary in tituti n from the country s ind p ndence to 1974 a foreign bartk was 

mandated t conduct mon tary p lie on ehalf of th o ernment of Lib ria until 1974 when the 

ational Bank of Lib ria as tabli h d. 

The ational Bank of ib ria, through a Legi lati e t earn into e i t nc m 1974 in order to 

trengthen monetar control. How er the ational Bank fac d s riou hall nge a it did not have the 

sol authority to ompr h n i ely ffe t mon tary poli uch as printing money without legi Jati e 

appro al and weak r gulati n of commer ial banks. To tr ngth n the financial y tern, the transition from 

ational Bank f Lib ria t th entral Bank of Lib ria ( B a ef£ cted in 1999 due to numerou 

shortcoming as iat d with the form r. t th mom nt the ntral Bank i completely monitoring and 

regulating th acti iti of c mm rcial banks to ensure diligent and ound financial practic s. Th BL 

regulate and sup r i all financial in titutions except insurance companies where there i perhap 

minimum control. The credit uni n sy tern is not inclusi e in the purview of CBL s regulation. 

With the BL s instituted r form to minimize bank failur and promote access to banking services new 

commercial bank and microfinance institutions were licen ed in post-war Lib ria. urrently there exist 
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ight mmer ial bank 

In fi t. a ult o 

... 00"' man r dit in 

of man 

tendin loan 

during th nfli t period 1989-

not onl indi idual but bu in e 

\ . 11. Thi ria r dit mark t i till battling t ffici ntl ater fi r cr dit needs of th 

tor , pe iall mall bu in 

m tb nd o th confli t. th g rnm nt mbark d n a wide tabilization and reform pr gram 

through mon tary poli ' t pur nomic growth. Man tar p lie in finan ial tor is conducted 

primaril through th dir ct all ati n of credi t and refinancing. hi I the mon tary market till remains 

underde lop d and b nd and quit market are irtually non i tent. ommer ial banks often had to 

ector with littl con ern fi r small nt rpri s. hough the outcom s of tho polici 

w r initial! not ery positi in making th st m m re due to the ar th r ar signs f 

impro em n following th end of the conflict. In term of finan ial d ep ning it i obs rved in abl 6 

that both broad m ne 2 /GOP and redjt to pri ate ct r/GDP ratio as m asures of finan ial 

deep ning showed per i tent increa from 2005 to 2 ll after th war in 2004 . M2/ DP ratio increa ed 

from 18.4 p rcentage point in 20 5 to 44.3 p r ntage point in 20 ll. hi refl cts the growing 

of the formal finan ial ctor. In t rm f credit to pri ate tor a hare of 

b n impro ment sine th end of th onflict. Howe er th e impro em nts do n t em significant a 

th g n rally Je than 20 perc ntag point . ompar d with th r d loping countrie . P rhap thi 

could har f public s ctor in total I nding fr m bank ' hich i p rhap rowding-

out pri at tor. 

Ta Je6: ormal financial r ' th indicator ( II in p r ntag 

1997-20 2005 2006 2007 2008 2009 2010 2011 

48.2 18.4 21.1 23 . 1 27.8 30.5 33.2 44.3 

8.6 6.8 8.6 9.9 '-. 1.4 17.1 18.3 
13.6 12.1 11.3 10.3 10.1 10.1 10.7 
32.1 34.5 30.8 28.9 27.4 25.6 30.1 

The impro ement m fmancial d p ning may b r lated t go d macr conom1c p rformanc 

management in tituted b th go rnm nt aft r th war as e id need b maintaining ingJe-digit inflation 

and br ad ex hang rat tabilit in 2011. Th p r i t ntl high lending rat i -a- i I w d po it rates 

n The Is increased b 200% a rise from two (2 in 2006 to si (2009). 
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indi ativ f '' id intere t rat margin i on the mo t diffi ult probl ms fa ing p t-war Liberia. he 

finan ial t r in ib ria remain h a il contr lied: intere t rate are t admini trati ly and are usuall 

n gati in r al t rm . Th ugh th pread ntinued t d line, it still r mains quit high compar d to 

oth r sub- ahara ncan ountrie . The tr nd o the int r t rate and low financial deep ning i 

inc nsi tent with cKinn n and haw anal i which predi t a financial deep rung when interest rate i 

lib raliz d. Hov e er. thi not the a in Lib ria, where regu lated inter t rate probably imped 

p n trati n f mall ent rpri in credit market. 

2.2.1 redit market in Lib r ia 
In Lib ria, th contextual i w of cr dit point 10 th pro i i n of financial re ource u uaJiy in the form 

of cash or tradabl g d by lend r to borrower through a contractual agre rnent wher debt is created 

until arrangement for r pa ment or r turn of re ourc i mad at a contractual date. imply to put it 

creclit market is market for borrowing mon y in th form of loan , b nds or commoditi s (Misbra el a/., 

2009 , but Lib ria does not ha e capital market. 

Liberia has duali tic redit market formal and informal isting m rural and urban area wher 

information probl m is common t both cr dit market but th extent diiTers from one market to the other. 

Formal cr dit is defined to includ acce to credit from commercial banks (car bu iness and other 

per onal I ans s mi-formal credit included consumption cr dit for household ass ts such a furniture 

and open account in retail store ) and informal credit specificaJJ referred to d bt fr m relati e / friend , 

mone lender credit union or les formalized financial institution. The formal credit ector in Liberia 

characterized by th dominanc of commercial bank de elopment banks and few microfinance 

institutions ' hich are used to primaril s rve hou ehold and firms. Lik oth r de eloping countries 

Liberia finan ial ector i larg ly underde lop d lacking in depth and highly inefficient though it i 

gradual! reco ering from the problems of the ci il war t r gain public confid n e and impro ed cr dit 

delivery. generalJ noted the banks are major play r in formal credit market while informal 

in titution such as relati fri nd mon ylenders rotating a mg and credit association 

microfman e institution are acti e in informal financial markets 1 
• 

The co t of capital is often high and in time of economic uncertainty lender tend to be ery risk aver . 

Due to this high cost of capital mall enterpri e often find it difficult to frnance their capital in estment 

and daily operational ne ds. Liberia ranks 138 out of 183 in terms of ease of getting credit (IFC 201 0). 

oyibo 1996 for detailed reading on infonnaJ institution . 
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Thi lov. r dit ranking i upp rti' e b the minimum rat f financial d ep ning 1. pn at s ctor credit 

to DP intof Pin2011. 

ther than r dit union. s u club and m ne 1 nd r , r dit market in Lib ria i well defin db formal 

and informal credit institution • th ugh the market i d minated by formal credit. xi tence of audited 

fmancial tatement or cr dit hi tories f potential borrower ( e pe iall small businesse is rare in both 

credit market of Liberia. Gen rail , cr dit in Liberia is pr id d in the form of loans bank draft. or oth r 

con enient mean for in tm nt activities or individuals mean of optimizing their needs. Like it is in 

many de eloping countrie . th formal cr dit market in Lib ria do not onl limit credit access by micro 

and small cale enterprise due to lack of traditional collateral ' ealth or property) it i also unable to 

cope with exi ting credit demand by mall and medium enterpri 

of long or hort term lending. 

MEs because of unreliable ources 

on-bank financial institution are also acti e in the credit markets. Many of them cater for small 

borrower e peciaU tho e rationed out by banks . The coop rati e credit union al o plays a vital role in 

mobilizing deposit and pro iding mall borrowers with access to credit. How ver this informal credit 

market. which i ometim if not fr quently) used a alternati e ources for credit is not an adequate 

lending bas to address financing needs of MEs. Whil market uncertainty influences local pric 

fluctuation in both urban and rural credit markets s stemic risks in the form of conflict theft or 

en ironm ntal factors are pot ntial thr ats to the operation of small ent rpri es. 

With the onset of post-war financial development, pri ate banks including for ign banks have been 

encouraged through CBL · s poli y to start or expand operations. Four banks exi ted in Liberia just before 

the end to the ci il conflict in 2004. Prior to the conflict financial institutions were pro-acti ely involved 

in contributing to employment and economic growth. hi p riod was marred by job a ailability as a 

multiplier effect through long tenn loans extended to cone ssion companies and other enterpri . To 

augment credit extension commercial banks op rating in Lib ria increa ed from 6 in 2008 to 8 in 2010 

dri en by tabilit and Central Bank policy. With the extension of banking services to other parts of the 

country large segment of the population may access credit for ariant investments except small 

enterprises. Currently financial in titutions are cautiously advancing loans especially to small firms 

which are inadequate to expand in estment. Loans provided at the moment are often based on harsh terms. 

ith interest rates being deregulat d in the flourishing unorganized market for credit commercial banks 
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usual) · rmark ub tantial rti n of r d.it or advanc ment to k y ctors main! larg and m dium 

em rpri . Thi i b cau mmer ial banks in Lib ria d p nd heavil n inter st and non-intere t 

ourc s of inc m . and do littl l nding to mall ent rpri 

More appalling! , th Lib rian credit mark t ' as eriou I affected b the ci il en IS. whereb the 

numb r of cr dit unions reduced b 87 p r ntage poin from 65. while many banks experienced 

bankrupt y or hutdown. Go ernment own d banks uch as th ationaJ Housing and a ing Bank 

B as v ell as the gricultural ooperati De elopm nt Bank ( DB and other pri ate banks like 

Lib ria nit d Bank lncorporat BI) and Dutch Bank Liberia Limited whi h pro ided banking 

ervi es to man small busine se b fore and sometime during the crisi , ' ere everely hit during the 

war. For the rural sector th gricultural ooperative and De elopment Bank A DB served as 

important provid r of credit b fore tb nflict but it i current) dormant due to decapilization. 

Efforts to resuscitate those banks ar till underwa , though app ar futile. Four of th ight commercial 

banks ha extend d branch s to era! parts of the country with three of th four bank ha ing branche 

in imba County while at th arne time in tituting micro-cr dit ch mes. Recognizing the di tinct access 

era) financial institution ha e started de eloping strategies to cater to 

this mark t. ~cobank and LBDI. which traditionally focu d on corporate clients have just begun 

targeting ME but with hea reliance on donor program . Ace ssbank and other financial institutions 

are al o offering finan ial products to MEs. Howe er it may take time for thes credit institutions to 

acquire full know) dge about s and de elop appropriate fmancia l products without a compr hensi e 

study. This suggest that banking s stem though highly liquid to cope with credit demands pro ides bulk 

of the credit access. through stiff credit requirements. 

During the course ofth conflicL banks exhibited arbitrary extensions of cr dit, which resulted in financial 

distress. P r i tent bankrupt y during the course of conflict xac rbated th already strenuou economic 

condition the econom operat d under as e idenced b man bu ine ses losing huge amount entrusted 

with banks. on equentl . banks exp rienced confidence crisi which re ulted to large segment of th 

public eeking nontraditional means of financial windows to me t their distinct consumption and 

in estment needs (Figure 2 . 
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Fi ur 2: r nd in dom tic rcdit and lcndino rate (19 0-2010 

1980 1990 2000 2010 
year 

Dorn stoccreditto provate sector(% of GOP) 

ource: World Development Indicators. 2011 

Around this sam period 1989-2000 six commercial banks were forced to shut down either due to 

oluntary clo ure or bankmptcy emanating from poor performance f businesses with only one of the six 

banks whose depo itors were ljquidated b BL. At the moment eight commercial banks provide 

financial services in both urban and rural parts of Liberia. De pite tremendous growth in the banking 

sector, banks seem to be finding it difficult to recover loans ad anced to bu ines es and individuals in 

Liberia. The ratio of non-p rforming to performing loan in 2003 was relati el high across the three 

leading banks (Ecobank LBDI and International Bank with Ecobank recording the highest p rcentage of 

6l.7 percentage points. Howe er; th se banks achie ed slightly good re ults in clearing their non­

performing loans from about 25 percentage p ints (20 I 0) to 20.8 percentage points 201 1) which are still 

high. This achie ement indjcates that banks are acti ely struggling to overcome the problem. 

2.2.2 The informal ector of Liberia 
he informal ector constitutes the largest segment of the ervice sector in Liberia f Liberia s e timated 

514 714 hou eholds, it is rea onable to estimate that the informal sector account for at lea tone-third of 

the total labor force. and 37 percentage points of the urban labor force (UNCDF 2004). Po erty is one of 

the fundamental dri er of informal acti ities in Liberia. ccordingly majority of the poor with no 

access to formal ector cr dit often re ert to the informal .financial sector to meet their credit 

demand for both producti e in estment and consumption smoothing. The informal financial sector is 

de elop d in response to the distinct credit needs of different clienteles. The informal sector emphasizes 

small-scale self-financed and unskilled labor-intensi e economic activities and bulk of income generated 

is u ed for food (59.2 percentage points with education taking 12.2 percentage points transport 13.4 
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percent and h aJth car 7.6 per ntag p ints 1998 . Thi ctor has b come the major 

conduit of urvival for rural and urban p or in p st-war Lib ria. amidst th difficult constraints. 

lnformal finan ial tran actions are pr alent in th urban areas to a considerabl d gree due to arious 

reasons. Informal financial r ices are haracterized by urgenc in the processing of funds flexibility in 

collateral requirem nt and intere t rat s and lo\' d fault rate . Ther fore, the nature of business is an 

important factor di erting attention to informal fmance· p ople ho are in olved in illegal economic 

acti ities do not turn to formal credit institutions as the cannot r at the actual nature of th ir 

business. Using both formal and informal institutions to meet financial need are pre alent among 

urban businesses in Liberia. mall enterprise tend to look for informal ources of financing at their early 

tages of business possibly due to difficulties in meeting the requirements of formal financial institutions 

lack ofawarenes and sense ofunc rtainty about the regular repa ment of loans. 

There is limited information on the size and growth of informal linancial ector in Liberia. Aero s Africa 

the pioneering works of Aryeetey 1994) in Ghana oyibo (199 m igeria and hip ta and 

Mkaodawire (1994) in Malawi are the only documented e id nee on the growth in the acti ities of 

informal financial se tor. In urban Liberia it is now common to find large numbers of money exchange 

bureau . susu collectors and cooperati e . Most of the susu collectors ro e around arious markets or 

operate in kiosks (small offices) to mobilize savings or carry on other transactions with their clients. 

Unlike the money changers who have fixed addr ss most of the susu collectors lack fixed address and 

their operations are strictly based on personal acquaintance with most of the small and informal businesses 

over the year . In man instan e these coli ctors escape with mobilized savings/funds belonging to other 

businesses. The mone exchange bureaus and coop rati e social clubs ar al o informal financial systems 

which ha e grown o er the year among market rs or particular working or ethnic groups. These 

institutions operate in the forms of mon y lenders or credit unions who mainly lend on short-term ba is. 

Though the number of credit union dropped from 65 to 9 from 1989-2004 the number has slightly risen to 

14 in the Jast two ears. In pit of the limited details on the actual number of informal financial 

institutions after the war there are still ibrant informal financial institutions that are providing rele ant 

ftnancial services due to significant d mand for th ir services. 

2.2.3 Liberia microfmance ector 
Liberia lagged behind in its microfinaoce development, due to 14 years intermittent conflict. Global 

experience has demonstrated that micro:finance can be impl mented successfully in post-conflict 
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m tronm n wh r Lib ria i n D 2005 reports that microfinanc program had ju t 

tan d in Lib ria b fi r th war. but n ne w r abl to full op rate during the war. Thi situation puts 

post-war Lib ria at the nas nt stage of it mi rofinan e d velopm nt which bad ju t tarted in 2004. To 

trengtb n the microfinance de elopm nt Lib ria Mi rofinanc twork15 was formed in 2005. ince the 

end of th conflict in 2003 Li ria ha r - tablish d th r quir d condition such as political tability, 

ufficient economic acti ity fi r credit services. and relati I stable client population remarkable for 

effecti e rnicrofinance program. In additi n to th e condition . th re are functioning commercial banks; 

ocial capital or trust· and r lati e macroe onomic stability to dri e rnicrofinance implementation. 

While most of the rnicrofinance institutions (MFis m Liberia are part of G0s 16 the number of 

rnicrofinance in titutions operating in Lib ria currentl eight 8 . increasing from seven 7) in 2010. 

These are tiJI few to cop with increasing demand for cr dit. Gi en the relevance of mi rofmance on the 

transformation of small seal businesse in de eloping countries microfinan e services in Liberia are 

offered by wide range of pro iders. inclusi e of comm rcial banks pri ate mi rofinance institutions 

GOs, credit unions, RO As and cr dit institutions and other informal credit agent such a money 

lenders ' . Among the man commercial banks operating in Liberia, only four are in ol ed with micro­

financing including Accessbank Liberia Limited. Despit th number of firm pro iding microfinance 

ervices access is limited 18 becau e fth rigid credit requirements by formal financial institution . 

Microfmance acti ities have co ered broad segm nt of the c untry du to p rvasive economic activiti 

among potential microfinanc lients in Monrovia (Mont errado ounty and Harper Maryland County) 

and some secondary town like Ganta, aclepea imba C unty, Gbarnga (Bong unty and Buchanan 

(Grand Bassa ounty). The nited ations apital De elopment Fund DF estimated demand for 

m.icrocredit to be around 62 000 hou eholds at 13.7 million D in 2004 while the CBL estimated 

demand to b about 13 8,000 BL 2 08 . In 2005 the potential demand for mall cale credit wa high 

leading to large credit gap and po ibility for cre-dit rationing. Howe er. the number of microfinanc 

borrowers increas d from 32 286 in 2008 to 34 636 b neficiaries in 2009 while the total outstanding 

15 etwork members include CDF DP, OP lUNDE A 
16 ustainable Development Partners ( DP) The Lutheran World ervice LWS Liberty Finance and LEAP 
1 CDF 2004) reports that Moneylenders operates with intere t rate as high as 600% 
11Liberia Microfmance program is in its nascent stage and has been predominantly concentrated in Montserrado County. 
However, the CBL microfinance framework has led to the extension of microfinance acti ities in five additional counties 
(Bong, imba, Lofa, Margibi and Grand Gedeh) 
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loan p rtf olio \\ ithin the lhr mi r finan in titutions tood at ab ut 2.9 million Lib rian Dollar (about 

39. 64 ) at the nd ... 0 

~ ith th , a \ ell rganiz d cr dit s tern and rna ro bu ine environm nt can as ist the p or and 

marginaliz d people to a ce s r dit utherford 2001 Aghion et a/. 2005). redit s tern facilitates th 

proc ss of job cr ation in which some w1ll become If. mplo ed entrepr neur while others in olve in 

distinct business related acti iti . In fo t ring the de el pment of well organiz d credit st m BL ha 

in t1tut d the icrofinaoc Polic . R gulator and up rvisory Framework to guide and enhance the 

pro ision of di er ifi d microfinanc services on a su tainable long-term basi for th poor and low­

income group. upporti e of this initiati e the CBL (2009 indi at s that the ruted ations Capital 

De elopment Fund D pro ided 145 000 U D while United ations De elopment Fund for 

Women IFEM) committed 155,000 D from th Dani b Go emment fund in 2009 for onward 

lending to small seal firms b the Local nterprise Assistanc Programme EAP)19
• 

2.3 Liberia inve tment climate 
The business en ironment. peciall in post-war econom . ha merged as the prime uspect as to why 

firms performance in Africa is poor and improving the in estment climate is p licy priority for the 

continent (Bigsten and od rbom 2006). In Liberia the busine environment has been threaten d b 

years of conflict. Though th political ri k rating of the country hows irnpro em nt-moving from 126 in 

2006 to 107 in 2011 out of 140 countries the regulatory environment i still not too encouraging for 

starting bu ine s. The index of economic freedom ranks Lib ria a 157 out of 179 countrie in 20 ll. 

Howe er, about eight ars of p aceful environment is tremendous ly h !ping Liberia reco ery from 

ra ages of civil conflict lh reb nsuring smooth op ration of businesses. 

Despite rec nt emerg nee from year of conflict there i growing investor interest in Liberia but at a 

large scale le el - agri ulture. construction and the e tra ti e industries. sentiall removal of anctions 

has boost d inve tment acti ities in tho e ectors in pite of lh enormous! daunting challenges. While 

efforts have been made to ease th process ofbusines establishment dysfunctional judicial sy tern dri en 

b lack of training or outdated laws inadequat salaries and culture of corruption20 continue to hamper 

19 LEAP is microfinance' ing of Association of vangelical. LEAP reached self-sufficiency level of72% in 1999. 
20 Though Liberia experienced 37% improvement in the control against corruption evidenced by hallmark in corruption 
perception index (CPJ) b I 0 basis from 97 in 2009 to 87 in 20 I 0 out of 187 countries the country is still ranked as most 
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m tment. omm r ial c urt e ·ist but it i till \.! eak in terms of apacity to expeditious! go ern 

m tm nt transa tion ( o , 201 1 . Thi notwitb tanding, ther is great demand for job , though mo t of 

tb lab r (predominant! elf-emplo d arc unskilled and illiterate 45 percentage points . Despite efforts 

to amend current minimum wag law. v hich has isted for about 60 ear , income of ulnerable worker 

remains sub tantiall lo c mpared to pre-war period i.e before 1990 . 

Liberia till lacks olid infrastructure. ompared to most African countries to boost in e tment and 

facilitate intra trade. Mo t of the countr infra tructure such as road . electricity and communication 

are till being re i ed but not adequate attract meaningful investment. The railway sy tern is 

completel ineffecti e and connection to ke urban ities by road remain complicated due to dilapidation. 

Electricity is not wide! a ailable tber b contributing to massi u e of pri ate ele tricity which ha 

cost implications for investment. Health indicators ba e reduced drasticall a result of low literac rate 

and lack of impro ed sanitation. hus facilities for in estments are rnainl concentrated in urban areas 

and almost irtually non-existent in the rural areas. 

Following the end of the ci il conflict in 2004 and the ushering of a democratically elected Government in 

2005 se eral reforms ha e b en instituted to tr ngthen market related in titutions to stimulate 

investments of di tinct natures but other administrative barrier still exist. Table 7 reports the doing 

business statistics of Liberia. 

Ta ble 7: Doing Bu in Indicator for Liberia 

Indicators 

tarring Business (Rank out 183) 

Getting credit Rank (Rank out 183 

Protecting In estors (Rank out 183) 

Enforcing contract(Rank out 183) 

Ease of doing busine s (Rank out 183) 
Source: World Bank 2011 

2010 

57 

135 

146 

166 

152 

2011 

64 

138 

147 

166 

155 

Liberia was among top 1 0 r forming countries in 2009 Doing Business Report but the country could not 

maintain the ranking in 20 1 0. E en though there are barriers affecting the ease of businesses Liberia 

impro ed on its ranking from 170Lh in 2008 to l57Lh in 2009 out of 181 countrie in terms of the ease of 

corrupt, e idencetl by 89% of respondents (out of750 persons) ho claimed to have paid bribe to receive major services (TI 
2010 . Besides the World Bank Enterprise Survey (2009) alluded to corruption as constraint to investment. 
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Doin B ine a defin d b ' th Doing Bu in urve 11 of the orld Bank in 2009. GeneraJl the 

rank in tb e of Doing Bu ine s stati tics dropped from 152 201 to 1 ~5 2011 which bows that 

refonn have not fa ored growth in bu ine se . While Liberia impro ed on its ranking from 57 20 1 0 to 

(20 11 out of 1 3 relati t ea e of tarting busin s, it rank of 147 out of 183 countries of prot cting 

inve tor does not how impr mo ement. While te hnological and human r lated factor ar potential 

con traints. other constraint reflected in th lat st orld Bank nterprise urve 2009 include 

corruption crim s, tb ft and di order as major constraints to doing busines and in estment. As evidence 

to corruption, about 5-.4 percentage points of firms indicate making informal payments to get thing done 

compared with 36 percentage points for ub- ahara Africa. The cost of starting business in Liberia is more 

than 50 p rcentag points of gross per-capita national income. 

eeking to empower Lib rian busin sse a polic known as Liberianization Policy) instituted to 

exclusively pri ilege Liberian citizens for specific bu inesses as considered as a mechanism of 

empowering Liberian entrepreneurs. The government of Liberia therefore approved an Act in 1975 to 

amend the General Busin ss Law of Liberia regarding bu iness regulation . The Act gives priority to 

twel e (12 business acti ities xclusi ely intended for Lib rian . This Act was amended in 1998, thereby 

extending the Liberianization policy to twenty-six 26) business activities. Under the policy only 

Liberians can become in olved in sp cific businesses. ection 12.1 of th Act lisli2 businesses to be 

operated exclusively by Liberian citizens or qualified persons of domesti entities that are 100 percentage 

points own d by Liberian citizen both legally and equitabl (GoL 2008). onsidering the huge expected 

benefits the Act en isages for Liberian it still remains ineffe tive in in reasing Liberian participation in 

commercial industries due to enforcement lapses and costs of operation. 

21The Doing Busine urvey take into con idcration "starting a bu ine s, d aling with con li'U tion pcnnit. employing workers. 
registering property. protecting inve tors and paying taxes. ccording to thi statistics. it took 30 days for one to start a business. During 
the last 'Doing Busine urvey', it was at 27. At present, records shm that it take 20 da s for one to tart a bu ine s in Liberia. This also 
means that most b ulenecks that were in the' ay of starting a busines have been removed or improved upon in Liberia. 

n I. Block making with cement. clay or like materials; - · up ply of sand. lone and grani te; 3.0peration of Gas tations: 4.Peddling; 5.1ce 
Cream Manufacturing: 6.Commercial Printing ?.Travel Agencies; 8.Ad ertising Agencies· 9.Graphjcs and ommercial Arts: 
IO.Distribution in Liberia of locally manufactured; II. Cinemas: 12.Production of poultry products: 13.lmportation or sale of second-hand 
or used clothing; 14.Retail sale of rice; IS .Ice making or sale of ice; 16. peration of water purification or bottling plant value at le s than 
' I OO.OOO.OOor the saleldi tribution of water purified in Liberia 17. Importation and sale of u ed cars 18. Tire repai r hop · 19. uto 

repair shop '~ith imestment of I s than $50,000.00; _o. ntertainment centers not connected ' ith establi hed hotels: 21. Retail sale of 
animal and poulll) food: 22. Taxi and trucking: 23. hoe repair shop; 24. Retail sale of timber and planks; 25.Bakerie and 26. Retail sale 
of Pharmaceutical 
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2 . . 1 In tituti and mark t tru tur in Lib ria 

Th institutional tru tur fun tioning of th Lib rian marketing ystem ere n t 

at the data compilation front. Rei uch 

as the Liberian Marketing ciation, Lib rian hamb r of ommerc Mini try of · inane and the 

Ministry of omm r and Trade, re ponsible for instituting this framework wer inad quatel 

capacitated, as id n d b th lack f comprehensi e re ord on th structure of M E . The situation 

' or ned during the onfli t. thereb transmitting great r pill-o er effects to these institution and 

busine s after the conflict. This dra ba k culminated in frequent leadership crisis within ome of tho e 

institutions (including the marketing as ociations ther b r ulting to government int rvention oft n 

driv n by political motivation. 

Like other dev loping countrie , the market structure of Liberia i capitalistic and categorized into larg 

medium and small seal businesses highly concentrated in urban areas. Micro and small enterprises in 

Liberia are mixture of self-emplo ment outlets and dynamic enterprises involved in an array of activities 

that concentrate in urban areas but al o e ident in rural areas. Based on the 2009 World Bank nterprise 

urvey, micro and small ent rprise constitute about 94 percentage points (out of 150 firms) . In terms of 

ectoral dominanc research has not been carried out to determine the leading sector. Anecdotal e idence 

suggests that most f the enterpris s in post-war Lib ria are in the trade sector23 wh re large proportions 

of micro and small business s are in ol ed with buying and selling of commodities. It i notabl that all of 

the small and microenterpris s are non-exporter . 

Prior to th con11ict many Lib rians did not exhibit the culture of enturing into pri ate businesse . The 

small and medium business sector was domjnated by Asian and other foreign nationals from neighboring 

West African ountries Guinea. Mali Ghana tc). Gi eo the limited employment opportunitie 

associated with the hutdown of many busioesse micro and small businesses now serve a springboard 

for income generation and employment in post- ar Liberia. Out of 150 enterpri es, the domestically 

owned firms account for 86.7 perc ntage points with female playing minimum role in management of 

those enterprises (World Bank nterpri e ur ey 2009 . 

23
The dominance of trade over the other ctors is not uncommon in many developing countries: though in orne countries manufacruring 

sometimes dominates due to ease of acce ing raw material (see Ken a Micro and mall nterpri Baseline urvey. 1999) 
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T bl : Bu in r · tration trend in Lib ria (2 

Form and Owne~bip 

ibenan Busin 

·on- iberian Bu in s 

TotaJ 
ource: GoL {2012) 

2008 

3966 
2198 

711 
6875 

2009 

3564 
2897 

822 
7283 

2010 201 I 
4709 3432 
2330 3806 
1007 112 
8046 7350 

Tabl shows the busine regi tration tr nd in Lib ria with ut categorizing them into maU medium and 

large bus in sse . Th trend indicates that busine registration increas d from 2008-2010 and lat r 

declined in 2011. due main! to sharp fall in non-Liberian bu ines registration. It requires eight (8) 

procedure and twenty fi e 25 da •s on average to start foreign-owned limited liability company in 

Liberia and this statistics is better wh n compared to sub- ahara Africa. This uggests that busin 

urvival rate in the micro and mall enterprise ctor may s em difficult b cau of the high 

competiti en ss among the bu ine ses which are mostl ngaged in the sale of almost similar product . In 

addition to the comp titi eness and market uncertainty micro and small businesses in Liberia are al o 

faced with obstacles such as macroeconomic uncertainty i. , inflation and exchang rat fluctuation 

corruption and possibly high tax rates hich tend to suppr s th ir growth pot ntial (World Bank 

Enterprise urvey, 2009 . Ind ed thes institutional eaknesse could be salient arguments for the high 

informality ofbusine s in p t-war Lib ria. 

2.4 ummar 
This chapter has analyzed the con mic ituation of Liberia b linking the performanc of the economy to 

small enterprises. This economic o erview ba highlighted Liberia s financial sy tern in e tment climate 

as well as pre and p t war economic performanc . Es entiall this chapter ha elicited orne details of 

the credit market and the modus op randi ofmicrofinance Lib ria. 
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T Rill: LI 

3.0 Introduction 
Th chapter pre nts a re ie\J of rei ant tb oretical and mpirical literature. The contents f the literatur 

is based on the argument that credit market has e ol ed r time with large number of analytical work 

venturing to provide exposition on the ne\1 theor tical de elopment of its functional characteri tics. The 

chapter discusse definitional and financing issues as well as imperfect information as a direct challenge 

to the paradigm for the functioning of the cr dit market in de eloping economie . n thi account the 

works by Miller-Modigliani (1958). Akerlof (1970) tiglitz and Wei s 1981 and pecking order theory 

(Myers and Majluf 1984· Myers 1984 and Fazzari et al. 1988 are the theoretical foundation on which 

most body of credit lit ratures is center d on. On th is u of default, the works b asl im (1995 and 

T chach (2003) ar extended to capture empirical estimation. This chapter therefore considers literature 

review based on theory of firms theory of credit financing of flllll and other credit theorie . Empirical 

literature is al o explored to elicit in ight about the direction of the study. 

3.1 Theoretical literature 

3.1.1 Micr and mall cale bu ine e 
It is difficult to carve a unique definition for micro and mall seal firms since the condition befitting their 

de cription. in terms of location capitalization ales mployment operation and financial position 

differs aero s countries. The quantitati e and qualitati e measurements are often used to defme the e 

businesses ba ed on c mmonly used crit ria such as the numb r of mployee alue of sales and size of 

capital. Thus, no con entional definition of micro and small seal bu ine e i acknowledged torey, 

1994). 

The inception of economic and tatistical definitions of micro and mall busines s p int to Bolton 

(197 1 . nder the economic d finition a mall busine i defmed when it has relati ely mall market 

share· it is managed by own r in a p r onalized wa and not through the medium of a formalized 

management and it is independent of a large enterpris . The statistical definition hold when quantifying 

the size of small finn s ctor relati e to ross Domestic product (GDP . change in small firm economic 

contribution o er time and comparing cross country economic contribution of rni ro and small firms. 
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8 d on th e onomical and statistical ritiqu 2
'
1 of Bolton' definition. th -uropean ommi ion 

defined firms in thre compon nts-firms \: ith 0-9 emplo es a microenterprise l 0-99 emplo e as 

mall firms and 100-499 emplo e a m dium enterpri s. 

United ations Industrial De elopment rganization (UNID provide definitions of small cale in th 

context of de eloping and indu trializ d countries. rnor exren i e d fmition b uropean ruon 

considers a rn dium-sized enterprise as one with 250 employee · a small enterprise as one with less than 

50 employ e and microenterprises as one with maxirnwn of 10 emplo ees. Howe er according to 2002 

World Bank micro and small enterprises (M Es -Group mall and medium cale busin sses are defined 

to have be-n een 51-300 emplo ees· rnicroenterprises ha e Le s than 10 employees and small firms ha e 

les than 50 employees. Thus the common definition in OE D (Organization for Economic o-operat1on 

and De elopment) countries is based on employment figures· correspondingly a small and medium scale 

business has 1 ss than 500 employees (OECD, 2002). In de eloping countries fums with 5-19 workers are 

mall firms and less than 5 workers are microenterprises while those with less than 99 orkers are defmed 

as small firms in industrialized countries (Ka anula and Quarte , 2000). The number of employees and 

size of asset or profits forM Es are much smaller in de loping countries is-a- is developed countries. 

The recent World Bank Enterprise urvey 2009) pro ides d finitions of small businesse in de eloping 

countries similar to UNIDO s. 

At countr le el, the small and medium enterprises in Unit d tat s of America A) and Canada are 

defined to include fl.I11ls with less than 500 employees. In the case of Asia pecifically Japan M Es i 

defmed as firm v ith less than 300 emplo ees. In Ghana while ryeetey 1 a/. (1994) define MEsas: 

Micro enterprises 1-9 orkers) mall enterprises (10-29 workers Medium enterpris s (30-140 

workers Okoh and Song (2000 defme microenterprises a firm with less than 5 employees and smaJI 

scale enterprises as tho e with 6-29 employees. In Kenya the 1999 Micro and mall Enterpri e Baseline 

urvey of Kenya defined small enterprises as bu inesses with les than 50 employees ( overnment of 

Kenya 1999 . For the purp se of thi stud the working d finition of small enterprises i.e firms with 5-

19 employees of the World Bank Enterprise urvey 2009) is considered since the surve was recent! 

21 The critiques are: no single definition or criteria is used for small business. definition complex to follow for cro s country 
comparison comparing monetary units over time requires construction of index, small firms are not homogeneous 
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conduct d in man d eloping countri including Lib ria to ategorize mall and micro nterpri e in 

Liberia2-. 

3.1.2 haracteri tic and role f mall enterpri e 

mall nt rprises enhance competition and entr preneur hip. Their external benefits are normous: 

efficien inno ation and aggregate productivity. It is a common perception that micro and mall 

enterpri es Es) in Lib ria are primaril undertaken b endor and mall trad rs concentrated in w·ban 

areas though mall manufacturing a ti iti s are also an imp rtant egment of M s in rural area . Ther 

is some truism as ociated with this as rtion since majority of nterprises in other developing countries ar 

predominantly engaged in commerce while the ast majorit of establi hment are sole proprietorships 

(Mead and Liedholm, 1998; reen et al., 2008). Based on ass sment by Mead and Liedholm 1998 on 

oth r African countries, majority of M Es are operated b wom n which i not the situation in Liberia 

(World Bank Enterprise urvey 2009) where only few omen are dominant! engaged into it. During an 

given period in Liberia as well as oth r dev loping countri s new firms are being cr ated while other are 

closing· at the same time some existing firms are expanding and others are contracting in size. M s are 

vulnerable in their first ear of op ration imp! ing that closures of most M Es occur in the earl year of 

existence. mall firms are frequent! managed by sing! individual who often owns all the shares. 

According to Mead and Liedholm 1998) one-person owned M s are not only th least efficient but ar 

also least remunerati e. 

Owners of mall finns operate without targeting an optimal capital structure th r by showing a clear 

preference for those financing form that minimize intrusion into business operation. s a result small 

enterprises financing i initiall based on int mal fund and e nt11ally on debt financing, implying that 

large firms are mor like} to u ·temal finance compared to mall one . Firms that started with larg r 

capital ere more like! to survi ethan those that started with maller capital. In term of location M s 

located in urban comrn rcial district poss s greater survival rate than their rural counterpart ead and 

Liedholm 1998). Essentially M s are mar efficient (due to use of fewer resources and more labor 

intensi Green et al. , 2008 and capable of withstanding ad er e economic conditions because they 

manife t high r labor capital ratio nodgrass and Biggs. 1995). 

!S The GoL 2011) through the Ministry of Commerce defines MEsas tho e with 4-20 employees but we chose to use the 
World Bank definition since it is used in man developing countries 
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Du to weakn in tran portati n and infrastru tur ME are u ually affi ct d b a e to marke 

nu . imit d infi nnation ab ut the different 

mark t chann l and eli nt r ults int littl p n trati n b in for ign mark thr ugh e ·p rt . 

Th.i make most vuln rable e p cially in p t--. ar countrie , wh r Ia k o insurance and 

ub qu nt bu iness failure may or n th ituation. Thu the main imp dim nts for 

ar relati ely high lending rates limited mark t infonnation and w ak capacity for market planning 

(Ganbold 2008 . 

ln !he fac of the limited mplo ment opportunities M s ar recognized as th major urce of po erty 

alleviation via in orne tability growth and employment. he ctor attracts kill d p r on retr n hed 

from formal ector jobs ublic and private). and erve as e nd-b t option for tho unable to ke p and 

find job in the modern ector. 

Worldwid th r i a growing imp tus for the expan ion of a trong as the engine of economic 

growth and de elopm nt. As n t d b hristian on (2004 mall bu ine e are th b drock for economic 

grov.th in frica and are global] re ponsible for o erwhelming gen ration of employment in growing 

economies. imilarly in sia hristian on 2004) point out that hina s onomy wa largely dri en b 

small cale businesses while th Philippine in ested hea ily in small cal busine s Gungen 2003 . 

Within West m Europe ent rpri s mploying few r than 250 persons were r ported in 2004 to account 

for 99.8 p rc ntage points of all nt rpris and 66.2 percentage p ints of emplo ment (Chri tian on. 

004). 

African ountrie m particular Lib ria ha e generally r cognized th importance of mall cal 

busines s. In a thri ing mall busine s market th se finn ffer a critical source of innovation and 

economic expan ion b h lping t reate new jobs build upply hain and forge d namic busine 

cluster linked to global market . The 2006 w ey of s in hana indicate 70 percentage points of all 

industrial establishrn nts are M s v hile 85 percentage point of mplo ment come from manufacturing 

sector GoL, 2011 . Howe er, mall nterprises lack as istanc b th r developing these new idea and 

turning them into comm rcial product . outh' ood 2004 documents that Africa' economies were often 

dominated by government and large corp ration but the real engine of economic growth lies within th 

micro and small scale businesses. Thus priority for in tment in the small scale businesses has b n 
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widely con id red by Liberia PR _008 and s eral African Go rrunents including outh Africa 

Egypt, Moro co Ken a. Uganda, B t v ana Zambia and Tanzania Gordon 200 . 

3.1 Enterpri e fmancing 

Financing and good management have a ital role in the growth of small firms. hariff and Peou 200 a 

well as Toci and Hashi 2010 define firms' financing a th total amount of mone in e t d to busin s 

and it is one of the major factor that relate to the growth performance of small bu ine e . The ass rt 

that firm financing enables small business owners to upport the running of their busin e and realize 

rapid growth in business. According to them lack of uffici nt finn financing will create a ignificant 

problems for business activities particularly their ability to grow. Moreo er. the ability to g n rate ideas 

the ability to sol e problems and the level of technical sophistication of small business has a major 

influence on its growth performance. Ho ever according to P nros 1995 the conduct of management 

also plays an important role in the financing of small business growth. 

There are comp ting theories r lated to how small enterpris s choose among arious forms of finance. 

Mckinnon and haw 1973 as cited in Amonoo et al. 2003 attribute lack of quality firms financing to 

outcomes of go ernment policy failur s. This suggests that ceilings on deposit and lending rates 

exacerbate demand for external financ and reduce credit suppl . Miller and Modigliani 1958) argue that 

under perfect capital market conditions financial decisions ar made independently of investment 

decisions because the a erage cost of capital remains constant regard! ss of financial tructure. Howe er 

imperfections in financial markets eaken the argument und rl ing Miller and Modigliani s assertion 

gi en that small firms face market uncertainty ( tiglitz 1994 . ccording to pecking order theor (Myers 

1984·Myersan Majluf 1984)orthebierarchyoffmanceb potbe is Fazzarieta/. 1988)firmspreferto 

fund thems lve v ith resources gen rated intemaH before re orting to the market b cau e the use of 

external finance is often more costly than the use of internal funds. In fact. Fazzari et a/. 1988 conclude 

that in estment i sensiti e to cash flo, of many enterprises ther by making th m to face more 

restriction in term of acce s to ext mal fmance and are ther fore much more dependent on internal 

finance in order to finance their in e tment growth. In these circumstance firms with large cash flows 

wiU gro\i faster, and thu a positi e corr lation between cash flow and firm growth is expected. The static 

trade-off theory ers 1977 argue that marginal financing costs dri e financing decision of firms and 

positive relationship exists between fmns size and debt. A a result, additional financing is u ed from 

various sources based on co t-benefit anal sis because larg r finns have b en hown to ha e lower risks 

and relati ely lower cost. The as t side theory argue that the use of funds (i.e. a firm s asset side 
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man rs for the optimal ourc o finan e but th equilibrium th ry of finance Br a1 and M ers 1994 

gniz that different t p s of busine s s ju tify diffi rent financing in ea h economi ector. ectors 

with lot of cur and tangible ass tend to borrow trongl Rajan and Zingale , 19 5 unlike other 

ectors who acti iti are bas d on intangible, ri k ass t , and o tend to elf fmance their in e tment. 

While ayer 1998) conclude that in ca es of insuffi ientl int mal fund for in e tm nt. acce s to 

exu mal finance can b fundamental for the growth of small nterpri e Cabral and Mata (2003 ho that 

growth of small enterprises is often hindered b small enterpri · fmancing restriction and bortag of 

re ources for di er e use. hus decision to source of fmance for in e tment is based on reasons such as 

monitoring costs (Town end 1979 , asymmetric information inculcating moral hazard and ad er e 

selection J nsen and eckling 1976: and tiglitz and W i s. 1981 transaction co t costs of 

application scr ening costs and costs of insol ency. 

3.2.1 Role of fmancial intermediarie 
Driven by competiti e pre ure and globalization financial institutions (in particular commercial banks 

are now increasing! stretching their activities toward small businesses and poorer clients in many 

developed and de eloping countries. ln r cent World Bank document, D Ia Torres eta!. (2010 infer that 

comm rcial banks and oth r financial institutions have now considered small busines a a strategic sector 

for de elopment. Therefore the e institutions are now aggre iveJ expanding or planning to expand their 

operations to thi ctor. onsequentJy the market for small business is b coming increasingly 

competiti in d velop d countries " hich is a vital Je son for d eloping countries. De Ia Torres et a/. 

(2010 further indicate that financial institutions are now developing effecti e busine s models 

technologies and risk management stems to ser e olatile small bu inesse . 

While formal credit institutions try to serve small businesses in holistic way lending serves as th 

minimum fTaction of what financial institutions serve to small bu ines es. In de eloped countries large 

and foreign uni ersal banks provide wide range of complementar pr du t and services that are attractive 

to small busioes es. In so doing, they can ort out well functioning and promising small business s via 

th ir corporate eli nts with which mall bu inesses maintain upply and outsourcing relations. Man of 

the e changes in relation to small bu in es and fmancial institutions are linked to technological ad ances 

that afford banks opportunity to offer products and ser ic s at a better seal and co t they wer unable to 

handle previously. Despite th appeal of ad anced deli ery technologies relatively few financial 

institutions in de eloping countries ha e uccessfully deployed them to r ach clients of small businesses. 

35 



31.2 Finaocin rol of go ernment 

Th re ar distinct as rtion r gardin whether go ernm nt interv ntion in th financial st m i apabl 

of fo tering financial d elopment gi en tb underd elop d financial s stem in d el ping c untri . 

On this footing the argurn nt further xtends as to the pecific role or form go rnrnent int rvention 

hould take in nhancing financial acces . tandard argum nt for go rnm nt intervention in financial 

market is based on the fact that information asymmetry b twe n borrower and I nd r is costly to obtain 

or wh n th social b n fit is great r than privat benefit the market may fail ( tore 1994 . Thus, 

production and processing of information are heavily relied on by frnancial market and et it is public 

good . 

Other distinct conomic views about go ernment int rvention in accelerating fmancial d elopment are 

an hored around two w l1 established but contrasting views-the interventionist and lais ez-faire free­

market . While the former purports that an acti public sector in ol ement in financial resource 

mobilization and allocation is ess ntial to broaden access to credit as private market is inadequat to 

expand a cess the latter cont nds that go ernments can do more harm b intervening directly in the 

fmancial system. The laissez-faire further ass rts that go ernrnent effort should instead focus on 

improving the enabling en ironm nt which helps to reduce agen y problems and tran action costs as well 

as problem of access. The pro-market acti i m is the emerging iew about go emment intervention which 

argues that some go emment actions in collaboration with market participation is warranted while 

institutions ar taking time to build and consolidate Ganbold 2008). 

Despite th arying assertion the optimal role of government in impro ing access to finance is by 

offering a polic en ironm nt that allows comp titiv ly di er e fmancial services to flourish. 

Macro conomic stability has been confurn d by theoreti aJ and empirical literatures as essential blockade 

to financial contracting. Fi cal irnbalan es often generate high inflation, thereby making the future alue 

of money uncertain and distorting long term credit contract. he fear of macroeconomic and financial 

instability also inhibits financial itmo ation that can promote acces . Additionally unneces ar 

go errunent spending fmanced by borrowing tends to crowd ut other borrower such a small businesses. 

Though ensuring comp titian i ential part of broadening acce s international experience sugge t 

broadly three complementar roles that governments can use to address some of the constraints and 

facilitate the broadening of acces to finance for small busine e . They are improving or building sound 
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le~aJ and judi iary infra tru tur building fTe ti e informati n infra tru tur and mak 

dir t interv ntion. 

3. redit market: theoretical i u 

me rational 

Cr dit mark ts differ from th pr duct markets in that the latter r du t market . whi h ar th f 

cl icaJ cornp titi e theory in ol e a numb r of ag nt ho ar bu ing and lling a h m 

commodity v her payment for th ommodity o curs imultan ou I Jaffe and tiglitz 1 . B 

contrast cr dit in the form of mon or good re ei ed toda b an indi idual or firm is xchanged for a 

promis of repayment in money or goods in th futur . enerall . th features of credit market include 

the following: a multiplicity of free! operating fmancial int rm diarie onstituting the cr dit uppl id 

while homog n ous d ficit-sp nding in stors make up the demand ide· tb int rmediation and 

inv tment activitie are dri en by profit maximization rnoti e; interrnediarie mobiliz financial 

resources through the issuance of primary securiti s to urplu spending units or a ers· resour es 

mobilized ar allocat d among in e tors through the issu f condary debt curities; both types f 

securiti s are de igned in such a mann r that the suit the in e tment and frnancing n d of both the 

savers and in estor r p cti ith regard to maturity risk-r turn preference , liquidity and 

marketability etc· sin e transaction ar comp titive agents do not p ess undue market power which 

the can u e to manipulate the quantity of cr dit r int rest rate to their advantage· the a sumption of 

perfect market mmetry and completen s of information bold as int rm diarie and borrower pos e 

imilar and all th required information on the qualit of the in estment projects· and intermediation 

transaction cost i negligibl . 

If credit market \ ere like standard markets then int re t rate would b th pnc that equate demand and 

uppl for credit T i and Ha hi 2010 . Ho e er, if ther i exc demand for cr dit and application 

for credit ar frequent! not satisfi d the d rnand for cr dit rna xc the suppl at th market interest 

rate (Jaffi e and tiglitz. 1990 . s indicated in Figure 3, th modern iew of inter st rate is ba ed on 

market imp rfection paradigm off and tiglitz 1990 . 
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In Figure 3 the credit markets d iat fr m th tandard model becau e the inter t rate indicates onl 

\hat th indi idual promi tor pay not what he will actuaJJ r pa hich mean that th int rest rat , 

r0 is not mark t clearing pric 26 w1th implication f cr dit rationing . From th id of fmancial 

institutions the olum of loan supplied u) i ba d on profit maximization ruJe, wh re interest rate 

mo e to clear xcess loan demand. Howev r this inference has b en refuted gi en that I an repaym nt i 

invers ly relat d to intere t rat and endogenously d termined. o e ·cess d mand for loans cannot b 

eliminated price effect b cau the loan upply curve d crea e w1th intere t rat backward 

bending nee the turning point i r ached and credit rationing micro I el 

in the absence of a r dit market those with re ource \l oul ha e t in est th r ourc thems l 

probabl r c i ing a low r r turn than ould be obtain d b r . Wh n cr dit is allocat d poor! 

inve tm nt proj ts are und rtak n and the financial re ourc h f 

f credit rationing wher b mall firm ) ar 

d nied cr dit en though th y ar w1lling t pay th mark t intere t rat or mor ) while appar ntl 

similar borro' er do obtain credit. 

.3.1 ur e of credit 
Lenders ob iou I n ed fund t mak loans so th cost and a ailability of loanable fund neces aril 

interacts itb loan mark t a ti ities. G rtler and ilchri t 19 4 argue that monetary polic contractions 

and banking cri i ad er ely affect mall nterpri and thi i mainl du to lack of access to other 

informed, the interest rate i a market clearing price. 
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urc of finan oth r than bank I ans. Bank I nding i t pi aJ of mo t l nding. Alth ugh bank loan i 

n of th dominant nn of cr dit in man d eloping untrie , ariou 1i rm of informal l nding ar 

al us d as alt rnati Ary t and dr . 19 7 . ormal and informal r dit mark t har 

imilar probl m and can b d in many comparabl . The und 1writing pro r new ri ky 

boiTO\\- r i int nsi in gath ring information b rrower' r dit w rthine , and 

likeliho d of default i r fleeted in th rate tor . For impli it , d po it 

of d fault ri k. hi i actuall th c 

with re p ct to bank d po it in ur d by d po it in urance. n with ut uch insurance a it i m som 

dereloping c untries depo itors g n rally r cei e th fi , d r turn promi d b a bank b cau banks hold 

direr ified portfolios of loan and th ir capital and loan lo r er es pr id a further ti r o protecti n 

(Jaffee and tiglitz 1 90 . 

3.3.2 mmet ry information and uncertainty 

On of the mo t common imperii ction in th cr dit market i th inti rmation asymmetr b tween lend r 

(financial institution and borrowers mall enterpri e , which lead to unc rtainty and poor working of 

finan ial markets in d loping countri erlof, 1970· tiglitz and Wei , 1981 . Diffi rene between 

promis d and a tual repa m nts on I an are the result of un ertaint concerning th borrower' abilH r 

willingness to make the repaym nt . This reates th ri k of borrower d fault (Jaffe and tiglitz 199 

Th sourc s of uncertainty can b analyz d by distinguj bing b twe n two types of ri ks namely busine 

risk and financial ri k. u in ss ri k ari e from th unc rtainty of the realization of the xp ct d return 

of the firm. This uncertainty ari s from po sible chang in pri e of the pr duct and o the factor of 

produ tion change in con urn r ta te , change in th method of pr duction and tb re pon 

deci ions of comp titor . In oth r word busine ri k ari c from g neral bu ine c nditions in the 

economy. inancial risk ari fr m th u of cr dit for finan ing the firm' op ration . indebt dne 

mcreas th fix d o t of servicing ri ince credit r ha a priority claim n earnings th exi t nee 

of debt in reas th uncertainty f th flow of n t arning a ailable to the ntrepreneur (aft r intere t 

payment . urth rrnore. th u of debt xposes the ntr pr neur to a p tential lo of hi t tal equity if 

total gr s arning fall b l w the fixe harg s of d bt that i if the firm b come insol ent (which rna 

lead to legal bankrupt ). 

Given that borr wers and lend r rna ha dif.fi rential a ce to information con erning a pr j ct risk. 

they may form differ nt apprai al of risk. While s rnm tric inforrnati n refers to th case in which 

borro er and lender ha e qual ac to all a ailabl information a mmetrical information is where 

39 



th borr \ ·er knov. th 'P r turn and ri k of hi prOJ 

th xpe t d return and ri k o th a rag pr ~ ct in th 

ob rve that mall nt rpri are mo t lik I 

littl information on the manag rial apabiliti 

and ar unlik I to b able t cr n out po r cr dit ri k , or t 

Thi information gap problem on redit uppl i buttr 

"'h r as th 1 nd r typi ally know only 

and tiglitz 

r dit rationing b 

0 . Pet r on and 

mo t pot ntial 

f u h firm 

tm nt. 

and tiglitz l I when th 

indicat d that if lenders wer unable to identify th quality f ri k a ociated with parti ular borrow r 

then credit rationing would o cui7
• Tb xi tenc of asymm tri uppli r of 

fund from taking th right in e tment d ci ion. Ma er 199 11 as abral and Mata 2 03 p int d 

are constrained in th ir gr wth a h rtag of capital. Th implicati n of 

their re arch is that information barri r e ist b tw n the two group and that it w uld b b neficial to 

the conomy as a h le if the barriers were o ercom . In other words th r is th problem of 

asymmetric information in th credit mark t as far as small bu in op rations are concerned and thi 

leads to market failure that calls for go errunent int rvention. 

3. .3 Information a mmetry in frica credit market 

The credit mark tin fri a is fragm nted and und rde lop d. do urn nted in Aryeete er a!. 19 7 

the fragm ntation of credit market in Africa is anchored on tw key th oretical m d I - the tructural­

instirutional mod I and the policy-ba d model. The form r onsider imp rfe t information on 

creditworthines as well as cost f ere ning monitoring and ntra t nforcem nt among lenders re ult 

in mark t failure due to ad er e ele tion and moral hazard \i hi h undermines th operation of financial 

market . The latter i ba d on fragm nt d cr dit mark t in which fa ored borr w r obtain fund at 

ub idized inter t rat k funds from xp n i informal mark t Mark t egment that 

are a oid d b the formal in titution du to institutional and tructural fa tor ar erv d b informal 

agents who us p r onal relati n hips ocial an tion and collat ral ubstitute to en ur r payment. An 

extend d iew of thi xplanati n i that tructural barrier re ult in monop ly power which p rpetuates 

segmentation. Gen rail financial mark ts in African countrie ar characterized by imp rfl t and c tl 

information ri k . and market egm ntation. resulting in cr dit rati ning. This is one f the underl ing 

fa tors in th coe i t nee of b th formal and informal credit markets2 rving the ne d of the diffi rent 

egm nts f the mark t. n th th r hand poli y-base and tru tural-in titutional explanations attempt 

• This phenom non is analogou to the lemon argument ad anced by kerlof 1970). 
lnfonnal credit is defined b dams and Pi chk ( 1992) a all tran action loan and deposits occurring outside the 

regulation of a central monetary or financial market authority 
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to . plain th 

rigidttie . 

of b th gm n of th mark t a a r uJt of p li and tru tural-in tituti nal 

3. A Principal-agent probl m 

Imperfection in the credit mark t tern fr m inti rmation ymm tri s transa tion c and agency 

i su (T i and Hashi. 2010; cha h, 2003). Information a ymm try ften au two t p ofprobl m 

- ad er l cti n and moral hazard. The e two probl ms ar th k fa tor a ociat d with the 

prin ipal-ag nt probl m in th credit market. Relati to el ction Ak rlof ( 1 70 implie that 

ther ar differ nt pe of cr dit applicant . ontrar t high qual it applicants. th low qual it applicant 

are risk d by using th borro\ d m ne for risky in e tm n thcr by exp sing th m to r lati el larg 

chance of d faulting on th loan. rcdit in titutions th refor pr fer to sel ct high qual ity applicant and 

the major way of e ·amining a p tential b rrower i b anal zing all a ailabl informati n. The tion 

problem r ult from the behavior of lov. quality applicant that pr urn t ubmit high quality project 

but do not forward all rel ant n gati e inti rmation. B cau man mall firm rarel ke p record and do 

not prepar financial statements and financial plans finan ial in titution fmd it difficult to aluate I an 

requ sts of th firms and to di tingui h fa orabl from unfa orable in estments. If ther are 

proportionally man low quality credit applicant v ith small firm finan ial institution might r frain 

from extending credit t the e type of firms. It i e en p ible that bank do n t want to offer credit to 

applicants that are pr pared to pay high int rest rates. becau e banks may regard that a a signal of low 

credit quality. In that case cr dit rationing may take plac ( tiglitz and ei . 1981 . aced with ad er e 

set tion. l nder will try to use non-price criteria to sere n d btor or project in app rtioning cr dit. 

rather than furth r surging th risk pr mium. 

Information asymmetry i al influenced by moral hazard (Paul . 1 6 . flllTl rna ha inforrnati nal 

edge and a sociated inc nti t u e the r ource l an ) in wa incon i tent with the credit mark t 

interests. If the cone pt of m ral hazard i applied to a lending/borrowing ituation. it means that the eli nt 

to whom a l an ha be n e tended c ntr l the mon y of th financial in titution . In such a case th eli nt 

may use the m ne for hi or her own intere ts and n t con id r the stake f th bank. r dit firm thu 

try to rn nitor th ir client a all principal do with th ir agen Jen n and Meckling 1976 . Monitoring 

howe er. requires s m guarantc that prop r information will b pro ided. But if repayment conditions 

ar not fulfill d the eli nt may n t b inclined t inform tb financial in titution adequately. h 

examination of credit applicants a w II as th monitoring of exi ing eli nts i relati el eas if th 

applican eli nt is a large firm. Larg firms are u ually well known and well equipped to pro ide the 
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rei vant information to the bank. mall firm are I s prominent and ar n t mu h ac ustorn d and 

m tim s not v n abl , to pr the r quir d information. Th r for . financial in titution percei 

loans to mall finns a ri ky. Mor o er in stigating th cr ditworthin f mall firm requir a Jot of 

tim of lend rs rule the loan r qu ts are r Jatively mall. Financial institutions thus al o on ider I an 

.3.5 Tran action co t 

EYen as urning that ther are no principal-agent problems, a probl rn of loan di ersion in th credit mark t 

i immin nt when th transaction costs in ol ed in ace s ing redit exceed the expected ri k-adju ted 

returns. uch a sc nario rna ari due to inability of financial intermediarie to reduce co t . 

Interestingly. cost barriers oft n influ ncing misapplication of loan in cr dit market could al o stem from 

deficienci s in institutions and market infrastructure ther b making it expensive to gatb r information on 

business projects alu ass ts appropriate! and monitor and nforce contracts Toci and Hashi 201 0). 

The question then ari es regarding hov th problems of information a mm try and relative! large costs 

can be reduced. For these rea ons there are arious critique about a s in which asymmetry information 

can be mitigated to ease the problem of e tending credit to small firms. 

3.3.6 Information a ymmetry controlling instrument 
The information asymmetric theories of credit market ha be n criti ized for assuming that financial 

institutions are unabl to delineat among credit applicants ad er e selection) though formal credit 

institutions ha e pecialized exp rtis for information proce sing (Riley. 1987 . Howe er choltens 

(1999) pro ides se eral mechani m to control information asymmetry. B sides the traditional cr dit 

accessibility instruments such as collateral and financial records oth r tools like busine relationships 

O\\nership r putation and human capital can a sist in bridging the information gap. 

Collateral i a po erfu1 tool in bridging the information gap ince it reduce the ri k in ol ed for the 

credit markets and th refore r due the importanc of the screening proce Jen n and Meckling 

1976· Binks and Ennew 1996 . ollat ral accommodates both ad rse election and moral hazard a the 

ri k of failure is artiall taken o r b th owner of the asset. The high qualit borro er ' ho nter the 

market can signal th ir tatu by th ir will ingne s to offer appropriate Je el of collateral. Furthermore the 

control of collateral by the finan ing firms can pro id an in enti e to en ure that th borrower will 

perform to th best of it abilities B anko and Thakor, 1987 . mall firms howe er are usual! le s 

capital intensi e. and thus ha e limited collat ral. Th lit rature pro id s orne solutions for this problem. 

ccording to Von Pi chk 199 J . collat raJ could s rve as an as et or cash flow base. Cash flow lending 
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d not d nd n the value of pi dged as ts but on exp ct d r enu and expen . berefore cash 

flow I nding nable more redit than would b po ible through trict as t-bas d l nding. Though this 

y tern requir s d tailed financial and op rational information about th borrower it may be intere ting 

for small firms that lack the nece ar as ts for collateral. 

Another wa of alle iating the pr blem i grouping bu ines e for credit. pplicability f group lending 

doe not only reduce the costs of screening and monitoring of loans but al o reduces the risk of default 

through the joint liability and ocial pres ure in ol ed. Group loans induce interd pendence betv een 

borrowers and sub equentl group pr s ure impro the repa ment rate and ace ss to credit market may 

impro e for the " hole group (Besley and Coate 1995 . Finall , go ernments often establish guarantee 

schemes to impro e small firms access to credit. Though in the past quite a number of these schemes 

have failed (Levit k and Pra ad 1987) others were successful eg. in de eloped countries like Italy 

U A, Japan, and Canada and in de eloping countries like India, Korea Paraguay and Cameroon 

(Levitsky, 1986 . 

Financial institutions also reduce the inti rmation gap with mall firms financial ratios. These are intended 

to give the bank more control and to prevent borrowers from engaging in risk-shifting beha ior. By using 

specific frnancial ratios and activity re trictions banks limit the firm s freedom to allocate financial 

resources and to r co er losse (Berger and Udell 1998). In practice ho e er, accounting covenants 

cannot b effectively impo ed on small firm that do not ha e audited financial statements. In th se case , 

other type of co enants can b stabli bed like restriction on additional borrowings and restrictions on 

changes of ownership. The incorporation of the option to renegotiate can also reduce the credit gap 

(Gorton and Kahn. 1993). Here the bank is upposed to be abl to track performanc and the option gives 

the right to the bank to change the contract. Of cour e al o the borrower ma tr or contractually be 

allowed) to r negotiate the condition of the Joan. The mo t well known contract that incorporate this 

option is th line of credit. Till gi es the bank the possibilit to monitor the borrower clo el in order to 

reduce the risk of default but it at o enables the borrov r to pro e his or h r creditworthiness and to b 

r warded with fa arable term of credit at future times. 

According to Berger and Udell 1998 lack of busine relationships is a basic cause for information 

asymmetry. If the credit markets are able to constru t tight relation hlps with its borrowers it will more 

easily be able to cia sify its client as well as to monitor and to influence their acti itie . Morea er if the 
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-
redit marke offi roth r rv1c apart fr m financing. it ·u be mor inform dab ut the lien and the 

relationship could gen rate mutual trust. quail th mall firm hould sho their willingness L lop 

a relation hip with the fmancial in titutions. mall enterprise n d to ke p a counting r ord to ignal 

their profitability and to con ince 1 nd r of th ir creditworthine . Though there i a gen ral agr ment in 

the literature that a relationship minimize the cost of creening and monitoring there is a contro er on 

ho\ this gain is shared with the borrowers and in particular if the finan ial in titution ha monopol 

power in the market et rsen and Rajan, 1994 . The r lation hip reduce the credit risk and expected 

cost . but it al o incr ases its informational monopol . The latter effect may r due the incenti es for the 

lenders to pass part of the cost redu tions to the borrowers. 

A major issue in th lit ratur concems the agency problem in corporat fmance and in particular the 

paration of ownership and control. Ho ever agenc problem dri en by the separation of owner and 

manager are often irr le ant for mall firms (Berger and d 11 1998 . Generally the owner of a small 

finn has direct control and is thu committed to its success. The financial institutions may e en ha e the 

opportunity to reco er the loan from the own r s propert in case offailur . Therefore if the entrepreneur 

is the manager th possibilit of ignoring a contract will be r due d choltens, 1999 . 

It i more difficult for indi idual mall firms to establish a reputation with the bank. Larg firms are 

known and tb ir in strnents mor visible. For small firms it is esp cially the per onal character the 

entrepreneurs' capabilities and a track record that allow the bank to a e the quality of the ompan . 

This may influence the bank s de i ion about a credit app)jcation. It i only after approval of a first 

application that it b comes easier for small ftrms to e tablish a r putation with the bank as a firm rna 

prove trustworth wh n it pa s intere t punctual! and meets obligations. ParticuJarly in d veloping 

countries a lack of educat d per onnel rna constrain the use of some of the mechanisms discus ed. The 

problem has two sides: th bank need educat d per onnel that are abl to creen and monitor client 

while the small fum owners should b abl to produce finan ial accounts in order to pro ide the bank with 

the requested information. 

3.4 Credit demand by mall enterpri e 
D mand for credit is considered b small enterprises due to p rsistence of imbalance between internal 

fmancial as ets and required fmancial assets requir d to expand. Ba ed thi gap r eete el al. (1997 

categorized demand for credit into p rcei ed potential and revealed d mand. Whil perceived demand is 
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\\h n fman on id r d as n traint to ftrm, p t ntial d man i hara t riz d b a d ir fi r r dit, 

whi h i n t a tualized du al d d mand i d fin d 

by \Titt n appli ation for xt mal finan at contra tual int r t rat . Though th tudy n urr d with 

the t\vo arli r d finition th asp ct f r al d d mand i critical to b th I nder and firms. How r 

re ealed d mand rna not nece arily tran !at into ffecti e d mand, which i the a tuall an appro al by 

lending institution to finns at gi en inter t rat . 

3.4.1 cc to credit and credit parti ipation 
cce to credit i often confu ed with participation in cr dit program . lnd ed the hi c nc pt are ften 

used interchangeabl in many cr dit tudi but diffi r. Th rucial diffi r nee b tw n th t\1 o cone pt 

lies in th fact that participation in a cr dit program i to d fr l v hile 

a ce s to a credit program ntail constraints placed n fll1ll in t rm of a ailability and ligibility criteria 

of credit program . In other w rds parti ipation i more of a d mand- ide i u r lated to th potential 

borrower' choice of the optimal loan iz whit acce i mor of a uppl -sid i su r lated to the 

potential lender· choic of the m imum credit limit (Diagn , 1999 . The lack of acces to credit for a 

~ en source of cr dit can b defin d wh n th m imum credit limit for that ourc of credit is zero. hat 

i one has ace s to a certain typ of r dit v h n th maximum credit limit for that cr dit typ is tri tl 

po iti e: and one impro e om on ' ac e s to that typ of cr dit. 

The credit pr c in ol es two distin t stage . In th fu t tag . borrow r who ha e d mand fi r credit 

de ide how mu h funds to appl for and from which particular I nd r formal or informal t r at th 

prevailing mark t int re t rat . In the econd tage the I nder d cide ho ac 

what amount, which con titute the suppl ide Zeller. 19 4 . For mall and micr -ent rpri s reliable 

acce s to sh rt-term credit and mall amount f cr dit i m re aluabl and empha izing it rna be mor 

appropriate in r dit pr grammes aimed at uch nterprise dams and n Pi chk . I 2 . 
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Fi r ~: h m ti dia am f a 

0 d 

envtronrnent 

From Figure ac e s to financ xi t for mall enlerpri e when an in estment that would be intemalJ 

financed do g t external financ . o, in the pr ce of cr dit application. tber i alway ucc s ful 

credit applicant and un uc e fu1. Th latt r is ither du to oluntary e, elusion or instituti nal d ci ion to 

exclud on th basis of et criteria. \) hi h th stud endea or t licit. hu , acce t cr dit ha gen rail 

been id ntified as one of th main d terminants of economic a ti ity and pr -p or gr wth in de eloping 

countries (Honohan and B ck, 2007· B k et a/. 2007 . B acce ing cr dit the p r rna acquir 

producti capital to impr e th ir capacity to gen rat incom a ings and in estm nt for better welfar 

(B k et al. 2007. B ck and D mirgu -Kunt, 2005 . Ho in de eloping 

countries ha ry limit d ace to formal r dit ctor. Th mall cale bu ine s ar constrain d to 

credit ac e s becau e formal finan ial in titution in d eloping untri ar characteriz d b p rsi t nt 

market imp rfi ction , e ol ing fr m problem linked with electi n moral hazard and 

enforcem nt f cr dit contract. a k f uitabl c llateraJ and complications with nforcement of l an 

repa m n al fa tor imp ding acce to credit in de I ping countrie Be ley 1994· Fl ig t a/. 

2006. 

t th instituti nal le l, the bank in ur high information c t to as e the creditworthines of 

small b rr wer . and low r tum due to the mall loan amounts in ol d. Thi moti ate the 

fonnal l nder to ad pt stri t collateral requirement as a ere ning me hani m to rninimiz default 

ri k. hence rationing out the p r from the formal r dit market. A n ted b tieno (2001 . 

experien e of th Grameen Bank hm s that most f th conctiti ns impo ed b formal redit in titution 

like collat raJ requir ments hould not actually stand in the way f mallhold r and the poor in obtaining 
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credit. Th mallholde can us th loan and repay if effecti proc dur s for di bur ment up r · ion 

and repa ment are e tablished. Tbi d monstrat the n d for th de el pm nt of appropriate institution 

that will nsure delivery of loans to mall a! ftrms. 

3.4.2 cce to credit and re ource ba ed theory 
Analysis of strat gic resources dispo able to small flrm to influence performanc i bas d on resource 

based theory ZeU r, 1994). This suggests that the fundamentaJ prin iple of the re ource based th ry 

supports the competiti eness of firm in their application for aluable re ources at their di posal. hu 

resource controlled by firms rna include assets. flnns attribute . information and human capital that 

enable firms to implement strategi s for xpansion. inns performance sales asset ) le l of manag r 

human capital and age Zeller 1994) are common resourc base which could be u d to influ nee access 

to credit, but the are not sufficient. The significance of the resource based theory is that it enables 

identification of resourc associated with succes ful and unsucc ssful access to mall enterpri e finance. 

Reputation could also be a form of r ourc to enhanc cr dit access. In fact Diamond (1984) Peter en 

and Raj an 1994 and Berger and dell ( 1998) suggest that relationship with financial in titutions implies 

existence of sp ific information on borrowers which i a ailable only to lending firms. 

3.5 Credit con traint 
The fact that few firms obtain credit is not sufficient to pro constraints. since certain firms may not ha e 

a demand for credit while other may be r fused credit as part of profit maximizing beha ior b financial 

institutions. c nomic theory suggests that credit constraint rna ha e signjficantl negati e consequenc 

on income and welfare espe iall low income fums. B ck et al. 2005) show that micro and small 

businesses find acces ing cr dit more rufficult than larger firms. In Africa. the lack of credjt is cited by 

firms' managers as their most important constraint (Big ten and oderbom 2005) and that cr dit 

constraints affect efficiency of in e tment (Bigsten et a/., 2003 . hu limited credit acce means some 

fonn of crerut con traint being imposed Do an et al. 20 10 . In fact Beck et al. (2005 argue that mall 

finns are more credit constrained due t underde elop d financial and legal ystems as well as higher 

corruption. 

The lack of th r quired amount can force a firm to postpone scale down or en abandon investment 

plans that are crucial for its economic viability although affe ting firms· profitability and growth. Thus 

entrepren urially talented. credit constraint pre ents p or hou eholds from starting or expanding their 

businesse (Boucher et a/. 2006 . otabl djsad antag s of the formal financial institutions jnfluencing 
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redit co traint are th ir r tri tion of cr dit to p ifi a ti iti . making it diffi ult t c mp n ate [! r 

lo through oth r form of nt rpri and their ollat ral tieno 2001 . tiglitz and e1 

(1 9 I) ar u that liquidity c nstrain b come mor r a fum iz 

unlik in mo t mark t the market for r dit is xc ptional in that the pric f 

intere t, i not nece aril at a l I that quilibrat attribute thi to th fa t that int r 

rate influ nc not only the d mand fi r apital. but a1 o the ri k inh rent in th diffi r nt b rr ,. er . r dit 

constraint thu , m an b ing rejected cr dit di couraged from appl ing for credit Ja p li 

of pos ible d nial or obtaining le than the cr dit am unt appli d fi r to initiate r and bu in 

Considering both d mand and suppl fact r in general term a firm will cr dit c nstrained if it 

d mand for cr dit i high r thm th K dir 1 al. 2007 . Firms that did not borr w 

becau e f adequate re omce to in tar c nsid r d cr dit uncon train d Doan eta!., 201 . 

3. .1 redit rationing 

Th work by tiglitz and e1 1981 mark the inc pti n o an att mpt at e plaining cr dit rationing. 

Credit rationing occur if th demand for loans xc upply at th ruling price interest rat ). 

Ad erse s I ction and Moral hazard ,. hich ar discu d later pr id an xposition ab ut why formal 

redit in titutions ration credit me a ri in inter t rat rna r ult t mor e ' Ce 1 ri k taking b 

borrowers moral hazard and a wor nmg f the p I f appli ants ad r d er ele ti n 

problems ari wh n potential pro iders f external finance cannot readil hether the firm ha e 

ace s to quality proj t . Moral hazard pr bl m ar a iat d with the po ibility f firm di erting 

funds made a ailab1 to them to fund altemati lop the prop nsity to tak xc si e ri ks 

due to om p rvasi incenti stru ture in the s tern. But tiglitz and W iss 1981 conclud that 

lend r may choo e not to u collat ral r quirem nt a rati ning de i e becau e an incr a in intere t 

rate (collat ral r quirem nt) potentiall af[i cts I nd r xp ct d return n Joan. M t ch I of thought, 

especially Keyne ian ha seen cr dit r tioning as on of the m st imp rtant e amp! f market failur 

m a m rn capitali tic onom . W would e pe t that an d mand for credit uld cau e th 

opportuni tic supplier to incr a th price (int r t rate until quantity demanded qual quantit 

supplied. In r ality thi mechanism i n t al\i a s working Ril 19 7 and n equ ntl there are man 

mall cale firms which cop with r dit rationing und r tr nuou condition o rd ck r and teij er 

.006. 
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r dit d fa ult 

D fmition f d fault ari s d p nding n th ifi ation o loan r p m nt a parti ular I nd r. 

Gen rail). a loan i in the d ault tag wh nth prin ipal am unt f the loan i unpaid r written o b 

th du dat of th loan ontra t hang I a/., 2010 . Th r for • th d finiti n f loan default i 

ntially re trict d to wheth r th loan i r paid n time hich may b narr con id ring multipl 

periods Jaffee and tiglitz, 1 9 but r ali tic in th 

nee sarily c nsid red as default. Jaffi and tigliz ha e incenti e to 

po tpon ad fault b extending additional cr ditto th b rr v r . How er, thi tud h not on id r d 

such cas . 

Literatur on redit d fault is limit d but till r st on th prin ipl of as mmetric information b tv en 

borro\i ers and l nders tiglitz and eiss 1981· Hoff and tiglitz, 1990 . According t chach 2003 

information as mmetrie make it difficult for financial in titution to as e ac urat l whether sp cific 

entr pren urs are able and/or willing to r pa their loan . Thi l ad to implicit intere t rat ceiling , i.e. 

formal financial institutions· refu ' to incr ase their inter st rat s be ond thi eiling as thi would lower 

their n t returns. Although the maximum intere t rat increa e a the size of ent rpri d cr ase . such 

eilings non thele s constrain th bank · ability to et intere t rates at a I I that would nable th m t 

co er co ts. If transaction costs are high the total cost as o iat d with granting small and medium-siz d 

loans will ce d th maximum a erag return which the banks can arn by i uing such loan . For this 

reason banks do not lend to mall and m dium-siz d nt rpri and as a c n equ nee th busine es 

ha e no ace s to formal s tor 1 an . If small firms ha high r informational problems and are ubj ct to 

credit on traint. it do s not m an that th ha bad proj t in hand (Toci and Hashi 20 I 0 . In fact 

n not conne t d with the iability of 

project it elf ·amp! b cau firm lack track record collat ral or are mall th n go ernment 

intervention could b n ce ary t addre the cr dit pr bl m f mall firm . 

To aluat small bu ine 

fmancial tatement lending 

lender hav traditionall reli d on thr approa he : 

financial tat m nts a t-bas d lending collateralized 

lending or relation hip lending wh r a bu iness owner·s character and other informal 

information ar itaJ part of th I nding d ision 29
• f th e thr r lationsbip I nding i often identified 

as the key fi ature of mall busin redit n ironment. In addition to the problem of moral hazard and 

29 B rger and d II ( 1998) for detailed de ripti n of th e lending type . 
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d\ v ral b di lit ratur B rger and d II. l ill r, I 5 ha on ider d 

relauonship n offi r and mall u in v.n rs a p t ntial a t rs that affi t an d ci i n 

and bara teri tic of l an mark t. u h ha i raJ t nd n in th cr dit mark t influ n I f 

d fault ith r trat gically or willful! . 

In orne de loping c untrie , a ti n of the borrow rs from ent rpri ar found n t t u th fund 

for the stat d bu ines purp default on th loan , cr ating tre s for 

d \' lopm nt fmanc . Ta lim 1 95 argu s that wh n th exp ct pa -off from imply u urping th l an 

mon ' is greater than that from in 

deliberate} to default. The d fault 

ling in the stated bu in th borro\J er ha e a tr ng incenti e 

ndr me ari e from and ustained by a lack of ufficient 

entrepreneurial kills in the e b rr ' r and th inad quaci of th in titutional infrastru tur in 

enforcing contra tual obligations. he form r implies that th profit to e earned from bu iness is low, 

while th latter n ur a light, if an , p nalty for default. 

It is worth und r tanding that th administrati e commercial and I gal institution of man d eloping 

countries in parti ular po t- ar countri are still not adequat to enforce full compliance with 

contractual obligation . his pro id an opportunity to p opl ' ith uffi ient political influence to d fy 

!he law without much fear of retribution. Th e p opl would attempt t b rrow. a mu h as the uld 

get away wi~ appar ntl for bu ine in e tment. ut if th loan ar granted the rna delib rat l 

default simply to usurp the m n Ta lim 1995 . In many d eloping countri s howe er the financial 

sector is ubject t law which ar de igned to pr te t borrov r and hich grant creditor little cope for 

a tion. For credit in titution initiating I gal proceeding to lle t their claim i a ery I ngth and 

expensive pr e in which th f the legal measur ften xceed th alu o the mall loans 

scha b 2003 . 

Though lacking in man frican ountrie cr dit coring t chnologies ha e b n de elop d to help 

implify the r dit originati n pr s u ing stati tical m del t estirnat pr babilitie of d fault for 

ri k clas e of borrov ers. M st r dit scoring mod 1 ar de el p d and d ign d to h lp credit grantor 

pr diet outcome of making l an to a bu in . Howe r thi m thod i not effecti e in man African 

countrie wh r there exists high information as mm try and lack f bank account b man people. 

so 



. .1 \\- iJJin!rne and abili to r pa ' loan 

Be I · and Coate (1995 clarify that r paym nt rat will not b 100 p rc ntag p int . en if the co t of 

th loan was r low and the proje t r turn is also lo\ . Thu . r paym nt fa loan can moti ated 

mtrinsic or extrin ic factor T cha h, 2003 . In thi c nt t, intrinsic moti ation rn an 

pa back their loans b caus of th ir own attitud s thi al n ideration p r onal r lati nship et .. 

rath r than becau e of e on mic con ideration . In a broad r n e. repaying a loan to a id losing fac 

also a form of intrinsic moti ation. B cau borrower · action 

n ironm nt the mu t xpect social sanction for b ha ior hi h do not compl with o ial norm . 

Intrinsic moti ation will b • h w r disr garded in thi anal si as one can as ume that mall 

ntr pr n urs rna not hav any intrinsic motivation to r pa a loan to a con entional bank, in th e ent of 

rigid cr dit en ironment. 

There ar two extrinsic factor which can moti ate b rr wers to repa th ir loans. On the one hand the 

avoid costs that could arise if the bank attempted to force th rn to pa ba k th ir loans. On the other hand 

the a:fi guard future benefits for them which can ari in the [I rm of a continu d busine 

relationship with th bank, but which the will onl be able to reap if the current credit ha een repaid 

(Tschach, 2003). Furth r the argum nt b T chach 2003 that mall firm ha e 1 am d in the past that 

timely repaym nt of all loan installm nts do not guarante th ir per onal acces to futur credit rna not 

be realistic for Africa Lib ria in parti ular. 

3.7 Re iew f mpirical and method logical literature 
It hould be point d out that empirical evid nee on th cr dit market in urban post-confli 

not very extensi e. on equently most papers on access to credit r dit constraints and default are 

limit d to rural-ba d agricultural etting or hou eholds. Thus. most four empirical channel are bas d 

on thos studies. Thu th rnpirical literature of this tud is di aggregated in three components 

considering d I p d countrie . de eloping countries and frica. Re ie of m thodologi i con ider d 

to explore the difti rent tudie relating to the objectives in order to elicit gap and identify th appropriate 

model and ariabl . 

3.7.1 redit application and acce 
Featur s of credit markets u ful to explain th existen f formal and infonnal redit market in Africa 

have been detailed by B le 1994 . Among the e are th exi tence of collateral curit and co ariant 

risk. Collateral s curit i oft n b yond th r ach of man borrowers doing mall cale bu ine se . But 
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er n wb r thi i not th th l nder to for clo i oft n limit d. makin nfor m nt 

ial an tion to en ur that r ate b rr w r 

potential to d fault will affect th p ration of cr dit market . In mo t rural e on mie b rrov ers ar 

fi ed with ri ks ari ing from unc rtainties ab ut their incom . B di er ifying their I an p nfolio , 

lend rs can a rt uch ri ks ti n 2001 . Thu credit mark t in und rd el p d ar as ar egm nt d. 

"ith lend rs loan portfolio being n entrated on b rrow rs a ing common ho ks to th ir inc me . 

Based on A.r)e te ' and dr 1997 , thr fundam ntal unit f informal fman are id ntifi d in Africa: 

sa ings mobilization units ith little or no lending· 1 nding unit that do not engage in an a ing · and 

tho units that combine dep sit mobilization and lending. h typ of informal finan ial units ary 

mainJ b cause th y are purpo oriented and mostly de elop d to m et the demand for pecific fmancial 

rvices resp nding to th demand of a di tinct clientele, using ari u ocioe onomic criteria Atieno, 

.001 . A e sm nt of informal finance in Africa indicat pro p ct o long as the le l o economic 

tiYity demand increasing financial services for groups that cannot b reached by th formal financial 

institutions Chip ta and Mkandawire, 1994· o ibo 19 6. 

Informal cr dit th refore se ms t d vel p in r sp n e to an e i ting d mand. Aryeete and dry 1997 

have further obs rved that while credit fr m an indi idual I nd r to a t of borrower may ary in term 

of what pa kage ach borrower r cei es th more significant ariation in th informal cr dit mark t is in 

tenns of what package different lender are abl t of.fi r in th mark t. The th r for note that 

differences in th loan characteri tics r pre ent differ nt I nd r t pe . Informal cr dit market ha e 

developed in rural ar as pro iding fast r ervices t their eli nt . That informal finance i mor important 

than formal finance has be n pro n by different approach u d to measur its magnitude in different 

ountrie namel : hip ta and Mkandawire 1994 for MaJav i and ryeet and ck I (1991 for 

Ghana. 

cce to fmance giv mall cale firm means of in c ting and breaking out of the ici u circle and 

potentially enhan ing in estm nt thereb r inforcing incom 1 Iulm and Mo le 19 6 . Barthold and 

Mateus 200 ) us Portugu firm data t te t for th rete ance of the three finan ing th ories earli r 

mentioned and did not find support for th fir t two th ori s tatic trade-off theor and p eking ord r 

theory but orne upport for th third theory as et id theory . mall bu in e not requiring hug start-
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u pitaJ and high t hnology ar m r likely to finan busin inc ption thr ugh a ing or informal 

redtt. 1anigart and truf 19 5 tud on B lgjam u ing urv data indicate that traditi nal finan ing 

form of tart-up with th xc pti n of,. ntur capital. Thi rti n align d with 

finding of vit k 19 9 on d loping c untri . 

fonge- aranjo and Hall 2002 u a urv data of 2 1 and Probit model to examin the d (! rminant 

of firm ac e t cr dit and th ffi ct of cr dit lirnitati ns n th b ha ior and perf~ rman 

Co Ri a. Th ., found that th probability of ha ing banking r dit and th fracti n of banking 

credi total d bl i mo tly affect d b chara t ri ti of firm and not b tb of their owner . 

fmding . the author argu that the r suit could ha b n much mor conclu i in thee ent that b tter 

data were a ailable. 

Kochar 1997 pro ide anal i on credit rationing in rural India. Th stud add that the literature on 

rural cr dit has generall a urn d that household ar rati n d in th ir acce s t ub idized formal' 

credit· but th alidity of thi a umption hinges on th le el of ffe ti d mand for formal cr dit which 

is in turn a function of the d mand fi r credit and it a ailabilit from 'informal ource . hi implies that 

the ext nt of credit market rati rung rna b les than is oft n a umed. Though Kochar's work differ 

from our sin e it i bas d on household in rural areas· it pro ide cautionary guide fi r om of ur 

arguments. 

Joshi 2005 xamin s d gr of acce 

patt rns obs rv d b twe n ari u typ 

to financial rvic hawker and d terminan of matching 

of borrow r and lend r (informal, emiformal and formal in 

India. The author e plore the rot of a hawk r s end wment f dimension of [I rmalit documentation 

licen a counting r cord, collat raJ social capital a m ans to ignal creditworthine and the extent to 

which lending technologi s along a c ntinuum r I on dimensions f [! rmality in cr ening and 

monitoring borrower and d igning and enforcing contract . 

acce s to loans influ need b th number of hou ehold incom amer and typ old. Heckman 

t\\.o-stage r gr ion wa u d to explain the amount r cei ed influ need by a lie n e to hawk . 

dditionall • th ord red L git regres ion -.: as us d to te t for matching. Key r ults from the author 

work indicate that ha ker v ith identificati n documen cial apital. and a hou e are m r 

likely to match' ith institutional sourc of credit while Hindu hawk r are more lik I to be institutional 

borrower and u lim hawker pr fi r comm rcial supplier that do not charg int re t. ncouragement of 
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inn \ tions in I nding t chn logi 1m rovem nt m nd wm m of chara teri ti that ignal 

it\\'Orthin . and I s un rtaint in th regulati n of hawk r ar p auth r. 

analyzin_ d t rminant o h u hold r dit participati n using I gi tic r gre ion in Banglad h. hah t 

al (_QQ found that age. hou h ld siz , year of h ling and pr s nc o formal finan ial in tituti n 

in rease a ce . B th tudi by hah el a/. 2008 and Jo hi 20 5 difi; r from ur in that th orm r i 

on hous holds while th latt r n mi r ent rpri 

Evidenc on how rican Enterpri es cho informal credit i noted b Kounouw wa and ha 20 1 1 . 

Th indicated that pr fer nc of fonnal cr dit to inti rmal credit i ba ed on institutional me hani m f 

market interaction and that bribe increase th lik liho do ace ing cr dit. Ho e cr, the author did not 

extensiv 1 addr s other pertinent factor uch as ial apital and r lation hip with lending institution 

that could pot ntiall aggra at ace s to red it oth r than ingl comp n nt . 

Aryeetey el a/. 1994 as s the d mand fi r fmanc b hana and found that th size internal 

management and le el of capitali ation of the M determine th ir d i ion to eek bank funding. ln 

re pect of size th ob erved that a po iti e correlation exists b tween the ize of and its willingnes 

to eek cr dit from banks. It was al tabli bed that growth M ar mor lik ly to ek cr dit than 

tho e that are not fo used on gr wth. h rational for th argum nt i that th growth-ori nted 

are more lik ly to ha e th pr requi it for borr wing than mall r nes. his gi e the own r of the 

larger confid nc t ek credit as compared to their mall r c unt r parts who fi I r luctant t 

seek cr dit becau of th p rc ption that n if they mak effi rt t b rrov th are lik 1 to fail du to 

their inability to m et bank r quir ment . eete et a!. 1994 al found that ME with trong int mal 

management y tern and g d manag rial xp rtise ha a higher likeliho d of king credit than th 

without uch stems and kills. u h M s ha r fear f los control of th ir bu ines du to 

bankruptc ari ing out of inability to pay loans and thi ncourage th m to tak on mor borrowing. 

Along this arne line, ti no 1994 V\ith a stud on formal and informal ources of funding for m 

Ken a confirm th finding f Arye t y et a/. he ob erv ption f M borrower ab ut 

bank lending th ir willingne t e k cr dit. H_r tud re eal that the de ire of borrower to 

seek credit i dir ctl r lated t their e pectation of ualifying for th cr dit. It wa al o establi h d that 

'hen M e that lending term r condition ar unfair then th y do not appl for credit from 

1993 conducted a stud on ri Lanka and anzania and r p rted that 80 p rcentage point 

of flfJllS v · th 16 or mor v rk r and ith 6 or mor year in op ration are able to acce bank redit. 
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Thi rat ompared t ar und 55 p r entag pom m th of mall r fim1 with 5-

mplo ·e of imilar ag and t than 10 p r entag p int of firm with 5 or 1i wer v orker , 

regardle of ag . The n gati exp tation are ompound d b king inti rmation about th 

pre requi it for obtaining cr dit from bank . 

ti no (200 1) id ntifies the diffi r nt ource of r dit to in rural Ken a. ing primary data 

involving 334 ent rpri es the re uJt ba d on d cripti e statistic indicat that mo t nterpri e 51 

per entag p ints bad not used cr dit b fore· 67 p r ntage p ints used informal credit· 15 p r entag 

poin wer cr dit constrained and onJ 49 p rcentage points had er appli d for credit. her for the 

author r commends ne d for capacit expansion of informal cr dit ource · di er ifying of loan portfolios 

and provision of nvironment that afford growth of smaJI cal nterpri s. How tieno failed to 

identify th charact ri tics of ent rpri e dri ing th m to acce s credit or b credit con train d. Ba ed on 

RPED data, Fafchamp eta/. 1994 indicate that th u oftrad credit in K n a incr ases with firm ize. 

The authors e idenc a erts that microenterpri s ar ration d out f the trade credit mark t if they 

cannot cr dibly be con inced to repa and that hos firms ar not h avy us rs of trade credit. tilizing a 

uniquel compreh nsi e data et drawn from 1999 baselin urv y of 2000 micro and maJI- caJe 

enterpris s in Kenya Gre n et a/. 2008 u th fram work of a h t rodox model to d termin 

the ucce s rat of loan applications. Major findings vo1 ing fr m the stud indicat that M 

obtain credit from vari ty of ource ~ debt- quity and g aring d cision b M s and their ucce rate in 

loan applications are und rstood b relati ely imple model inclu i e of h terodo and con entional 

variables· and tangibility of own r s asset and th owners education a w II as training ha e ignificant 

positi e impact n the chanc of borrowing. lnt resting! reen et a/. 200 ) found evid nc in upp rt 

of the fir t theor pecking order theory . 

Guided by th framework of a hou hold mod I under cr dit mark t failure imtowe and Z ller (2 6 

inve ligates the impact of access t credit n the adoption of hybrid maize among hou ehold that ary in 

their credit con traints in Malawi. ing data coLI cted b the International Food P licy Re earch In titute 

(£FPRl of Mala\! ·i the authors u e dir ct elicitation approach to classify Malawian hou ehold into 

constrain d and unc nstrained r gim . stimating the probability of being credit constrained foll wed 

by an estimation of the impact of acce t cr dit for the two categorie of hou holds (credit n trained 

and unconstrained , hile ac ounting for ele tion bias. the impact of ace to credit was timated u ing 

a SV\'itching r gre ion in aD uble-Hurdl mod 1. her suits r al that while access to credit incr a e 
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tion am ng redit con train d h us h ld . it has n effe t among un n tr in d h u h Ids and that 

that af[i ct adopti n am ng cr it on train d hou h ld ar difti rem fr m th that e t 

ption am n unconstrain d hou · h ld. Imp rtant p lie r omm ndation i that mi r finan 

instirutio nhan em nt f maize adopti n. ik imtow 

and Zell r 20 6) wh s d on hou ehold puga 20 4. 20 l 0 analy d mand for 

credit am ng h us hold m ganda. 

gan a cr dit market is 

th auth r found that th edu at d and uth are m r 

apply. and worn n that appli d, do o for mall r I an. 

auth r found that 

r dit fr m inform I ector. mpiri all . 

appl fi r r dit wrul w m n ar I 

Along this arne lin Duman 2009 anal z s th d t nninant to cr dit in micr nt rpri of 

Turke using unique data t co ring a larg sampl of micr nterpri es. Th author found that the size 

and ignals of w alth positi el affi ct th lik lihood of g tting formal cr dit. While kurut (2006 found 

that household characteri tics such a ag . gend r and education ha ignificant ffl t on acce to 

formal and informal cr dit M harned 2 3) analyze formal and informal credit among mall holder 

and fi h rm n in Zanzibar an found that ag gend r education, income le I and degree of awar ne 

are factor influ ncing acce to cr dit. Fafchamp et al. 1995 used RP D data t anal z acces to 

finance by manufacturing fmn in Zimbab\J e. hey indi at that probl m f financial acce s b. 

Zimbabwe manufacturing fmn signifi antly d p nd on firm· ize ethnic background of owner 

manag r . rate of pan ion and in tituti nal inno ation. In uth fri a Fatok.i and rru 20 1 0 

examin the d terminat of credit appro al by n M and found that managerial comp tenci . 

busin s information. n tworking lo ati n cnme bu in 

detenninant of credit appro al. How er, th stud 

compon nts. Lik McPh r on and Rou 

grov.1b and ace to r dit b mall nt rpri 

iz and incorporation ar ignificant 

de mi did not consid r cr dit mark t 

igni 1cant r lationship betwe n al 

k t n et a/. 2006 anal ze 225 garm nt 

producing fum in Ken a and found that a c s t credit i not a ignificant determinant of firm's 

performance and that fact r affi ting credit acce are differ nt fr m p rforrnance and pr fitability. 

3.7.2 r dit c n traint 

Though th re i little e id nee of cr dit con traint in d lop d econ mte it is a typical featur of cr dit 

mark t in de eloping countrie. onning and dry, 20 5 . ilchrist and Zakraj ek (1995) how that ther 

are many criteria to d terrnine fman ial c n traint. Ba ed on th ir tud . the u e fum· s siz and ag as 

criteria ford t nnining financing constraint b cau u h c n traint mainly appl to oung r finn with 
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rt tra k re ord and m t tim Ia k c llat ral. rg r and d 11 I 8 found that mall and oung 

firms with g n rail 

A noted by L v 

Though credit constraint rna b diffi ult to id ntify T i and Hashi 20 l 0 idenf n t t for cr clit 

onstraint a di tingui bing b tw n firm that apply ·or cr dit and tho that did not apply and b tw n 

sue sful an un uc sfulloan appro al. Bas d on hou ing I an market in (200 1 

and Japp li 1990 plore the degre of r j ction of formal cr dit applicant as measur of credit 

onstraint. The author id ntifi d anoth r m a ur of redit n traint a tho e who did not appl for 

redit b cause of po ible rej ction a 'di couraged borrow r . Also, Jaffe and tiglitz 19 0 argu that 

the magnitud of red it constraint could be measured if demand for and suppl of cr dit w r known. thi 

is not the c in de eloping countries, whose cr dit mark t ar egrn nt d and und rd eloped. he 

author a er that onl the quantit of credit transacted is ob erved. 

Doan et a/. 2010 examin how th poor us th ir loan and factors affi ting th ir credit on traint m 

Vietnam. Th authors found that th pre ence of man omm r ial bank in th area d e not all iate 

financial problem on the poor but th poor which ar high! cr dit con trained rely hea il on informal 

redit. he author also found that rnp titian b borro\! ing n ighb r r ly affect th opportunit 

for borrowing in urban ards wh r poor households borrowing reJ n sub idized cr dit fun . n the 

overall while asset holdings wa ound t r due th lik lihood of credit con train d th tud found that 

the poor in urban wards ar m r credit constrain d b au of clu ion formal credit. 

Bigsten el a/. 2003 in estigat th nature of credit con traint facing manufacturing firms in ix African 

countri s30
• ith trad d by 60 perc ntage p int f ampl d firm the r al that trade 

credit to rnajorit of firm from upplier is the ingle m t imp rtant ourc of fman for w rking 

capital n ed . Their tud als found that 55 p rc ntag p int of firms did not appl for credit· 33 

percentage p int were in n e of loan but their application w r rej ct d· and 12 p r ntage point of 

firms recei e loans. The arne tud r vealed that th rat f b ing credit constrained d creases with 

increases in finn ize and that bank requir a profit to capital ratio of 2 0 perc ntag points to grant loan 

to micr enterpri 56 p rcentage point if the firm ha b tw n 26-100 work r . While Bigsten el al. 

(2003) ob f\ed that mall firm ar le s like! to obtain I an than larg firm they al o found that greater 

sal and profit are ass ciated "th great r access to cr dit and I s cr dit constraint. The work by Fi man 

Burundi Cameroun Cot d I oire. Ghana, Kenya and Zimbabwe 
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(J)() l reveal that uppli r credit has a p iti e impact on capa it usage in African manufacturing. Th 

author argu that in rea e in trad cr dit i lik I to ha e igniil ant p siti e effi t on pr du ti it and 

that uppli r cr dit i e entia! I ital for firms with high liquidity onstraints. 

U ing industrial firm surv s and panel data to identify determinant of cr dit con traints Mozambique 

B ·ers et a/. 20 l 0) construct fi e differ nt measures of being credit constrained. side from firm size and 

0\\1lership structure the stud found that 43 percentage point of firms are con trained. manager· 

education and memb rsltip in busines as ociation are factors associated with credit c nstraint. Due to 

data limitation B. ier et a!. 2010 pro id inconclusive result about tb causes of cr dit constraint. 

3.7.3 Credit default 
ln Europ Frednnuc and Hainz 2006 use a unique unbalanced panel of nearly 700 hort term loans 

made to ......... L4J.., in lo akia between 2000 and 2005 . The authors found that abo e a erage ind btedn ss 

significantly increases the probability of default and the legal form that determines liability has important 

incentive effects. To concurr ntl address the problem of potential and actual defaulter in Joan market, 

Moffat 2003 applies the Double Hurdle model on 2515 loan applican of n.ited Kingdom for whom 

loans wer appro ed and a siz able proportion of whom defaulted in varying d grees. The alue of the 

hurdle approach indicates several key e planatory ariables ha every differ nt effects. Most notably the 

ffect of loan amount is strongly positi e on arrears while being strongl negati eon the probability of 

d fault. The author s findings further indicate broad diffi renee in the two hurdles uch that age gender 

and occupation were vital in the fir t hurdle while economic charact ri tic such as inc me and tenanc 

status wer important in th cond hurdle. 

Riding and Haines 2001) analyze Canadian firms regarding loan default rate employing two measur s of 

d fault rate. The first suggests that 1 ng t rm rate regarding default is usually unknown until the loans 

have run their course while lh econd measur default during the initial year of loan. Th authors found 

that default rates are higher for ne er firms and it incr ase with amount of fund borrowed. n a 

sectoral basis. they found that rvice and manufacturing ectors ' ere more likel to default compared to 

other sectors. 

In Asia Roslan and Karim (2009) in stigate the determinants of Joan repayment among small busine s 

borro ers in Agrobank of Malaysia, u ing sur e data of 2630 from 86 bank branche . Employing the 

Probit and Logit models th y found the determinants of repayment to be di ided into thr e categories: 

58 



hara t ri ti of th b rrow r . hara t ristic of proj t or u. m an th loan hara t ri ti . Finding 

from the tud indicat probabili for loan repa rn nt d fault i influ n d b th g nd r f th borr w r 

cype of busin acti\ ity. amount of loan r paym nt p ri d and training. Lik in the c of 1a 

Khemraj and Pasha 2007 asc rtain th dri r of non-p rforming loan in u ana outb America u ing 

pan I data. The found that high t int r st rate is ke c ntributor f default l ading to non-performing 

loan. On the i su of asymm tric infonnation Japp li and Pagano 2000 ackno I dge that information 

sharing among lender can increas I nding and reduced fault. 

irnilarl Amon o et a/. (2003 endea or to establish wheth r th r is a relation hip b tween inter st 

rates and loan r pa ment b the poor and the MEs in a ruraJ region of bana. The r ults h w viden 

of a negati e r lationship betwe n int rest rates and th d mand fi r cr dit as well as repa ment. The stud 

recommend that lowering int re t rates would increas th poor and demand for credit and loan 

repayment at banks and non-bank institutions. 

3.8 0 ervie' of theoretical and empirical literature 
This chapter has discussed the rele ant theor tical and empirical literatur enturing to bring out pertinent 

arguments to moti ate the stud . The literatur has pro id d several distinct theori relating to cr dit 

market uggesting that a ailability of r dit is ital for growth. The theoretical literatur indicate that 

market unc rtainty and as mm tric information are key factors associated with mall ent rpri and that 

asymmetric infom1ation about credit market participation and acces b small firms i mitigated mo tl b 

pro i ion of collateral. While lit rature on mall business fmancing almo t qu tion th cas of perfi ct 

credit market, research on the factors that determine credit market participation and acce s to credit credit 

onstraint and default remain inconclusi e ee Greener a/. 2008· Big t n era/. 2 03 . hu , tiglitz and 

Wei s 1987 ba e noted a situation whereb intere t rate and collateral requirement could create corridor 

for risky borrower . tiglitz and Wei bowed that increasing collateral r quir ment could haven gati 

effects on election, because large firms rna tak gr at r ri k. In addition to thos two r quirem nt th r 

fa tors uch as skil xp ri nc in busines . p rforrnance indicator of fmns and market en ironment are 

often ignored but et crucial for cr dit mark t interaction 

Moreo er the literature ugge t that mall ent rprises ha e r cei ed limit d att ntion in t rm of theories 

toe plain financing preference and ace . Thi limitation okes the i su as to wh tber the e theori 

and finding ar valid £ r firms oth r than large firm r hou ehold . ccording to the p eking order 
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th I'), mall enterpri Y.tith adequate internal fund ia marginal effi ien y of capital r fit from 

inv tment are not lik ly to s k capital. hi may not nece aril b the case as firms that p rform d 

well in terms of profitability are 1 s likel to be con train d becaus the rna · ea ily acces r dit. 

Th empirical survey gi es an insight into th different m thods us d in measuring acces to cr dit cr dit 

onstraints and credit d fault but inconclu iv . The empirical is ues highlighted in the literature further 

onfinn that most studies relating to credit d mand in Africa ha e been directed at household or rural 

areas Okurut 2006 Mpuga 2004· imtowe and Zeller 2006· Mohammed 2003; Kedir 1 a/. 2007 

which ha e indeed refle ted a great diverrrenc to this study who empha is is on small enterprise at 

urban le el. At the firm le el, Atieno (1994 2001) Aryeetey eta/. 1994 Gr en et al. 2008) Fafcharnp 

et al. 1994 199-) Bigsten et al. 2003) Fatoki and Odeyemi (2010 attempt to pro ide empirical 

evidence on credit demand in Africa but they all attached limited focus on small enterpri e at the urban 

le el. Moreo er the studies did not consider all of the attributes that limit small enterprises to demand 

credit. In specific context the main characteristics influencing access to credit were not fully addres ed by 

Atieno 1994 2001) whil Ar tey el al. 1994 con iderabl emphasized on fi rmal credit, managerial 

strength and size factors without considering market environment and credit market factors which could 

ignificantly influence credit demand. Furthermore literature appeared to ha e insufficient information 

about the determinants of credit constraints in Africa, especial! on post ar econom . Bigsten e/ a/. 

(2003) and Byiers et a/. 2010 are based on panel anal sis, which is inadequate in explaining country 

pecific elements of credit constraint while Fafcbamp eta/. (1 94 1995 and Fisman 2001) only look at 

trade credit. Mor over Byier et a/. 2010 analys constraint from different theoretical definition, but th 

method used is not adequate, because it empha iz s binary in tead of multinomial models. Mo t existing 

literature considers credit market mainly at formal credit I el without strictly asse ing b th formal and 

informal credit markets. ince proportionate segment of small enterprises are di posed to eek either 

forms of external fmance failing to analyze both forms of finance may lead to biased assessment. 

Rural-urban migration is at the height of man urban de elopment challenges, because majority of those 

migrants are faced with limited employment opportunities. An o erview of empirical literature is also very 

infonnati e and under cores the n ed for knowing the attributes of accessing credit not onJ at rural or 

household strata but also at the urban lev 1. Additionall analy i of literature suggests that most 

assessment of cr dit market is at rural le el. mpirical literatures r vi wed mainl analyzed cr dit issue 

at the rural or household le el without considering factors aggravating cr dit at the urban le el. To the 
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of m. knowledge. limited attempts ha e be n made to tirnat determinant of fmn · access t 

redil cr dit onstraints and cr dit d fault in urban etting of d eloping countri s. e p ciall ub- ahara 

Africa. Be id mo t cr dit r lat d srudies pertaining to urban area are pr alent in de elop d countries. 

Thi tudy endea ors to analyz th magnitude of d terminant of ace to credit, cr dit on traints and 

redit default in urban tting of post-war Lib ria. 

On the aspect of loan d fault th literature indicate limited details relating loan default by small 

enterpris . The probability and extent of loan default are due to quality of investment project and 

in uffici nt entrepreneur skills. From a theoretical vi wpoint Tschach (2003) acknowledge that 

information opacity makes it tedious to a se s attribut s of small enterpri es to repa loan. while Taslim 

(1995) argue that lack of sufficient ntr pr neur skills could lead to default. Howe er both studies failed 

to provide empirical support to their arguments. Empirically the tudie by Moffat 2003 Khemraj and 

Pasha (2007). Moffat (2003) Riding and Haine . Jr. (2001) and Roslan and Karim 2009) provide 

empirical e idence on loan default in de eloped and d eloping countrie without con idering the issue 

of information opacity relating to quality of fliiD s project r putational factor and credit market. 

Moreo r th se mpirical surve s did not captur an study relating to default in Africa. 

It is therefore vital to investigat ' h ther pre ious issues rai ed in other empirical work using the different 

fmancing theories are ita! for small enterpri e . Based on lhe o erview of literature, this study analyzes 

the moti ation for seeking external finance by small nterpri es the extent to which maU firm face 

constraint to credit access and the importance of assessing Joan default. As uch this study contributes to 

existing literature by exhaustiv 1 pro iding e idence on the probability of credit market participation and 

access. constraints and default in urban locations of small po t-conflict country. 
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HAPTER HEORETI FRA WORKA D OD L 

4.0 Introduction 

In this chapter the th or tical fram w rks of credit mark t participation and access cr dit con traint 

and default are discussed to buttres th mpirical sp cification. he th oretical framework of each of 

the aforem ntioned comp nent is followed by its empirical specification. 

4.1 Theoretical framework for credit market participation and acce to credit 

This stud examines th det rminants of credit market participation and behavior of small cale finn m 

the credit market, building on the th oretical frameworks of tiglitz and Weiss (1981 Kochar 1997 

Bigsten et al. 2003). It is assumed that many small nterprises operate to optimize util ity. Thus firm 

instantaneous utility derived from profit i given b 'If, where el is the rate of preference or ri k 

a ersion to expe ted profit. he expected utility of small enterprises is defmed a : 

1 

Based on ri k a ersion where U' n,) > 0 and U'' 1r,) < 0 fum maximize exp cted utility at gi en 

period. Gi en this prim objecti e of small enterprises 1r, denotes firm i s profit which i function of 

the di:fferen between revenue from ales and costs. Thus firm i' pr fit is gi en as: 

1r, q =R
1
(p, -C

1
(p

01 2 

R', (p, )>O R", (p1 < 0 1 p01 )>0 ' '1 (p0 1 <0 
' ' f 3 

From equation 2, R, p , r present r venues from sales and ,(p01 d n tes co ts of op ration. 

Equation .., denote the marginal revenue and marginal co ts which are function of price of firm 

output ( p , and input (p
01 

respective! . It is clear that the partial deri ativ in equation 2 with resp ct 

to price of input is non-negative and po iti e for an input for which the firm has a positi e demand. 

Both re enue and costs are functions of price of output and input respecti el . This suggests that small 

enterpri es are vulnerable to competiti e market changes and are usuall faced with uncertainty of 
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mand or market uncertainty which make it diffi ult to d termin mark t demand r th ir produ 

redit mark t parti ipation or r pa loan. D mand un rtainty for pr du t f firm i can b r pre nt d 

b · an inver d mand equation gi en as: 

P, q, = p qJ+&, 4 

\Vbere P q, i the det rministic part of inver e d mand function with q, as the output and &, i 

uncertainty component affecting the operation of small enterpris s. 

From equation 2 the input costs. C,(p
0

, of producing output q can b extend d furth r to include 

co t of credit market participation and waiting cost cr dit charg collected b the lender b ond 

interest application and service charge bribes tra el xp n e ) which ar aU assum d to be combined 

and denoted as c(A, .In the absence of an cr dit co t, \ hich i almost unlike! for many small 

enterprises in Liberia, the profit of these small nterprises i equal to gros operating surplus which is 

the difference b tween gross op rating ale and cost of inputs. Assuming the entire costs 1 p 0 )to 

initiate or expand in estment of firms is based on external financing profit of firm i i equivalent to 

market return R, p 1 • less credit payments (1 + r, )B, and cost of credit market participation 

c A, . Where B, denotes total amount borrowed A, is credit participation and r, is the interest rate. 

Gi en fum i desire for external capital. a linear approximation of credit demand schedul and upply 

schedule is de loped. These schedules are useful to generat the marginal framework nece ary to 

guide the decision anal sis of both the mall enterprise and financial institutions formal and informal . 

The schedules ar li ted as: 

Ld X M r) = X ,r, -r,o, + Mr'c1 + /), + , Loan demand 5 

L X M r)=X,/3, +r,o, + M,r , + &, Credit ector Loan upply 6 

Where X's are firms' characteristics M denotes firm manager attributes, define characteristics of 

credit market elements Ltl and Ls are unobservable firms demand for and supply of loan r denotes 

interest rat r o' . r' f3 and 9 are parameters while e and E are stochastic error term . Ld =1, if 
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redit mark t participation i fr m the formal cr dit t rand itt "alu 2 in th infi rmal credit 

mark t. Fr m quation 5. LtJ i d man r loan, v hich i an un b r latent ariabl . h u h 

small nterpri rna d bt amount for xpan ion it i based n I nd r formal and 

informal e aluati n hown in quati n 6 . gain X, i vector 

uppl as w 11 the firm d i ion t appl for and po ibl ace d bt from th orm I r in ormaJ 

urc . 

From th asp ct of marginal r nue MR) and marginal co t (Mi ') f cr dit supply and d mand th 

r rvation int r t rat equations ar e timat d from quation 5 an 6 with an ptimal inter t rate 

equal to z ro to gi th b low quation : 

AfR 0 X, M, N, e, = ,r, -r, , +M,-r, + ,91 +e, 7 

.'v/1 oX, M, E, = X,/3, +r,o, + M,r:, + E, 8 

Wher equations 7 and ar the r ervation cr dit demand and re rvation credit upply re pectivel 

Firm • manager perception about the (MR) and Mi of xtemal finance ar critical fi r king credit 

from a particular source. II wing Kochar 1997) the choic r garding which ector to ek loan i 

influenced b the small nterpri ' d mand and upply de i ion within th formal and informal credit 

market . F llowing the s stematic fonnulation mall enterpri es ar categorized int thr ba ed on 

th ir b rrowing d cision to demand fi rmal or informal credit. he categori includ firm which 

d cid to b rro" from formal sector ) · tho e that borrowed from informal ector inf · and those that 

appli d and wer d ni d acce to red it. The r servation ch duJe 1 ad to formulation f the following 

thre index function or d ci ion rul : 

Probability of participating in red it market from fonnaJ cr dit ector 

M E <r · M mf 
I I I I 9 

11 Probabilit of participating in r dit market from informal credit ctor 

Pr[ f. tnf 0 X, M, ·, <'
1 

< M'D X M c- • Ll. tnf 0 X M <' < 1' ] 
'JI " 1\. I I c;, I ' l V.l' I I "' I I 10 

111 Probability of being d nied or n t b rr wing from eith r redit market 

Pr[MR 0 M , e < r; M 0 X, M 1 E1 > r · Jv/1 
I I , I 

X, .M,.e, >MR 0, , M, e, ] 11 
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k r dit 

fr m ifi cr dit mark t. 1 ·mr i mar inal c t of opting to b rr w fr m informal cr dit mark t . 

!t/1 1 r pre nts marginal c t of wi hing t rr w fr m formal and MR i mar inal r nu 

per i d from eking cr dit. n ace unt of th for going index function w con id r th concept of 

utility optimization of cr dit which d termine th typ of credit small nt rpri es may opt for. Thu 

small nterpris will appl for formal r dit if th utility t be d ri d i greater than hi r rvati n 

utility, hi his tb utility of the b t alt rnati e to informal cr dit. 

Given that mall ent rprises are mo likely to se k e t mal finance due to inadequa f int mal 

funds for xpansion of bu inesse . iable collat ral i vital for rapid cr dit application appro al 

( tiglitz and e1 s 19 1 · Bigst net a/. 2003 . Thu . some of the e firm rna pos e ollat ral (K) 

v hile oth r do not a in th ca e of p stwar Lib ria wher mo t fixed as t were de tr yed. o it i 

logicall prudent to g neralize that iable collateral i almo t lacking for mo t mall ent rpri e though 

some of th e firm rna ha tangibl ubstitute to a e acce to credit. Howe er collat ral is includ d 

since it is ital in mitigating a ymmetric information. In sum. the profit function following demand for 

external capital can b re-expressed capturing collateral: 

1r R , r, =max R, p, - 1 + r, B, -K K=O u ually for small scale firms 12 

Based on th profit maximization de ir f small ent rpri as indicated in equations 2 and 12 the e 

finns rna demand formal or inli rmal loan t initiat or xpand bu ine e which i pra ticall the 

ituation in Liberia. H we r quation 12 just d picts the in tanc wh r mall cal ent rpri e Ia k 

collateral31 (K = ) to eas demand for cr dit. ven when collateral i a ailable the xi tence of 

asymm tric information betwe n mall enL rpris and lending in titution may lead t under tat ment 

of collat ral r and Majluf 1984 . Gi en the lending rat r, and firm characteri tic I) 

consideration i gi n to small nt rprise deci ion to e k credit which i th total numb r of firm 

that seek to borrow d noted by Lu r,, X , M, . In th credit mark t thi d mand is contingent n th 

uppl of loans which i th numb r of loans that financial in titution formal r informal ar willing 

to pro ide denot d b L r, . X , M,). 

1 Defmition of collateral is unique to sp cific credit n ironment. from micro finance perspective collateral i social trust. In 
banks it could be tangible a sets v hile in de eloped mark ts it could be other a ets. In this study. \ e consider collateral a 
social trUSt or tangible as e . 
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C nsid ring Ld r,. X , M,, , and L r, , , f , . a di cret ariabl i defined a 1,, gi en that a small 

ent rpri e d mand xt mal capital. B ed on finan ing de ir b mall nt rpri 

inv tm nt. the b low equati ns d fin th 

1,1 =J u: R,) u; B, 

\\'here 

1,1 = 1 if u; B, >U0 R 
I I 

and 

demand xt mal capital . 

111 =0 if u; B, < U," R, 

to e pand 

13a 

13b 

U' R, is the re ervation utility of firm i and u; B,) i the utility of making loan application ince 

int mal capital is u ually inadequate for mall enterpri es to pand and grow. Gi en the re ervation 

utility U,0 R, th b st alternati e to internal fund could be ternal apital (Fazzari el a! .• 1988· ti no 

2009· Bigsten et al. 2003) . Thus the expected utility from application of credit is gi en as: 

(U; B, = prob( M X • U I M X)-U, T +(1- prob ,M X) • U,o R) 14 

where prob ,M X) denotes self estimation of the probability of demanding a credit , 1 a group of 

variables aligned to credit market i.e inter t rate and personal commitment such as collateral and 

guarantee information on cr dit proc dure) X , is a group of socio-demographic characteristics of mall 

enterprises M , denotes manager attribute U, N M accounts for utility if cr dit is received and 

, T is the disutility of tran action co ts (credit charge collect d b the lender beyond interest­

application and service charges brib s tra el expen ). Therefore mall enterprise which make 

application for credit have utility distributed as the weighted a erag of the utility ofrec iving the cr dit 

and their reservation utility. The eights are defined as probability of receiving or not r cei ing which 

is used to construct empirical model. 

4.1.2 mpirical m del of credit participation and acce · to credit 

From equations 13 and 14 thi tudy considered credit market participation and acce s to credit from th 

persp cti e of all thos v ho applied for credit and th ir applications were probabl approved to obtain 

either partial or full amount f the loan. following Maddala (1999 , the r turns or benefits from credit 

intervention such as pro ision of credit to mall enterpri es can be estimated using the equation below: 

15 
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\\'here rr, r pr outcom (profit from cr dit a ibiJity interventi n· X , i a ector of 

exogen us firm · haract ristic f , is manag r attribut , is other attribut r lated to redit 

markets and 1,1 i a binary ariabl .,: hich take the alu 1 if fmn i did apply for redit and ! ~ is ,_ 

wh th r firm i r dit application was appro ed to acce s credit. If potential selecti ity problem i 

assumed th ariable I" cannot b treat d xogenousl . B thi it means the de i ion of a firm 

wh th r or not to ace s cr dit dep nd not onl on the firm· effort r attitude towards ri k, but al o on 

the s I ctivity di crimination made b credit institutions. 

In the case of firm own selection to demand cr dit I" i c nsider d as endogenou but this not ften 

the case. To clarify this ambiguit Maddala (1 999) indicates that if / tJ is considered as endogenous, 

then instrumental technique is the most prudent equation for estimation. A more gen raJ p cification 

by Maddala 1999) is adopted to define two cat gorie of small firm - those that participated and tho e 

that did not participate in credit mark t. Based on these categories the bela equations ar generated: 

16 

17 

Wher 1,1 refi rs to the decision of firm to participate in credit market which takes th alue 1 if 

finn; chooses to participate and 0 otherwi . / ,2 refi r to cr dit application appro al. which tak th 

value of 1 if credit application is appro ed and 0 otherwi . Based on the argument of exogen it 

Maddala 1999 suggests that 112 be defined o er the entir ample and the mod I be analyzed from 

trun ated ample u ing binary choice model (i.e con idering participants and non-participants . Further 

Maddala argues that since 1,2 e ists for those applicant who fail to meet cr dit participation 

requirements we can define 1 in terms of single expres ion in t ad of s tern of equation. o further 

confirm addala' s argum nt, an endogeneity check was carri d out. 

Thus, the d terminants of cr dit participation and access to cr dit are estimated using a Logit regres ion 

mod I. The Logit model is used in this tudy to deri e the det rminants of credit market participation 

and acces to credit since it pro id re uJts which are rnor easily interpreted in term of odds ratio . 

The model ensures that the probabilit lies in the interval of 0 and J. 
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Iq•=a, 8, ,+ ¢, H , +r, ,+ &, 

wh r 1 * r pre nt a latent ari bl which is as urn d to b n rm II di tribut d i.e. & - 0 8 2 ut 

I, is not. M , is firm manag r' charact ristic , r pre ent firm · attribut and 1 , fm 

f cr dit market. /
11 

den te the ob rvable alue which tak n the alue l or 2 for 

credit mark t participation or ac to cr dit. In this tud I ,1 = 1 for credit market participation and 

1,1 = 2 for cr dit appro at to ace s cr di 2 

I ={ I if I •> 0 IJ If 

Th curnulati e logi tic pr bability functi n 1 d n d as follow 

P, = F(I,,· = F( I M, 
Where: 

I • 
P=lll+e-• 

I 

Multiplying both sides of quati n 21) b I+ e -< t''11 we obtain 

di iding by p , and subtracting I w get 

e _, · = _1 _ 1 = 1- p, 
p, p, 

, . p 
thus taking th r ci pro cal w get e = --' -

1- p, 

Consid ring log ofboth ide ofth quationoi e I· =ln~ r ln~=Z = 1 r 
tr' IJ l 1 I IJ -p, -p, 

19 

20 

2I 

22 

23 

24 

ll J,2 = 2 i onl used for con enience to distinguish credit application from credit appro al. However in the estimation 

proces , it 112 take the value I for ucces ful credit appro al. 
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Prob(J, = 1 = 

25 

Equation 25)33 is vital since it indicat s the probability of credit market participation and acce to 

credit when credit application i appro d or otherwi e. Thjs equation is e timated to anal ze the 

determinants of cr dit market participation and acces to credit based n arious profile of firm . 

The marginal effect hich is the change in probability of accessing credit associated with a marginal 

change in one of the independent ariables (firms' characteristics) is defined in equation 26 as. 

26 

From equation 26 the marginal effect of a change in firm ' characteri tics X, depend on the le el of 

other ariables. 

4.1.3 Multinomial Logit and Probit model 

Firms are usual! faced with d cision of participating in formal andlinformal credit market . The study 

employed a Multinomial Logit (MNL to estimate the determinants of credit market participation and 

access to credit from particular credit s gm nt The MNL model enables one to ascertain the 

determinants of choosing particular ource of credit (formal, informal or none . 1n tbi case the 

dependent ariables of credit market participation or acce s to credit takes on of i categorie i =1 2 

3), sugg sting the different segments. Though the L is appropriate factors associated with different 

sources it faces the likel problem of indep ndent irrele ant alternative JIA . o the Multinomial 

Probit (MNP \' hlch correct for this deficiency (Bolduc et al. , 1996: Dow and Endersby, 2004) is 

estimated for compari on with the coefficients of L because the disturbance terms of the MNP are 

id nticall and norrnalJy distributed (ind with co ariate matrix. In this tudy the r dit ources are 

formal, informal and non . If I IJ participation or access is outcome and , are characteristic elements 

of firms, the probability of observing outcome I based on X, is expressed in the model: 

33 The Probit ersion of this Logit equation i based on tandard oo!lDal distribution. which is gi en as: 

I
f!~ fP':t, __ 2 

111 = <P X, M, , t:, ) = Pr I IJ =1 = ., ¢ z)dz =J~ f&e - dz 
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P I I \- e. ·p Po + ···· ·· + /3,., ,., 
A =-k~~~----~~~ 27 

L: exp Po,+ ....... + f3~aXJa , .. , 

From quation 27. if obs rvation of firm i=l and the k= l (i.e the numb r of paramet r Po, = /301 = P11 • 

The parameters of th first choi e cat gor ar used a the base against which th oth r choice can b 

compar d. Gi en the arbitrarine s of the choices com pari on between an groups can be made. ince it 

i difficult to interpret the co fficients from the ML estimate, the marginal effect or relati e risk ratio 

provides easy method for interpretation. The ML expre sed in terms of odds ratio is g1 en a · 

28 

From equation 28 th exponent is combined and log taken on both side to get: 

29 

Equation 29 is the Multinomial Logit model in its linear form which makes it simple to compute the 

partial deri ative for interpretation. Pn - /3*) is the effect of X, on the Logit of outcome against 

outcome I. The partial deri ative of equation 29 is expres ed as: 

30 

Interpretation of equation 30 i the marginal effect indicating that a unit change in X, the Logit of 

outcome I is expected to change b Pn - /3*) unit . Though Multinomial Logit addre e th 

estimation in ol ing differ nt choice it is inherently faced with the problem of Independent Irrele ant 

Altemati e (llA) which i addressed by checking for IIA or alternati 1 estimating the Multinomial 

Probit mod l. 

For the Multinomial Probit the probability of ob erving a fum choosing alt mati e k is gi en by: 

A11 At-1 

P,* = I ...... I \f(.L.r L al-L 31 
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1 z ro m an e t r. \f'(,u) i a multi ariate normal 

d nsi function and ~ i th co ariance matrix of th different error term . Thu , the multi ariat 

probit to be tirnated is gi en as: 

I,, = f' X,,M, , +e, 32 

\\'here X , is firm's attributes M, demographic attributes of mang r /owners and N, is credit market 

compon nts. 

4.1.-t H ckman and Tobit model 

Though the logit model pro ides substantial information on credit application and the relati e 

imp rtance of the different credit sources it is silent on fact r that influence the amount of Joan 

acce sed. If we consider onl firms with credit amount as tho ho ha e a demand for credit, it rna 

I ad to ample selection bias as it is ver likely that firms without credit ha e desir d demand for cr djt 

but ha e for some reasons b en ration d. Based on our d cription of loan quantity demanded th 

Heckman two stage model is used to estimate determinant of the amount of credit recei ed. This model 

controls for selection problem that is likely since cr djt applicant may opt not to apply or be denied 

credit following application. The model is sp ci:fied as follows: 

33 

Wh re s; repre ents the latent ariable of loan amount as o iated with the ;"' fmn X , is the k'h 

characteri tic of the ;'" finn and V" is the j'h expianatory variabl (firm manager or cr dit attribute ) 

that affect credit amount by the ;'h firm. Using the Two- tep Heckman method the data i fir t te ted for 

selection bias, which is overcome b including the in er e mill ratio from tbe ample election mod J. 

Let B: denote Latent ariable unobservable and B, denote outcome ariable say the loan amount 

recei ed. Th outcome variable, B, loan amount recei ed is observable ben B; is greater than zero. 

Thus estimation of B ~ on , (firm cbaract ristics) as well a B, (loan amount recei ed on X, firm 

characteristics) rna lead to sample selection bias ince the residuals of both regression are correlated. 

sing the Heckman mod l for effi ient and consistent stimates we estimate the Probit model 

considering regression of B, on X, to obtain 8, . The estimated 8, is substituted in the in er e Mill 
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. ln tb s ond tep. w consider th model of intere t b 

regre sing B, on X ,, and the in ere Mills ratio to as ertain the det nninants f quantity of credit 

rec iv d. The model is expr s d as: 

34 

Where m, is the coeffici nt of in erse mills ratio 

Based on equation 34 the model i frr t estimated on firm characteristics to capture th residual not 

explain d by firm characteristics. Then the elem nt of loan amount recei ed is considered as function of 

firm characteristics again. Introducing what is in the residual of the pre ious equation cr dit acce sed 

model) not defined by the variables and find it significant suggests an inference about the possible 

existence of ample selection. This is captur d by th co fficient of the in erse Mills ratio. If the inverse 

Mills ratio is significant then sample selection bias pre ails thereby indicati11g that additional regressor 

(inclusive of the invers mills ratio increases efficiency. If the effect of the inverse Mills ratio is 

insignificant, then there is no s lection bias implying other forms of estimation could be considered. 

The Heckman model is appropriate but its major problem is the issue of identification whereby it is 

th oreticall cumbersome to identify strong instrument. herefore for comparative purpos the factors 

affecting the olume of amount accessed by firms is e timated using Tobit model since it does not face 

much problem with identification. To all for the censored nature of the depend nt ariable the Tobit 

is estimated assuming a correlation b tv een the unob er able affecting firm de ision on how much to 

borrow and the amount recei ed. The Tobit model hose marginal effects are estimated i defined as: 

35a 

B, = s; If s; > o 

0 otherwise 

Where s; denotes U1e latent dep ndent ariable. B, is obser able wh n a; is non-negative. X, 

represents firm s characteristics and V, is other factors that influence loan amount by jth firm. For 
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tho that de ire r dit but did n t appl . B, i m asured and therefore t at zero. ince the mod I of 

de~ rminants of th oLume f cr dit amount can be p rcei d as a m d I of credit d mand it i not 

reasonable to ex lude firms ith z ro cr di loan amount . The one limit and interval o it model 

handle th potential s lectivity bias that ari es due to the non-random choic of borrowing ftnns. Thi i 

b caus the ratio b tween th loan amount firms applied for and the actual loan amount recei ed rna 

not nece aril be l or zero. om int rmediate non-zero alue exist especially for firms that recei ed 

le than the loan amount applied for. The marginal ffe t on positi e obser ation of quation 35a is 

giv n as (Wooldridge 2003): 

35b 

In quation 35b the term 

~{ x,/J, I ) 
( ~)captures the probabilit 

<t> x,/J, 
I a 

of chang in amount borrowed attributable 

to changes in firm characteristic . In short the marginal effi cts of the two limit (interval) Tobit model 

controls for the ratio loan appli d/amount recei d of 1 and zero while the one-limit obit considers 

all positi e credit amount other than zero. 

~.2 A model of credit coo traint 

The theoretical framework for b ing credit constraint is based on the work of Bigsten el al. (2003 and 

Jappeli 1990 . A firm is consider d as ' credit unconstrained' in the credit market if the state that they 

do not wish to obtain external fund for initiation or expan i n of bu in ss. Those that applied and were 

refu ed, and thos that did not appl because they expected to be refu ed are con idered constrained 

(Japp li 1990· Bigsten eta!. 2003, Byier el al., 2010). Taking the broader definition cr dit con traint i 

defined to include those denied r jected credit discouraged borrower (Jappelli 1990· Kon and torey, 

2003 , and those that received positive credit amount but le than desired loan amount tiglitz, 1981 ). 

Based on credit demand cr dit application impli s transaction costs waiting time and cost of 

application. From 5 and 6 if LJ r X > L' r X M credit constrained rna exist since only some 

applicant recei e partial credit amount. In the case of ib ria it is likely that Ls r X M) > Ld r X N) 
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by th high liquidity ratio3~ in th formal redit ector, but mo t mall enterpri ma till not 

pri ritiz d du to information opa ity. Thi i b au fman ial in titution t nd to tak enormous 

pr aution in ad an ing loan. speciall to mall ale bu ine s . These nt rpri es rna therefor 

finan inv tment from int mal fund ov.'Iled fund bas d on r tained profits from bu ines op ration 

(P kin ord r theory). ssuming that credit applications A, ) at any given period is appro d at orne 

future date, the amount, B , ma b obtain d for succe ful credit and zero for un uccessful cr dit 

appli ants. Based on th credit application ucce s rate s. it is assumed that all credits are likel paid 

out in full so that E(B,) = A, . 

indicated in quation 2 it is again considered that credit market participation cost gi en as c A, 

' hicb is as umed to be con ex c" A,)> 0 based on the ass rtion that advancing credit to small 

businesses are relativ ly more costly and risky. onsidering the cost of cr dit applications equation 2 

can be ext nd d by a uming that output of smaJ I enterprise i a function of capital and labor and that 

production of output highly depends on labor (input). A reformulated profit function of smaU enterprises 

is denoted as: 

lf, = p,f K, L,)-W,L, -c A, 36 

Where L, is labor, K, is capital which is assumed to be fixed, due to limited operational cash flow for 

investment p, denotes product prices and f(k , L, is the production function. 

Following the profit function in equation 14 a constraint is impo ed on the aJue of credit market 

participation to ensur adequate net a et capital goods plus internal fund minus outstanding debts) as 

collateral for application. hus the collateral constraint for loan appUcation i gi en as: 

c(A,) ~ v,K, + F,- (1 + r, B, 37 

Where v, is the alue of collateral. From equation 39 appl ing the non-negativity constraints to internal 

funds ( F,) net assets and cost of credit market participationc(A,) and the conditions for making 

inference. the following are obtained: 

ee CBL Annual Report (2009). This condition does not cover the informal sector given our lack of knowledge about the 
total number of credit demand and credit suppl . 
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F ~0 

v K F- 1 +r B > I I- 38 

A ~0 

From nations 37 and 3 , d ci ion by small ftrms to participat in credit mark t is anchor d on 

profitability of in e tm nt relati e to interest on credit and application cost . Th refor model38 h w 

that mall ent rpri s rna b credit con trained due to cr dit market imperfections lacking the ca h to 

pay for appli ati n st or rigid redit requirement du to lo urr nt net worth. primal choices b 

firms in terms of cr dit de ision or resp ns to credit market can be made following a binary choice 

ITame\\ork. Thu a binary choice econometric model i s ntial in detellllining credit constraint. 

~.2.1 mpirica l model of credit con traint 

Following equations 37 and 38 this study classifies firms a constrained when the recei e a credit 

amount les than what the firm appH d for. Other constrained firms considered are the di couraged and 

tho e whose loan application wer out rightly rejected . Following Maddala (1 999) the Probit model 

Con* = <I>( X, M, employed to predict the 

probability of being cr dit constrained since the dependent ariable is binary. 

Gi en an underlying latent respons ariable on; i defined in the mod J: 

Con; = bX, + fJM, + 't , + e, 39 

con, =con; if con; > 0 0 otherwise 

Wh re Con; is a latent ariabJe of credit constraint which i not observable but Con, is observable. 

X," as defined earlier in the ogit model except that the error term in Probit is based on normal 

distribution as oppo ed to logistic distribution for the Logit. Credit constraint on, 1s binar choice 

variable that take the value of 1 if fum i attempt d to borrow but was rejected or has been 

di ouraged to apply for credit due to fear of percei d denial or got less than loan amount requested 

(rationed) and 0 otherwise. Again following Maddala 1999) we may not u e system of equation since 

JS The marginal effect of the Probit model is gi en as: 

0¢(/l' x, = ¢, (/3' x, flt where ¢, (/J' x, is the standard normal density 
Ox~r~ 
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ti r a finn t be r dit c nstrain d i not nd g nou . but thi di rnment was subj cted to eodog neir 

I I. 

. ain. the Probit m l pr id large amount of information. but it do s not t ll u anything about the 

that influ n th particular ourc s of credit con traint. i en that th r dit constraint 

m y be at goriz d as discouraged rationed or rej ted estimation of ingle model rna conceal ital 

information for effecti polic d isioo. The Probit mod l is also e timated to furth r eli it the 

probability of ea h categor of credit con traint. The Probit model estimated is p cified as: 

On JJ.Jcourugdl = {l)(X, I \1,) + u, 

ranoncd ( M con 1 = 'I' x, , . , + e, 40 

rt}«<eJ J M ) 0ns I = X, • 1 1 + £ 1 

\\'here x, , , . A1, represent flrm ' characteristics credit market component market en ironment fact r 

v.hile u,.e, &,are di turbance terms. con di.JCt>uraged , is depend nt ariabl -. hich takes the of 1 when a 

finn fail to apply for cr dit due to p rcei ed credit denial and zero otherwise· con rouon~d 1 i dep ndenl 

variable which takes th of 1 when firm recei ed less than th amount applied for and z r otherwise 1 

consre;e ud, is d pend nt ariable which takes the of 1 hen finn applied for credit and got disapproval 

and zero otherwise. quation 40 could be estimated u ing MNLIMNL but there i no theoretical basis 

for such estimation as firms do not choose to be discourag d rationed r rejected. Each of the categories 

in equation 40 is estimat d separate! ince the each category i assumed to be ind pend nt of the ther. 

4.3 model of credit default 
A standard asymmetric infonnation model of ad ere election Liglitz and Weiss 1981; Ta lim 1995, 

Tschach. 2003) is adopted to d velop a framework for credit d fault. Credit default is defined a 

occurring wh n a short-term loan borrowed by mall enterpri es in a gi en period is mar ed by being 

v.ritten off or unpaid at loan contractual due dat . Th re are generally two forms of uncertaint 

regarding credit default. First the borro er (firm) may partial! or full default due to bad busin ss 

fortun , poor judgment or lack of diligence. econd the borro er may be unwilling to meet his credit 

obligations when business apparent! failed to remarkably p rform . Thus mo t lenders demand 

collateral a a way of hedging against unforeseeabl credit default. 
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rom nt rpri ma k loan to initi te or xpand busine . e again 1 t B, 

d not 1 an amount btained by firm bearing int rest rate '~ during the pell of the loan. B for 

taining tb loan. it i appar nt that th firm rna pledge a et, K as collat ral but we artier argu that 

mo t mall nt rpri s in de eloping c untrie are constrained b lack of collateral. L t R, r pre ent 

returns of firm i, which 1 nder ha om le el of clain1 attribut d to th loan amount. In addition to high 

l an co ts which ma 1 ad to d fault firm may al o default ' illfull if th collateral a ailable good 

r putation an acces to cr dit ar alu d mor than 1 + ~~ B,. firm which places little alue on asset 

and has go d fortun to s cure sizeabl loan rna choos trategic default (i.e with holding payment 

from onset . Ln other word if r,B, T tal cost of th loan) is ery large firm mo t likel option is to 

take the loan and d cide nev r to repay. 

Following Taslim (1995) it is assumed that the loan amount withheld b mall enterprises is repayable 

b 
in n equal installments of size b within successive periods of th loan. Thus B = " " 

1 
, where t 

~~- 1 +r)' 

i the total durational sp 11 of th loan amount while r and b were arlier defin d. uppose that the 

bu in operation within the span of the loan becomes a alueless junk and the present alue of profits 
. 

earned b firm . . pv I " 7r, llS 7r = 
1•1 (1 + /' I 

the borrowers small firms has an incenti e of 

deliberat 1 defaulting if " pv is less than B loan amount) minus any costs or penalty associated with 

default. This i apparently one of the cases as ociated with loan repa ment by small firms. 

In the context of ad ers selection. mall firms in de eloping countrie are faced with demand 

uncertain£ which leads to categorizing them as either high quality or low quality bu inesses. Based on 

asymmetry information only firms know the quality of th bu ine es unlik the financial in titutions. 

In the absence of collateral a loan contract specifies a repa ment amount, B' that is to be repaid , but 

thi r payment occurs only if a firm makes profits. Otherwi we uppose that borrower defaults. ince 

tho e who lend to small firms are risk adverse they cannot distingui h b tw n high and low quality 

businesses Akerlof 1970 . Lend r will ther for break-e en b financing small scale business if 

p[PhR, + 1-Ph)O]+(l- p [~R, + 1-~ 0]= l+r, B, 41 
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\\ r P, and 1-P, ar pr bability of ucces and failure of high qualit firm , r p cti el . 

unilarh. ~and 1- P, are pr bability of succe and failur of low quality firm . 

Equation 41 ugg ts that th quilibrium repayment amount is obtain d when 

Wb re P p i th probability of loan repa ment by high and low quality busine se and it is increasing 

in high quality bu ine s proj ct This is gi en as: P p) = pPh + 1- p P,. It is discemabl from equation 

41 that a finn may al o default if RP p) < 1 + r B. From equation 41 if R1 p q) + K < (l + r,)B, finn 

in t lo is K (collateral since it is used to f1.llly or part! fi nan e payment of loans. WhenK = 0, 

\\hich i certainly the case with many micro and small scale firms in developing countri (such as 

Liberia the ftnancial institutions incur loss. Assuming there i a ailabl collateral its alue is denoted 

as. ,. see equation 37 and 38) ~ hich is agreed on in advance or the ruling spot price at the time of 

default. This scenario justifies r ason why many financial institutions find it costly to transact with 

micro an small scale firms. In cases wh reR, p q) > 1 +r, B, firms earn po itive profit and this may 

h.ighl reduce the possibility of d fault in loan repayment. Therefore specification of loan default is 

ba ed on potential and actual defaulter considering the credit market components market en ironment 

and competence of small enterprises. 

4.3.1 E timating the credit default model 
Credit default is situation whereby a loan recipient reneges on repayment at the time of call e en though 

some of the loan defaulters may later settle their obligation. D fault by small ent rpri es in credit 

markets i a sociated with credit en ironment skills and competence of enterpri es and market 

en ironment confronting smaiJ enterpris s. Thus potential credit recipients are likely to default whil 

other do not. Based on ftrm cr dit appro al the firm rna then default or not, which classified such 

firms as potential defaulter . Ho~ ever default in some in tance i based on credit policy and economic 

activities. ince there is possibility for partial or full default thi study considers loan repayment default 

taking into account busin ses which did not honor their credit agreement at the time of caU. Despite the 

binary nature of loan default, the binary model in estimating probability of default is not employed 

because it do s not control forth non-defaulter. More specifically the Probit model to be estimat dis: 
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o; =8,x, r,a, +e, 43 

\ lter o; i a lat nt ariable whi his not ob er able but D, bs r abl . D, take the alue 1 if finn 

i v r exceeded maturity date of loan r pa m nt in the last thr e ears and 0 otherwi e. r, repr sent 

fa tor cr dit market comp nents market en ironment) in addition to firm s attribute (X, that 

in flu n e default. a and 0 ar parameters to b estimated 

Binary choi m dels may gi e biased results if not accounting for those that ne r defaulted. The 

extrem Tobit (Type- I Tobit is therefore employed to cen or for small enterprises which clid not defauJt 

in the repaym nt of loan. In deri ing the Tobit model to be timat d we first consider th model below: 

d; =8,x; + ,a, +e, 44 

\Vb re d; is a latent variable representing firm s i propensity to default and the other variables were 

earlier defined in equation 44. d, is the actual default amount captured as the ratio of default amount to 

total loan amount recei ed. FoUowing Moffat (2003) since actual default cannot be negati e, the 

relationship betwe n d, and d; is given as: 

d, = max(d* 0) 45 

Equation 45 gives rise to censored model whose log-likelihood function for the P-Tobit is: 

LogL= i)n(l-<I>(ox:; +f', 8)]+ L In(_!_; d, -ox; -r', a J 
o a + a a 46 

From equation 46 0 in the summation notation indicates being ummed over zero while + denotes 

being summ d o er positi e observations. The standard normal probability density and cumulative 

density function are <I> and¢, respective! . 

quation 45 is appropriate but it onl addresses the problem of corner solution relating to loan default 

without simultan ously capturing those potential and actual credit defaulters. Although the Tobit model 

has been u d to model estimate with zero observation it assumes that explanatory ariables are the 

sam for the decision to default in credit market as they are for the default decision regarding the share 

of default and that their effects are of the same sign. Thus estimation of default by onl considering 

positi e alue (Tobit could lead to biased and inefficient results. Moreover, the inherent weakness of 

the Tobit is that it only allows for comer elution of one type of zero since it is based on implicit 

as umption that zero arises onl as results of respondents characteri tics. Moffat (2003) believe there 
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are fi rm that would ne er take p iti value i.e. they w uld ne er adb r t loan c ntra t). 1en the 

of Tobit v. ithout consid ring group that ,, ouJd ne er h nor I an on tract ma gi e bi ed e timat s. 

D ton and Irish 1984 propo e relax tion of restriction b onsidering probabilit that one would 

ne'er default Based on this "e on ider proportion of potential defaulter asP and 1-P as proportion of 

firm that would never default. The T bit model would apply for potential d faulter unlike for ' never 

defaulter' , b caus the intensity of d fault' ould be zero. This gi es rise to the P-Tobit in equati n 4 

wh re th param t r and P are estimated. be P rna ary according to respondent s characteristics 

which gi e ri e to the Double Hurdle model. 

Therefore, tb Double Hurdle model follo ing ragg (1971) and most r centJy Moffat (2003 and 

imtowe and Zeller (2006 e sentially address the foregoing problem where both potential' and 

"extent' ' are treated s paratel in a single estimation. The essential fi ature of this model is that it must 

cro two hurdles in order to efficiently capture the ext nt and probability of default by small 

enterpri es. Thus the underlying issues in the Double Hurdl model ar in two-folds: Whether a credit 

participant had ever defaulted on Joan repayment· and what proportion of the total amount is the default. 

The rele ance of the two issues is that factor that affect the caus of default may be different from those 

affecting the extent of default. In this model those ' ho never defaulted are considered but bonowers 

are placed in a class of potential defaulter after passing the frrst hurdle. Whether a potential defaulter 

actuall defaulted depends on factors relating to credit market skill /competence of enterprise and 

market environment. Tb Double Hurdle model allows for the possibility of investigating these two 

issues since they may be affected by different set of ariables. ince small enterprises that participate in 

credit market are potential default rs, their circumstances then dictate hether the must ba e defaulted 

or not. The Double Hurdle model i a parametric generalization of the P-Tobit model in whi b the 

causes and extent of default are determined by two separate stochastic processes given as: 

d; = z,'m l +&, 
47a 

d •. ' fJ , = x, 1 + e1 
47b 

Where d * in 46a and d * * 47b are unobserved latent variables. Under the assumption that &1 and e, 
I I 

we have the Double Hurdle model applied by Cragg (1971). The two hurdles of default are defined as, 
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, = l if d > and d, = if d, * 5 . The ctor ::, I and ·, I ar xog nou explanatory ariable 

\\>i th P and ~ as param t r . The c nd hurdle clo I re emble Tobit quati n 45. which is gi en 

as 

d ' = mru d ** ,O 48 

\\ ller th ob erYed default is defrned a d = d • • i [ d * * > 0 and d * > 0 and zer oth rwi I I I I 

The log likeliho d of th D ubi Hurd I model i gi en as: 

49 

Equation 49 i the Double Hurdle log-likelihood whi h i estimated using T A A36 pr gram. The fir t 

term in 49 corre ponds to all credit market participants who ne er defaulted whit th econd term 

capture al l a tual defaulters . Empirical results by both Moffat 2003) and imtowe and Zeller 2006 

indicate that the Double-Hurdle model provides more superior re ult than tho from Tobit mod 1 . 

Thu , in this tudy the decision to default and the extent of loan default b mall enterprise i estimated 

using a Double-Hurdle mod 1. 

4.4 ummary 

Th chapter has di u sed the theoretical framework leading to the achi ement of each of th stud 

objecti . Each of the three theoretical framework is followed by its appropriate empirical model 

\\hich i estimated for analysis. The tud used the binar and multinomial model in as es ing cr dit 

market participation and ace to credit b mall enterprise . Moreo er the Heckman and Tobit model 

w re e imated to determin factors influencing the loan amount recei ed by small enterprises in order 

to addres probl m of ample selection. While the Heckman pro ided better result than the Tobit the 

e timate r ealed that th Probit and Multinomial Probit mod l how almost similar re ults to that of 

the Logit and ultinomial Logit. How er, the Multinomial Probit is deri ed under the as umption of 

normal di tribution and the problem of IIA i stricti corrected for. The Tobit relaxes the problem of 

id ntifying in truments though it is fa ed with the problem of u ing a single estimate for analyzing 

probabilit and extent at the arne time. The Probit and Multinomial Probit wer also used toe 'amine 

relation hip between credit con traint and other attributes of small enterprises. On the aspect of the 

1~c: T T program to be used in e imating the double hurdle model i written by Dr. Peter G. Moffat of the chool of Economics and 
al cicnces. University of Anglia. nited Kingdom ( K) through p ionatc reque 
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p babili ) and e .. t nt of I an default. b th th D ubi Hurdle and n -limit bit model w r 

e mat d. Th ugh the Tobit model control for sample el tion by a ounting for those ' ho ne er 

d faulted. it doe not gi e much explicit r uh for c ncr te policy pre ription ompared to the Double 

Hurdle. ' bich pro ides e timat [I r both the probability and xt nt of loan default eparatel 

onsidering th Gr t (probability of defaulting) and s cond hurdles (extent of default in the e timation. 
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D DD D RIP IO 

Tht h pf, r pr arch d ign [I llowed b ' d ripti n f th tudy ar a . Th chapt r al 

pro,id ripti n f th sampling and urve m thod I gy, in lu i of fi ld work in ol ing 

data collection. Th urv in trum nt de cripti e anal i of data, ethical 

\'aria I ar di us d in thi chapter. In additi n to brief d cripti n of data it pre nts a d cription of 

h \\ th data was tran form d from the adrnini ter d que tionnair into tudy ariabl for anal is. 

5.1 am piing fram and tud ue 

5.1.1 R ear h d i n 

Thi stud pro id s an xplorati e e amination of mall enterprise financing in Lib ria. The tud 

mploy a sur y de ign, lh reb coli ting qualitati and quantitati data on mall nterpri e ' 

cr dit xp rience in urban iberia. The field work wa implemented b tween the months of Jul 20 l 

and eptember 20 I 0, consid ring fifteen 15 enumeration areas A ). Prior to the field work 

preliminary information was gath red n tb study area from the ampling fram to determine tb As. 

The urv was carri d ut in thre different p riods. While the fu t p riod entail d implementation of 

th pilot urvey the second and third period in ol ed carrying out the actual data c llection which 

con titut d fa -to-face int rviews. direct ob er ation and focus gr up di cu ion37
. llowing the pi1 t 

une data collection instrument was appr priately r fined bas don r sult from the pi! t tud . 

. 1.2 amplin frame and tud ite 

Thi re earch adopt d a c mbination of qualitati e and quantitati e approaches for data collection. Th 

main source of data or thi tudy i the ur e of mall bu in s u ing th ational Ace unt ampling 

frame tabli hm nt urvey ampling rame-2007 conduct d by i ria In titute f tatistics and 

G a-Information rvice 1 ) in 20 7. The targ t p pulati n i the et of all mall enterpri es in 

Montserrado and imba of ib ria, c n tituting the rvice manufa turing and trade commer e 

sector with 5-19 emplo that were op rational before/ in the year 2007 when the stabli hment 

urve ational ccount was carried out. Table 9 r port th di tribution of nterpri in the region 

where th urvey was implemented. 

u ed as cross-cutting i sues to emphasize some of the finding . 
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T ble ational ccount of firm io Montserrad aod imba 

Sectors 

Country Employees Manufacturin~ Service Trade Grand Total 

tootserrado <5 - . . -
5-19 388 674 745 1807 

20-99 43 80 65 188 

100+ 5 6 11 
Mootserrado Total 

436 760 810 2006 

imba <5 

5-19 16 78 81 175 

20-99 I I 

100+ 
Ntmba Total 

16 79 81 176 
T otaJ population 

452 839 891 2182 

Population Montserrado: 1807 
1 considered Nimba: 175 

Source: LISGIS (2007 

Both formal and informal enterprises falling within the univer e of small enterprises in the sampling 

frame were selected but the informal enterprises were ery few and were only captured during the 

survey exercise. The sur ey is supplemented by three (3) focus group discussion with members of credit 

union, banks executives and local officials of small enterprises. Moreover one-to-one discussion was 

held with officials of financial institution to solicit opinion on issues relating to small enterprises 

financing. 

The study relied on structured semi- tructured and unstructured que tionnaire to collect data from w·ban 

areas of two of the fifteen political subdivisions in Liberia: Montserrado and Nimba According to 

LI GI urban area is defined as 'setrlements with 2000 or more population po essing one or more 

social infrastructure or amenity (water, electricity, school, hospital or clinic and telecommunication). 

evertheless, any other locality with le than 2000 people but being the capital city of a county is also 

considered as an urban area. Otherwi e all other localitie lacking these attributes mentioned can be 

termed as rural·. Major activities influencing ettlement pattern in these areas are high commercial 

acti ities industrial production and urban infrastructures such as electricity better health and education 
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fa ilitie . Th d i i n to u the orld Bank nterpri e re ults (2009 as b line erves as p t ntial 

n fi r el ctin th stud area . 

5.1.2.1 urv area 

indicated in Figur 5, two counties ont rrado and imba) in ib ria w re purposi ly considered 

for lhe r earcb becaus of th pr nounced concentration of almost 60 p r entage points of th country s 

population and e onomic acti itie folio ·ng the nd to the conlli tin 2003 . 

Figure : M p of Liberia and tud location 
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ed ovember 17 20 I 0). Dotted areas repre ent stud location in 

Figure 5 displays the map of iberia. Th shaded areas indicate where Montserrado and imba 

Counties, where the survey was p rformed. 

Montserrado is the county where the principal capital city (Monro ia) of Liberia is located. It captured 

ten of the fifteen ( 15 EAs since majority of the enterprises in the amp ling frame are located there. The 

county is bordered by three densely populated countie -Borni ounty on the estern border Bong 

Count on the north· Margibi ounty on the east· and the Atlantic cean to the outh. It is the smallest 

in size 737sq.miles) but largest in population (1.5million 8 
. verage household size is 4.7. This area is 

considered because significant segment of those who fled the war from the rural part of the country are 

3
'The pre-war population ofMonrovia was 0.5rnillion 
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ltered there. lt major inhabitant nsi t f the Am ri -Lib rian 39 indigenou people from other 

p· of th untry and oth r fi r ign national . 

l nts rrado contains mo t of th largest market within th entir country. F ed with huge inflow of 

m1gran du to the war. employment i mainly through informal acti itie small ale enture and 

ab rpti n in go ernment. oreo er. employment in the count is primarily through elf- mplo m nt 

v.ith onl: 17 perc ntage points f hou eholds ba ing members lliat are alaried employees. Th largest 

income generating activit i ia p tty trade or small busines e e idenced b 46 p rc ntage point of 

household engaged in these acti itie while 19 p rcentage point benefit from temporary emplo ment 

(CF 20 6 . Unlike the other countie agriculture constitutes maJl part of the econom tn 

Montserrado. All of the commercial banks main! operate in this count with four 4 branches in 

imba and all th eight (8) banks in Montserrado. 

, irnba County i ituated in the orthea tern part of Lib ria and shares borders with the Republic of 

Cote d. I oire in th East and the R public of Guinea in the orthwest. Deci ion to select imba is 

based on its ordinal status as the second mo t populated county and high level commercial presence. The 

population of the county increased from 310 000 per on (1989) to 462 026 persons 2008 because it 

was one of the mo t ecure en ironm nt during th conflict. Its area is 11 551 km2 (4 459.9 sq miles) 

and CO'-'ers a di tance of298 kilom ter from Montserrado County. 

Prior to the civil war Liberia-Ameri an Mining Company LAM 0) and other conce sion companies 

provided huge employment opportunities for both Liberians and non-Liberians. losure of many 

im estments as a direct result of the conflict, dra ticaU limited employment opportunitie . The county 

has large number of form r combatants and returnees who have not been able to ftnd employment in its 

shallow economy. Though the ounty wa negati el affected by the civil war thereby lea ing ocial 

infrastructures in poor conditions government and pri ate in estors are exerting efforts t revive the 

econom . With commercial acti itie concentrated in th commercial apital of the County (i. Ganta4 

life in imba is g nerally rural-based e idenced by high level subsistence. Dispo e to endo ment of 

mineral resources such as diamond, gold and iron ore the local conom is based on agriculture and 

other enterpri es like trading in dr goods used clothing furniture and ser ices. 0 spit the pre ence of 

huge microenterprises small businesse are in large number with owner hip based on sole 

proprietorship. In terms of financial services, four banks and two credit unions current! operate in the 

:;
9Thcse are culers "'ho were emancipated and later repatriated to frica ITom America around 1600s and 1800s 

40 Ganta is a thri ing commercia] center in Nimba where people from Guinea, Cote d' Ivorre and nearby counties (Grand 
Bassa. Rivercess and Bong often go to trade 
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ut a to redit i till limit d due to high cr dit rcquirem n . c n mic gr wth in imba 

is dually taking hape dri en b growing le I of trade and in estment. 

-.1 Population and ampling frame 

In Liberia busine es are r gistered through s eraJ institutions. These are the Lib rian Marketing 

As ciations and the Registrar of small scale businesses of the Ministry of Commerce. Howe er other 

micro and small scale bu in sse in the informal e tor are not captured in the registry. Therefore 

population of small enterprises was drawn from tb ampling Frame to carry out the stud to select the 

sample used in the study. The sample of the study generated from the stablishment ampling frame 

known as · ationaJ Establishment Census created b Liberia Institute of tatistics and Gee-Information 

Service (LISG ) in 2007. Th objecti e of the frame i to pro ide information for sound de elopment 

planning· generate information for a frame for the ational ccounts and initiate a proce s of capacity 

building by using the sampling frame for Annual Economic urv y. The frame co ers t 5 thou and 

establishments whose distribution in terms of micro small and medium enterpri es are determined in the 

preceding page. The frame enabled the identification of Enumeration Areas EAs for the tud . his 

sampling frame contains information on micro medium and small enterpri es such as name location 

telephone contact, busine s r gistration legal status main activity and principal products. ince the 

listing of enterpri es contained in the frame is quite recent o er 70-80 percentage points of the 

establishments were in existence for ampling. The list u d in identifYing enterprises considers all 

members of the uni erse consisting manufacturing trade and ervice ectors with 5-19 employees. The 

unit of analysis was small enterprises constituting services manufacturing and trade with 5-19 

employees that were in operation before/in the year 2007. This unit of analysis was cho en because of 

the crucial roles of small firms in post-war economic recovery and its determination during the recent 

World Bank Enterprise urvey (RPED on Liberia. 

Though the World Bank data is recent, Claessens and Tzioumis 2006) uggest that survey are the 

preferred approach for analyzing small and medium businesses because existing surve s in developing 

countries (like Liberia with a ·firm-finance component are not substantive for sound research41
• he 

World Bank data (RPED was collected under the assumption that countries characteristic are imilar 

~• Claessens and Zioumis (2006) as errion that for the future, firms effons need to be more detailed and focused . This is a 
confumation to our argument that the Enterprise Sur ey (2009) lacks important details on smaJI business finance for 
comprehensi e research 
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\\ · h may n t n e aril) the ca f p t-war countrie and p ac ful c untrie m imilar r gion . 

B td . th RP D data I k d tail d finan ial inforrnati n uch cr dit am unt appli d for amount 

re tved. cr dit de auJt. c nfli t r lat d ariable tudy. Mor o er, nly fe, of th 

firms d me t -p of financial tatem nt or accounting r c rd t re pond to the urv . implication 

i that th r cant infi m1ati n a ailable about th s firm in the orm of hard opy. In th ca e 

financial institutions mu t r I on other sources of information mainl urvey in order to make their 

lendmg de i ion. In fact, anal si of e · isting RP D data demon trate that compr h n i e infonnation 

on mall enterpri e is scarce, and most of the exi ting data are onl confined to manufacturing se t r 

with limit d focus on other ector . ·inall the great detai l a ailabl in the sample makes it er 

uitabl for the analy is. he survey contains a description of the firms ' general characteristic ( iz . 

age. indu tr) owner hip structure manager's attribute etc) demographics of the own r and a 

con iderable amount of financial information. Among the financia l information there i an in entor f 

all loan and recent credi t hi tory of the firm and its own r , information about all th financial ervice 

upplier of the firms and the fliiDs ' exp rience in the last thr e ears in applying for credit. 

-.lA ampling technique and d termination of ample ize 

Th ample size is based on Yamane 1967: 886t 2 formula to calculate sample iz wbos precision 

level is 0.045. uitability of the Yaman technique is due to it power to general a large ample on 

which reli able analysis can be conducted. Based on the 95 percentage points confidence le el the tud 

con idered th pr cision 1 el of Yamane 1967 becau e of its gr ater confidence since it doe not 

de iate much from 5 percentage poin preci ion le el. The Yaman formula i denoted as: 

n = /(1 + e 2
] 50 

~ here. n is the sample siz is the population and e i the Je el of preci ion. Based on the small firms 

population of 1807 (Montsermdo) and 175 imba). th resulting sample drawn with a tratified 

sampling cheme onsi t of 328 (1 1 trata and 121 (2"d trata) small enterpri e from Mont errado 

and , imba ounti s ali fying th crit ria of th small busines es. ontrolling for both item and survey 

non-respon s during the fiel dwork, a total of 78 firms Montserrado) and 30 firm imba) were 

r garded as non-response and therefor e eluded. Ther w re 21 non-existing firms which were later 

replaced becau e the sampl as drawn based on replacement. Informal ector borrowing while not 

4'1n1 sampling technique was recently used b Muriithi (20 I 0) in estimating demand for health in Kenya. 
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mm n. remains lov in th t\ ounti on id r d. r dit fr m informal financial in titution 

mbin d constitut le than 20. per ntag p ints, ' hich is also in lusi e in sample. Thus. the tud 

on working ampl of 250 on errado and 91 imba after ontrolling for non-

re ·pons . onsidering the fifte n 15 E . the mall nterpri e w r ele ted based on 10 sub-locati ns 

in lon rrado and 5 ub-location m imba. ince the number of small enterprises w re w~ the t tal 

small enterpri e v ere divid d b 15 As to get the ampling int rval but due to limited numb r of 

mall enterpris the int al wa narrowed d wn to twenty due to huge replacement of many non-

exi ting firm in the ampl . random numb r from e isting sample wa elected and multiplied y 

ampling interval to get th random start in each stratum respecti ly. This process was repeated unti l 

the _0111 firm was select d. An unweight d sampling i con ider d because of the simple random 

sampling from the strata. 

ince the regulator and admini tr ti e criteria of conducting busine ses in both regions are highly 

similar the data from the two re0 ions were combined for analysis. dditionall decision to combine the 

data i based on the fact that businesse in both locations do not repres nt ignificant dual characteri tic 

reflective of the exi tence of financial in ti tutions especially formal) in the study areas. 

5.1. - Data collection and urve in trument 

This tud relied on qualitati e and quantitati e primary data coli cted through an administered 

qu stionnaire in post-war Liberia. The questionnaires ' hich contained both closed and open-ended 

questions wer admini tered ia face-to-face intervie s with the respondents (manager or owner of 

firms) in fifteen (15) selected enumeration areas. The su.rv instrument captured components such as 

managers· characteristics firms composition credit beha ior financial status employment status and 

a set ovvnership as well a ph sical chara t ristic . ince the gend r of the managers/owners was not 

known in ad anced. the sampling a done ithout regard to gender. Thu we could not o er sample to 

get ufficient number women entrepr neur . he data wa collected from the li t of the E tablishment 

urve or ational account consid ring exclusion rules non-responses. 

Four 4) up rvisors two 2 r s arch assistants and 30 interviewers' ere hired for the urve based on 

the assistance of Liberia Institute of tatistics and Geo-Lnformation er ice I GI ) which ha trained 

man, enumerators. The e interviewer and supervisors were di ided into five 5) teams. To avoid 

problem of suspicion, th enumerators wer chosen and s nt to areas where they are fam iliar to the 

people. and coromunit leader of each As was attached to th team. The role of the research assistants 
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" to \ rk dir tly with m and the field v orker in doing frequ nt monit ring. field ch eking and 

follow-up in th s. This i indi ativ of m full participation in th proc . B for und rtaking th 

a rual data collection research sup rvi rs and r earch as istants were briefl trained on th u e of the 

data coll tion in trwnents. he training exerci e included interacti e e ions on th obje ti es of the 

urve . definitions of concept u d in th que tionnaire. interviewing skills and fi ld practic . Thi was 

implem nted during the pilot study where the sam team was u d for pre-testing of the qu tionnaire . 

Thi was to ensure clear understanding of th instrument to a oid incon istenc and incompl te 

response. Brief change , including closed end d questions were con idered on the questionnaire after 

pil t testing. The main survey started in th first week of august. 2010 and completed in the last w ek of 

eptember, 2010. Based on the sampling frame the s teet d firm was located from its addres pro id d 

in the framework. For quality control of the data, a special team which I served as member was formed 

to do frequent follow-up and random check of enterprises to confirm the reliability of the interviews. 

Following the actual data collection e amination of the questionnaires was made to determin and drop 

que tionnaires with inconsistent as well as incompleL answer . This leaves us with sp cific useable 

que tionnaires from the surveys. Howe er we meticulous! implemented the data collection e ercise in 

order to avoid dropping of questionnaire due to inappropriate or incomplete response. otwithstanding 

we encountered missing :firms or non respondents the missing data wa dealt with by matched sample 

from the frame. That is those firms not in exist nee were matched with oth r firms in the frame because 

of random sampling. 

5.1.6 Problem encountered and olution 

During the research arious probl ms wer encountered despite statistical ad antages of microeconornic 

data Delay in obtaining the sampling frame created lapses of 10 da s b tv e n training and actual data 

collection. Problem of understanding tbe que tionnaire b enumerators was noted during the pilot. 

ccessing the selected firms was difficult because the research was carried out during the rainy sea on. 

The rain often interrupted with the field ork thereby halting the sur ey exercises on few occasions but 

the fieldworkers exercise resilience to overcom thi drawback. orne randomly selected firms could not 

be acces ed due to apparent relocations or closure which made it difficult to access respondents. 

As a result of time constraints the data collection exercises wer extended to complete the exerci es 

with good le el of precision. otwithstanding survey and item non-responses were encountered but the 
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con rned num rators w r nt b ck to the field to r - onta t th cone m manag rs/owners of tho e 

firms with the problems. 

The issue of su picion wh reby managers/own rs of busines s h ld the notion that the urvey wa 

intended to unearth sensiti e details of businesses to un eil to Go rnm nt. This indicat that being 

suspected as agents of Go ernment by man mall ent rpris s was th mo t striking challenges 

encounter d during the survey. Managers of firms pose difficulti s for interaction. 

e eral re cheduling of responses from managers of firm were made to ensure ideal n ironment for 

interaction to gather res arch information. In many cases se raJ isits on a erage 4 isits) were made 

in order to obtain the appropriate responses. Howe er the problem of non-existing firm was addressed 

\\ith replacement while the issue of fear was alle iated through involvement of community I ader from 

designated EAs and communication from the Department of Economics Univer ity of Liberia. 

5.1. 7 Ethical i ues 

The research obtained necessary approvals before its implementation. The proposal was presented and 

defended before embarking on data collection. The tudy explores managers p rc ption and knowledge 

about how credit markets response to th ir firms investment needs. The aims and benefits of the study 

were clearly explained to the manager of firms in the study areas. Respondents were assured of privacy 

anonymity and confidentiality during the study. In ord r to ensure this privacy respond nts were 

assured of not precluding their names and personal information in the r p01t. 

Essentially respondents had the discretionary d cision to participate in the survey. Thus, only 

respondent who were willing to partake in the study v ere con idered. Hove er selected r pondents 

had the right to consider survey or item non-response but onsiderable efforts were made to minimize 

non-responses. Results from the study will b communicated and presented to various fmancial 

institutions marketing association and research institutes for informative policy action. 

5.1.8 Data Preparation for e timation and anal i 

Based on the nature of the stud objecti es data collected were analyzed both quantitatively and 

qualitati ely by coding and entering them into excel and later transferring them to T T A software. The 

dataset was entered through the assistance of ten data entry clerks of LISGIS. Inconsistenc (ies) 

noticed during the entry was corrected by phoning the manager or revisiting the questionnaire. 

Descripti e statistics is de eloped to asses the di tribution of the different variables of interest. 
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lm rtant elem nts from de ripti e statistic w r organized into tables figures or summaries. Due to 

th nature of the data coJJ cfi d we ch ked to ascertain existence of p cifi ation pr blem from post­

e timation such as h tero cedasticity multicollinearity and non-normality which may render the 

estimated results unreliable bia d or inefficient. In iew of the problems the data collected wa 

subj ted to appropriate tests reausch-Pagan test-to detect h terosc dasticity· rormality t st-to d teet 

normal distribution· Varianc Inflation Factor test-to det ct multicollinearity· Wu Hausman Te t for 

endogeneity) to detect the existence of an of the e problems following the estimation of empirical 

models. The diagnoses re ealed no setious problem of heterosc dasticity non-normality and 

specification problems. ince cross sectional estimations are oft n associated with endogeneity we 

checked the estimation of credit accessed and application using the rror term from ither one of the 

estimates to determine endogeneity. Moreo er, the Wu-Hausman test was also used to determine 

possible endogeneity between firms performance related components and demand for credit. Howe er 

the results from the Hausman test revealed independent relationship which therefore L d us to directly 

estimating a single equation instead of system of equation. imilarly there is no evidence of 

endogeneity between firm size and demand based on the Hau man endogeneity test. Based on the 

estimates the results indicate insignificance thereby leading to inference of no endogeneity. We 

performed similar test considering tbe amount of credit rec i ed and amount defaulted in repaying but 

also found no existence of endogeneity. urth nnore tb Wu-Hausman test re ealed independence of 

the different credit choices thereby addressing the problem of IIA. 

5.3 Deftnition and con truction of variable 

The following represents definition of firms attribute that are of intere t in this analysi . Most of the 

\'ariables below may appear latent, but they ernbod institutional attributes that dri e the ability of 

enterprises to anchor on financial opportunity from other credit in titutioos. The explanatory and 

dependent ariables of the survey data set and RPED are hown in Table 10. alongside their definitions. 

De~ndent variables 

The dependent ariables are captured using credit demand (application and access credit constraint and 

loan default Credit demand is captured using application for credit (APPLY) in the last three years and 

amount recei ed (AC E following application including those firms that got less than applied 

amount and those who get full amount. Credit onstraint 0 is constructed using rejection of credit 

application due to perceived rejection (Rejected withdrawal of credit application (Discouraged) and 
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n of cr dit am unt le s than d ired loan amount Rationed)'n. Loan d fault Default) i 

mu t d b ed on re ealed detail of partial or full repaym nt delinquency after date of loan 

contra tuaJ maturity. 

Manager' 

The characteri ti of manag rs con idered gender age y ars f schooling ethnicit and experience. 

Competence ofth firm's manager is captur d by years of hooling and years of e perience. 

In order t assess e ery component of the size of the firm firm characteristics is captured as number of 

employee alue of assets operating capital of the flnns and those that are growth oriented in term of 

workforce. Moreover, the le el of flilD s reputation or camp tence is also captured by the age. 

Fonnal ity44 of fums is based on whether a firm is registered relati e to sole proprietorship partnership 

or corporation. 

Cred it market characteristics (N) 

Credit market characteristic include interest rate hich is captur d based on firm ' perception on the 

level of interest rate- whether interest rate is high or not. Extra payment aside from actual loan 

appl ication fee , is captured to determine the level of corruption in the financial system. Knowledgeable 

about credit application procedure i captured to determine the level of asymmetric information in cr dit 

market using perception of firms . wn rslllp of sa ing account i int nded to determine the r lation hip 

of financial institution and also a ailability of internal fund . Perception on collateral is captured using 

firm' po session of assets and i u d to proxy for risk mitigation factors in credit market. 

Performance of firms 

Financial oundne of small enterpri es JS reflection of its performance. Performance is captured 

relative to the profitability or growth in sale . 

Market en ironment 

H Revealed credit rationing rna not necessarily be reflective of credit constraint. Based on expectation. some firms may 
overstate the Joan amount to get the actual amount. 
4.1 A non-reoistered firm could also take the fonn of sole proprietorship or partnership, but our study categorized aU non-

"' regtstered ftnn as informal. 
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l:rrket en ironment i aptur d by the nature of in estment limat in luding I galit ·. tabiHt of the 

environment and whether camp titian exi ts. Th n\'ironrn nt of the market i al o based on whether 

firms ar operating in the form of a n n ark, and tb economic acti itie firms ar ngag d with. 
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T I 1 : D fiojti ns and o tructioo of ariabl 

D_t_()ende_nt variables 
APPLY take the APPLY take the 

alu of I ' h n a alue of I ' hen a 
finn applied for fim1 applied for 

I APPLY 

r dit in the last 36 credit in the last 12 
month and 0 months and zero APPLY(/} =I 3 APPLY(/) = 3 
otherwise otherwise. Dummy APPLY(OJ=/58 APPLY(0)=34 

' 
ACCESS takes the 
alue of I hen a finn ACCES takes the 

I ACCESS 

gets partial or full value of I when a 
credit applied and 0 firm gets credit in AC ESS(l) = 147 ACCESS(/)=34 
otherwise tJ1e last 12 months. Dummy ACCESS(0}=36 ACCESS(0)=49 
Amount borrowed or 
total loan acce ed 
olio' ing credit 

application and 
approval. Measured 
a ratio of amount 
received to total The RPED did not 

A .\fOUNT amount applied for have this variable Coot 
CON takes the value 
of I when a firm is co takes the value 
discouraged rejected of 1 when a firm is 
or re ei ed less rejected/ receives 
credit than applied les credit than co (/) = 178 CON(/}=43 

CON and 0 otherwise. applied Dummy CON(0)=163 CON(0)~74 

DEFAULTtakes the 
alue of I \ hen firm 

exceeds loan The RPED data did 
repayment period not have this DEFA LT{J)=51 

DEFAULT and 0 otherwise. variable. Dummy DEFAULT (0)=1 32 
Define as un enled 
Joan amount b 
fmns attbe time of 
r pa ment 
cal marurit . 
Measured as ratio of 
default amount to The RPED data did 

DEFAULT total amount not have this 
AMOUNT received variable. Cont 

Firm'~ characteristics (X) 
NETWORK takes 
the value of I when 
a firm has 
membership with The RPED data did 

l .vETWORK 
business group and not have this 1 ETWORK(J) =-16 
0 otherwise variable. Dum NETWORK(O) =295 
SIZE is measured as 
the log of total 
number of 1ZE is measured as 
employed workers the total number of 
in the last tv elve paid and unpaid 

SIZE months employees Cont 
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~L£ 

4L£/EPLOY 1£ 
\T 

AGE 

~ ET 

£\'PAND 

FOR.\4 

LIK 

PRE.\US£ 

SECTOR 

PROFIT 

A SET i mea ured 

finn manager 
\ i hes to expand 
bu ines and 0 

Th RP D data did 
not ha e this 

ot inclu ive in 
RPD 

ol 

The particulars ctor 
in\ hich the firm 
operat . RP D 
considered 
Manufacturing and 
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Dum 

Dum 

Dum 

Com 



COJfPETIT/0 I 

ratio of profit t 
et. inn' pr fit 

is n t return alter 

alue of I 

the 

measured as the total 
year of manager' 
e peri nee in th 

Dum 

Dum 

busin s . Coot 

measured as th age 
ofth firm's 
O\ n r/manager 
\ hich is categorized 
as follow : 30-40 
ea - 1 0-50 

RPED did not 
captur age of 

measur d as the total RP D did not 
number of finn capture age of 

Dum 

Ont 

Dum 

01~ . ERS Coot 

BRiBE 

OFFICER 

finns report that 
th re is corruption in 
credit mark t and 0 

alu of I if the firm 

Dum 

ariable Dum 
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r redit officer and 0 
otherwise 
SAVING takes the SAVING tak the 
alue of I when a alue of I ' hen a 

fiilll has sa ing finn has savings 
account and 0 account and 0 It VI G( I =250 SA VI G (1) =72 

!S.H'/XG otherwise. otherwise Dum SA V1NG(0)=91 SA V1NG(0)=1_5 
PROCEDURE takes 
the value of 1 \ hen 
firms are aware of 
loan application 
procedure and 0 ot captured in PROCED R£( I )=20 I 

PROCEDURE otherwi§e RPED Dum PRECEDURE(O)= 140 
INTEREST takes the 
value of I ben 
firms perceive Captured as interest 
interest rates as high charge on loan I TER£ T(l)=228 

I!ITEREST and 0 otherwise. amount Dum INTERE~T(Qr 113 
REQUiRE takes the REQUIRE takes the 
value of I when value of I when 
firms report that firms report that 
collateral is used as collateral is used as 
requirement for requirement for 
accessing credit and accessing credit and REQ LRE(l =2 16 REQUIRE( J )=22, 

REQUfRE 0 otherwise. 0 otherwise. Dum REQUIRE(O)= 125 REQUIRE(0)=95 
COLLATERAL takes 

I 
the value of I when COLLATERAL takes 
firm possesses the value of I when COLLATERAL( I 
coUateral to attain firms reported the COLLA ERAL 1)=15 =22 
loan and 0 other collateral ratio and 0 2 COLLATERAL 0 

COLLATERAL wise. otherwise Dum COLLA TERAL(0)=3 l =95 
Olber characteristics 

SHOCK takes the SHOCK takes the 

I value of I v hen fLrlll alue of I when firm 
experiences theft or had ever experienced 
robb ry and 0 theft or robbery 0 SHOCK(l)=151 SHOCK{I) =55, 

SHOCK otherwise. otherwise. Dum SHOCK(O)= 190 SHOCK(0)=62 

I 
EEFECTtake the 
value of I when 
firm s operation was 
affected by war and Not captured in EFFECT( I)= 126, 

EFFECT 0 otherwise RPED Dum EFFECT(O) =215 
Type of variable is described as: cont=continuous, Dum =categoric of variable de cribed dummy when the condition pccified is met. 
Cont defines continuous variable 

II 
II 
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·on param tric dat anal i 

~ .. u Mana and flTID 

In terms of g nd r di tribution o manager o n r of small enterpri e th urvey how that about 68 
pe ntage poin ar male compared to about 33 p rc ntag points r pr enting fi mal 

fmana e 

Commerce Manufacturing ervice Total 

r1 anager/re poodent ag 

< 30 years (Less than thiny year 20 (13 .6%) 7 10.8%) 14 10.9%) 41 (12.0%) 

30-39.99 years 77 (52.4%) 34 52.3%) 72 (55 .8%) 183 (53 .7%) 

0-19.99 years 45 (30.6%) 18 27.7%) 40 (31.0%) 103 (302%) 

> 0 years (Greater than fifty years 5 (3 .4%) 6 (92%) 3 (2.3% 14 4.1%) 

Total 147 (100%) 65(100%) 129(100%) 341(100o/o 

Educationa11e el of Manager(%) 

one 10 (6.8%) 4 46.2%) 6(4.7%) 20(5.9%) 

Pnmary 4(2.7%) 5(7.7% ) 6 4.7%) 15(4.4% 

econdary 68 46.3%) 27(41.5%) 51 (39.5%) 146(42.8%) 

Teniary 65{44 .2%~ 29(44.6%2 66{51 .2%2 t60{46.9%L 
Source: Computed from 

Table 11 indicates that majority of re pondent are managers (ab ut 54 percentage points of small 

enterpri es who fall within the age range of 30-39.99 year implying that most of the e managers rna 

not have had much business experience prior to the inception of 1989 ci il war in Liberia which lasted 

for about 15 years. Perhaps during the course of the conflict mo t new college graduates mu t have 

managed to sway their wa into busin ss enture due to limited employment opportunities evidenced 

by 46.9 percentage points of managers with tertiary education. Thus middle age managers or owners of 

firms who were about 25 ear or more during the war constitute 30.2 p rcentage points of the total 

re pondents. Manag rs in th age category of less than 30 years accounted for just 12 percentage points. 

Table 11 also reports the distribution of small enterpri es managers by education level. While managers 

of fllll1S without education account for 5.9 percentage points those with econdary and primary 

education represent 42.8 p rcentag points and 4.4 p rcentage points respective! . More than 64 

percentage points of managers with tertiary education 47 percentage points) are greater than 50 years 

\\hile 46 percentage points are between the age of 40 and 50 years at the tertiary level. Median 

experience of majority of managers (age less than 30 years i below I 0 years for more than 50 
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nta~ e point of manager . Intere tingl tb mo t te hnological manufacturing ctor bich hould 

as bedro k for r iving Lib ria·s shattered conom repr nt only 44.6 per entage point of its 

manager with tertiary ducation compared with 51.2 percentage point of manag rs in service ector. 

o t experi nc and educat d manag r ar kno ledgeable about th credit mark ts compared to the 

oth r le el of education. 

The results of the survey how that mo t small nt rpri e are owned/managed by indigenou Li nan 

(77 percentage points compared to 33 percentag points constituting non-Liberian . The median size of 

finn as measured by number of mployees and total ales doe not show greater variation. The tudy 

revealed that ages of businesses range from 4-24 years irnpl ing that bu ines es are survi ing despite 

str nuous post conflict investment climate. The median age of firms aero s the sector i 6 year sur ey 

data compared to 7 years (World Bank data) suggesting that majority of firms was establi hed just at 

the end of the civil conflict in 2004. 

Figure 6: Age de ity of mall enterprise 

N 

~ 
QJ--L--~,-----------r-----------.-------~==~----------.-

5 10 

Source: Author's computation from survey dataset 

1 5 
agefi rms 

2 0 25 

On the o erall Figur 6 shows that finus are young, evidenced by more than 59 percentage points of 

ftnns established either immediately during the end of the conflict in 2004. The age of the firms reflects 

reputation and competiti eness where firm' s survival implies resilience to competiti eness. As it 
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nains t \\ih, m t f th bu in over d in th tud attain po iti e gr wth in ale . n e m 

gr wth i r port db m r than 5 perc nta e p in of firm . 

thr at ning in e trnent limat as ociated with Lib ria a a re ult of th prolong d i il 

nflict. man firm wer tabli hed during the v ar-p ri d 19 -2003 compar d with perio 

(i. befi r 1 0 and after the war 2004-2010 . Anal i of th data sugg ts that 44.6 p r entag 

point . .5 perc ntag poin and 2.9 perc ntage point of firm wer tabli b d during 19 0-2003 

aft r 2 04-20 I 0 and b fore rior t 1 90 war period r p cti el omparably anal i f th 

\\ orld Bank Ent rprise urv (RP D on Lib ria indicate that majority of the finn 46.67 

percentage points) was e tabli h d during the \: ar p riod 19 -2003 c mpared with 35.33 p rcentage 

points and 18 p rc ntage point of firm established after and b for th war r spe ti el . 

Figure 7: D · tribution of firm ize 

5 10 15 20 
Totalworker 

ource: Author's computation from urvey data t 

indicat d in Figure 7 th median employment b small ent rpri e i 7 mpJoy es for about 59 

per en tag points of firm orld Bank 2009 and 6 employee for bout 73 p rcentage points of finn 

( urve data . This sugge ts that mall enterprise till ha e long wa to b oming medium ize i.e 

emplo ing at least 20 persons). Indeed the two figures how that th r is positi e relationship between 

firm size and age. 
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As 1 dicat d b) the orld Bank nt rpri nfirm d th ofmor 

entitie in iberia. of firm which ar regi tered 

. E c pt for fe nt rpri v hi h are id ntifi d c rp nt g point and 

partn rship 23.5 p rcentag point th re t of th firm ar wn d by ingl indi idual 8.9 

percentag points who ar pr dominantly martag d by mal bout p rcentage point . lntere tingl 

enterprise constituting commerc and ervice e tor r pr nt th highest numb r of ole 

ropri torship (42.5 p rcentage point and 37.02 p rcentag p int r pecti ly, and th ir op ration 

are higW link d with large bu in . Most of th firm 93.3 p rcentag p int ar formal! 

re.) ter d. though predominantly managed b male 67.7 p ~ ntage point . 0 pite th high le el of 

firm·s formality about 40 p rcentage points still faced c mp titi challenge from informal firms 

ompared with the World Bank nterprise urve where 6 p rc ntage points of firms are not d to 

experience comp tition from informal or unregi t red firm . ne of the major ffect fmns endured 

following the conflict is rampant theft and robb ry which continue to hind r busine s op ration. 

In post-war Liberia. the reacti ation f different ctors is key priority for p !icy r form . Th re is 

relati ely larger concentration of mall firms in trade s ctor (43 p rcentage point compar d to the 

service 38 p rcentage points and manufa turing 19 percentage points . ompar d to th World Bank 

data. th ervicc e tor accounts for 84 perc ntage points of firms and manufacturing r pre ent 16 

per entage points. One explanation i that th conflict ontributed to th collap of s era! 

manufa turing industries thereby making it cost! to financ purchas of machinery and equipment for 

manufacturing. Th trade sector promulgated as a re ult of imp rtati n of ariant pr duct for trading 

while the service ctor flourish din rd r to enhan post-war recon truction. 

5.4.2 ource of firm capital 

While about 94 per entage point of firms expressed desire f bu iness expansion 34 p rc ntage p ints 

of the small firm intend using int mal funds a r ported in Tabl 12. implying gr ater de ir for 

external capital . Relati e to inquiry from manag r /owner of mall enterpri es if the had attempted to 

us external capital when the initiate their busine the urvey found minimum u of external fund 

for busine s start-up. While ther i non xistence of long t rm I an du to appar nt underde elopment 

of the fmancial ector, the data shov almost a eraged u f temal fund ( videnced by the median 

leverage ratio of 0.44 mainly for bu iness expansion. s far a cr dit sourc s ar concerned Tabl l2 

shO\.\ that about 80 percentage points of small busines s wer initiated through the u e of internal 

funds. Owner' equity internal fund was identi:fi d b roo t bu ine e for initiation of in estment. 
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ln · tin l . th urv y ound high u age about 73 p rc ntag point o financi I in titutions 1. 

formal or informal b mall ent rpri for a ing. Howe er thi d ugge t that the instituti ns ar 

hig.hl liquid, id nc d b o iti e corr lation b t\! e n ale growth and op rational co ts. 

T ble 12: our of pit I for bu in 

Main ourc of 
ca ita! 

Credit sources 

elf-finance 
Bolh self-finance 
&credit 

lnherilance 
Help from 
famil /friends 

Other 

Total 

15 
(10.2%) 

100 
(68.0% 

25 
(17.0%) 

5 
(2.7%) 

2 
(1.4%) 

147 

Manu• 
7 

(10.8%) 
42 

(64.6% 
14 

(21.5%) 
2 

(3.1%) 

0 
(0.0%) 

65 

tart-up and pan ion 

tan-up capital 

ervice 
9 

(7.0% 
90 

(69.8 
24 

18.6%) 
3 

(2.3%) 

3 
(2.3%) 

129 

Total 
31 

9.1%) 
232 

(68.0% 
63 

( 18.5%) 
10 

(2.9%) 

5 
1.5%) 

341 

Com• 

57 (38.8% 

54 36.7%) 
31 

(21. 1%) 

4 
(2.7%) 

I 
(0.7%) 

147 
ource: Author's computation from survey dataset. • om=commerce· *Manu=Manufa turing 

Manu• 
26 

(40.0%) 
19 

(29.2%) 
19 

(29.2%) 

I 
(1.5%) 

0 
(0.0% 

65 

ervice 
58 

(45.0%) 
41 

(31.8%) 
26 

20.2%) 

2 
(1.5%) 

2 
1.6%) 

129 

total 
141 

41.4%) 
114 

(33.4%) 
76 

(22.3%) 

7 
(2.1% 

3 
(0.9%) 

341 

Table 12 indicates that business start-up capital highly constitute internal funds compared to credit 

ources. Though more than 91 percentage poims of firm express d int ntion to expand busines in 

Liberia. only 141 41.4 percentage points) firm indicate desire of utilizing credit ources while majority 

(33.3 percentage points indicates the use of internal funds for business pansion. sag of b th 

internal and external funds for business expansion was reported by 22.3 p rcentage point of firms. On a 

sectoral basis th manufacturing and service sectors seem highl de irous of external funds for 

expansion. 

5.4.3 Credit application, access and constraint 
Table 13 shows that though about 47 percentage point of firms did not apply for loan b cau e the 

apparently ha e adequate funds ftrms decision to participate in credit market is limited and acce s to 

credit remains low among firms in Liberia. According to the World Bank Enterprise urve 22.67 

percentage points r ported participation in the credit market and 20.67 percentage points out of 117 

firms ha e line of credit. Out of ftrms with line of credit 45.16 percentage point and 29 percentage 

points constitute firms established during and after the war periods respecti el . redit constraint i 

prevalent among firms in Liberia. While firms using bank to finance investment repr sent 10.1 

percentage points firms identifying access to finance as a major constraint represent 34.99 p rcentage 
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k of ollateral i con id red as potential fa tor limiting participation in cr dit market and b 

ex ion ce to cr dit e idenc d by 86.9 p rcentage point of loan requiring collateraL Complex 

redit application 16.7 p r entage points and unfa orabl intere t 16.7 p rcentage points w re also 

it as other factors limiting participation in credit market in Lib ria orld Bank Enterpri e urve 

20 ). 

Table 13: Credit participation and acce by mall enterpri 

Ca~ ory 

Total responses 
Applied & obtained full credit 
Applied but got less credit 
Applied and got nothing 
Did not apply 
ourcc. Author's computation from urvey dataset 

Manufacturing 
65(19. 1 % ) 
II ( 16.9 %) 
20 (30.8 %) 
9 (13.9 %) 
25 (38.6 %) 

ector 
Commerce 
147 (43 .1 %) 
22 (14.9 %) 
36 (24.5 %) 
16 ( 10.9 %) 
73 (49.7 %) 

Total 
341 
59 ( 17.3 %) 
88 (25.8 %) 
36 ( 10.5 %) 
158(46.3 %) 

Table 13 r fleets the different categories of loan applicants in terms of rationed rejection and success of 

loan appro al . It is shown that only 17.3 percentage points got full credit amount, whi le 25.8 percentage 

points of applicants got less than the ful l loan amount applied. Based on the survey data, 183 credit 

applications were made for external fund among which 43 percentage points (147 firms) reflected the 

success rate of acce sing full or partial credit for bu iness enture. Based on the specific classification of 

credit sources in terms of formal or informal the stud specificall identified four sources of credit 

predominantly existing in the financial domain of Liberia. These credit sources include banks su u club 

credit union and money lender. When credit application is considered in combination, the study found 

that formal institutions dominantly banks are the most predominant conduit for in estment expansion 

b small enterprises in Lib ria. imilarly Petersen and Rajan (1994) found that commercial banks were 

the major providers of credit and other fmancial services to small businesses. 

Table 14: Credit application and approval by financial in titution 

Credit Institutions 
Banks 
Susu Club 
Money lender 
Credit Union 
Total 

Credit application 
145 
23 
10 
5 
183 

ourcc: Author's computation from urvey dataset 
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Credit approval 
112 
22 
8 
5 
147 

Non-approval 
32 
I 
2 
I 
36 



The rol of fi rmal cr dit institutions in the urban credit market is al o shown b mall nterpris 

borrowin~ d ire to expand in estm nt. This prop nsit i sugge ted b the evid nc that 46 percentag 

poin of the mall enterpris in Liberia indicated a need for external funds fr m bank in order to 

expand. This indicate the relati ely high succe rat borrow rs (firms are p r i ed to ha e with 

banks than with other lending institutions such as usu club, moneylender or credit union. s indicated 

in Table 14 183 firms applied for credit appro al and only 36 firms recei ed no ere it while 90 (about 

49 percentage points) of the finn got less than the actual amount the appli d for and 62 (about 34 

per entage points) got the full amount applied for. Intere tingly, only 66.8 p rcentag points of the total 

loan amount applied for was r ceived implying that small enterpri es are still faced with financial 

constraint While reduction in the size of the loan may b seen as important screening device for loan 

recovery the major reasons cited for refusal of Joan were lack of collateral and other riskil observatory 

attributes of the firm s project The analysis of firm s credit history bows that the majority of firm m 

urban Liberia had accessed formal credit. Table 14 shows that 29 percentage points of the total firm m 

Lib ria had received credit from banks whereas less than 19 p rcentage points of the firm in recei ed 

credit from other credit sources. From the total firms urveyed in Liberia non-credit appro a1 accounts 

for less than 8 percentage points. 

Table 15: redi t application and acce aero credit marke 

Credit Application by sector Credit Approval by sector 
Credit 
Sources Com. Man. service Total Com. Man. Service Total 

61 35 49 145 47 26 39 112 
fonnal (41.5% (53.9 %) (37.9 %) (42.5 %) (63.5 %) (65 %) 56. % (61.2 %) 

13 5 20 38 II 5 19 35 
informal (8.8 %) (7.7%) (15.5 %) (J 1.1 %) (14.9 %) (12.5 %) 27. %) (19.1 %) 

73 25 60 158 16 9 II 36 
none (49.7 %) (38.5 %) (46.5 %) (46.3 %) (21.6 %) (22.5 %) (15 .9 o/~ J.l9.7o/~ 

Total 147 65 129 341 74 40 69 183 
-Source: Author's computation from survey dataset. Com=Comm rce. Man, Manufacturing 

Table 15 reveals that credit application and access in relation to formal credit as compared to informal. 

The finding indicates that formal credit application repre ents 42.5 percentag points compared with 

11 .1 percentage points for th informal. Across the three ector the servic sector seems to borrow 

more from the informal cr dit market compared with th trade ector, which borrow highly from th 

formal credit market. This onJy suggests that urban sector of Liberia has more penetration of formal 
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1t. R I iv to a th approval rate r pr nt 61 p r entag points for formal credit. out which 

than -o p rc ntage p ints a tuall got orne r dit amount. 

Tabl 16: r dit coo traint b ector 

Defuution of Credit Constraint ectors 
Manufacturing ervice Commerce Total 

Dis ouraged applicants 8 (12.3 %) 15 (11.6 %) 31 (21.1 %) 54 15.8 %) 

Rattoned applicants 19(29.2 %) 32 (24.8 %) 37 (25.2% 88 (25.8% 

Rej ted applicants 9(13.9 %) 11(8.5 %) 16 (10.9 %) 36 (10.6 %) 

29(44.6 %) 71(55%) 63 (42.9 %) 163 (47.8 %) 
65 129 147 341 

As indicated in Table 16 about 52 percentage points of mall nterpri es are credit constrained in 

Liberia based on the theoretical definition relating to tho that recei ed credit amount le relati e to 

amount applied for; firms that are discouraged about th credit requirements and those who e loan 

applications were r jected. ut of the 54 discouraged applicants 22 firms withdrew and 32 did not apply 

due to apparent denial of credit application. It i worthy to point that rnajorit of firms identified to b 

credit constrained befits the definition of credit rationing whereby most applicants got les than the 

actual credit amount they bad applied for. 

Table 16 al o shows that credit rationing is the major form 25.8 p rcentage points of credit constraint 

confronting small enterprises in Lib ria. redit constraints seem more pronounced in the manufacturing 

(55.4 percentage points and trade ctors (56.5 percentage points), compared with the servic ector 

(43.7 p rcentage point ). In terms of gender male are more con trained (53 percentage points) to female 

(49 percentage points) and thi due to the fact that most of the mall enterprises are managed by male. 

Managers of small enterprise whos ages abo e 50 years wer found to be most constrained while 

tho e belo\1 30 ears fell in the l ast category of the definition of credit constrained. 

5.4.-t De criptiv anal i of default 

Based on financial institution definition of loan default v here hort-terrn loan tran cends payment du 

period. existence of credit default was noted from the survey. indicat d in Figure 15, though the 

repayment rate seems relative high (49.7 percentage points 51 fmns (32.08 percentage points) reported 

that the actually defaulted in honoring loan repayment contract. 
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T 1 : P t1 ro f m 1J ot rp or p m ot 

32.08 

D fault Less than M h 

t 
ore t an 

wo 
h 

s1xmonths 
mont s 
arrears 

arrears 

urcc uth r's ompul tion from urvey d tasel 

49.69 

months 
arrears 

Two-three 
months 
arrears 

While th tud did not in tigate about possibility for rollover of loan firms currently in arrears 

falling within the loan contractual period r pr sents 18.3 percentage points consid ring the arious 

monthly arrears. Interestingly th d faulted amount ranged from 50 D to 5000U D and the mean 

defaulted amount is 262 U D. Most of the e defaults emanate from the manufacturing sector (21 out of 

· I firms . Howe er major incidence of default points to failure to honor paym nt of debt at the time of 

maturity e idenced by 32.08 percentag points of firms which ex e ded maturity date with service and 

trade accounting for 36.2 p rcentage point and 44.6 p rcentage p ints r specti ely . In terms of 

di aggregation of default by ct r the rvice and the trade ct r account for 24.6 p rcentage poin 

and _8.4 percentage points r sp cti ely. High loan co t 42.5 p r ntage point and low profit 25.76 

per entage points are major rea ons cited by firms for either exceeding maturity date of loan repayment 

or eventual ly defaulting. D spite other default related reasons pointing to Joan di er ion 5 percentage 

points) about 15 percentage points of default cases was as ciated with cau es emanating from e entua1 

collap e of busines e . Bank (92.3 percentage points) and u u club (80 perc ntage points were 

leading fmancial institutions from wher most of th small bu inesse encountered tho e loans 

repayment default in Liberia. 

5.4.5 Bu ine environment 
The tudy revealed existenc of negati e hocks in th form of ar on robber (th ft and poor sales as 

potential perturbation hampering the operation of busines es in Liberia. Out of the 183 firms that did 
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p rturbati n r 

th maj r h k. b ut 44 

a 

r t ofn gath' hi I 55.1 p rc ntage p int 

\\ found . robb ry 12.3 p rc ntag p ints and ar n 14.1 p rcentage p ints 

w r al o major hindrance p rien d acros the thr e ct r . lnd d th sh may not onl affect 

lh reco rabil ity of loan ad anced to busines e but rna al hinder th gr wth pot ntial f 

busin e . tb r by aggra ating financial impedimen 
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-- D ripti tati tic of ariable u ed in e timation 

T I 1 : De cripti e tatisti D orld Bank) 

Mean Std. De . Min Ma 

0.829 0.378 0 

0.179 0.385 0 
co 0.367 0.484 0 
Credit Market ariable 

L\TEREST 0.040 0.089 0 0.3 
SA 1'1.\'G 0.615 0.489 0 
Competenc kit in bu ine 

EXPERt£ CE 12.495 9.175 2 48 
YEARS (SCHOOL) 11.632 4.344 0 18 
AGE (fi LOG) 2.089 0.628 l.099 3.892 

ize of the Firm 

SIZE tiN LOG) 2.054 0.659 0 4.762 
ASSET (JJ LOG) 11.796 2 .543 6.397 20.439 
firm performance indicator 

SALE 434.59 2901.75 -0.997 29999 

Market eo ironment that defines firm operation 

COMPETIT/0 0.615 0.489 0 

SHOCK 0.470 0 .501 0 

REQUIRE 0.137 0.345 0 

REGISTER 0.692 0.463 0 
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T 19: D ripth tati ti 

Mean Min Max 

0.537 0.4 9 0 
AC fSS 0.803 0.39 0 
A.\ J NT (amount recewedlamount applied for 0.628 0.370 0 
DEFWLT 0.279 0.4 0 0 I 
DEF 4 ULT AAfOU T (amount defaulted/amount recewed) 0.091 0.243 0 2.083 
Cred1t M rket ,·ariabl 

HIGH INTEREST 0.51 0.501 0 
/,,7E.REST 0.215 0.042 0.17 0.35 
PROCEDURE 0.589 0.493 0 
REQl.,IR£ 0.633 0.483 0 

COLUTERAL 0.831 0.376 0 
SAri\'G 0.733 0.443 0 
BRIBE 0.284 0.452 0 
OFFICER 0.279 0.449 0 

kil e perience in bu in operation 

YEARS (SCHOOL) 11.953 3.830 0 16 
AGE (/, LOG) 1.924 0.486 1.386 3.178 

AGE OF FIRM SQUARE 3.938 2.040 1.921 10.100 

EXPERIE CE (YEARS) 9.309 5.959 0.58 26 

ize or the firm ariable 

SIZE (/, LOG) 2.090 0.272 1.609 2.944 

ASSET(! LOG) 8.083 0.971 5.704 10. 127 

Firm performance indicator 

PROFIT 0.998 1.519 -I 12.820 

SALE 0.637 1.913 -0.979 19 

Market environment that define firm ' operation 

EFFECT 0.369 0.483 0 

.VEnVORK 0.135 0.342 0 

LINK 0.305 0.461 0 

REGISTER 0.935 0.246 0 

CO !PETIT/ON 0.396 0.490 0 

SH K 0.443 0.497 0 

ETH /CITY 0.226 0.419 0 

SECTOR(MA FACTURJ. G) 0. 191 0.393 0 

SECTOR (SERVICE) 0.378 0.485 0 I 

OW 'ERS 1.686 2.008 32 
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PIRI L 

6. Introd u ti n 
This hapt r r p rt parametric e timat of the diffi rent m del e timat d for thi tudy. indicated 

in hapt r on • th main aim of thi tud i to generate empirical information r Jating to red it market 

pani ipation and ace t cr dit b mall enterpri in p t-war ib ria, and how th enterpri 

int ract d fault ' th the cr dit mark t. Thi chapter pre ents r ul from th RP D 

which i us d for compari on with r ults from the RV Y we carri d out. h intent of th 

compari n is to ch ck wh th r there i con istenc relating to factor influencing demand for credit b 

mall ent rpri e in p st- ar Liberia. oreo er th RP D data s t alone is inad quat for bringing out 

fa tors afli cting cr dit market participation acces to r dit and credit constraint in e the RP D 

questionnaire captured all countrie uniformly. pe ificall it doe not capture informati n relating to 

default. rent-s eking d sir for expansion and conflict relat d ariables. 

The study addresses th following sp cific research obje ti : it analyze factor that influen e mall 

firms' credit market participation and acces to credit. explores the nature of credit constrain and 

investigat th extent and cause of credit default among small nt rpri s. 

ln the s ction that follow th tudy highlight empirical r ult n credit mark t participati n and 

acce s to credit cr dit constraints and credit default. Th empirical in estigation look at the ke facto 

that influ nee cr dit market participation. acces to credit credit constraint and credit d fault including: 

credit market ariables such as int r t rate r quir ment and pr c dur · kills/experience in busines 

operation , firm ize; finn performance· and market en ironment that defines flrrn op ration. 

In order t addre the objecti e of this thesis. distinct conometri mod I ar u d to anal ze th data. 

While the Heckman and obit model controlling for ampl cti n ar u d to analyz acce s to 

redit proxied b loan amount r cei ed the binary hoice and Multinomial ogit model are 

used to e, plain pecific factors explaining credit market participation and acce s to credit. To account 

for recipient of z ro and non-z ro Joan amounts, the marginal effect of the two and typ -1 Tobit 

models are used to estimated terminant of access to redit proxi d a loan amount recei ed reJati e to 

loan amount applied for. AI o. the marginal effect of the type-1 Tobit model i u ed to captur factor 

explaining credit d fault among small nterprises but the timat s from typ -1 Tobit are not ad quate 

for concrete polic formulation since th model does not capture probability and int nsity of defau lt 
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irr o orr t or thi d fi ien . th Doubl Hurdl m d l i u d on urr ntl 

te pr bability and e t nt f I an d fault. Due l in t rrn of 

om1 ion f k mark t n ironm nt indicat r and credit mark t ariabl for mpari n. imilar 

fa ar initially con id r d in th binary timations of redit market participation. a c s and 

o traint m d l and th r after th am model ar extend d b including ariabl hi h ar n tin 

tb RPED dat t, t ar imp rtant fr m th theor tical fram work. It may well b the a that th 

diffi rene in th sign of om f th data ts that were g nerat d in two 

diffi rent period and th small ize of th RP D sample. 

To captur th particular credit our e formal r informal of mall ent rpri cr dit mark t 

participati n and credit ac ess the Multinomial Logit and Probit L and MNP mod I r lating to 

application and ace s to cr dit are only estimated for the URV Y data et in order to d termine factor 

influ ncing credit market participation and access to credit from a particular credit our e uch as fonn 1 

or informal. Th estimation of each mod I include arious diagnostic te ts (normality 

multicollinearity and endog ncity to authenticate th reliability of th re ults. 

6.1 Demand for credit by mall enterpri e in Liberia 

6.1.1 Credit application by mall enterpri e 

On the basi of th theor tical and empirical framework Logit and Probit46 m d l were e ·timate 

analyze factor influencing credit market participation b mall enterpri e in Lib ria. T 

reliability of the e timates po t- stimati n diagno ti te t wer carried out to check for 

multicollin arity and h tero ceda ticty. The r ult from the Breu ch-Pagan te t with chi square and 

probability chi squared statistic of 0.260 and 0.612 r p cti el , accept the null h pothesis of 

homo ceda ticity as report d in App ndix able 1. Th m an Vector Inflation Fact r IF) for cr dit 

market particip tion as indicated in ppendix Table 2 impli that multicollinearity which could ha e 

re ulted to change in the dir ctional ign of orne of the c ffici nt is not a seri us pr blem. redit 

mark t participation may dep nd on p sible acce and th re erse i like! true. Thi m ans acces to 

credit is potentially endog nou . The re ults of Wu-Hau man te t for endogeneity show chi quare of 

O.rJ (P- alue of 0.231) and 13.10 (P- alue of 0.562 uggest thatthe null hypothesis of no ignilicant 

4sDr Peter offat of ni ersity of Ea t Aglia in the nited Kingdom \ as helpful with comments toe timate th Doubt 
Hurdle model. 
-16Pr 11 model imates are reported in appendix. T ble 4. 1 hi model and Logit are binary and report imilar rc ul for large but diiTer 
onl) rclathe to th di tribution of the error term. Pr bit has nonnal diStribution whereas ogit i logisti lly distributed. 

112 



ren am t r lh cr dit mark t parti ipati n m l at 1, 5 d 1 perc nta point 

abl 2 r p rt e timati n r ult of th cr dit mar t parti ipation m d l, wh r th 

d fm d as r dit market parti ipati n b m II mn in th I t thr year 

at tim of th urv . Th Table contain i.. 6 olumn and th ea h Logit 

estunate in th column ar follow d b c rre ponding marginal ffi 
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timat d r ul f r dit m rk t participation git) m d I 

RPD II 
Lo0 it Marginal Logit Marginal 
Coefficien effect Coefficients effect 

REQUIRE 0.650 0.047 1.849*** 0.434*** 

[0.48] [0.58] [6.38) [7.36] (5.45] 

PROCEDI.J'RE 0.938••• 0.227* .. 

[3 .09] [3.17] 

OFFICER 1.485••• 0.324••• 

(3 .93) [4.72] 

HIGH INTEREST -7.450 -0.646 -2.145*** -0.453*** -2.088*** -0.439 ... 

[-1.46] [-1.37] [-6.60) [-8.45] [ -5.96] [-7.63] 
kif e p rienc in bu ines operation 

YEARS (school) -0.02 1 -0.002 -0.0 15 -0.004 -0.003 -0.001 

[-0.30] [-0.30] [ -0.46] [-0.46) [-0.09) [-0.09) 

EXPER/E, CE -0.064• -0.006* 0.035* 0.0 10* 0.032* 0.010* 

[-1.77) (-1.63] [ 1.67] [1.7 1) [ 1.67] [1 .66] 

AGE 1.597 0. 139 4.348* 1.069* 0.863 0.2 10 

(0.62] [0.61) [1.83] [ 1.84) [ 1.31] [ 1.31] 

AGE_ -0.216 -0.019 -0.954* -0.232* -0.340 -0.083 

[-0.38) [-0.38] [ -1.67] [ -1.68] [-0.53] [ -0.53] 

lze or the fi rm ariable 

SIZE 0.0 14 0.00 1 -0.862* -o.2 1 o• -1 .280** -0.311 .. 

[0.03] [0.03] [-1.63] [ -1.67] [-2.26] [-2.26] 

Market en ironment that defiJle firm operation 

CO.HPETITION -2.484* -0. 194*** 0.7 18 0.171 

[-2.26] [-3.20] [ 1.55] [1.60] 

SEC\ fA 0. 155 0.127 0.362 0.086 

[ 1.38) [1.4 7] [0.88] (0.90] 

SEC E -0.022 -0.002 -0.548 -0.045 -0.193 -0.047 

[-0.02] [-0.02] [-0.61] [-0.62] [-0.59] [ -0.59) 

.\'ETWORK 0.908* 0.201** 

[ 1.81] [2.08] 

EFFECT 1.00 1** 0.233 .. 

[2.07] [2.21] 

constant 2.705 3.564 1.091 

[0.423] [1.19] [0.37] 

Ob ervation tl 7 11 7 341 341 341 341 
LR chi qua red (P- 29.39 ( .001) 123.31 
value 

0. ) 171.86 (0.0 

P eudo R quared 0.275 0.262 0.365 

Marginal effect 0.555 
. ;n •. ••. ••• denote significant le cl at I 0 percent; 5 p rcent: and I percent. respectively. The figures in parenthc i 
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tunati n r ul m abl 2 r eal s raJ influen ing deci ion o mn in to appl or 

mparing re ult from th RP D and th ignificanc th c effi ients 

of e d t rminants a.f mix d. The Y data t shows that skill/e peri nee of bu in op rator 

't market ·ariable , firm ize and mark t envir nrn nt influence th probability of mall nterpri 

appl ·ing for redit. 

The redit market ariables are tatisticall significant u ing th UR Y data t. Perception ab ut 

high lending rates HIGH JNTERE 1) reduce the probability of cr dit market participation. Gi en its 

implications on the cash flo ftrms may not opt for such forms of e temal finance for operation. 

Knowledge about collateral r quirements for credit (REQUIRE) increases the probability of tb firm 

participating in credit mark t. With such information small flrm get more confid nt with what i 

required of th m by the banks. Furthermore know! dg of cr dit application pr cedure 

(PRO EDURE) al o incr a es the probability of a finn appl ing for credit as the ftrm are more aware 

of the operations of the credit market. The relationship with the credit officers FF/1 ER) is also an 

important fa tor significant at 10 p r ent influencing cr dit application as firms ar abl to gather 

information they need on credit mark t operations and als to build som level of trust with the banks. 

These re ults are consistent with Pet r n and Rajan 1994 Diamond 1984 Berg r and dell 1998) 

who ob rve that a firm r lation hip with financial institution induce mor participation in the cr dit 

market Holding other factors constant the probability of credit mark t participation wh n ftrm 

percei e pre ailing interest rate as high is lower b about 45 percentage points while the probabilitie 

of credit application incr ase by 32.4 p rcentage point 22.7 percentage points and 40.6 percentag 

point , re p cti ely when ftrrn managers ha ear lation hip with loan officer posse knowledge about 

redit market application procedure and cognizant of collateral requirement, re p cti el . nlike 

Aryeete et a/. 19 4 47 who found that high interest rate wer not a problem for mall enterpri e the 

results in the pre ent study how that mall ent rpri es are ensiti e to intere t rate . In addition, th 

re ults confrrm that collateral is a major requirement for cr dit market participation which is con i t nt 

\\~th Big ten et al. 2003 . 

n Definition of smaJI enterpri es b Aryeetey et a!. ( 1994) for Ghana differs from this tudy v hich defines small fmns as 
those with -19 employees. 
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Th total number of ars of xp rience of bu in manag r PERlE l 'E) i critic l in d iding 

wh ther or not to make application for credit. manag r with m ·peri n und tan th 

busines environm nt and is thus able to identify th opportuniti and hall ng th t a finn i like! to 

fa in putting together strategic plan. There ult from the RV Y dataset h w that manager with 

more ears of exp rience in busine s ba e high r pr bability of participating in r dit mark t to financ 

busines operations. Using the ag of the firm (AGE) as a pr xy for r putation th r ult hO\ a non­

linear relationship b tween age of firms (AGE) and probability of credit market participati n. h 

propensity of ftrms participating in cr dit market for loan i high at th initial tage of fliil1 lifi . but 

declines as the firm ages. These results are con istent with th of Rand (2007). hi rna imply that at 

the initial tage of firm s life, external financing is critical for its gr wth. To corroborat thi finding the 

results of the study show that ownership of sa ing account is higher among older mn than younger 

firm impl ing that older firm are able to rely on intemall generated fund . However aging ftrms run 

b exp rienced managers are more likely to participat in credit mark t. Thi i b cau xp rienced 

manager explores n w opportunities to keep the firm competiti e in the market. 

The years of formal education of the business manager HOOL) is not ignificant. contrary to studies 

from other de eloping countries which find education ha an important r I in making decision to 

participate in credit markets Zell r 1994· Mpuga, 2010 . Howe r th finding uggests that younger 

firms in Liberia are managed /owned by individuals with m re eru f cb ling, wb ar el -

employed, fresh from po t- econdary institutions or emplo ed w rk r and that ounger finns ar mor 

incl ined to participate in credit market henc we may not ign re y ar f fi rmal education of busines 

manager. 

FUrthermore the probability of credit market participation d crea es with firm iz . The r ults h w a 

negati e and tati tically significant relation hip b tween the finn size !ZE) and probability f cr dit 

market participation. The probability of credit mark t participati n decreas s b 21-31 p rcentage points 

as finn ize increases. While banks eem to percei e th small ent rpri e as not go d clientele for 

loans firms require credit to financ their growth and banks ne d to supp rt uch gr wth. This is 

possible as larger fmns may b well capitalized to cope with op rational cos ltler and ilchrist, 

199-t . 
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Th ugh th mark t n ironm ntal fa tor that nab! mall bu in 

in th timat from th RP D and dat 

to thri 

bile 

redu the probability of fmn parti ipating in redit mar t using th RP D 

pe nt . it in r as th pr bability of cr dit market particip tion wh n th 

ar im rtant th r i 

mp titi n in th market 

ffi nt ignificant at 5 

t i u d. 

\lan) firm facing stiff comp tition in market re ort to finan ial in titutions t augm nt their apital 

bas for expansion but mo t of the fmancial institutions c n id r u h finn ri k . [n fa t a Pr id nt o 

one of the commercial banks indicat d that hi in titution w uld ex rei aution in lending to 

busin e that are ngaged in ri airy due to for abl ri k f d fault. The inconsi tency in the 

direction of relationship is xplain d b policy differ nee b financial instituti ns t lend to mall 

enterpris that are facing ri alr and different data. 

Th ivil onflict has p !icy implication for reco ery of mall nterpri financing in Lib ria as 

majority of them were affect d by the war either ia destru tion f their as ts or theft of prop rties. 

The tud find that war efie t EFFECT) incr ases probability of cr dit market participation by 23.3 

percentage points. It is possible that as a country come out of war firm ba e run down th ir a ing 

while the opportunities for busin s growth are huge and thu firm turn to banks for financial supp rt. 

The tud also finds that credit mark t participation i positi ely associat d with memb rship of mall 

enterprise in busine network ETWORK). The probability of credit market participation increa e by 

_Q.l percentag points wh n a firm i a memb r of a bu in network. Bu in n twork in po t-war 

Liberia is r garded by financial institution as an effecti e mechanism of cro s guaranteeing repayment 

e peciall in the abs nee of ph sically tangible set to cur the loan. 

In ummary th credit market participation deci ion b mall firm i influ nc d by di r ity of factor . 

Belonging to a bu in network increa es the probability of credit mark t participation as banks 

recog11ize such network in e aluating the collateral requirem nt . h re i hop .fi r revi ing the firm 

de tro ed b war as own rs ha e a higher probabilit f s king ext mal funding to r build their 

busine e . Further small firm ne d external credit to grow whil matur bu ine ha e option to 

use internal funding to finance their op ration . Interaction with l an officers is critical as it erves as a 

ource of information on the cr dit market operations to th pot ntial borrower as well as building trust. 

imilarl knowledg of the credit application procedure in luding the collateral requirem nts i 

important in building onfid nee among th small enterpri e in participating in credit market. 

Funh rmore the exp ri nee in bu ine s matters a lot for cr dit market participation. Final! the 
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pe tion of th e i ting inter t rat 1 els matt for r dit parti ip ti n n lh implication n 

ost of apital e p ciall for growing fum. 

1 d acce to r dit by mall ent rpri 

Table_} r ports Logit mod 1 e timat of th d t nninant of a s t redit by maJJ ent rpri e in 

Liberia. Th dummy depend nt ariabl is defined by wheth r r dit application i appr 

three years. It take value of one if application appro ed and z ro if not appr ed. The te t for 

endogen ity was performed following Mcph r on and Rous 2010 argument that firm p rformanc 

influ nces a ce to cr dit. Mor o er it i argued that th ize of the firm 1ZE) als d termine ac 

to credit. To addr ss the inherent endogeneity problem the Wu-Hau man test wasp rformed after 

regre ing size of the firm on access to credit and ace s to credit on ize of the ftrm using credit market 

and market en ironment ariables a control factors. The r ult of the Wu-Hausman t st with chi quar 

of 160.56 - alue of 0.758 and 0.535 (p-value of 0.112 , ugge ts that the problem of endogeneit 

not important enough to affi ct the parameters. imilarly when th p rformanc of th finn ariable in 

term of profitability PR FIT) and sale growth 'ALE) were as es ed th pr blem of endogeneity 

emerged only when profit proxied for fum performance but not in the case of al s gr wth. We decided 

to drop the profit variable b cau e it was also not significant and creat d problem of ndogeneity. Thus 

the credit access model was e timated by considering al s growth 'ALE) as the onl performance 

variable in thee timation. In Table 21 th rear se en columns. While the fir t column report nam of 

Yariables, the second to se entb columns r pr ent Logit param ter estimates and corresponding 

marginal effects based on u ing the RP D and URV Y data et . 
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Tabl 21: timation re ult of r dit ac Logit model 

vari ble 

Cr dit market va riabl 

SAri 'G 

BRiBE 

OFFICER 

RPD 
Logit marginal 
Coefficients effect 

0.050 

[0.08] 

0.004 

(0.08] 

kill e perience in bu in operation 

EXPERJE 'CE -0.009 

AGE 

ize oftbe firm 

SIZE 

ASSET 

[-0.26] 

0.437 

[0.76] 

-1.178* 

[-1.74] 

0.307** 

[2.34] 

Firm performan ce indicator 

-0.00 1 

[-0.26] 

0.032 

[0.77] 

-0.087* 

[-1.72) 

0.023** 

[2.07] 

Logit 
Coefficient 

-1.243** 

[-2.29] 

0.057 

[1 .57) 

-0.193 

[-0.46] 

0.235 

[0.30] 

0.222 

[ I. I OJ 

SALE 0.00 1* 1.25x I 0'5* -0.2 -7•• 

[I. 79] [ 1.85] [ -2.03) 

1arket eo ironment that define firm ' operation 

COMPETITIO 3.543*** 0.244*** 

XEnJ'ORK 

EFFECT 

constant 

[2.86] 

-6.726*** 

[-2.85J 

117 

24.9 (0.008) 

.2268 

(4.35] 

117 

-0.086 

[-0.22] 

0.063 

[0.03] 

183 

14.5 (0.043) 

0.0799 

[ 

marginal 
effect 

-0. 1 I*** 

[-2.86] 

0.008 

[ 1.59] 

-0.028 

[-0.46] 

0.034 

[0.30] 

0.032 

[ 1. 1 OJ 

-0.037** 

[-2.02] 

-0.0 L2 

[-0.22) 

183 

R YLJ 
Logit marginal 

Coefficients effect 

-1.368** 

[-2.27] 

1.97 1*** 

-0.120··· 

[-2.71) 

0. 162*** 

[2.94) [3.84] 

1.517*** 0.156*** 

[3 .09] [3 .18] 

0.075* 

[ 1.92] 

-0.233 

[-0.36] 

0.0 15 

(0.02) 

0.15 1 

[0.69) 

-0.3 84*** 

[-2.67] 

-0.038 

[-0.09] 

1.331* 

[1.77] 

-0.149 

[-0.24] 

0.238 

[0.09) 

183 

41.32 (0.000) 

0.228 

0.008* 

[1 .92] 

-0.025 

[-0.36] 

0.002 

(0.02] 

0.016 

[0.68] 

-0.041 •• 

[-2.64) 

-0.004 

[-0.09) 

0. 107** 

[2.36J 

-0.0 16 

[-0.23] 

183 

Marginal effect 0.0798 0.827 0.879 
:-lB. • • •. • •• denote sigruficantle el al I 0 percent, 5 per cot; and I percent, respective! . The figures in parenthesis [] are z values. 
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Tb imat m able 21 r al that th d t rminants of a 

tar dir ctl c mpar d with th 

are ported for ariabl su h as It VJNG EXP ERIE 

Tab! _J. 

t cr dit ar ambigu us wh n th r ul 

·Rv Y d tas t. Thi h w that mi ed re ult 

E, A E, 'IZE, llLE and MPETITI 1 in 

Lookmg at the credit market ariable po ses ion of a ing account b small enterpri negati el 

mflu n es a ce to cr <lit VEY data et but po iti e in th case for RP though coefficient i 

m igmficant . Th c ffi ient of wh th r a firm has aving a ount ignifi ant at 5 p rcent 

( UR EY datas t . Holding other factor con tant the probability of acces ing credit is lower b 15.1 

perc ntag point URV Y I model and 12 percentage point that 

reported ha ing sa ing account than for firm without on . wner hip of a ing account r fleet 

finan ial oundness of mall enterprises which may not nece sarily b theca e for mall enterpri e in 

Liberia. Th.i is becau e man small enterprise are not able to constantly sa e though they ha e a ing 

accounts) due to limited op rating capital. Relation hip with cr dit officer FFl ER) of lending 

institutions increase th probability of mall enterprise ace to credit and th coeffici nt i 

significant at 1 p rcent le el. The foregoing r suits imp! that mall nterpri es u ually Ia k rete ant 

information about credit application procedures even though the often lack collateral. The stud found 

that mall nterprises which offered tip BRIBE) ha e 16 p r ntage point higher probability of 

ace s ing c redit compared to tho e that do not. The co fficient i significant at I p rcent le el. This is 

ugge ti e of the underde elopment of th credit mark t in Liberia e p cially with r gard to prudential 

regulations . evict need by sy temic c rruption invol ing loan officer in the finan ial ystem. 

As xpected, managers with mor year of experience in bu ine s EXPERJE 'E) ha e greater 

probability of acce ing credit. An additional year in manager· p ri nee increases th chance of 

a e ing cr dit 0.8 percentage p ints chance of ace ing cr dit. The co ffici nt i ignificant at I 0 

percent le el. ompared to re ult bas d on RV Y dat t in Table 21. manag r xp rience has 

negative effect on acce s to credit for RP D datas t and it i in ignificant. inancial in titution 

as o iate lower risk with bu ine e whose managers ha m r ear of busine exp ri nee. It is found 

that r putation as pro ied by ag of the finn ariable do not influence ace s to credit in both datasets. 

The difference in ign c uJd be explained b asymm tric information relating to mall enterpri es 

(Peters n and Raj an 1994 and the distinction of th data ts. 

'JNi v~:-:~n r o-
' I 11 ·-· " y 

lliROSf 
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Th resul b d n R Y dat t ugg t that iz f th finn JZ£) an t d not influ nc 

finns' a to cr dit. Ho e er th r ul o RP D da t r a I th t th firm ' a , En and 

i nificant influ nc n ace s to r dit Whil in finn izc r du e the 

p babili of ac e sing credit by .7 p rc ntag porn r dit a ce 

b _.3 percentage poin RP D dataset . Th ignifi ant f1i t of a to 

similar findin s by Kedir et al. 2007), Japp li (1990. Zell r 1994 and Binks and 

because a ces to credit b small firms is often collateral-based on and tor y 2 3 . 

The results show that th growth in sales is ignificantly as o iated with acce to r dit. ale growth 

(SALE) increases the probability of b ing allocated the applied loan (RP D data et , but r ult tain d 

from the URVEY datas t how a negati e and significant ffect. With ale growth th probability of 

access to credit is reduc d by between 3.7 percentage poin and 4.1 p rc ntage point in the URV Y 

dataset while the increase is 0.0025 perc ntage points using the RP D. irms with ales growth ar le 

like! to use credit, possibly becau their earnings are suffici nt to fund the gr wth of their capital 

requirements (Pecking Order Theory . It is also th cas that the fmancial undne s of busine e may 

not only be anchored on ale growth without controlling for th r factor such as high c s for other 

inputs which is also noted from the URV Y data et. Du to th positi e orrelation b tween ales 

growth and high costs of small ent rprise operation fmancial in titution ma not con id r small 

enterprise worthy bene may less lik ly acce s credit. Peters n and Rajan 19 4 al o argue that 

information opacity about small bu ine could al o s rv as p tential hindranc accessing credit 

from financial institutions but the could ea ily ac trad cr dit. Th timat d r lati n hip etween 

access to credit and sales growth in thi study i inconsistent with findings b Dani I and Mead 2 03 

Akoten et al. 2006) and McPh r on and Rou 2010 which w r in ignificant. But it i con ist nt with 

findings by a Hansen et al. 2004 and Bigs1en el a/. 2003 for th RP D dataset. 

\ ith respect to market en ironm nt ariabl th r sul indicate that b ing fac d with comp tition 

from other firms ( OMPETITIO r duces th likeliho d of a ce ing credit. but the coefficient i 

insignificant using UR Y dataset. ompared with the RP D data t, comp tition from firms 

increases the probability of ace ssing cr dit b 24.4 p rcentage p ints. Member hip in busine s network 

eases access to cr dit, as videnced fr m the frnding that op rating in n twork f busine ses is p siti ely 

related to access to credit with a rise in probability b 10.7 per ntage point . Thi finding is consistent 

v.ith Fafcharnps (2000) and Byier et a!. (20 10 . 
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An r as ct of th mark t en ironm nt i th pr f ivil v ar r nfli t. h 

h w that ci il conflict or ar often ha negati n th op ration o busine 

t d by war EFFE 1) are I likel to 

a cr dit with probability r du ing by 1.6 p rc ntage p int . Th in ignificanc of th coefficient 

ould be attributed to limited priority in ad ancing redit to war-affe ted firms and thi re ult only 

explains ho\ small enterpri es that survi ed the civil war lack adequate capital and as ts to influ nee 

their redit ace 

[n summary the results ha e shown that access to credit is dri en b man fa tor in luding 

skiU exp rience in doing bu ines performance of firm and market en ir run nt related fact r . 

Financial in titution ha e rigid bur aucrac in credit market gi n that acce s to f1nance i found to b 

enhanced through rent- eeking practices. orruption is ndem.ic in post- ar Lib ria credit market as 

mana ... er who profi ssed to offer percentages of the loan amount to redit officer ar mor likely to get 

their loan approved. ssentiall it i found that a fum competence a explained b manager 

experience in business pro ide better ignal to financial institutions for ext nding credit. a wa of 

mitigating moral hazard in cr dit market, financial institutions prioritiz memb rship in business 

network for ad ancing cr dit as busines cs -. hich are in network w r found to likely acce credit. lt is 

found that incr ase in sales growth cushion probability of acce sing credit a financial in titutions ar 

able to ass ss the performance of the fums in term of ability to repay th loan. 

6.1.3 Factor influencing the choice of ource of credit 

Th dichotomous models analyzed in Table 20 and 21 igni:ficantly help to in e tigate th efti c of 

finns' characte ristics and other factor on credit mark t participation and acces to credit without 

consideration to credit sources. Al o the binary model is inadequat for e amining the different roles of 

each factor in pecified segment of credit markets formal and informal b cause pooling th different 

segments of credjt markets conceal ital information to inform credit polic . The study therefore 

employed models to analyze the multiple re pon dep ndent ariable (formal credit 

application. informal credit application and did not appl . D ision to choos the is ba d 

on Kochar ( 1997)48 where a firm is fr e to opt for formal or informal cr dit. Thu the multinomial 

4 Kochar ( 199 ) divtded the household into lho who borrowed formal credit: those who borrowed from informal credi t and lho e who 
dtd no borrow t aJJ from eith r credit source. 
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m · bee me vital to addres uch beha ior. In thl study, we clas ifi d mall nt rpri e into three 

grou . Th obj cti is to examin a tors influencing probability of participating in credit market and 

ing credit from sp cific cr dit source in Liberia. Due to inherent weakne of ultinomial ogit 

associated ,,;th ll . the Multinomial Probit is also e timat d for comparati e purpo e and to o ercome 

the \\eakn inherent in the L 9
. The Hau man t t of no signifi ant diffi renee between ommon 

param ters upports the IIA assumption and the valjdity for Multino.mial Logit re ults. 

In terms of th decision to source external finance the three groups relati e to cr dit market 

parti ipation and access to cr dit are: Formal informal and none (i.e did not apply I did not a ce ). 

Bas d on disaggregation of the 341 finns, 42.5 percentage points participated through formal credit 

ll.l percentage points participated through informal credit and 46.3 percentage points ab tained. From 

the e timates in Table 22 the MNL enables compari on of each probabilistic outcome using the base 

outcome as the non-applicant group. The estimated coefficients of the MNL are difficult to interpret in 

terms of magnitude (Wooldrige 2003 . Therefore the marginal effects were computed to provide 

information on the change in predicted probability of credit choices due to change in credit market finn 

size. slci lVexperience and market environment variables. From the marginal effects we found that the 

predicted probability of formal credit market participation is below 50 percentage points and it is 74 and 

1 I .6 percentage points for acce s to formal and informal credits respectively. In abies 22 and 23 

estimates of th MNL with their corresponding marginal effects ar reported in columns two to five. 

49 The Wu-Hausman was also performed to check for llA 
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Tab I 2: E timate of re al d o ur of credit applicati o ultinomial L git m del 

Formal Informal 

Credit \larket var i bl Coefficients Marginal effect Coefficients 

REQUR£ 1.446*** 0.253*** 2.373** 

[4.24] [3 .60] [3.89) (3 .58) 

PROCEDURE 1.275*** 0.302*** 0.027 0.052 

[3.85] [4.51] {0.06) [ 1.39) 

OFFICER 1.572*** 0 . .300*** 1.408*** 0.044 

[4.01] [4.13] [2.69) [1.04] 

HIGH INTEREST -2.279*** -0.418*** -2.00*** -0.057 

[-6.13) 1[-6.57) [-4.15) (-1.51) 

kills/experience in bu ine operation 

YEARS (SCHOOL) 0.008 0.003 -0.01 -0.002 

(0.18) [0.26] [-0.28) [ -0.39] 

LXPERJE CE 0.057* 0.013* 0.024 0.000 

[1.95) [1 .94) [0.53) (0.12) 

.4GE 1.451 0.371 -0.249 -0.086 

[0.49) [0.55] [-0.06) [-0.27] 

AG£2 -0.427 -0.095 -0.237 -0.002 

[-0.63] [-0.61] [-0.25] [-0.02] 

ize of the firm variable 

SIZE -1.1 08* -0.186 -1.997** -0.126* 

[ -1.87] [ -1.38] [-2.30) [ -1.86] 

")farket environment that define firm s operation 

COMPETITIO 0.355 0.0 15 1.402** 0.121* 

(0.71] [0.14) [2.12] (1 .80] 

SECMA 0.519 0. 134 -0.128 -0.032 

[ 1.2 1] [ 1.39] [-0.20] [-0.77] 

SECSE -0.4 18 -0.113 0.23 1 0.040 

[-1.1 8) (-1.43) [0.50) [1.00) 

NETWORK 1.047** 0.231*"' 0.485 0.012 

[2.04) [2.32) [0.73) [0.27] 

EFFECT 0.905* 0.164 1.164* 0.063 

[I. 78) [1.47) [1.71 J [ 1.04) 

cons tam -0.592 2.525 

[-0.19] [0.59) 

Ob trvll tiODS 341 341 341 

LR chi squared (P- alue 210.75 (0.000) 

Pseudo R squared 0.320 

0.457 0.411 
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Tab 23: timat of ourc of cr dit a 

Coefficients 

BRIBE 

OFFICER 

kil e periente in bu ines op ration 

-0.964 

[-1.57] 

2.098** 

[3.04] 

1.63 1** 

[3 .21] 

EXPERIE 'CE 0.087* 

4GE 

ize of the firm 

SIZE 

A ET 

Firm performanc indicators 

SALE 

[2.16] 

0.043 

[0.06] 

0.063 

(0.07] 

0.529* 

[2.10] 

-0.423** 

[-2.83] 

ultin mial L git 

or mal 
Marginal 
effect 

-0.044 

[-0.48] 

0.178** 

[2.47] 

0.185** 

[2.53] 

0.013** 

[2.17] 

0.069 

[0.60] 

0.067 

[0.07] 

0.185*** 

[2.10) 

-o.o-4• 
[ -1.85] 

Market en ironm ent tbat define firm operation 
COMPETITIO -0.282 

NEDJ'ORK 

EFFECT 

constant 

Ob ervation s 

LR chi squared 

P eudo R qua red 

[-0.60] 

1.552* 

[2.02] 

-0.339 

[-0.50] 

-4.08 1 

[-1.41] 

183 

98.33 (0.000 

.286 

-0.106 

[-1.42] 

0.183*** 
[2.62) 

-0.106 

(-0.93] 

183 

0.740 

del) 

Inform I 

o fficients 

-2.124** 

[-3.07) 

2.019* 

[2.55] 

1.402* 

[2.20) 

0.039 

[0.75] 

-0.711 

[-0.79] 

-0.639 

[-0.55] 

-0.964** 

[-2.9 1] 

0.568 

[0.98] 

0.825 

[0.91] 

0.457 

[0.54) 

9.783** 

[2.63] 

183 

9 .33 0.0 ) 

.2 6 

Marginal 
effect 

-0.164** 

[-2.18] 

0.018 

[0.34] 

0.003 

[0.06) 

0.004 

[0.83] 

-0.077 

[-0.92] 

-0.071 

[-0.76] 

-0.145*** 

[-4.60] 

-0.004 

[-0.15] 

0.086 

[1.63] 

0.049 

[0.99] 

0.078 

[0.96] 

183 

0.116 
'ffi Dependent variable is defined by 1- a ce to formal credit, 2= acces to informal credit and 3"' Did not access (base category); • , ••, 
••• denote significant le el at I 0 percent 5 percent; and I percent. respecti ely. The ligures in parenthc is [ j are z values. 
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Ta - 22 and 23 show estimates of the L for redit market parti ipation and ace to credit m 

ord r to as rtain the sp cific egments of the cr dit markets cbo n b small enterpri es. The r ult of 

!he . fL all interpr ted with referen e to the base cat gori s whi h ar consid r d did not apply' for 

source of credit market participation model and ·did not access for urce of acce to credit mod I. 

Considering the credit market ariables: p rception about collateral REQUIRE) kno ledge ab ut credit 

market application procedure PRO EDURE) relationship with credit officer FFJ ER and 

perception about high lending rat (HIGH INTERE 7) how significant influ nee [i r participation in 

both credit markets. Except for the ariable representing knowledge of credit application procedure 

which is insignificant for the choice of informal credit the others are significant. The marginal effects 

suggest that credit market ariables seem to have greater effects on formal credit market participation 

than the informal. The probability of applying for formal and informal credit ar increa ed by 25 .3 

percentage points and 12.6 percentage points re p ctively when collateral is perceived to be requir d 

compared to not applying. Relationship with credit officer increase probability of credit market 

participation by 30 percentage points for formal credit. While knowledge of credit market application 

procedures reduces the probability of informal crectit participation by 5.2 percentage points it increases 

the probability of formal crectit participation b 30.2 percentage points. Perception that interest rate is 

·high' reduces probability of formal and informal credit market participation b 41.8 percentage points 

and ·. 7 percentage points resp ctivel . 

Ownership of saving accounts (SAVL G) affects access to credit acros both credit markets. But the 

effect is only significant for the informal credit segment whose probability increases by 16.4 percentage 

points with ownership of saving account. This further supports the earlier argument that owner hip of 

a ing account does not necessarily reflect financial soundnes of mall enterprises since th bulk of 

small enterprises capital is withheld for investment operation. irnilar to credit mark t participation, the 

study found that having relationship witb lending officer positi ely determines probability of access t 

credit from either credit markets and they are significant at 1 percent and 5 percent level r spectively. 

Howe er, the marginal effect is only significant at 5 percent le el relati e to probability of accessing 

fonnal credit implying that the probability of accessing formal credit is increased by 18.5 percentage 

points when a manager of firm has relationship with credit officer. Corruption seem to reflect 

cushioning effect on access to formal credit. mall enterpri es which claimed to have offered tips to 

loan officers are more likely to access credit especially formal credit v bose probability is increased by 

17.8 percentage point . 
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Loo at kil experience e timates reveal that the manag r' bu ine exp nence 

EXPERIE ' 'E) i significant at 10 percent le line plaining credit application fr m tb formal credit 

gment. The probability of ormal credit application incr a s by 1.3 p rcentage points for additional 

. ear of busin ss exp rience. Aero s egments th manager s ears of schooling ( H OL p siti ely 

mflu n e formal credit participation but negati ely affects informal credit participation relati e to not 

participating in credit market. 

However access to credit with the exp rience of manager XPERIE ) in both credit egments but 

there ults are only significant in the formal credit segment. The results also show that older firms A E) 

are more likely to apply for ormal credit while they are less likely to apply for informal credit relati e 

to not applying. The estimated coefficients offum sage in the two segments of the MNL model p s ess 

opposite signs implying that age increases th probability of applying and acce sing formal credit. but 

reduc s credit application and access for informal credit. The marginal effects indicate that a rise in 

flllil age by a · ear increases the probability of formal credit participation and acces by 37.1 

percentage points and 6.9 percentage points respectively though they are not significant. 

The find ings from the L estimation also reveal that the co fficient of firm s ize negati ely 

influences credit participation in both formal and informal credit markets. Aero s both segments 

pointing to formal and informal credit markets the coeffici nt are significant at 10 and 5 percent level 

respectively. An increase in fums size by one worker reduces the probability of applying for formal and 

informal credits by 18.6 percentage points and 12.6 p rcentage points resp cti el . 

The MNL e timates in Table 23 indicate that access to credit i positi el influenced by firm size in the 

formal credit segment, and negati el for the informal cr dit segment. The fum s size ariables are 

insignificant in influencing credit from both credit markets and the probabilities are increased by 6.7 

percentage points for formal and reduced by 7.1 percentage point for informal credit gi en an 

additional ri e in the worker of flrm . Th finding is similar to Levy 1993 and Aryeetey 1994) who 

found that firms with more workers are more }jkely to acces formal credit in developing countries and 

Ghana respecti ely. The coefficient of asset is highJ significant for accessing formal and informal 

credits. Findings from MNL estimations indicate that a set negati el influence access to infonnal 

credit with probability reducing by 14.5 percentage points but po itive for formal credit whose 
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pro ilit) 1 in re d by 18.5 p rc ntag point for ri 111 alu f firm a ·t. 

by £ nnal finan ial institutions for hedging again t ri k. This fin ing oncu 

Bi.nks and nnew (1996 as well as B r er and d 11 1998). 

s t i high! r garded 

1994 and 

Performance of flllil in terms of sales growth d es not ea e acce redit by small nterpri . he 

results from the L show that growth oriented busine e are I likely t acccs cr dit. Ba d on the 

mar inal effects a p rcentage increase in sales growth r duces th probabilit of acces ing formal credit 

by 5.4 per entag points. Though high cost of op rations partly e plains factor for lack f credit access 

gro\\th oriented firms with adequate int mal funds may not con id r redit as b st alternati e for 

expans10n. 

The MNL estimates re eat that credit market participation is not dri n b factor associated with 

market en ironment. Howe er previous shock such as the efJi ct of ar on busines (EFFECT), 

membership in business network (NETWORK) and competition" ith other firm Olv!PET1110N) are 

significant and have positi e effect on application across both credit sources. mall nt rprises which 

are faced with competition from other firms are more like! to apply for credit. The probability of credit 

market participation increases by 12.1 percentage points when a firm is faced with competition. Firms 

faced with competition are more likely t access informal r dit. though the coeffici nts are not 

significant across the various outcomes. The results al o how that firms affected by war ar more likely 

to apply for credit, but the chances of applying are greater for in[i rmal credit though the coefficients are 

aU insignificant. However fum claiming to b affected by war ar more likely to access informal credit 

and less likely to access formal credit which supports the earlier result that war affected firms are not 

prioritized by banks. The results also how that being a memb r in a bu iness 11 twork increa es the 

chance of credit market participation and access to credit particular! from the formal credit ource. 

From the marginal effects the probability of acces ing fonnal credit is increa ed by I .3 percentage 

points when a fum is a memb r in business network. Relative to the ector of operation (commerce the 

multinomial estimates re eal no significant e idencc that small cnterpri e operating in manufacturing 

(SECMA and ervice (SE 'E) sectors are more like! to participate in formal and informal credit 

markets. 
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.1. D terminant of loan amount b mall enterpri e 

To yz the fa tors influen ing th olume of loan redit re 

od 1 · estimated to addre s the problem of potential sample 

d b small nt rpri e . the Heckman 

I ction bias. arnpl election uld 

cur tb r ar firms that desired cr dit, but could not appl and those who applied and did n t g t 

e credit. Con equ ntly finn that recei ed cr dit rna b a non-random ample. If th m del of loan 

3.111oun is e tirnated without controlling for potential non-randomn ss of the sampl of loan recipients 

e e timates could be bias d. Table 24 therefore reports results on factors influencing the amount of 

oan recei ed considering the Heckman and Tobit models. olurnn on of Tab! 24 report Heckman 

estimate whereas column two and three r port the estimated marginal effects50 of obit. The election 

variable to the H ck.man estimates are also reported in Table 24. 

~ The Tobit marginal effect has three part to capture how much thee peeled loan amount, E(tobAM change v ben fum 
characteristics change· how much e pected loan amount, E(lobAMT> change when characteristics of firm change· and how 
much the probability loan amount to bAM ) change a result of change of firm s attributes. Actually the third category is 
considered fore timation in order to ensure consistency of analy is in the estimated re ults that were initiall based on 
probability. 
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I 24: tb d t rmina nt 

niOUIII) 

- 1."1 .. 
(-2. 0) 

BRIBE 0.139** 
(2.52) 

in bu inc 
0.017 0.002* 0.007* 

1.83 1.68) (1.73 
ofth firm 

A ET 0.547*** 0.029•• 0.071*** 
( .77) (2 .69 (2.75 

SIZE 0.789*** 0.039 0.088 
(2.60 1.06 (0.98) 

firm performance ind ic tor 
SALE 0. 163** 0.017 .. 0.053*** 

2.22) (2.21 (2.94 

Market ovironment that defin fi rm op rati n 
,\ETWORK 0.040 0. 114 

(1.16 ) (1.82) 
COliS( nt 

RE 0.166 0.58) 
ITHNIC/TY 1.038** (2.38) 
OFFICER 0.904***(3. 15) 

REGISTER -0.299 (-I. "6 

LIK -0.440 -1 . 6 

.\£nVORK 0.887** (2 . 18) 

/,\TERFST 9.976*** (2.68 

BRJB£ 1.123*** 3. 13 

£'(P£Rf£,\CE 0.0345 ( 1.57 

.4 £T 0.0761 (0.56 

SIZE -0.124 -0.24 
Constant -1.609 ( -0.88) 

Mil Lambda -0833** -2.03) 

Rbo -0.821 

i ma 1.014 

, umber of ob ervation 341 183 183 

0.540 0.651 

130 



H kman model r ult h "' that th c ffi i nt of the in er i 11 igni fi ant at 5 p r nt 

with p-\ Ju o 0. 42 . Lik lihood of th I I kman in able 24 i ignificant v 'th 

\\ of 1 .44 and P- alue of 0.0 xplan t ry power f th 

m I. Thi that amp! I ti n ias is a problem. and that an additional r gr 

mill ratio r liability of m d I. one rning id ntification ariabl 

o 1dered in th binary m d I cr dit market participati th 

r it market participation but not th loan amount of cr dit r ed. Ther after tb ordinary le t 

square 0 timat d con id ring the first and app ndix able 10 for th fir t 

ta"'e re ults to d tennine th effect on the amount of credit rec i ed after whi h th ariable were 

then ompared to elect the instruments51 for id ntificati n in the H kman estimation. oil wing 

compari n of both e timations, it was observed that ethnicity of manag r indigenou ib rian manag r 

or foreign manager and relationship with credit officer are piau ible instrum nts that c uld influenc 

cr dit market participation but not the loan amount r cei ed. K dir et a/. 2007 u ethnicity as a 

trong instrum nt in estimating fa tor that influ nee the loan amount r i ed by hou holds in 

Ethiopia. 

Thus. th cr dit mark t participation take alue of zero to on depending on wh ther th loan i 

appro ed. This may not b addr ed b the Heckman s s lection estimat s. In this ca as hown in 

Table 24 the ne and two limit obit mod Is ar timated b cause they allow fi r cen oring f th 

extremities (applicants that r c i ed no cr dit amount and th that got full amount . E entialJy th 

Tobit models help to o ercome the problem of po sible biasne as ociated with hetero cedasticity 

(\\'ooldrige, 2003 . The d p nd nt ariable AMOUN1) us d fi r e timating the Heckman and Tobit was 

gen rated b taking the ratio of loan amount r c i ed to total loan amount appli d for. 

Based on thee timates in the H ckman and Tobit mod I th tudy found ignificant idence the Tobit 

model that ariable as ciated with market environm nt in particular memb r hip in bu ine network 

(.VEn~ RK) influences the amount of loan recei ed. Howe er ariable r lating to credit market, 

skill 'exp rienc of busin manag r EXPERJEN E). as et A 'ED and p rfonnance of finn 'ALE) 

explain the ariations in amount of loan recei ed aero s the models. · inn iz JZE) i only ignificant 

in th Heckman model. 

5 The problem of identifying strong instrument remains an ongoing contention as it relates to electi ity. Until now theory is 
yet to define appropriate strategy or m thod of identifying strong instrument (Wooldridge 2003). 
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. i relat to r dit mark t ariabl , int r t rat' L TERE n n g ti\el a tl an am unt r ei ed 

by l nt rpri ffi i nt i i niii ant at 1 p r cnt 

limit Tobit and 10 p r nt int rval 

demand for ignificantly high r amount f 

unable to en rate en ugh growth to ati f 

amounts r eived by the firms. This re ult ms to orro 

of cr dit mark t participation when int re t r t 

m nt . Finn that ar 

faulting and bank thu 

th arlier finding n th 

inte t adver ly affects pr fitability mall nterpri gr wth uld hinder d 

in 

high int r t inc 

the} may not se k or external funds to financ e. ·pan ion 

The amount of credit r c i ed is significant! influ nc d b g in th cr dit mark t. Th 

re ul indicate that firms hich offer brib BRIBE) u u II re ei ed ither the full/ gr at r 

proportion of loan amount applied for in all th in Tab! 24. In b th e timates 

(Heckman and Tobit) th c effici nt of th ariable i ignificant t p rcent (but 1 per nt in th on 

Limit Tobit . Th findings corroborat tho of Kounouw wa an 2011 . ugge t that 

the credit market of Liberia is still und rd v lo d v.ith weak prud ntial 

regulatory framework. urther, thi could als r Oe t th limited It rn ti 

and fe ble 

fa es the firms while the exi ting ource are n t abl to ati fy th • market with the in r a ing demand 

to rebuild after the conflict period. · a r ult, th credit mark uch r nt-s eking 

practi es which expos them to poor quality · et portli li . 1 t firm indi ated in a fo u gr up 

di cussion. that on a erage th y had to c nc d n 5-I 0 p rc ntagc p in of the total 

loan amount recei ed to I an officer t peed up loan appro al. Thi i an impli it t that add to the 

cost of redit, but fum are willing to ace pt be aus th ar in dir need of the I an ~ r bu in s 

operation. 

Th busine s experience of firm s manager E)(p ERIE !!.) ha p ili ffe t n the amount f l an 

received. The coeffici nt n thi ariable i ignificant at 5 p'r nt in th He kman and int rval Tobit 

models) and 10 p rcent in the ne limit bit mod 1). rna signal 

managerial competence in handling firm p rati n . thcr b ·nhancing the firm' r putation with 

finan ial institutions and enabling ace sst t me t their grm: ing in e tment n 

Thu . fmns whose managers ha e m re ar greater am unt of loans. 
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Th. 1 istent ,,;th earli r finding that e ·perien ed manag r do not onl tend to ha e a higher 

p iJit) of r dit mark t participation but al o manag growth riented firms. 

f' ize i an important d t m1inant of the amount o I an re i ed. The firm iz coefficient is 

Sl ·ticant at I percent in Heckman lection mod I. An increas in ftrm iz cet ri paribus ignal 

that growth-oriented objecti e of a firm and thu the pr p t for xpanding the op ration with mor 

labor produ ti ity and possibly di ersifying the products. This in tum means growing cash flow to meet 

the loan repaym nts. Furthermore, there ults show that as firm gr win r building th ir asset bas they 

are likel to receive adequate financing from the banking sector to support th m in th ir growth path. 

An ther aspect of firm siz measurern nt is asset which i also significant in all the Iection models. 

Th interval and one limit Tobit estimates re eal that loan amount recei ed b mall enterprise 

increases with asset and the coefficient is statistically significant at 5 percent le el in the inter al Tobit 

estimates and 1 percent in both the one limit Tobit and Heckman models. Looking at the coefficients 

from both models it is e ident that asset plays a vital role in influencing the loan amount r cei ed 

which doe not augur well for smalJ enterprise growth in Liberia. The assets of most of these 

enterprises wer either destroyed or stolen during the conflict. 

ale growth ( 'ALE) increases the amount of loan received across the estimated models. The positi e 

relationship between amount of loan recei ed and sales growth suggests that growth-oriented firms need 

credit to support their expanding operations and investment . Thus sales growth ma be interpreted as 

signaling prospects for growth in cash flows because the study ound that firms with ales growth are 

also associated with realizing profit. Our results then imply that sales growth is measuring the cash flow 

factor and not the intemal funds and for that reason these results seems to support Myers 1984) . 

.\1embership of a firm in a busines network (NETWORK) po iti ely dri es the volume of credit 

acce ed but the coefficient is only ignificant in the Tobit models. It is possible that while banks look 

at networks as collateral for the loan applied, the strength of gr up members in repaying the loan based 

on their activities is critical for the amount of loan allocated. And ha ing included the asset ariable in 

the estimation the model incorporates ke tangible collateral fi r loan and so takes awa that element in 

the network ariable. This is certainJy the situation in Liberia, where financial institutions exercise 

flexibility when it comes to advancing loan to group instead of indi idual firms. Ad ancing loan to 

firm in business network tremendously helps to reduce information asymmetry and loan reco ery. 
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Thi consi tent with earlier finding that e ·p ri need managers do not only t nd to ha e a higher 

pro ility of credit market participation but at o manage gr wth ori nted firm . 

Firm ize is an important determinant of tb amount of loan r ceived. Th film siz coefficient i 

significant at 1 percent in Heckman eJection model. An in reas in firm siz (cet ri paribus) signals 

that growth-orient d obj cti e of a firm and thus the pro p ts for expanding the op rations with more 

labor produ tivity and possibly diversifying the products. This in tum means growing cash flo s to me t 

!he loan repayments. Furthermore the results show that as finn grow in rebuilding their as t bas the 

are likely to recei e adequate financing from the banking sector to support them in their growth path. 

Another aspect of finn size measurement is asset which is also significant in all the selection models. 

The interval and one limit Tobit estimates reveal that loan amount recei ed by mall enterprise 

increases with asset and the coefficient is statistically significant at 5 percent Je el in the interval Tobit 

estimates and 1 percent in both the one limit Tobit and Heckman models. Looking at the coefficient 

from both models, it is e ident that asset plays a vital role in influencing the loan amount received 

which does not augur well for small enterprises growth in Liberia. The assets of most of these 

enterprises were either destroyed or stolen during the conflict. 

ales growth (SALE) increases the amount of loan recei ed across the estimated models. The positive 

relationship between amount of loan received and sale growth suggests that growth-oriented firms need 

credit to support their expanding operations and in estments. Thus sales growth may be interpreted as 

signaling prospects for growth in cash flows because the study found that firms with sales growth are 

also associated with realizing profit. The results then imply that sales growth is measuring the cash flow 

factor and not the internal funds and for that reason these results seem to support Myers 1984). 

Yiembersh.ip of a firm in a business network ( ETWORK) positively drives the volume of credit 

acce sed but the coefficient is only significant in the Tobit models. It is possible that while banks look 

at net\ orks as collateral for the loan applied the strength of group memb rs in r paying the loan based 

on their acti ities is critical for the amount of loan allocated. And having includ d the asset variable in 

the estimation, the model incorporates key tangible collateral for loan and so takes awa that element in 

the network variable. This is certainly the situation in Lib ria where financial institutions exercise 

flexibility when it comes to ad ancing loan to group instead of individual ftrms. Ad ancing Joan to 

firms operating in business network tremendous! help to reduce information asymmetry and loan 

recovery. 
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ln at') it i found that sal growth of the firm i signaling the ability of th firm to r pa the loan. 

To uc their expo ure to default risk banks ration the amount of loans all c ted to a firm using th 

pro t of growing ca h flows. Firms with a growth-ori nted objecti e ha e pro pect or panding 

th ir operations and in estment Gi en their sourc base for cash flow , banks ar attracted to tak a ri k 

with them. This m ans that th re is pro pect for rebuilding bu ines e that were de tr ed b war a 

Ion_ as th ha e hope for growth. xp rience of managers signal the ability t na igate the firm 

a tivities on th growth path and thus confidence building for the banking in titution . High intere t 

rate demand significant cash flows to meet repayment obligations and can b a hindrance to acce sing 

adequate amount of loan. Weak prudential guidelines and regulatory framework is vulnerabilit in the 

waiting especially if this gi es wa to poor go emance in the cr dit market as it threats the quality of 

assets for the banking sector. Finally although networking is a key factor in determining credit mark t 

participation the ability to pay which is defined by the activities of a group remains a major factor in 

det rmining the amount of loan that is allocated by the banks. 

6.2 Credit constraint and revealed sources of credit constraint 

6.2.1 Analysis of determinant of mall enterprise credit con traiot 

Many small enterprises are underser ed by formal financial institutions thereby making them credit 

constrained (Aryeete et al. , 1997· Bigsten et al. 2003· Byiers el al. 2010. As estimated in Table 25, 

an enterprise is credit constrained if it falls in any one of the following categories: di couraged (Jappeli 

1990 rationed(Kochar 1997·Byierseta/. 2010)orrejected igstenetal. 2003 Byiersetal. 2010. 

ln estimating the binary model the dummy dependent ariable takes alue of 1 when a firm is credit 

con rrained and zero otherwise. Using only those who are generally con train d may conceal vital 

information about the specific source of credit constraint. To bring out factors influencing each of the 

types of credit constraint Probit models are estimated. The re ults are reported in Table 26. redit 

constraint is defmed in three theoretical contexts- discouraged ·rationed and rejected . The 

·discouraged borrowers refer to manag rs of small ent rprises who ar in need of loan but choose not 

to appl or withdraw cr dit application because of perception of credit denial. he rationed credit 

applicants are those who got less loan amount than desired credit amount at the ruling loan price 

(intere r rate). The ·rejected applicants are borrowers (firms) who r c i ed zero loan amount following 

application for loan. Based on the estimated marginal ffects after Probit in Table 25 the predjcted 

probability of being credit constrain d i less than 50 p rcentage points using RPED data, but greater 

than 50 percentage points for UR V Y dataset. The Probability chi square which is less than 1 
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ta pom r eal that th m d I of cr dit on traint appropriat I fit the ata or anal zing 

o traint report d in Tabl 25. h r ul in abl 25 indicate that cr dit c nstraint i not nly 

dri n b) firms' attributes but a1 o b th finan ial in titution whi h lc t firm b ed n cific t 

oi nt ri Th pr diet d pr babilitie in abl 25 of b ing di c urag d. r tion d r r j L d are all low 

by the 12.7 p rc ntag p int fi r b ing di 

perc ntag points forb ing di couraged. In Tabl 25 th fir t c lumn r p rt whil the 

d to enth columns r pr nt Probit e timate and corr ponding marginal ct using the 

RVEY datas ts. In Tabl 25 estimate of th Pr bit with their orr ponding marginal 

are r ported in columns two to se en consid ring lh di r nt defmitions of credit n traints. 
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tim t d rc ul tr int r it m d I 

RP II 

I 

H/Gtl C.7ER£ST 
[4.03) [-4.16] 

H G 0.065 .173* 

[0.2 ] [ 1.69] 

IJ.I e p ri nee in bu in 

£rP£RJEI\. E 0.038* 0.014** -0.006 - 2 -0. 04 - . 02 

[1.97] [1.97] [-0.44] [-0.44] [- .33] [-0.33] 

YEA ( HOOL) -0.014 -0.005 -0.007 -0.003 -0.013 - .0 5 
[-0.39] [-0.39] [ -0.36) [- .36] [-0.67] [-0.67] 

AGE -0.1 2 -0.068 -0.104 - .041 -0.224 - .089 
[-0.71] [-0.71) [- 0.67] [- .67] [- .97] [-0. 7] 

iu of the firm indica tor 

A ET -0.022 -0.008 -0.163 .. -0.065** -0.203** -0.08 1** 
[ -0.36] [-0.36] [-2. 11] [-2.11) [-2.52] [-2.52) 

Firm performanc indicator 

PROFIT -0.01 •• -0.008** 
[-2.56] [-2.56] 

1arl.et em ironment that defin firm ' opera tion 

EFFECT 0.419* 0.165** 
[ 1.87] [ 1.91] 

SEC\IA -0.12 - .052 -0.202 -0.080 
[·0.67] [- .67] [-I. 2] [-1.03) 

SECS£ 1.289** 0.362*** -0.368** -0.146** -0.356** -0.141** 
[2.41] [3.77] [-2.32] [ -2.35] [-2.21] [-2.23) 

PRE.\f/SE(Pub) 0.263 0.105 
[1.33] [ 1.34] 

PRE.\0 £ (PRJV) 0.019 0.007 
[0.06] [0.06] 

REGISTER -0.772** -0.2 4 .. 0.274 0.109 0.247 0.098 
[-2.42] [-2.46] [0.93] [0.94] [0.82] [0.83] 

OW ERS -0. 12 - .005 
[-0.35] [-0.35] 

constant -0. 60 1.236* 1.844** 
[-0 .9 ] [1 .74] [2.37] 
117 117 341 341 341 341 

LR chi- quar d 47. 3 0. 0) 28.6 ( . 4 .2 ( .0 
0.3 9 0.524 
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T 26: tim t of categ ri , r r dit con tr int r bit m del) 

Rejected Rationed 

Probit Pr brt Marginal 
Co mcient efli ct 

-0.946* .. -0.308* • 

[3.48] [4 .13) [- .76] [-5 .65] 

S.H "G 0.216 0.040 0.056 0.173 0.049 

[0.61] [0.68] [ 1.46] [0.58] [0.61] 

kil in bu in 

£ri'ERI£-c£ -0.039** -0.008** -0.0 10 -0.002 0.031* 0.009** 

[-2.2 I] [-2.25] [-0.58] [-0.-7] [2.2 1 1 (2.22 ] 

YEARS (SCHOOL) -0.033 -0.007 -0.079** -0.012** -0.019 -0.006 

[ -1. 5] [-1.46] [-2.09] [-2.22] [-0.90] [-0. IJ 

AGE -0. 136 -0.028 -0. 178 -0.027 -0.359 -0.108 

[-0.47] [-0.47] [-0.60] [-0.60) [-1.37] [ -1.38] 

ize of the firm 

ASSET 0.059 0.012 -0.109 -0.0 17 -0.244*** -0.071*** 

[0.60] [0.60] (-1.07] [ -1.08) [-2.80] [ -2.811 

Firm performance indicator 

PROFIT -0.022* -0.004* -0.004 -0.001 -0.009 -0.003 

[-1.82] [ -1.88] [-0.48] [-0.48] (- 1.04) [-1.04) 

Market environment that defin firm operation 

SEC\fA 0.429* 0.076** -0.058 0.009 0.020 0.006 

[1.68] [2.01] [-0.23) [0.22] [0.09) [0.09) 

SECS£ -0.281 -0.056 -0.233 -0.034 -0.098 -0.029 

[- 1.42) [-1.48) [- 1.03) [-1.08) [-0.54] [-0.55) 

EFFECT -0 .255 -0.0 I 0.55 1* 0.093* 0.4 9** 0.167** 

[-0.91] [-0.94) (1.90] [ 1.73] [2.02] [1.96] 

REGISTER 0.516 0.082* 0.226 0.029 -0.088 0.027 

[1.25] [1.73] [0.43] (0.51] [-0.27) [-0.26] 

OWVERS -0 .016 -0.003 -0.017 -0.003 -0.041 -0.012 

[-0.28) [-0.28] [·0.44] [-0.44) [-1.0 l] [-1.01] 

PRE.~IPUB -0.308 -0.070 0.191 0.027 0.558** 0. 147*** 

[-1.30] (-1.19] [0.67] [0.72] [2.34] [2.72] 

PRE fPRIV -0.332 -0.058 -0.050 -0.007 0.289 0.094 

[-0.80] [-0.98] [-0.10] [-0.0 I] [0.74] [0.69] 

comtant 1.696 1.704 1.9 11** 

[ 1.78] [ 1.50] (2.2 J 
341 341 341 341 341 341 

-132.5 -104.19 - J6 .24 

LR chi quared 32. 9 0.00 ) 21.55 0.088) 54.95 (0.0 0) 

0.127 
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F tim at n the 

ility of firm being cr dit constrain d. Th Pr bit timate fi r ea h form o nstraint \! that 

bJ n a sa ing account AVJ is p iti ly r Jated with pr diet d pr babilil) f being 

·di oura d. · rationed' and rejected· but th ar in ignificant. Thi that firms with a in -

ounts A ar mor likely to b cr dit con train d aero e timated m d Is. h 

probability of ing credit constrain d is ignificantl incr as d by 17.3 p rc ntag p ints an 20. 

perc ntag point URV Y dataset when a firm own sa ing ace unt. The p iti c relation hip 

between O\o\nership of aving account and credit constraint i explained b the fact that ovmer hip f 

saving account by mall enterpri s do s not often r fleet the actuaJ busine tumo r ther b r ulting 

to being credit c nstrained. 

The coefficient of interest rate ariable HIGH l TERE 1) is ignificant u ing both datas ts though th 

sign differs. While in the RP D datas t the likelihood of credit con traint i positi ly r lated to th 

interest rate it is n gative in the URV Y datas t. he probability of cr dit con traint i increased b 

3. percentag points in th RPED datas t whit in the URV Y data t the pr bability i ab ut 23 

percentage points lower if intere t rat i p rcei ed a high . Th re ult in abl 26 indicat that the 

intere t rate ariable has negati e ffi ct on probabilit of being ' rationed ' ( ignificant at 1 percent and 

also probability of being rejected ignificant at 10 p rcent) but p iti e effect n probability of b ing 

'di couraged ( ignificant at 1 p rcent . The result further how that p rception ab ut high inter t rate 

(HiGH INTERE 1) increa e probability of discouraged b 13.7 p rcentage p int whil r Jected 

and 'rationed are reduced b 6.4 p rcentage point and 3.1 p rcentage p int r ti I . Ba ed on 

the results from RV Y datas t, majority of tho wh percei ed inter t to b high were howe er 

still able to access full loan amount. 

The resul r latin to skill I xp ri nee in bu ine ar mi. ed in terms f ignificance across the 

e timated mod J . nexpect dl , th re ults on manager exp ri nee in busine EXPERJE E) 

indicate that cr dit constraint i po iti el influenced by ears of xperi nee of manager in bu in s 

RPED datas t) as compared to manager years of formal ling hich has negati e 

relationship across both data t . Di ecting th dif[i rent d finition of cr dit constraint as it r lates to 

ski! experience the manager bu iness xperience (EXPERJE E) ariable has negative effect on 

'di couraged significant at 5 percent and ' r jected· in ignificant. dditional ear of busine s 

experience has positi e effect n increasing th probability for ration d ignificant 5 percent but 

138 



n 'di c urag d ignificant at 5 per nt and ·r j insignifi ant . ing th RP 

th pr bability of r dit co traint i d b 1. m v ith 

b manag r. Y ars ling a 

in ignificant and rati n d in ignificant , but iti efti ct 

·reJ ted' ignificant at 5 p r ent . hi hows that an additional ear f edu ati n incre e th 

pro ilit) of ' rej ted by 1.2 p rc ntage p in . Thi re ult not surpri ing in e firm who 

mana ers po more year of formal hooling ar p rcei ed t capabl of mana in and 

also. ha e the bility to identify other ources of cr dit. Mor o er anal si f kill I xp ri nc r lat d 

variable bo\! that th ag of busine s (A E) i n gati 1 r I at d to being cr dit o train d. th ugh it 

i insignificant in both data ts. Th re ult show that age f firm i n gati ely r lated to credit 

constraint a ro both datasets. onsidering the three definition of cr dit con traint, th age of the firm 

(AGE) is insignifi ant but n gatively determines being di courag d rati n d and rej cted . A a 

firm aged. it build credibiHty and capability n cessary to c pe with fmancing challenge . 

Relating to ariabl defining the ize of the firm th re is negati e r lationship bet\! een cr dit constraint 

and as E1) but th coeffici nt is only significant at 5 percent 1 el u ing the V Y 

dataset. F irm ass t reduces the probability of b ing cr dit con trained b 6.5 and 8.1 p rc ntage point . 

As t is negati ely related to 'rationed in credit market at 1 p rcent ignificant 1 1, implying a firm 

ma) not b rationed when it has as et. Results show that change in as et of small enterpri e d es not 

explain ' discourag d and rationed . However, as et hav a ital influence on cr dit con traint, a it 

redu es the problem of moral hazard. Firm with tangible as e tend to ha e high financial I erage but 

this could erv a eriou hurdle for small enterpris s t be in lud d in the debt market en if u h a 

firm has member hip in business n twork .. 

Better p rfonnanc of flrms is crucial for mitigating financial con traint. Profitability of th firm 

(PROF/1) was found to b significant and with a negati e effect on the likeliho d of being cr dit 

onstrain d. An increas in profit r duces th probability of cr dit con traint b .4 p rcentage point . 

On the o erall profitable busin s are le Lik I to b cr dit constrain d, th reby nabling them to 

explor di er m an of generating sub tantial capital or po e high pro pect of ecuring de irable 

redit amount to addres in e tment needs. Thi is attributable t the fact that profitable firms easily 

have acce s to credit and cash flows to fmanc it loan r pa m n . s indicated in able 26 anal sis of 

the arious type of credit constraint re eals that profitable finn ar le lik ly discouraged 

(significant a t 10 percent . ration d insignificant) and ' rejected in ignificant . Thi finding is 
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nt ith th hi rar hy o finan by azzari et a/. l inc b in r alizin profit ar 

to r dit on train d. gi en that the ha ad quate int mal fund to n th th r 

thi findin indi at that a firm may ily acquir 't mal finan b au th I nder i able t 

m th quality ofth firm. 

far· t environm nt ariabl s in p twar Lib ria erve as ital fa tor xplaining cr dit c n traint. Th 

) found that small ent rpris affi cted by war EFFE 1) were m relikely t be credit con trained 

and the fficient i stati tical I significant at 10 p r nt le el. B ing affe t d by war increase th 

pro bility of credit onstraint b 16.5 percentage p ints. A ro the diffi rent 1 ment o r dit 

constraints in able 26 fums afii cted by war EFFE T) ar m r likel to be ration d ignifi ant t 

· percent ' reje ted ( ignificant at I 0 p rc nt and di couraged ' insignificant . Thi finding r inforce 

the earlier r ult in Table 21 that firm affected b war ar oft n d nied access to credit. h hange in 

the probability of 'rationed and 'r ject d wh n affi cted by war ar 16.7 percentag point and .3 

percentage point respective! . mall firm that survi e th war are either r je ted or mo tl acce ed 

credit from informal source which is inadequate for th ir growth and expansion. 

Given that the premises in which business I cated would implicitly d termine co t ariation of busin ss 

operation. the tudy found no idenc that busine es located in r nt d premise -public PREMPUB) 

or pri at (PREMPRIV) influen e cr dit con traint though most of Lib ria s infrastructure were 

damaged during the war. It is found that firm locat d in public PREMP B premi are more likely 

·rationed significant at 1 percent level in the marginal effe t of RP D datas t and rej cted 

(instgnificant but les likely di couraged insignificant for all . his how that th war eriou 1 

damaged own d prop rtie and firm locat d in public or pri ate pr mise ar implicitly fac d with hlgh 

co t of operating bu ine . 

Th ect r in which a firm op rat al o has implication for pr ability of b ing credit n train d. The 

stud found that bu inesses op rating in th service se tor E 'E) are more like! to cr dit 

constrain d (RP D whit tho e op rating in manufacturing ctor E MA are le lik ly to b credit 

constrained compared with the comrner e sector E ). nlike th businesse in the service ect r 

variable that i significant 5 percent I el with RP D and R Y data t and 1 p rcent I el in 

RV Y datas t the busines s op rating in th manufa turing s ctor ariable is in ignificant using 

th he marginal .ffe ts indicate that op rating in the ervic ctor reduce th 

probability of credit con traint b 14.1 percentage point ( V Y data et and 14.6 p rcentag p ints 

( L 'R Y dataset . t th ectoral le el re ul h that firms generally op rating in th 
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~~ ... luring ector are mor lik ly discourag d insignificant and les likel 'rejected 

perating in manufacturing e tor increas the probability of di couraged by 7.6 

ntage points because most of uch ftrms are managed b experienc d managers, but needed 

ing i huge to resuscitate manufacturing firms. This fmding sugge t that firm op rating in the 

sem e tor are less likely to be credit constrained insignificant though op rating in the 

manufacturing ctor is associated with minimum risk. 

Re[i rring to market en ironment that defmes firm s operations the results reveal that registered firm 

(REG£. TER) at the inception of operation are more likely to be credit constrained RV Y models). 

This finding is contrary to result found in the RPED model wher registered firms are le s likely to be 

onstrain d. though the coefficient is only significant (5 percent le el in the RPED model. Registered 

firms reduced the probability of b ing credit constrained b 29.4 percentage points (RPED). Firms with 

large ownership OWNERS) in terms of number of owners are less like! to be credit constrained 

(insignificant) because such firms are able to attract more capital for operation. In general firms with 

large member of owners are les likel to be discouraged 'rationed and rejected but the coefficients 

are insignificant across the different definitions of credit constraint. 

ln umrnary there is ambiguity regarding the effect of credit market variables size of the firm and 

market environment ariables on credit constraint. Though perception on interest a high should 

discourage application and increase likelihood of credit con traint, we observed that the price for credit 

(mterest rate) negatively influences credit constraint as majority of firms did not hav alternati e mean 

for financing and those that applied for credit were still able to access full amount. mall enterpri e 

have a huge challenge of accessing credit in postwar Liberia because financial institutions still consider 

asset as major pre-requisite for mitigating credit constraint c en though majority of asse owned by 

those firms must ha e been destroyed during the war. Firm performance also h Ips to aile iate credit 

constraint, because increase in profit provides better signal to fmancial institution to provide credit to 

those firms. It is found that firms affected by war are likely to be entrapped in financing difficulty for 

in"estment operation since financial institutions are wary oftbeir ability to repay the loans. 

6.3 Cau e and e tent of loan default 

Default in loan repayment is d fined in terms of firm s failure to fully or partly honor loan contractual 

obligation at the maturity time of call within the last three years. Moreo er default is also termed 

relative to complete failure to fully or partly honor loan contractual obligation. The deci ion never to 
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ma. po ibly ari e due to impre si p rfonnan e of small enterpri e . Thl uggests that mall 

. ~ hich ch o e to participate in credit mark ts are potential defaulters, due to behavior of 

l mark t and other related factors. 

Estirnatin_ determinants of loan default by onJ considering tho e who defaulted using Tobit model 

ould result in biased estimates. Whether a potential defaulter actually defaulted in r payment of loan 

depends on different fa tors, thereby controlling for both positi e value and the zero (i.e those ho 

n ' r defaulted). In order to resolve this problem the Double Hurdle model pro ide more explicit 

results than the one-limit Tobit since it allows for the p ssibility of investigating these two issues in 

separate stochastic processes. Moreover model both the probability and extent of credit default thereby 

ontrolling for both positi e values and the zero (i.e, those who ne er defaulted . Howe er both model 

are used for possible comparison. The dependent variable for estimating determinants of loan is based 

on the defaulted amount which is measured as the ratio of defaulted amount to total loan amount 

received. 
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T 2 : tim t of ca and t nt f d fault b. mall nt rpri 

Coefficients z 
ond hurdle) 

0.055 0.47 0.329 0. 7 

Co petenc kil in bu in op ration 

£\J'ERJE;' E -0.022** -2. 13 -0.004* -1 .82 

.~G£ -0.114 -0.66 -0.0 16 -0. I 

IU of the firm ariabl 

S.~LES E fPLOYA-1ENT 0.0001 1.-9 1.83E-05 1.20 

Finn performance indicator 

PROFIT -0.003 -0.69 -0.001 -0.53 

farJ\, ten ironment that define firm op ration 

EFFECT 0.278* 1.69 0.066* 1.64 

U,A -0.237* -1.89 -0.059** -2.17 

REGISTER -0.360* -1 .65 -0.095 -1.30 

Oth r vari bl 

AGE\fA (BELOW 30 YEARS) 0. 164 1.33 0.076** 2.0 1 

AGE \fAN (-10-50 YEARS) 0.306 1.23 0.065* 1.94 

AGE fAN (ABOVE 50 YEARS) -0.522** -2.36 -0.099 -1.30 

Constant 0.474 1.32 

Credit market 

REQUIRE -0. 33 -0.54 

I. TEREST 33.086 1.44 

BRJBE 3.7 19* 1.68 

I.JI 'e perience in bu in operation 

YEARS (SCHOOL) -0.332* -1.92 

Finn p rforman e indicators 

SALE -1.532. -1.87 

\larket en ironment that define firm p ration 

SHOCK 6.118* 1.81 

CO \(PETITION -1.525 -0.80 

011 to:£RS -0.479 -0.95 

FOR.~f (CORPORATJO ~ -1.819 -0.80 

15.323 1.49 

183 183 

0.328 
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_ sh " s how attribut of firm th pr b bilit and ·t nt of cr dit 

in Li ria. Th fa t that th r ar two r p ns finn r garding r paym nt ans def: ult or 

auJt justifies the u of one limit Tobit and Doubt Hurd! m d I in anal zin th pr babilit 

an ·t nt of credit d fault b mall ent rpris s in Liberia. 

From th timation it is e id nt that onl one of the cr dit mark t ariabl BRJB h 

ffi ton th probability of loan default r lati e to extent of d fault. The r ult h w no 

inter t rate ariable (INTERE T and HIGH INTERE T) explain th probability and 

default in both the Double Hurdle and obit e timat . I o. th p rc pti n of collat raJ 

(REQUIRE) for accessing cr dit do s not als explain th probability of loan default. 

igni tcant 

id nc that 

t nt f I an 

requir ment 

Interesting! . th study found that ent rpri s which pro id tip that is. making extra payment t loan 

offi er ou ide of the required loan proce sing r quirem nt BRIBE to a ce cr dit po iti el affe t the 

probability of loan default at 10 per ent le el of significance . This onl uggests how loan offic r of 

finan ial institutions often temp r with loan contra t from the inc ption of I an application b creating 

ondition to be tipp d in ord r to hast n proces ing of loan with minimum fo u on obj cti e a essment 

of th ability of the firm to r pay. s noted during the group discu ion with finn manager , thi 

beha\ioral pattern is comm nly carried out within the formal financial in titution . 

\1anageria1 skill/experi nee in bu ine EXPERIE E) has n gati effi ct n thee t nt ofth default, 

\\hereas manag r ears of formal ch oling CH OL negati el affe L of loan default. Across b th 

hurdles, the ariable are significant at 5 perc nt and 10 p rcent r p cti ly. Thi finding ugge ts that 

th I vel of human capital posse d by managers/owner i ita! in minimizing th ri k of d fault by 

mall ent rpris (Taslim 1995 . Ho\J er the age of the firm A E) doe not explain d fault b mall 

ent rpri e , though th r sult conform to con mic theory wher b older firms u ually exp rience 

econ mie of scale and rna not ea ily d fault. 

In terms f the iz measures of mall enterprises th tudy doe not find e id nc of the e tent f loan 

default b ing influenced by firm s size ( IZE). ln addition th rati of finn's sal s tot tal labor fi r is 

insignificant. 

Perforrnan e f firms as captured by the al growth 'ALE) and ratio of profit to t PR F/1) may 

influenc credit acce and r due th xtent of loan d fault Ak. rlof 1970· T chach 2003 . Tb result 
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sale growth 'ALE) significant! r du th lik lih od f d fault in I an paym nt at 10 

t l ' l, " hereas profit i insignificant in explaining the int n ity of loan default, though b th 

ho the apriori expect d ign. hi finding in relati n to ale growth i consi t nt "th 

·lalion. sin e growth in ales i important in mitigating many form of fmancing nstraint. 

Co iderin the risky nature of ib ria s market en ironment which i vulnerabl to th ft and other 

fo of robbery the ex'ient of default is ignificantly influenc d b the effect of war, while the 

ili . of d fault has positi e relationship on the c ffici nt of 'HO K th ft r robber . mall 

en rprises" hich were somehow affi ct d by the war ha e 27.8 p rcentage points higher default rate. 

This finding suggests that conflict in soci ty lead to political uncertaint thereb increasing the rate f 

default 

maiJ ent rprises with man owner and linked with other busine s subsidiaries ha e high propensity of 

accumulating adequate capital for operation to fulfill their financial obligation. The study found that the 

extent of default is negati ely related to having link with large firms while firms with more than two 

own rs negatively affect th probability of loan default. The coefficient of having link with large firm is 

only significant at I 0 percent le el relati e to the extent of default in the Double Hurdle and 5 percent in 

Tobit election model. 

The legality of businesses (i.e being registered seem to b essential in explaining the extent of loan 

default (coefficient is significant at 1 0% in Double Hurdle model . ompetition from other busin s es 

(CO. fPETfl'ION) is negati ely related to the probability of loan default. Howe er the coefficients ar 

insignificant. he study found mixed results as it relates to the effect of age on default. It is found that 

older managers AGEMA (ABOVE 50 YEARS) are less like! to default and the coeffici nt is significant at 5 

per ent. Older managers ha e good managerial expertise to di ersify their business operation and 

generate enough capitaJ to fulfill fmancial obligation. Managers whose age is less than thirty years 

(significant in one-limit Tobit) and between forty and fift year significant in second hurdle are more 

likely to default. 

In summary, we observe distinct factors explaining the intensity and probability of default in post-war 

Liberia. It is found that le el of skills and training of manag rs of firms has negati el pronounced 

implication on the default. Thus loan repayment default is reduced by the le el of skills and exp rience 

of manager due to expertise to design innovation for growth and expansion. We also ob erve that 

having links with large firms formality and age of manager abo e 50 years reduce the intensity of 
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Ho'' er. the ext nt of d fault incr as s when a flrm i affi ted by hock i.e th ft or robb ry . 

ob rved that the likeliho d of default increase \vith tra paym nt made t loan officer 

of redit pro e sing requirements to cu hion credit appro a1 loan officers hile it i reduced 

y ::nt's performance through sale growth. 

6.4 I ticitie and imulation 

I enterprises ha e the p tential of creating employment and enhancing economic gr wth in post­

\Var iberia. but they are trapped in ext mal financing difficulti . In rder toe tablish how policy could 

affi 1 the d mand for credit vi -a-vi credit application acce constraint and default we ha e ho en 

to estimate the elasticity as a simulation to understand the effect fa change on credit demand. idence 

from the Logit model shows that the ariables us d in the simulation were significant and that mall 

cale enterprises are heterogeneous. Thus the significant ariables are considered becau e they affect 

the classification of credit application access constraint and default Estimates not different from zero 

indi ate that the explanatory variables concerned do not affect th utility deri e by financial institutions 

in making credit demand decision. Table 28 reports the ela ti ities calculated at th o erall sample 

means. 
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tim at of el ticiti 

on traint Default 

R£1} ~R£ 0.450 ... [5 .03] 

PR £DURE 0.243 ... [3.20] 

HJGH~TEREST -0.566··· [-5.74) -0.293··· [-3.71) 

SAnG -0.105 .. [-2.26] 0.30 [ 1.59] 

BRIBE 1.065••• [3 .231 1.167•• [2.12] 
OFFJ, £R 0.175•••[4 .02) 0.074••••[2.95] 

operation 

Y£4RS (SCHOOL) -0.206 .. [-2.08] -0.092[ -0.25] 
EXPERIENCE 0.067 [ 1.57] -0.1 05[ -0.52) 

ize or the firm ariabl 

SIZE -1.215** [-2.49] 

ASSET -0.995•• [ -2.09] 

Firm' performance indicator 

SALE -o.o2o•• [-2.48) -0.049 [-1.02] 
PROFrr -1.06-·· [ -2.46) 

~larket eo ironment that defin firm operation 
SECS£ -0.02 [-0.90] 

SHOCK 0.013 [0.11] 
S£C.\fA 0.11 o•• [2.38) 

,\E11J"ORK 0.051• [1.82) 0.035 .. (2.11) -0.125 [-1.40] 
EFFECT 0.098 .. (2.09] 0.075* (I. 78] 0.209* [1.67] 
REGISTER 

denote significant le el at I 0 percent" 5 p rccnt; and I percent, r 

Analysi of the results in abl 28 show that all of the ariable influencing credit application are 

inelastic, except for the coefficient of finn tz IZE) which i elastic. The redit market ariable are 

inelastic suggesting that a small change doe not ha than prop rtionate e ect on credit 

application. In oth r word a firm will apply for credit irr p cti of u ing collateral as requir ment, 

understanding credjt application procedure having relation hip with credit officer and percei ing 

interest rate as high '. This is als the sam when a firm is affected by war r has member hip in 

busin ss network. Ho e er the co ffici nt of firm ize i elastic impl ing that larger firm are not 

147 



• o a ply for r dit. Thi al o m an that a 10 per nta int han e in mn' ize fr m an 

of t 16 emplo lead to mor than 12.2 percentag point chang in r it mark t 

'pation. Th fmding upport th trade- ff th ory wbi h indicat s that larg r finns ha e le 

for d bt. inc the ha ad quate int mal fund t tap on. otwith tanding. th c ffi ien f 

m nen influ ncing credit a c r eal that the are all in I tic. implying probability f th 

redit acces i n t greatly affected by marginal change as a I 0 percentag p int chang in 

ariabl leads to le s than prop rtionate change in the probability o acce ing r dit. 

Looking at the redit acce component the coeffici nt f extra paym nt BRIBE) ut id of cr dit 

application requirement i lastic (1.065 . Implication is that, 10 p rcentage poin in bri 

pa}m nt from an a rage of 5 to 10 percent of appro d loan bas a hug p rc ntage change 10.7 

per ent) on credit acce b cau finance officers ar notable for cr ating rigid bureaucracy to influence 

·be. uch tendency does not only r fl ct the underdevelopment of th credit market but als ha e 

rious negati e implication for small nterprises to default in loan r payment. be r suit how that 

payment of brib to access redit mor than proportional increas th le el of loan default. Ther fore 

rud ntial regulation is nee s ar to r duce extra cost in mall bu ine s operation by 5-1 0 percentage 

points. tber by potentially reducing d fault rate by 34.7 p r entage point . 

To gain further insight into the factors affecting credit c n traint it i shown that credit constraint is 

highly reduced b an increase in profitability of mall enterpri es fr man a erage of 0.9 to 12 U D p r 

month. evidenc d by its lastic nature. 10 p r entage point hange in profit lead to I 0. 7 p rcentage 

points decrease in the likelihood of being cr dit constrained. Thi fmding aligns with earlier finding 

from th Pro bit and Multinomial Pro bit estimat and al o supp rts th hi rarchy of finance hypothesi . 

Clearly. th finding indicate that a small chang in profit has a hug fii ct on r ducing credit 

constraint because financial in titutions are abl to di cern th quality f th firms t grant credit. 

It is observed that policy for credit appli ation are dri en by the beha ior of financial in tituti ns as 

evidenced by the credit market ariable which ar in lastic, though th size ariable i inelasti as large 

lffil has less inc nti e for credit. Rent- eeking corruption is c mmon lastic) in p st-war Liberia s 

credtt mar et to cu hion credit access b small ent rpri s and firm engaged in payment of bribe ar 

most likely to default. Intere tingl it i al o observed that net ork i a ita! polic instrument to reduc 

moral hazard and adverse lection problem to eas acce s to cr dit. Whil a t i almost elastic and 

vital for hedging risk b financial in titution firm's p rformance variabJ PR FIT) is elastic a it 

relates to mitigating redit constraint. 
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HAP ER y 0 0 POLl I PLI 10 

umm ry 

th i · grounded on currently merging debate on mall enterpri financing th reby anal zing 

t ra tion b tw n credit markets and small nterpri from credit demand p r p cti to facilitat 

borsti integration of small enterprises in credit programs of Liberia. The thesi · is focu d n po t-war 

pen \'here no studies ha e aspired to analyze credit demand and default relat d to small enterpri 

in Li ria There i hope for reviving the de troyed flrms by war as owners have a higher probability of 

lang for external funding to rebuild their busines e . It i obs rved that small firm n d e temal 

redil to grow while mature busin ss has options to use int mal funding to financ th ir op rations. 

Th gh inception of small firms is highly ourced from internal funds mall enterpri e a erred that 

th } would use additional credi finance to seize expansion opportunities. The thesis e pands and adds 

to the limited literature b empirically presenting evidence of the contextual nature of interaction 

berneen small firms and cr dit market. 

Th empirical issues investigated are disaggregated into thr e core component ba ed on factor 

miti~ating asymmetric information for credit market participation and acces to credit to analyz credit 

constraint. and to assess the probability and extent of loan default b smaU enterprise . These issue are 

eti ited using fum le el micro data based on a survey capturing small firms in urban settlements of 

Liberia. After controlling for items and urvey non-responses 341 mall enterprises wer con id red for 

anal.'sis. For comparative purpose with orne of our findings th World Bank Enterpri surve (RPED 

data) on Liberia is used despite its limitations emanating from omission of many key ariables. 

Th study used the binary and multinomial models in as essing cr dit market participation and access to 

credit b small enterprises. Moreo er the Heckman and Tobit on and interval models were estimated 

to determine factors influencing the loan amount recei ed by mall enterprise in order to addre s 

problem of sample s lection. While the Heckman provided b tter re ult than the obit the estimate 

revealed that the Probit and Multinomial Probit models show almo t similar result to that of the Logit 

and Multinomial Logit. Howe er the Multinomial Probit is derived under the assumption of normal 

distribution and the problem of ITA is trictly corrected for. The T bit relaxes the pro I em of identifying 

instrUDlents though it is faced with the problem of using a singl timate for anal zing pr bability and 

extent at the same time. The Probit model was al o used to examine relationship between credit 

constraint and other attributes of mall enterprises. n the asp ct of the probability and extent of loan 
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· both the Double Hurd! and on -lirrut Tobit model \i re timat d. Th ugh the Tobit model 

for sample lection by accounting for tho e who n er d fault d it d n t giv mu h e plicit 

for oncrete polic pre cription compar d to the D ubl Hurdl which pr ide timate for 

lh probability and ll.'tent of loan d fault separate! consid ring the ftr t (pr bability d faulting 

second hurdles extent of default) in thee timation. 

lr i· ob erved that credit market participation decision by mall firm i influenced b di er ity f 

rs. B longing to a busines network increase the probability of credit mark t parti ipation and 

as banks recognize such networks in evaluating th c Uateral requirements. Lnt raction with loan 

offi ers is critical as it serves as a source of information on the cr dit market op ration to the p tential 

imilarly knowledge on the credit application procedures including th collateral 

requirements is critical in building confidence among the small enterprises to participate in credit 

market. Furthermore the experience in business matter a lot for cr dit market participation and acce 

to credit, because it pro ides better signal to financial institutions for enhancing credit acces . inall it 

is not just the le el of intere t rate that matters but the perception of the existing le els gi en the 

implications on cost of capital especially for a growing flrrn. orruption is end mic in post-war 

Liberia s credit market as managers who professed to offer percentages of the loan amount to credit 

officer are more likely to get their loan appro ed. The performance of the firm is ignaling th ability of 

the firm to repa the loan. It is found that increase in sales growth cu hion probability of accessing 

credit as financial institutions are likely able to assess the performance of the firms in t rms of ability to 

repa the loan. 

Credit constraint is endemic among small enterpri es in p t-Liberia. As evidence to the gr wing 

financing hurdles about 52 percentage points of smal l enterpri es in Liberia are credit constrained· 

implying that limited credit access could indeed hinder future growth and de lopment of small 

enterprises. Evidence of the theoretical definition of credit con traint among mall enterprise take the 

fonns of 'discouraged (15.8 percentage points rationed (25.8 perc ntage points) and r jected I 0.6 

percentage points and show man effects on ftrms characteristic . Though p rception on intere t 

rates as ·high should discourage credit market participation and increase likelihood of credit constraint 

we observe that the price for credit interest rate negati ely influ nces credit con traint. This is becau e 

majority of firms did not have alternati e means for financing and those that applied for credit were till 

able to access full amount. mall enterpri es ba e huge chall nge of accessing credit in post-war Liberia 

because financial in titutions tilJ onsider a set as major pre-requi ite for mitigating credit constraint 

150 



ugh majority of assets own d by tho d durin th v ar. inn ' 

re;to,lillJJnce also help to all iate cr dit constraint, beca in pr fit pro id 

al in titutions to provid credit to tho finn . It i found that firm affe t d lik l t 

ped in financing difficulty for in e tm nt operation in 

ility to repay the loans. In term of d fmitions of cr dit c n traint, th tud 

· n n e. profitability and ctor manufacturing r due likeliho d to b ' di urag d wbil 

\-anabl uch as perception about inter t rates r du es r J ction and of war in rea likelih d 

ofrej tion. redit ration was found to be reduced by perception ab ut int r t rat manag r· bu in 

xperience and alue of asset and it is increased by l cation of firm in public pr mi and b ing affi cted 

) war. Manufacturing firm ar di couraged due to high capital requirement for th ir financing. 

Credit default is critical to the ucce s of credit interv ntion, b a e it det rrnine likelih od of cr dit 

ontinuation to small enterprises. Th stud finds that there i ariation in th tent as well 

probability of loan default such that lack of sufficient managerial com pet nee. rigid cr dit n ironment 

and shock on the fi.nns are ke comp n nt influencing loan delinqu ncy in th cr dit market. Th l el 

of kills and training by managers of finns ha negati ely ronounced implication on default. hu loan 

repayment default is reduced by th l el of skill and xperience of th enterpri e due to experti e t 

design inno ation for growth and expan ion. We al o obs rve that ha ing link with large finn , 

formality and age of manager ab v 50 ears r duce the int nsity of default. Howe er, w find that the 

eAtent of default increases when firm is affected by hock i.e th ft r robb ry . It i al o ob rved that 

the likelihood of d fault increas s by e tra payment t loan fficer out id of credit pr e ing 

requirem nts to cushion credit appro aJ loan officers and hocks manating fr m th ft or robbery. 

whil it is reduced b firm' p rformance through sale growth . 

• 2 onclu ion 

This the i has identified demand- id fa tor influencing mall enterpri e cr dit mark t participati n, 

credit constraint and d fault in po twar Liberia by e timating ral mod I . Pr i u r earch i 

in onclusi e on country sp cific determinan of credit mark t participation, c n traint and d fault 

pecially cone ming the asp c of mark t n ironm nt that defines firms p rati n. ince there ar no 

ri orou studies on cr dit d mand asp ct by nterpri s in Liberia ital parametric co ariate of credit 

market are elicited to culti ate mall ent rpri es finan ing hurd! . 
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. the nonparam tric ur e r ul indicat that ulk o mall firm u d int m 1 apital fi r 

. but later pp ar d di ad antag d in term of acce ing mall fmn 

ainl. on redit fr m formal banking ector. ar ity , i ting data and information w r 

. but ~ e wer fortunate in ace ing data from RP and condu ting urve n mall 

. The tud upp rt th argument that th cr dit mark t f ib ria i gmented and 

I of asymmetric information, which has implications fi r r ning error , 

mark t participation and acces and credit default. 

t market participation decision and acces to cr dit ar influ need by di r ity of fa t r . 

Int tion \\ith loan officers is critical as it rves as a ource of information on th cr dit mark t 

o tions to the pot ntial borrower as well as building tru t. irnilarly. knowl dg of th cr dit 

a ph tion proc dures including the collat ral r quirement i imp rtant for building confidence among 

the small nterprises in participating in credit mark t. It is not ju t the le el of intere t rat that matter 

ut lh perception of the existing le el gi en the implication on co t of capital e p cially for gr wing 

firm. Though p rception on intere t as high should di courage application and enhan credit 

onstrainL the price for credit interest rate influences cr dit c nstraint as majority of firm did not 

ba e altemati e means for financing and those that applied for cr dit w re still able to ace s full 

am unl High inter st rate demand ignificant cash flow to m et repayment obligation and can be a 

hindrance to accessing adequat amount of loan. Financial institution have rigid bureau rae in credit 

market, gi en that a cess to finance i nhanced through rent- e king practices. rrupti n 1 ndemic 

in post-war Lib ria s credit market a manag r who profe sed to offi r p rcentages f th loan am unt 

to redit officer were succe sful in ha ing their loan appr d. Weak prudential guideline and 

regulatory framework are vulnerability in the waiting e peciall ince it gi e way t p or go mance in 

th credit market as it threat ns the quality of a set forth banking ctor. Rent-s king corruption i 

ommon elastic in p t-war Lib ria s credit market to cu hion cr dit acce by mall ent rprise and 

finns engaged in payment of brib ar mo t like! to default but furth r re earch is r quir d to a certain 

lh productivity of those firms. Polic for cr dit mark t participation and acce are dri en b th 

havior of cr dit mark t in titutions as e id nc d by th inelastic nature of credit mark t factor . 

Finn· skill as r present d by manager exp rience in bu ine pro ide better signal t financial 

institutions for extending cr dit. Th exp rience in busin s matt r a lot for credit market participation. 

tanagers experience signal the ability to na igate the firm acti itie on the growth path and thus 

confidence building for th banking institutions. kill and training of manag r f flllTl ha 
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ffilUI......,. , .. u implication on th d fault as xperienc d manager ha rti e t de i n inn ati n [i r 

e.~ansion. 

· pro p ct for r building busine es that were destr yed by war as long th ha h p for 

' . ale growth cushions acce s to credit as financial instituti n ar lik ly a le t as th 

orman e of the firms in t rms of abi lity to repay the loan. To r due their 

r ration the amount of loans allocated to a firm u ing the pro p ct of growing ca h flow . irm 

ith growth-oriented objective ha e prospect for expanding their op ration and in e tm nt and le 

· of defaulting. The results support the Hierarchy of Finane th ory for short term cr dit as firm 

performance help to al leviate credit constraint. Profit pro ides b tter ignal t finan ial in titutions t 

pro\id credit to those firms. Gi en their source bas for cash flow bank ar attra ted to tak a ri k 

\\-ith them. Thus finn performanc is lastic a it relates to mitigating cr dit c nstraint. 

mall enterprises ha a major challenge of accessing credit in p t-war iberia b caus financial 

institutions till con ider asset as major pre-requisite for mitigating cr dit constraint n though 

majority of ass ts owned by those firm must have b en de troy d during the war. he rudy supports 

the trade-off theory suggesting that large fmns ha e les in enti for d bt. Th iz factor is inelastic a 

large firm has le s incenti e for credit. Ass t is almost elastic and ital for h dging ri k by financial 

institutions. 

There is hope for reviving the ar affi ted firms as own r ha e a high r probability of e king xternal 

funding to rebuild their bu inesses. Belonging to a bu ine ·s network incr ase credit market 

part1 ipation as bank recogniz such networks in e aluating th collateral r quir rnents. a way f 

ffiltigating moral hazard in credit market fmancial in tituti ns prioritize m mber hip in bu ine 

network for advancing credit as bu ines e which are in network wer m stly able to acce credit. 

)though networking i a ke factor in d terrnining cr dit mark t participation th ability to pay whi h 

is d fined by the activitie of a group remain a major factor in d termining th amount of loan that i 

all ted b the banks. Inter tingly network is a ital p lie instrum nt to reduce moral hazard and 

ad,erse election problem to as access to credit. urth r mall firm affected b war are desperat for 

external credit to grow while matur busin s es ha e options to us internal funding to financ th ir 

operations. Howe er firms affected by war or sh cks ar highly entrapp d in financing difficulty for 

in\'estment op ration since financial in titutions are wary of th ir ability to repay the loan . But ha ing 
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' ith large firms formality and age of manager abo e 50 years signal confid nc to finan ial 

;tirunons about firms ability to settle loan repayment. 

·3 Policy implication 

finding of the study are of policy relevance to promote and de elop financing of small ent rpri 

Liberia. Th se are essentially helpful for policy direction to minimize the po ibility of Lib ri 

revertin to conflict. 

Credit market indicators are vi tall significant for credit market participation though war affe ted firm 

found to be entrapped in financing difficulties and are less likely to access financ from financial 

'tutions. ln order to foster and enhance credit mark t participation by mall enterpri es rigid 

ucratic procedures (i.e asset ) should be relaxed and ubstituted by policy to guarantee formal 

edit institutions in case of bankruptcy. This could diminish the risk associated with mall enterprise 

credit (T chach 2003). With such policies control mechanism hould be put in plac o that bulk of th 

funds a tuall goes to small businesses because e idence has shown that some large cale bu ine se 

understate their sizes or capital to be classified as small enterprises. 

Busines es operating in network immensely reduce moral hazard and ad erse s lection in the credit 

market. The ad erse selection problem about small enterprises could be dealt with by promoting and 

emphasizing networking of enterprises or considering link with large business as mechanism to enhance 

onfidence and reduce the probability of default since many firms lack coJlateral. Promoting 

networking among small enterprises and between the small and large firms through ub-contracting 

could enable frnancial institutions encourage credit market participation and acce to small enterpri 

operating through network in order to build confidence. 

The negati e and significant relation hip between kill /exp rience in bu ines and credit default 

suggests the need for training to strengthen entrepreneurship. Policy should prioritize ntr preneurial 

training to firm management for business growth. In tituting periodic training for managers of mall 

nterprises about strategy of managing their enterprises could lead to impr si e performance. Thus, 

financial institutions should not onl focus on ad ancing ioan without pro iding training on h w 

business could manage and repay the Joan. 

Financial institutions are characterized by rent- eeking beha ior in post-war Liberia s credit market to 

cushion credit access by small enterpri es but firm engaged in payment of bribe are pron to default in 
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}ment. pprai a1 te hniqu and meth d of loan di bur ement h uld impro ed. Thi should b 

followed b p riodic isit by sp cial ri k manag m nt ollie r after loan di bur m nt to ensur prop r 

utilization of borrowed fund. 

trengthening the legal s stem and prudential regulations on credit mark t i e entia! to ensur credit 

rigbts52 and pre ent rent- king with cr dit o:ffi er or curtail delinqu n y in loan ettlement. Imminent 

I al reform to b taken should include strong small bu in s es emancipati laws to co er the informal 

lending institutions and indi iduaJs b cause of their dominance in the urban credit mar ets of post-war 

Liberia. xisting laws such as the Financial Institutions Act, the Microfinance ct the Mone lender 

Acl the CBL Act among other ar required strengthening to regulate or enforce access to credit in 

Liberia. Improving the credit reference bureau to disseminate information and harmonization or 

amendments of laws incorporating provisions to ease legal constraints to access t credit is imperative. 

Furthermore employing local information based on social network is vital to minimize loan repayment 

delinquency. However there should be greater regulations to protect mall firm from high loan ost 

which could potentially endanger fmancial soundness of credit markets. 

Finally ad liberate effort by go ernment to enhance enabling business en ironment is imperative for 

attracting businesses and to spur inclusi e growth. A stable business environment is essential to enable 

businesses operate smoothly in order to realize their growth aspiration. 

7.4 Limitation of the tudy and issues for further re earch 

7.4.1 Limitation of the tud 

everal limitations are noticeable from the study. The study was conducted in Liberia with tittl link to 

the West African Region. With the exception of World Bank Enterpris urve 2009) that briefly 

captures small enterpri e financing there has not be n thorough! d cumented research on small 

business financing that this study could build upon. Besides the study was based on the assumption that 

the sampled small scale firms were unbiased representation of the rest f small fums because of their 

homogeneous characteristics in socioeconomic status. The urvey did not consider the agricultural 

economy because of its predominance in rural area . Moreover the sampling data excludes the 

following sectors: financial intermediation, real estate and renting acti ities activities involving schools 

and churches and all public or utilities-sectors. 

' 1 A set of Ia\ s and institutions that protect lenders from nonpayment of loan. These are the most itaJ underpinning of 
financial system which makes it underde eloped 
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Gi\ that th study i ba ed on resp n e from firms in two of th largest co untie in Lib ria. the stud 

d not co~er most parts of the ountry since there were ery [! small ale busin s in tho areas 

th time oftb urve " hen the country had just m rged fr m ar. Micro and informal ent rpris s 

1\ re ·eluded from the ample due to lack of stability in locati n and p or record ke ping. Due to th 

fa that most small firms do not keep r cords th accurac of m t f the data call cted is d pend d on 

respondents or managers ability to r call. Howe er, it is b lie ed that the data obtain d provide a useful 

basis of information for making recommendations aimed at not onl improving acce to credit but 

also to minimize the challenges of loan default by small cale flnns and enhance th effe ti eness and 

efficiency of credit deli ery as well as reco ery mechani ms of arious credit in titutions. The study 

doe not capture trade credit, pur ly focusing on demand component. 

Despite the e limitations the study remains relevant in addressing the policy concern for effecti e small 

enterpri e financing which could minimize their con traints and enable them to thri e in postwar 

Liberia. Morea er effecti e policy directed at small enterprise financing is ital for poverty reduction to 

mitigate the thr at of war in Liberia . 

.4.2 Is u for further r e earch 

The debate of credit demand constraint and default by maU-enterpri es will continue for the 

fore eeable future. mall enterprises financing is central to the successful prioritization of initiation and 

expansion for sustainable economic growth. 

This study is based on credit demand component of small enterprises in Liberia which is inadequate for 

holistic policy implementation without in estigating supply component of small enterprise financing. 

Thus, research could be directed at analyzing suppl ide component of small bu ines financing in 

Liberia. Moreover a comprehensive research is required to asse s the micro small medium and large 

scale enterpri es of fmancial access and how these small firm re pond to credit markets both in rural 

and urban location. Further macro as s ment of credit to pri at ector is also lacking in Lib ria. 

mall ftrms ha e heterogeneous characteristics but the current study bas as umed orne le el of 

homogeneity. Gi en that the World Bank has embarked on periodic sur eys of enterprises in Liberia, it 

is important for future research to consider panel anal sis of the e small businesses in order to addr ss 

possible problem of endogeneity and control for heterogeneity. Future res arch on pecific categories of 

firms should take cognizance of the non-homogeneity of small- cale enterprises. 
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. 'lin the ffect of credit on firm ' productivi using th t tal fa tor approach is al o important t 

wh ther credit direct d to mall firms is ita! for enhancing their produ ti it . Thi tud 

d not addre s this issue. In order to support the polic r comrn ndation futur r earch should 

\Or to look at credit effects on productivity. The sampl us d for thi study i not considerably 

:: . though the resuJts are meaningful. This requires that futur re earch must be based on large 

pie for more repre entati eness of small enterpri e specially when the p pulation increase in 

o r counties that are still sparsely populated. 

Default could be understated if control mechanism is not en ured to capture pos ible loan rollov r 

wb.i b has not b en considered in this study. s a result if orne of th loans were rolled over to a oid 

ef:ault. the default rate rna be under tated. Thus, future res arch must be directed to credit suppl -side 

y investigating tb effect of loan rollo er on default rate. 
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APPENDfX 

lntr duction 
Th ppendices are eli ided into se eral se tions. The appendix is bas d on table ummary of fi ld rep rt . 

. fo ver the questionnaire and other supporti e document are pr ented. 

Al: Model (Tobit) 
One type Tobit Model 

y, · = x, P + u, ..Lu, >- (0 cr2
) Where y = y • if y" > 0 and y, = 0 if y" ~ 0 

In the one type Tobit, y , and x, are observed but y1• is not observed when y 1• ~ 

Two type Tobit (Interval Tobit) 

• ' 2 
Y1, = x1, /31 +u1, J.. U11 >- 0 a 

• ' 2 
Y2 , = x21 P2 + Uu .l ul, >- (0 a ) 

Where y2, = y 21• if y 1,· >0 and y2, = 0 if y 1,· ~ 0 

1.0 

1.1 

It is assumed that only the sign of y1,· is observed and that y 2,· is observed only \!hen Y1,· > 0. Al o, 

X1 is observed for all i but x
1 

need not b ob rved for i such that y1,· ~ 0. 

The expected alue of the observed ariable in Tobit is gi en below as: 

E(y,lx, =O·P(y*, ~Oix, )+E(y*Jy*1 >0 x1)·P y*, >Oix,) 

= [x' .8, +a¢(x'P) cr)j (J) x'P1 I a)~(x'/]1 1 cr 1.2 

=x' /3, +a¢ x'P,Ia) 

Marginal effect of Tobit 

ince we are interested in the effect on the expect d alue of the obser ed censored) alue the 

marginal effect ofth Tobit is given. 

aE(~:Ix,) =f3k4>(x',.8 I a 
1.3 

The marginal effects depend on indi idual characteristics of credit mark t market en ironment and 

firms. 
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: Diaun ti Re ul 
raJ iagnosti tests wer performed following e timation to detennin utlier n rmality 

ro c dasticity and appropriat sp cification. Both graphical approa h and formal l t 

e rur that w do not obtain data that exert undu influ nc on our result . How r. L for 

ndo en ity and multicollin arity were p rformed. It is worthy to note that mo t f the te ts carried n 

ar attributable to all the empirical mod I . 

nusual and influential data 

Th test for outliers is to xamine the presen e of ob ervati n whose dependent variable alu i 

unusual. In cases, where ,: e encount red outliers we tried to counter-check data and explore th 

questionnaire to address th problem. Th graphical method wa also used to detect heteroscedasticity. 

Test for heterosceda tici ty 

For each of the model estimated the Breusch-Pagan and White Tests are u ed to d teet the pre ence of 

h teroscedasticity. The null h pothesis for each is constant ariance. Rejection of th null hypothesi 

thereof implies no exist nc ofhet roscedasticity. 

Appendix Table 1: Breu ch Pagan and White T t for Hetero ceda ticity 

Source Breusch Pagan Test White Test 

RPED 0.12 8.98 

chic square Survey 0.26 143.7 

RPED 0.723 0. 11 

Appjication Prob>chi 2 Survey 0.612 0.08 

RPED 23.06 70.21 

chic square Survey 28.35 86.3 

RPED 0.09 0.05 

Access Prob>chi 2 Survey 0. 123 0.41 

RPED 1.39 40.5 

chic square Survey 0.47 146.8 

RPED 0.239 0.49 

Constraint Prob>chi2 Survey 0.495 0.35 

chic square 10.3 46.7 

Default Prob>chi 2 Survey 0.203 0.156 
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Gi n th null hypothesis that the residual are homoscedastic we fail to r ject th null hyp th is and 

lud that the r siduals are homo ceda tic at 5 and lO p rcent ba d on the p- alues f all th 

in App ndix Table 1. 

pecifi ation test 

M el pecification to d termine h ther addhion of ariables is necessary was implemented using th 

Ram reset test. The null h pothesis for this test is ' mod 1 has omitted variable . Ba ed on the 

pedfication test we can onclude that no omitted ariable bias exists becau e the error tenn and th 

independent ariable in the mod l are not correlated. We tested the null hypothesis: that the model d es 

not ha e omitted ariable bias. Our results suggest existence of no omitted ariabl bias becau e the P­

values are all higher than the u ual threshold of 0.05(95 percent) significance) so we fail to r ject the 

null that no omitted variable bias exi ts and conclude that more ariables are not need d. 

Multicollinearity test 

Te t fo r multicolinearity' as done forth binary hoice model . The results show that multicolinearity 

i not ever ly high across the ariables. 

ppendi.x Table 2: VIF tc t for Multicollinearity 

Credit application Credit access Credit constraint Credit default 

I Mean SURVEY I I 1.3 1.3 1.1 3 

l VJF RPED 9.7 1.23 1.26 

Evidently the mean VIF for the credjt application is 11 whereas it is 1.3 for th credit access and 

constraint respecti ely. Relati e to default it is 1.13. Gi en the arious statistic , which are between 1 

and 11 it can be inferred that multicollinearity is not much of a pr blem. 

T t for IIA in Multinomial Logit 

The muJtinomiallogit model was estimated to detect thee istence of ITA. sing the Wu Hau man test 

the nuJI hypothesis was accepted for non systematic difference in coefficient and results for both 

diagnostic tests confirm non-exist nee of IIA for the application and access model. 
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Multinomial ogit 
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od· I 4 ~ Pr bit tim t fi r r dit ppli ati nand c rr p ndiog mar inal ffi t 

RPD II 

[0.72] [6.63) [5. 15) [5 . I] 
PROCEDLRE 0.524* .. 0.20 •• 

(3.0 I] (3 .06] 
OFFICER 0.913*** 0.329• .. 

[4.23] [ .92] 

HIGH I rJ'EREST -4.737 -0.438* .. ·1.22 ••• ·0.807 -1.214••• ·0.428*U 

[ -1.59) [ -1.55] (-6.89] [-1.55] [-6.31] [ -7.6] 

l.il e perience in bu in peration 

Y£-IRS (SCHOOL) -0.015 - 0.003 -0.007 -0.003 -0.008 -0.003 

[-0.37] [-0.36] [-0.33] [-0.36] [-0.34] [-0.37] 

£'(PERlE 'CE -0.038* -0.009* 0.023* 0.006* 0.028* 0.011* 

[-1. 79] [-1.71] (1.71] [1.71] (1.75] ll. 75] 

.4G£ 0.971 0.962* 2.430* 0.165 0.568 0.223 

[0.64) [0.64] [1.75] [0.64] [0.36] [0.36J 

AG£2 -0.134 -0.207 -0.523 ·0.023 -0.216 -0.085 

(-0.41] (-0.4] l-1.59] [-0.4] [-0.58] [-0.58] 

i.u of firm 

SIZE 0.014 0. 183 -0.462 -0.002 -0.743 .. -0292 .. 

[0.05] [0.05) f-1.57] [ -0.05] [-2.31] [-2.32] 

Market En ironment that define firm operation 

COMP ETJTION -1.391** -0.089••• 0.376 0. 146 

[-2.49] [-3.54] [ l.41] [ 1.44) 

SECJIA 0.291 0.123 0.209 0.081 

[1.35] [ 1.40] (0.89] (0.91] 

SECS£ 0.022 -0.048 -0.121 -0.118 -0.046 

[0.05] (0.05] 0.004 (-0.62] L-0.62J 

• 'ETJVORK 0.460* 0.172* 

[1 .66] (1.79] 

EFFECT 0.617** 0.235** 

[2.21) [2.33] 

COIUtant 1.492 0.549 

[0.78] [0.32] 

Observation 117 341 

LR cbi quared p- alue) 23.96 (0.004) J 75.24 (0.000 

P eudo R quared 0.224 0.372 

_1\brgioaJ effect 0.904 
' ignificant at 10 percent; •• ignificant at 5 percent: ••• 
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BRIBE 

0 flCER 

GE 

ize of the firm 

SIZE 

ASSET 

Perform nee 

SALE 

Probit 
Coef. 

0.047 

[0.12] 

op ration 

-0.002 

[-0. 11] 

0.201 

(0.61] 

-0.523* 

[-1.69] 

0.184** 

[2.52] 

8.73&05 

(1.58) 

Market n ironment that derm 

COMPETITION 

firm ' operation 

3.543* .. 

[2.86] 

, 'EnVORK 

EFFECT 

constant 

Observations 

LRcbi squared (p-va lue) 

Pseudo R squared 

-3 .974*** 

[-3 . I I] 

11 7 

24.75(0.00 1 

0.2247 

arginal Probit 
fTe ts C f. 

0.008 -1.242*. 

[0.12) [-2.29] 

-0.001 

[-0.11] 

0.033 

[0.62] 

-0.086 

[-1.64] 

0.030••• 

[2.61] 

1.43E-05 

[1.63) 

0.248*** 

[4.48) 

0.057 

[1.57) 

-0.193 

[-0.46] 

0.235 

[0.3] 

0.221 

[ 1.1] 

-0.257** 

[-2.03) 

0.086 

[0.22) 

0.063 

[0.03] 

183 
14.66 

(0.041) 

0.0808 

_ arginal effect after pro bit 0.09 I 
~ igni ficant at I 0 percent •• ignificant at 5 percent; *** ignificant at I percent. 
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Marginal Probn arginal 
e~c C f ~ 

-0.1 5*** -0.739.. -0.131* .. 

[-2.87] [-2.3) [-2.76) 

0.008 

[ 1.52] 

-0.031 

[-0.5] 

0.043 

[0.37] 

0.034 

[I. I 6) 

-0.039 .. 

[-2.13) 

0.001 

[0.17) 

0.824 

1.071*** 0.176*** 

[3 .07] [4.05] 

0.806··· 0.162*** 

[3 .05) [3.16) 

0.041* 

[I .86) 

-0. 140 

[-0.38] 

-0.008 

[-0.02] 

0.076 

[0.6] 

-0.228 ••• 

[-2.85] 

-0.019 

[-0.08] 

0.769* 

[ 1.89) 

-0.099 

[-0.28] 

0.322 

[0.2J] 

183 

4 1.12 (0.000) 

0.2266 

0.009* 

[ 1.87) 

-0.03 

[-0.38] 

-0.002 

[-0.02) 

0.016 

[0.60) 

-0.048*** 

[-2.87) 

-0.004 

[-0.08) 

0.125*** 

[2.58) 

-0.021 

[-0.28) 

0.87 



bl f r dit appli atj o d t rmioa o ultin mi I Pr bit 

Formal In~ rm I 

• 
(4 .3) [3 . 8) 

PR '£DURE 0.978 .. 0.276••• 0.0 - .0 I 

[3.85) [4.35] [0.31 1 [ -1.27] 

OFF! ER 1.281*• 0.286··· 1.116•• 0.057753 

[4.28) [4.08] [3.00] [1.23] 

HIGH l TEREST -1.744** -0.387••• -1.436•• -0.063 

[-6.38] [-6.23) [-4.3 ] [-1. 6] 

IJI 10 bu in 

Y£4RS f. CHOOL) 0.00 0.003 -0.022 -0. 03 

[0. 14] [0.3 I] [-0. 7] [-0.71] 

£\PERl& 'CE 0.046• 0.012 .. 0.018 -0.001 

[2.04) [2.01] [0.60] [-0.17] 

AGE 1.276 0.384 -0.069 -0.095 

[0. ] [0.61) [-0.02] [-0.27] 

AGE. -0.373 -0.097 -0.205 -0.003 

[-0.7] [-0.67) [-0.3) [-0.03) 

i:ze of the firm 

SIZE -0.876' -0.162 -1.472• -0.140• 

[ -1.93] [ -1.32] [-2. 2] [-1.9 ] 

Bu in eo ironm ent 

CO.\fPETITIOJ 0.213 -0.00 0.910' 0. 119* 

[0.55) [-0.04] [1 .92) [ 1.75) 

SECMA 0.391 0.128 -0.190 -0.047 

[1.17] [1.42] [-0.42] [-l.l) 

SECTOR -0.338 -0.110 0.142 0.043 

[ -1.23) [ -1.5] (0.43] [I] 

.\ETWORK 0.734' 0.205•• 0.182 -0.027 

[1.9) [2.12] (0.38) [-0.61] 

EFFECT 0.777" 0.161 0.932. 0.076 

[ 1.94] [ 1.53] [ 1.9] [ l.l6) 

constant -0.627 1.927 

[ -0.25) (0.63] 

341 

LR cbi quared (p- alue) 136.87 0.0 ) 

0.44 0.0 8 

igniticam at 5 percent; ••• igniticant at I pcrcenL 
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bl timate of cr dit • c d t rmioan (MuJtjno mi I Pr bit 

Formal Formal Informal Inform I 

' Marginal cf~ t 

G -0.657 0.041 -1.479•• -0.177 .. 
[-1.48] [0.46] [-3 .04] [-2.29] 

BRiBE 1.533 .. 0.178•• 1.453 .. 0.036 
[3 .18] [2.34] [2.65] (0. 7] 

OFF. 'ER 1.197 .. 0.198* .. 0.881* -0.004 
(3.22] [2.6-] [ 1.96] [-0.07] 

[ ptri DC !till in Bu ioe operation 

£'f.P£RJENCE 0.065* 0.013** 0.030 -0.003 
[2.12) [2.17] (0.8] [ -0.63] 

AGE 0.034 0.067 -0.492 -0.082 
(0.06] [0.6] [-0.74) [-0.88] 

ize of the firm va riable 

SIZE -0.026 0.064 -0.602 -0.092 
(-0.04) [0.43] [-0.69) [-0.84) 

ASSET 0.444* 0.199··· -0.707 .. -0.164*•• 
(2.33] (4.53] [-2.96] [-5] 

Performance 

S.a£ -0.342** -0.058• -0.257 -0.003 
[-2.9] [-1.9) [-1.46) [-0.0 I) 

Bu in eo ironment that define firm operation 

CO.\fPEf/T/0 -0.237 -0.102 0.335 0.083 
[-0.66] [-1.31) [0.8] [1 .42) 

\'ETWORK 1.219* 0.206•* 0.580 -0.055 
[2.14] [2.69) [0.87j [-0.92] 

EFFECT -0.297 -0.111 0.278 0.080 
[-0.58] [-0.95] [0.45] [0.89] 

constant 
-3.239 7.504** 

[-1.55] [2.78) 

183 

63.69 (0.000) 

Prob chi quared o.oo 
0. 127 

Base: did not access. • ignificant at I 0 percent: •• •• ignificant at I percent. 
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ble red it ppljcation t t for indep ndent irrelc ant alt rnati II 

---- Coem ients --
Partial All Differ nee 
(b) (B) (b-B) 

1.387 1.446 -0.058 

1.2 15 1.275 -0.059 0.071 

1.614 1.572 0.041 0.044 

HlG I TEREST -2.265 -2.278 0.013 0.083 

peri oce in bu inc operation 

0.0194 0.008 0.011 0.016 
£rP£RIEf..'C£ 0.052 0.057 -0.005 0.006 

~GE 1.545 1.450 0.095 0.786 

AGE UARE -0.461 -0.426 -0.034 0.161 

FJRJ 'fZE 

SIZE -0.824 -1.108 0.283 0.055 

far ten ~oruooentthatdcfine firm operation 

CO IP£TIT/0, 0.337 0.354 -0.017 0.118 

SEC !4 0.421 0.519 -0.097 0.066 

SECS£ -0.416 -0.417 0.00 1 0.095 

.Til'ORK 0.980 1.046 -0.066 0.091 

EFFECT 0.926 0.904 0.021 0.162 

Constant -1.191 -0.59 1 -0.599 1.021 

B =inconsistent under Ha, efficient under Ho· obtained from mlogit 

Ho: difference in coefficients not systematic 

z- ( hi squared of 17 degree offreedom) is -6.11 (p- alue = 0.795 

176 



H : difference inc ffici nts not y t matic 

z ~ chi quared) i -1.25 (p- alu = 0. 4532 
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0.017 I. 

0.015 0.73 

AGE -0.134 -0.67 

S/Z£ 0.516 1.59 

SALE 0.097 1.28 

COMPETITIO -0.212 -1.21 

SHOCK 0.063 0.35 

ASSET 0.665 6.92 
SAI'ING 0.271 1.31 

PROCEDURE 0.229 1.07 

ETH /CITY 0.919 4.06 

OFFICER 0.194 I. I I 

REGISTER 0.258 0.73 

UNK 0.29 1.57 

con tant 0.052 0.05 

Source s DF M 

Model 154.295 14 I 1.02109 

Residual 135.741 132 1.028342 

Total 290.036 146 1.986551 

Observations 147 

f( 14, 132) 10.7 

Prob>F 0.000 
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Appendix abl 11: mall oterpr· e cr dit on traint git mod I 

RPD II 
Log it Marginal Logit 

o fficient effect oefficient 

HIGH INTEREST 14.834 3.367 ... -0.980*** 

[3.73] [0.35] [-3.92] [-4.17] [-3.76] 

SAII\'G 0.182 0.041 0.718 0. 176* 0.845* 0.205* 

[0.32) [0.33] [ 1.6] [ 1.69] [ 1.82] [I. 96] 

kill e p rie nce in Bu ioe operation 

EXPERJEA'CE 0.069 0.016** -0.010 -0.003 -0.009 -0.002 

[2.02] [2.05] [-0.49] [-0.49] [-0.41] [-0.41] 

YEARS (SCHOOL) -0.023 -0.005 -0.012 -0.003 -0.0209 -0.005 

[-0.37] [-0.37) [-0.38] [-0.38) [-0.66] [-0.66) 

AGE -0.372 -0.084 0.167 0.042 -0.361 -0.090 

[-0.83) [-0.83) [0.66] [0.66] [-0.95] [-0.95] 

Firm ize 
SIZPEMPLOYME1 T 
GROWTH -0.036 -0.008 -0.003 -0.001 -0. 05 -0.0013 

l-0.37] [-0.37] [-0.19] [-0.19] [-0 .28) [-0.28j 

ASSET -0.042 -0.010 -0.263** -0.066** -0.323** -0.081 .. 

[-0.41) [-0.41] [-2.09) [-2.09] [-2.45] [-2.45] 

Performance 

PR FIT -0.030** -0.008** 

[-2.45) [-2.45] 

Market envi ronment that defin firm operation 

EFFECT 0.687* 0.169* 

ll.88) [ I .93) 

SE ',\./A -0.205 -0.051 -0.318 -0.079 

[-0.65] [-0.65] [-0.98] [-0.98) 

SE. £ 2.216 0.353*** -0.597** -0.1 8** -0.582 .. -0.145** 

[2.28] [3.73) [-2.32) [-2.35] [ -2.2] [-2.23] 

PREM(PUB) 0.436 0.109 

[ 1.33] ll.34) 

PREM(PRJV 0.04 0.011 

[0.08] (0.08] 

REGISTER -1.313 -0.307** 0.445 0.111 0.394 0.098 

[-2.42] [-2.48] [0.94) [0.95] [0.81] [0.82] 

Con tant 2.004* 2.977** -0.005 

[ 1.73) [2.34] [-0.37] 

341 341 

47.57 0.000 28.65 0. OJ) 45.08 0.000) 

2Jargioal effects 0.34 0.525 0.523 

ign ificant at 10 percent: •• Significant at 5 percent·*** Significant at I percent. 
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A5: Figur 

Ap odix Figure 1: n· tribution of firm growth 

0 ~----------------.-~:--=~--.-----------~-------J--~ 
0 5 

Source: computed from Survey dataset 

10 
busgrowth 

15 20 

Appendix Figure 1 shows how each unique alu of business growth is associated with it own bar. 

Bu ine growth i continuous and skewed leftward from the center. The height of the bar shows there 

ar few cases with r lati el high density. E entially many businesses in post-war Liberia ar 

impres i ely realizing doubling or tripling of their annual sale . 

AppendL Figure 2: Di tribution of profit 

ource: computed from urve dataset 
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Rrinfor ing th preceding argument about the po iti e bu ine growth. the ab 

h man' busine e are realizing p iti e annual profit. I lowe er figure 2 indi at h \i annual 

p fits r ~ db firms are concentrat d around 4000 D to 5000 D. 

6: L" t of financial institution and tud Que tionnaire 
ppeodi Table 12: Banks in Liberia 

arne of Bank 

Lrberia Bank for 
Development & 
In estment (LBDI) 

International 
Liberia 
(IBLL) 

Bank 
Limited 

Gl bal Bank Liberia 
Limit d (GBLL) 

Fir t International 
Bank Liberia Limited 
(FILL) 

United Bank for 
Africa iberia (UBA) 

ccessBank Liberia 

Year of 
stablishment 

1965 

1999 

2000 

2004 

2009 

July 2008 

( BL) January 2009 

I 
Guaranty Trust Bank 
Liberia (GTBL) 

March 2009 

urce: Central Bank of Liberia's Annual Report 

Ownershi 

Trust Bank of the Gambia, 
Databank Financial ervices of 

hana and Pan African Capital 
Group, LLC of United tates of 
America. orei n 

Forei 

ccessholding International 
Finance Corporation 

Tic 

foreign European Investment 
Bank. African D velopment 
Bank 

Liberian And Nigeria Bu iness 
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Western Union VI A Card Mortgage 
Loans Personal & Corporate avings 
. A isa Fee Payment, A TM . 

Microfinance 
Checking account a ings account 
personal loans business credit facilitie , 
inward and outward remittance , 
Moneygram services and payment centers. 

Current A/C saving A/C, loans 
Mon ygram service corporate C, 
internet bankin , 
Current A/C, sa ing AIC money gram 
ervice corporate AIC internet banking 

loans, time deposit, ME etc. 

ATM, POS VI A Card, Mobile Money. 
Prestige Savings, Current & a ings 
Accounts. Microfinance 

a ing C,Current A/C Term Depo it 
C ,Micro oan. icrofinance 



ppeodix A6: RVEY Que tionnaire 
Th- questi nnaire is to enable the collection of information intended for completion of PhD thesis, which is titled: Credit 

. Constraints and Default Evidence fr m mall cale Enterprises in rban Liberia. All information provided will b 
with strict Confidentiality and 

I u ofldentity 

Area identification Number 001 

Name of Supervisor/monitor 002 

Name of Enumerator 003 

l'l_ame of Enumeration area 004 

__§_treet Firm is located 005 

Date of Interview 006 

Name of interviewer 007 

Stan time/date 008 

Finish time/date 009 

A: Manager/owner's Characteristics 

1 AO I: Gender of Manager A02: Age of Manager A03: Education level of manager A04: Marital Status 

Male Less than 30 None Never married 

Female Between 30 and 40 inclusive Primary Married 

'I 

between 40 & 50 inclusive Junior high_ separated 

Greater than 50 Senior high Divorced 

Vocational Widowed 

Training College Other 

Tertiary 

l A05: main occupation of spouse if married A06: ear of experience in doing this A07: Nationality of 
(skip if not) business Manager/owner 

Business Domestic 

Civil servant Foreign 

Employed in private sector 

other (speci fy) 
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S· t i1IIl'S characteristics 

I 801: Main activities of business 8o2: Age of 803: What were ou doing before 804: Wb do you choo e to 
check listing below)* Firms starting this business? Start this business 

I ManufactUring Unemployed Failure of previous business 

f Commerce (trading) Employed worker Could not find waged job 

Sef\ices Self-employed Was redundant 

Schooling Could not get job of my desire 

Other (specify) Lost my waged job 

none Want to be self-employed 

I Other (specify) 

, 805: What was the estimated capital to start 806: Now, what is the business 807: Is th is ftrm formally 
this business estimated operating capital registered 

I 
Yes 
No 

B08: Does this establishment have link 
with an Jar e firm 809: Wbat is this firm current le al status 

810: umberofperson(s) v ho 
owned business 

Yes 

No 

., 

I None 

813 : 
8 12: Ts this business Problems 

housed faced B 14: Number of person 
B I I: What is t:he gender distribution of the firm's employed (salaried 

owners in (check one ofthem) in last 3 year workers) 
Rented premi e 

all men (private) Poor sales 
Robbery or 

majority men Owned premise theft 

all women Rented premise (public) Arson 

majority women Others 

~qually divided None 
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r 81 5: ~\umber of person employed {unpaid workers) B 16: How many workers did you have to start this business 

Yes Sole proprietorship 

l ~o partnership 

Corporation 

None 

C: Financial Characteristics 

I C02: In terms of capital, C03: In the last 12 C04 : In the last 12 months, 
What is the approximate months, What is the what is the a erage 

CO I Ho\ often do you take alue of this business average net profit approximate monthly 
financia l stock on this business currently recorded monthly expenses recorded 

Daih 
Monthly 

Only festive period 

Other (specify) 

I 

C06: Tick any of the following as et(s) C07: What is the total 
C05: where is proceed/income from business saved owned by this firm value of the assets 

l Home Land 
1 

Susu club/Daily susu House 

Credit Union Car 

Money lender Others (specify) 

Bank 

I None 

0 : Credit applicatjon and access 

I DO I: Hov. did you tart this 002: If credit, what is the source 003: Are you knowledgeable about procedures of 
I business? of the credit? applying for formal credit? 

Self-finance Banks Yes 

I Credit sources Susu Club No 

Both self flllance & Credit Credit union 

lnhentance Money lender 

lOther 
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-
DOS: Ha e you ever applied for credit 006: Through which 

in last 3 years? credit source(s)? 007: Was your credit 
004: If no, Why? application appro~ed 

Lo\\ bank publicity Yes Banks Yes 

~Ol member credit group No Susu Club J'io 
Not interested Credit union 

Other Money_ lender 

I DIO: Are ou D I I: Are you a member 
D09: How would you rate banks acquainted " ith of an 

008: If no, why was your credit not in terms Member (s) of lending business group that eek 

I 
approved of approving/ getting credit? firm credit based on cro -

_guarantee 
I 

Lack of collateral poor Yes Yes 

Banks do not credit this type of 
investment fair No No 

First time app\yinl!. good 

Don' t know anyone in bank excellent 

No guarantor 

_Other 

D 12. If you are not a 1 
member, do you want to 

jom a group credit 
cheme Dl3: What i are reasons you do not 

v.ant to join D 14: Have you ever accessed credit thru group business 

Yes Difficult to deal with group credit Yes 

Afraid of being affected by default of 
'IJo other members No 

Easier to get individual credit 

Other 
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! 01 Wbtch credit ource(s) D 16: What was the last 017: In the ab enceof 
do you time collat ral D 18· What was the total cr dit 

amount receh ed/accessed in last 
find easiest to access credit you acce sed credit has anyone guarantee three )ears 

for you to access credit 

Banks Less than a week Yes 

Susu Club between 2-3 weeks No 

Credit union between 1-4 months 
Money lender Almost a year 

More than a year 

019: What was the total interest amount paid on the 021 : Through which 
credit D20: Do you want to e ·pand this means would you like to 

business expand this business 

Yes Credit sources 

No Profit from business 

Both self finance and 
credit 
Help from 
friends/relatives 

Other 

0_2: Ha e you ever applied for 023: If you have ne er 024: Other than credit for 
credit applied for business, D25: What are the other 

have you ever applied for reasons you applied for 
in the Ia t 3 ears to credit before what is/are the credit credit 

for other needs in the last 
t- expand or establish business reasons 3years other than business 

t--· cs Did not need credit Yes School fees 

No No Collateral No To repay other loans 

Did not have ability to repay To do another business 

Long Joan processing time Medical bills 
Ignorant oflending 
procedure Other (specify) 

Other 
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I 027: lf yes, ' hat are 
they 

D26. Do >Ou have other ources of credit 028: Other than bu ine , what do you use the 
other than banks loan for after receiving 

Yes Susu Club School fees 

l No Credit union To repay other loans 

Money lender To do another business 

Other Medical bills 

Buy fixed assets 

Other (specify) 

HI I : ' hat has I H08: To get the actual amount HIO: In the last three years, been the change 
you need, do H09: What is/are reasons has there been in interest 
you step up the amount applied significant changes in the rate in the last 
for interest three year 

rate for bank loan? 
Banks often fail to approve actual 

Yes amount Yes 

No Based on experience from others No 

Difficult to loan 

Others 

H 12: when your credit was approved, in which form 
did you get the loan? 

Cash 

Asset 

Goods 

Other 
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E: Credit c nstraint 

EO I: Was there any occasion, you E02: Why you did E03: Would you de cribe E04: From your borr ' ing 
\\:mted loan but got less than the not get fu II loan our business as not e perience-which lender ( often 

amount you applied for amOWll requiring credit demand collateral? 

Ye~ Lack of collateral Yes Banks 
first time 

No applying No Susu Club 
High interest 
rate( High cost of 
loan) Credit union 
Already heavily 
indebted Moneylender 

Other (specify) 

E05: Does collateral help to get fuJI E06: Did you have Collateral EO?: Did you get the full credit amount applied 
credit amount while applying for thru collateral 

Yes Yes y~ 

No No No 

Ell : Are you 
acquainted/friend! 

y/related 
E08: Are you discouraged about the El 0: Based on amount with any member 

process of getting Loan and decided not to E09: If you did apply for loan applied for how much of banks' credit 
apply how much did you apply for did you get credit department 

Yes Yes 

No No 

E12: Did you get credit because of friendship with E 13 : Ha e you ever applied for E14: Why did you withdraw 
member of credit department credit &later wilhdraw your application 

Yes Yes Long procedure 

]'Jo No High interest 

Short repayment time 

Other 
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El. Over the last 12 month , what E 16: Over the last 12months, what 
percem percent I of finn goods' ere paid for before of the firm's working capital ' as 17: 0 erth I t 12month , "'hat per ent 
or financed of the firm's working capital was financed by 
on delivery by owned funds/retained earning banks loans 

E 19: Over the last 
12months what 

percent of the firm's 
working capital was E21: What vas the 

E 18: 0 er the last 12months, what percent financed by E20: In the last 12month average 
of the ftnn's working capital~ a financed moneylender usu what was the a erage monthly ale in the 

b\ purchases on credit from suppliers Club monthly sale last 2years 

E22: Does thi firm E23: what is the interest rate E24: How much Lime monthldayslv eeks) as E25: Did the 
current! benefit from on this most recent line of this firm granted to payback when the credit financing require 
credit credit was received collateral 

YLS Yes 

No No 

E27: On average, how long does it take to process loan from 
E26: What type of collateral was required bank 

land & building 

personal asset{House) 

.Account receivables 

Inventories 

Others 
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f E3l : How many 
of those credits 

£29: Main reason of appl ication(s) £32: 0 er the last 3years, \ hat 
not applying for £30: 0 er the last 3years, did this firm was/were rea ons w re given for rejection of 

credit apply for any credit that was rejected relected credit 

No need Yes Unacceptable collateral 
Complex credit 
procedure No Unacceptable cosigner 
Unfavorable interest 
rate Insufficient profitability 
High collateral 
requirement Problematic credit record 
Did not th ink it will be 
approved Incomplete application 
Size ofloan and 
maturity insufficient Already high indebtedness 

E34: What is the 
total travel cost 

£33: What is the total travel time spent to get to before getting the E35: What is rhe total distance from bu iness to 
bank for loan loan(LD) banks/lender 

F Issues of loan default 

F03 : Does credit application take 
FO I: Are there factors that affect your F02: What are the factor (s )that affect your long rime to 

loan repayment loan repayment get approve 

Yes High cost of credit Yes 

]'l_o Lo~v_ return from business No 

High business competition 

Other 
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I I 
Fo· : Have you e ere ceeded maturity date of F06: Why did you e ceed the 

F~ If yes to G05 why repaying loan maturity date of credit repayment 

No Collateral Yes Lo\\l_profit 

o relationship with members of 
credit officer No High loan costs 

Loan officer want tips Good stolen 

Other Diverted loan into other business 

Other 

FlO: Does this 
entity 

currently have 
F07: Have you ever defaulted in F09: Which credit firm did ou out tanding 

settlement of loan F08: Why did you default? default in repaying? debt 

Yes Collapse of business Banks Yes 

No High loan costs Susu Club No 

Good stolen Credit union 
Diverted loan into other 
business Money lender 

Other 

Fl4: How can 
Fl3: How long has your you categorize 

Fl2: Which credit fmn outstanding your current 
Fl I : What is the debt amount is this entity indebted to currently debt been existing loan? 

Le s than 2 
Banks Less than 6months month arrears 

2-3 months 
Susu Club Almost a year arrears 

More than a year 3-5 month 
Credit union arrears 

Above 6 
Money lender Other months 

Default 
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Fl8: as 
there any 

occasion your 
bus in was 

Fl5: What was the amount F 16: Is your business frequently monitored by Fl 7: How often is your directly a ec-
you the lender busine s monitor d cted by the 

defaulted in repaying war 

Yes Daily Yes 

No Once every week No 

Once every month 

Other 

F20: How did you F21 : ls there any occasion you 
F 19: When?(Major war restart were asked for/gave extra payment (outside loan requirement) to speed 
period) your loan process 

1989-1990 Self finance Yes 

1992 Loan No 
Help from 

1996 friends/relative 

2003 Other 

F25: How much 
were you asked 

F22: Which credit firm(s) F23 : What percentage of the credit to repay per 
is/are amount are usually given as e tra F24: How often do you month/week/Da 

notable for this act payment repay your loan y 

Banks 5 percent Weekly 

()usu Club IOQ_ercent Monthly 

I Credit union Less than 5 percent daily 

\1oney lender More than I 0 percent Other 

Other (sQecify) 

F26: What are other sources used to repay loan F27: Does this firm compete against any unregistered or informal fmns 

Salaried wage Yes 

Relative income No 

_Other contract 

Other debt 

_None 
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In ormal borro~ing 

mends mone I nd rs/relati es 

ears 

G02: h did ou choo to 
borrO\\ 

from this informal ource 

Most favorable intere t 

Other 

an 

G05: llov long do il take to proce s informal 

G06: In last 
12month .ha this 
fiilll faced to e 
due to theft 

loan 

uestionnaire for di cussion 

110 I: Type of linan ial 
mstitutions 

robb 

H02: How many credit application( did this 
institution re ei e in last 12 months? 
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H03 : What 

doing thi 

H04: Wh are key 
re on for 

reje tion of orne 
credit 



acce s to credit 

HO : Do this entity ha e ME 
fin an unit? 

H08 

Yes 

No 

H06: Whi h cat go!) ofbu ine 
riomized 

ar 

H09: lfno wh HI 0: ' h t i the duration of 
acce ing M loan if all 

re_quirements are mJ;_t 

109 110 
No support from 
Government L~s than a month 

~till~eking support bet~n 1-6 m_Q_nths i~l~ve 
High! risk and co t 
intensive Alm~a_year 

other other 

Hl 2: Why do it require cro guaranteeing by 
colleague of 

ther bu ine e ? H 13: Mo t credit w rthy criteria you 
consider to lend to SME 

I figh default rate Age of business 

1 IIghty risky business 
!----'-=-· 

Size of firm 

other ~ollateral 

Relationship with manager 
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HI I: Do acce lO 

cr dit 
requir r 

guarante ing by 
colleagu of oth r 

bus in es? 

Ill 

~ 

1-!_o 

Hl4: When did 
ou e tablish the 
M -finance unit 



H 1 : Doe this entiry appr e H16: I no. Hl 7~ Doe this enttt:) ha e 
1118: Doe I 
lhis entity 1119: Doc I) n in 

all of why sub idtzed carry on the 
!he am um a micro small credit fa it it frm group 

e Go emment lendin ? gr up g t the full 
business applied for orNQ_Qs amount applied for 

lot of 
Yes applicants Yes Yes Yes 

'\o Risk reduction No No No 
inadequate 
cash 

other 

H20: Do s lhi ntity I H23: What are pot nlial frequently H21 : What are some reason 1122: Do orne creditors 
experience loan reponed for default reasons 
delinquency loan delinquency in repaying loan for default 

Yes Low business activities Yes Poor monitoring 

No Theft of goods No Diversion of loan 

Other Lack of collateral 

High Joan cost 
First e perience with 
clients 

H26: Doe our entity see micro 
& small bu inesses as potential 

H24 : Which category ofbu inesse often H2 : Percent of non-performing loan to drivers for poveny reduction in 
default total loan now Liberia 

t Small scale businesses Yes 

~ Large scale businesses No 

1 M icroenterp_rises_ 

Other 

IRQ t 
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ent 

H2 : What 
impediment do 

you think 
micro & small 

H29: From our 
institution' 
experience 

' ith mi ro and 
mall firms v hat 

their growth 

196 

ercent 


