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Abstract 
The general objective of this study was to find out the influence of owner/manager characteristics 
on SMEs’ access to bank loan. A sample of 87 small and medium manufacturing enterprises was 
drawn from Asmara city using proportionate systematic sampling. A reliable primary data was 
collected through semi structured and structured questionnaires which were personally adminis-
tered by the researcher. Descriptive and econometric statistical analysis techniques were used to 
analyze the data. The study, using logistic regression, found out that age of the owner/manager 
has significant effect on SMMEs’ access to bank loan. On the other hand, educational level of the 
owner/manager does not have significant effect on access to bank loan. Both the variables have 
positive effect on SMMEs’ access to bank loan. 
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1. Introduction 
Poverty trap has been the main challenge for young developing countries, like Eritrea. The development, growth 
and prosperity of SMEs contribute to the poverty alleviation [1], by creating employment, strengthening eco-
nomic growth, creating diversified economic or industrial base, laying foundation for industrialization, encour-
aging entrepreneurship, innovation and competition, and installing equitable income distribution and social sta-
bility. Therefore, it is not surprising to observe SMEs attracting interest from policy makers, academics, practi-
tioners, and the general public. In various studies employment and GDP have been considered as the two major 
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indicators that can explain the economic and social significance of SMEs [2]. According to IFC Issue Brief on 
SMEs of 2013 [3], SMEs account for about 90% of businesses and more than 50% of employment worldwide. 
SMEs contribute 33 percent to the GDP of developing countries [4]. This shows that it is not a fad or overem-
phasis to dub SMEs as bloodline and backbone of an economy [5]-[7]. However, despite their significance, 
SMEs contribution hasn’t been socially and economically optimal due to various obstacles [8]. Significant lite-
rature review identified constrained access to finance as one of the top ranked obstacles for SMEs. For example, 
World Bank Enterprise Survey (2013) [9], with a survey of 130,000 firms in 135 countries, found out that li-
mited access to finance ranked at the top of the list of obstacles to growth and development of small and me-
dium enterprises. The problem of accessing finance is much worse in the Sub-Sahara Africa Countries which 
constrained the development and growth of SMEs [10]. 

Both internal and external financial resources are necessary for SMEs to be able to grow, expand, develop and 
prosper [11]. SMEs heavily rely on internal finance. However, the entrepreneur’s own and family accumulated 
wealth often appear to be limited to cover all the financing needs of their business [12]. Moreover, the poor per-
formance and the unstable income of SMEs also make internal financing challenging [13]. This prompts the in-
creasing demand for external sources of finance. However, several empirical evidences (such as: Pandula, 2011 
[12]; Berger and Udell, 1998 [14]; Beck and Demirguc-Kunt, 2006 [15]) witnessed that accessing external 
finance is still a challenge for small firms than it is for large firms. This problem is globally true, but it is worse 
in the case of developing countries [10].  

In finance literature it is widely documented that external finance is generally composed of both equity and 
debt. The external equity market of developing countries is inefficient, particularly for SMEs and this makes it 
difficult for SMEs to access external equity. This explains why SMEs depend on debt, particularly bank loan. 
Several scholars (such as: Abor and Biekpe, 2007 [16]; Demirgüç-Kunt et al., 2008 [17]; Fatoki and Odeyemi, 
2010 [18] etc.) have suggested that Bank credit finance is the major source of external finance next to internal 
finance for SMEs. Banks’ ability to provide credit services for businesses whose balance sheet lack sufficient 
transparency, suitable lending technology and relatively lower lending cost (compared to informal sources of 
finance) places them in a position to dominate the external finance market for SMEs (Craig, Jackson, and 
Thomson, 2005) [19]. Despite this fact, plethora of empirical evidences shows that SMEs survival and growth 
has been threatened due to constrained access that such firms have to bank credit (Abor and Biekpe, 2007 [16]; 
Fatoki and Asah, 2011 [20]; Canton, Grilo, Monteagudo and van der Zwan, 2012 [8] etc.). The availability (in 
terms of quantity and quality) and accessibility of bank loan by economically significant SMEs are less than 
what is considered socially and economically optimal [8]. 

A firm’s access to bank loan can be affected by macro-environmental factors, supply side factors and demand 
side factors [21]. This study focused on factors that affect firms’ ability and desire to access bank loan. One of 
these factors is the characteristics of owner/manager. Considering the major and dominant role the owner/man- 
ager plays in SMEs, the importance of considering the effect of owner/manager characteristics on access to bank 
loan is logical. 

This study examined the human capital determinants of access to bank loan of SMMEs in Asmara city, the 
capital of Eritrea. Eritrea is a small young independent country and is located at the horn of Africa. This study 
attempted to address two major research gaps in the extant literature. There is paucity of researches that cover 
the effect of the owner/manager characteristics on access to credit [22]. But recently, the interest of scholars and 
policy makers on the effect of owner/manager characteristics on SMEs’ access to bank loan has been increasing. 
However, the result of the studies conducted on this area showed mixed results [5]. In addition, most of the ex-
tant studies focus in developed world; the developing world has been given less emphasis. Several studies indi-
cate that the small firms in developing Sub-Saharan African countries are facing more constrained access to cre-
dit, compared to other regions. To the best knowledge of the author of this study, there is no systematic study on 
the effect of the characteristics of entrepreneurs on bank credit finance in Eritrean. Besides, young countries, 
with underdeveloped institutional infrastructure and economy, have their own specific shared developmental 
challenges. This is mainly because they have similar situations, some of which include limited income and being 
in continuous war conflicts. Lack of unconstrained access to finance for SMEs is one of the shared characteris-
tics by least developed countries.  

In addition, in the extant empirical literature, there is no consensus on the effect of the human capital va-
riables on access to bank loan. To fill these gaps, the study employed a logit regression analysis, to analyze the 
effect of age and education of owner/manager on SMEs ability and desire to access bank loan. This study used 
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firm-level survey data constructed from 84 Small and Medium Manufacturing Enterprises (SMMEs) in Eritrea 
(out of a sample of 87 SMMEs). The variation in the sample was tested to identify the effect of the variation of 
owner/manager characteristics on access to bank loan. 

The remaining part of the paper is structured as follows: first SMEs are defined and then, the next part is ded-
icated to the literature review which summarizes the main relevant theories and the researches undertaken so far 
on this area. Then, the following section discussed the methodology. The findings of the data are presented and 
followed with conclusion and the measures that need to be taken in order to improve SMEs’ access to finance. 

2. Literature 
2.1. Definition of Small and Medium Enterprises 
Several studies have attempted to define SME as a term that covers a wide range of definitions, roles and meas-
ures. The definition for SMEs varies from country to country, from one source of report to another and from one 
financial institution to another. It is contextual, and there is no universal definition for SMEs [23]. The definition, 
most of the time, is based on criteria or cut offs such as the number of employees, the value of sales, and/or the 
value of assets. Even the criteria and the measures vary from country to country and from institution to institu-
tion. In Eritrea, number of employees is used as a cut-off to classify the sizes of firms. SMEs in Eritrea are gen-
erally defined as firms which have minimum 5 and maximum 25 numbers of employees. This definition is es-
tablished with the agreement of Ministry of Trade and Industry of Eritrea and United Nations Industrial Devel-
opment Organization to fit the situation of least developed countries. The study was conducted on registered and 
independent Small and Medium Manufacturing Enterprises SMMEs in Asmara city, Eritrea. 

2.2. Theoretical Framework 
There hasn’t been any standard theoretical framework which deals with SMEs financing patterns. There has 
been increasing effort to identify and investigate the factors that determine the accessibility of bank loan by 
SMEs [5] [24]. This section will attempt to give overview of the general assumptions and related theory, and 
explore factors that affect SMEs’ ability and desire to borrow from bank.  

Irwin and Scott (2010) [22] suggested that SMEs’ problem of constrained or lack of access to credit emerges 
from the owner/managers preferences and bank’s risk aversion. The problem of SMEs’ financial exclusion can 
also be viewed into twofold or dichotomy: voluntary and involuntary financial exclusions [17]. These two pers-
pectives are mostly the same and are built around the two major parties which involve in credit decision making: 
the borrower (owner/manager of the SME) and the lender (bank). Both approaches are capable to show how the 
characteristics of the owner/manager affect access to bank loan from both the borrower and lender perspective. 
From the lender perspective, SMEs are not attractive to banks and thus, are involuntarily excluded (discrimi-
nated) from accessing bank credit [25]. Banks’ perceive SMEs as an unattractive portfolio in terms of risk aver-
sion; this perception is partly linked with the characteristics of the owner/managers [26]. There are also situa-
tions where SMEs voluntarily exclude themselves from accessing bank services. The characteristics of the own-
er/manager, among many other factors, are strongly correlated with the decision and behavior of the owner/ 
manager [22]. 

Fernando, Chakraborty and Mallick (2002) [27] identified that owner/manager characteristics can be consi-
dered as the critical factor that influences the banks decision on lending to SMEs. Beck (2011) [28] (cited Jo-
seph Schumpeter, 1911) indicated that financial intermediaries have the discretion to channel the society’s sav-
ings to borrowers they choose. The choice of banks depends on the interest rate they receive from the loan and 
riskiness of the borrower [29]. Interest rate depends on the riskiness of the enterprise and/or the project. Howev-
er, too much dependence on interest rate to compensate for increasing risk promotes moral hazard and adverse 
selection [29] [30]. In an attempt to reduce adverse selection and moral hazard, banks use other means to screen 
risky borrowers (portfolios). Banks collect information that can indicate the borrowers’ future behavior. Banks 
are interested in knowing whether the borrower is willing and capable to pay the principal plus the interest at 
maturity date. However, information on SMEs is hard to find. Banks, through various lending technologies, col-
lect information on the borrower to assess the borrowers’ creditworthiness, as much as it is possible [31]. Such 
information can be soft information (information that cannot be summarized into numerical formats i.e. qualita-
tive information) or hard information (quantitative information like financial reports) [32]. As it is stated earlier, 
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SMEs are opaque firms which lack information that have the feel of hard information (financial information dis-
closure and credit track record). This leaves banks to heavily rely on soft information to assess their SME clients’ 
creditworthiness. Banks, having superior ability to collect and process information, are best placed in lending to 
opaque borrowers like SMEs [32]. To overcome the problem of opacity of SMEs and reduce the effect of infor-
mation asymmetry, banks go further beyond the readily available information to assess the creditworthiness of 
the borrowers. This eases SMEs’ constraints to access bank loan [33]. Several studies considered information on 
characteristics of owner/manager and firm as valuable input for bank to assess the creditworthiness of firms, 
particularly in the case of SMEs.  

In addition to the above perspective, from demand side perspective, the characteristics of the owner/manager 
also shape the owner/manager’s preference and behavior which is critical in determining SMEs’ desire and de-
cision to access bank loan [22]. Mukiri (2008) [24] stated that owner/manager characteristics indirectly deter-
mine the firm’s access to bank loan indirectly through manager’s orientation. This becomes clear when we look 
into some managers who could have benefited from the finance offered by banks fail to seek and secure this 
proffered credit service. Some may utilize this credit service more than others, and some may not utilize it at all. 

Discussing the different scenarios of situations in lending and borrowing relationship can give good perspec-
tive of the subject matter. If the manager does not want to access bank loan, there must be a reason for this. 
Some of these reasons include: not willing to share control and information, availability of sufficient internal 
fund, and not having adequate information and experience on matters pertaining accessing loan. Because of 
these reasons and others, owner/managers prefer one source of finance over the other. Owner/managers with 
particular characteristics tend to prefer particular source of finance [22].  

In addition, there are also situations where owner/managers, may seek finance, but fail to apply for loan 
thinking that they will be rejected or cannot meet the conditions and terms of the loan. Such borrowers are 
known as “discouraged borrower” and these borrowers consider the application cost in deciding on whether to 
apply or not [34]. This means borrowers refrain from applying for a loan to save the costs of application because 
of possible rejection. The characteristics of the owner/manager can influence the perception this particular indi-
vidual has about the possible success or rejection of the loan application.  

In yet another scenario, the owner/manager may seek and apply for bank loan. However, it is the banks beha-
vior and decision which determines the firm’s access to bank loan. Such decisions are mainly influenced by the 
perception that a bank may have about the characteristics of the owner/manager, especially in the case of SMEs 
lending. In addition, the experience and knowledge of the owner/manager about the requirements of acquiring 
such finances at a particular point in time has critical impact on a firm’s access to bank finance.  

2.3. Asymmetric Information Theory 
This theory is instrumental to understand the reason behind SMEs’ constrained access to finance. It explains that 
this comes from the fact that the owner/managers (insiders) have more information than the banks (outsiders). 
Zoppa and McMahon (2002) [35] (cited Scherr et al., 1993) indicated that such asymmetry of information puts 
the burden of high cost on firms with high information asymmetry. As mentioned above SMEs have high infor-
mation asymmetry. This information asymmetry makes financing SMEs from external sources difficult. In addi-
tion, the unavailability of readily available financial information forces banks use owner/manager characteristics 
to assess the creditworthiness of borrowers. 

2.4. Human Capital Theory 
Human capital can generally be defined as intellectual resource or relevant experiences which influence access 
to finance. The human capital of SME owners comprises quality of basic and vocational education and quality 
work experience, among other elements [36]. Since it is difficult to measure quality of human capital variables, 
numbers of years or levels are commonly used to measure the variables of human capital. Human capital theory 
suggests that difference in the human capital of owner/managers of SMEs can explain why some SMEs access 
bank loan more than others. 

2.5. Resource Based Theory (RBT) 
RBT is a strategic management theory which asserts that firms are endowed with idiosyncratic, immobile, in-
imitable, complex, dynamic and sometimes intangible resources. It is commonly used to analyze the relationship 
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of a firm resources and its performance. It can also give insight in firm’s ability to access finance. Resources are 
inputs by which a firm achieves its objective. Resources are commonly classified as human capital, social capi-
tal, physical capital, financial capital, organizational capital and process capital resources. Human capital is one 
of the resources around which firms build their competitive advantage. RBT, therefore, can be used to examine 
how owner/manager individual-specific characteristics serve as a competitive advantage to improve a firm’s ac-
cessibility to finance. Mukiri (2008) [24] used Resource Based Theory to explain the accessibility of bank loans 
by SMEs.  

The above theoretical framework laid a foundation to analyze and understand the effect of the owner/manag- 
er’s characteristics on the latent behavior of the business and bank in determining the accessibility of bank loan 
by SMEs. 

2.6. SMEs’ Access to Bank Credit 
For the purpose of this study, SMEs’ access to bank loan is defined as the ability and desire of SMEs’ own-
er/manager to obtain bank credit. SMEs particularly in developing and least developing countries have con-
strained or lack access to bank loan. Bank loan is one of the major sources finance of SMEs. However, there are 
empirical evidences which indicated that the survival and growth of SMEs is questioned because of the lack of 
finance.  

Most of the studies conducted in this area found that SMEs have limited or lack access to bank loan. General-
ly SMEs, in developing country, have much lower likelihood of accessing bank loan than larger firms (World 
Bank, 2010) [4]. In a survey study of Tanzanian SMEs, Kira (2013) [6] found out that 76.5% of all small firms 
which applied for debt financing were rejected; followed by Medium firms, 19.8% of medium firms applied for 
a loan were rejected while only 3.7% of large firms applied for loans were rejected. This same study also dem-
onstrated how hard it is for SMEs to access bank loan by indicating that SMEs 96.3% of the firms whose appli-
cation was rejected were SMEs. In addition, it showed that 76.5% of small firms, 19.8% of medium firms and 
3.7% of large firms’ loan application were rejected. Fatoki and Odeyemi (2010) [18], with a sample of 406 
South African SMEs, found almost similar result, that is 72.4% of the SMEs which had applied for loan from 
commercial bank were rejected. Mukiri (2008) [24] discovered that only 7.8% from the sample of 218 small 
scale manufacturing enterprises in Kenya had accessed bank loan with in the last twelve months. As it is sup-
ported by the empirical evidences, whether it is voluntary or involuntary, SMEs have lower likelihood to access 
bank loan.  

2.7. Owner/Manager Specific Characteristics 
As aforementioned, there are several factors that affect SMEs’ access to bank loan. However, this study will fo-
cus on only one of these group factors and this is owner/manager (individual) specific characteristics. The ratio-
nale for the study to emphasize on owner/manager characteristics is based on the fact that SMEs are dependent 
more on the ability and desire of a single individual or few individuals to access finance [37] [38].  

In the recent decades there has been increasing empirical studies on the effect of owner/manager characteris-
tics on SMEs’ access to bank loan. For the purpose of this study, owner/manager characteristics are defined as 
those traits or attributes that are specific to the owner/manager of the firm which can influence access to finance 
of the firm negatively or positively. Neneh, (2011) [39] indicated that previous studies have classified characte-
ristics of entrepreneur into five categories as trait, demographic/social characteristics, behavioral/managerial 
characteristics, economic characteristics and human capital characteristics. Islam, Khan, Mohammad, Obaidul-
lah and Alam, (2011) [40] also used a similar categorization of the variable: demographic characteristic, indi-
vidual characteristic, personal traits, entrepreneur orientation, and entrepreneur readiness as owner/manager 
characteristics. From these lists of factors, only human capital characteristic of owner/managers was considered 
in this study. Some of the commonly identified characteristics under these categories include age, ethnic group 
affiliation, religion affiliation, culture, educational level, experience of the owner in various areas, networking 
etc. This study further narrowed its focus on age and educational background of the owner/manager. 

There is copious literature which suggests age and educational level have significant effect on SMEs’ access 
to finance. However, there are also some other studies which found that there is no significant relationship be-
tween these variables. Nguyen and Luu (2013) [5] indicated that there has been a mixed result of studies on the 
effect of these factors on access to bank loan and the result vary across countries. 
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2.8. Age of the Entrepreneur 
Age is one of the most commonly studied factors that affect access to bank loan. The effect that age has on 
access to bank loan can be viewed from both demand and supply side of loan. From the perspective of demand 
side, age is a factor that determines the owner/manager’s preference or self-selection of either being user or 
non-user in the credit market [41] [42]. This is based on the assumption that a particular age group tends to be-
have and prefer in a different way than other age groups. For instance, older owner/managers commonly appear 
to be risk [41] and do not want to use bank loan. The motivation of entrepreneurs also varies with age. For in-
stance old entrepreneur motivation to run a business often appears to be just a hobby or monopoly of power. 
Such individuals tend to fail to attract, apply or secure external finance. Similarly, from supply side perspective, 
banks’ perception of different age group also affects access to bank loan. For instance, entrepreneurs of old age 
group are generally perceived as non-innovative and non-dynamic. Young aged owner/managers are perceived 
as innovative and good performers, but risky portfolio. In addition, Abdulsaleh and Worthington (2013) [42] 
observed that information asymmetry decreases as the age of owner/managers increases and lead to an improved 
access to bank loan. Therefore, there are some implicit and explicit implications which can affect the decision of 
both the lender and borrower. 

There are several studies that investigated the effect of age on access to finance, however there are mixed re-
sults, mainly on the significance of the variable. A study conducted by Nguyen and Luu (2013) [5], Fatoki and 
Odeyemi (2010) [18] and Nguyen and Luu (2013) [5] showed that age do not have significant effect on access to 
finance. Slavec and Prodan (2012) [43] also found out that age and debt financing do not have significant rela-
tionship. However, contrary to the above findings, Nguyen and Luu (2013) [5] demonstrated that age have sig-
nificant effect on the studied firms’ ability to access finance. As it can be concluded from the above discussion, 
the results of the studies on this factor have mixed result, more particularly with regard to its significance. The 
result on the direction of the effect that age has on access to bank loan is also mixed. However, Abdulsaleh and 
Worthington (2013) [42] suggested that the positive effect of age on access to credit prevails over the negative 
effects. 

H0Age: Age of the owner/manager has no significant effect on SMEs’ probability of accessing bank loan. 

2.9. Level of Educational of the Manager/Owner 
In some studies (like Kasseeah & Thoplan, 2012) [44], educational level is measured with ordered category as 
primary level, secondary level, tertiary level etc. But in this study it will be measured with the number of years 
the owner/manager attended school, as continuous value.  

There are several studies which concurred with the opinion that the quality of human capital increases as the 
years the owner/manager spent in school or training increases. From the perspective of the supply side, banks 
perceive owner/manager with higher educational qualification as creditworthy [42]. Therefore, such entrepre-
neurs have higher likelihood of accessing bank loan than those who don’t have. These authors also suggested 
that educated owner/manager have confidence to overcome obstacles of accessing bank loan and relatively well 
informed on bank credit services and its requirements. Thus, it is more likely that such individuals tend to apply 
for loan than others with lower educational qualification. 

Zarook et al. (2013) [45] and Slavec and Prodan (2012) [43] discovered that educational level of owners have 
significant positive correlation with access to bank loan. Ahmed and Hamid (2011) [13] used the top manager’s 
level of education as a measure of the quality of human capital and found significant positive relationship be-
tween educational level and the probability of accessing bank finance. Pandula (2011) [12] also obtained a result 
that shows that educational background has significant relationship with access to bank loan. Nguyen and Luu 
(2013) [5] treated education into three different variables, namely: basic educational level, professional educa-
tional level and knowledge about Enterprise law and Tax law. This study showed that all these proxies of educa-
tional qualification of the owner/manager have significant positive effect on access to finance. Mukiri (2012) 
[24] investigated the effect of educational level and training on access to bank loan indirectly through entrepre-
neurial orientation. The author found that educational level of the entrepreneur has positive effect on access to 
finance. Kira (2013) [6] established that SMEs with owner/manager who have educational qualification of voca-
tional level and beyond are more likely to be favored by banks to access credit. Le et al. (2006) [46] identified 
that there is strong effect of educational level on networking. The author also showed that networking influences 
firms’ accessibility to bank financing. To the contrary, Abdesamed and AbdWahab (2012) [2] by using logit re-
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gression discovered that educational level of the owner/manage has positive but found insignificant influence on 
firms’ access to bank loan at startup. As it is displayed in the above discussion, there is no consensus on the sig-
nificance of the effect that educational level of the owner/manager on access to bank loan. 

H0Edl: Difference in educational level of the entrepreneur has no significant effect on SMEs’ probability of 
accessing bank credit. 

The above discussion shows that there is research gap throughout the subject. As it can be observed in the 
empirical literature review, since there is no standard framework, the set of variables considered varies from 
study to study. How the variable is measured also vary across different studies that made comparison impossible. 
Most of the studies followed a general focus on access to finance rather than on access to bank loan. Research 
results reviewed shows that there has been mixed results which calls for more research interest to further inves-
tigate the effect of the characteristics of the owner/manager on access to bank loan. 

3. Research Methodology 
With respect to the methodological choice for this study, a qualitative approach was used. This empirical study 
investigated on how characteristics of owner/manager(s) affect access to bank loan. To test the hypotheses 
properly, survey questionnaire was prepared and tested, then used to collect data from SMMEs in Asmara. Us-
ing a formula from raosoft.com website [47], from a population of 746 SMMEs, a sample of 87 SMMEs were 
obtained to make inference on the population. The sample was drawn from list of registered and independent 
SMMEs acquired from the data base of Registration Office of Ministry of Trade and Industry. The sample was 
drawn using proportionate systematic sampling. 

This study aimed to analyze which of the hypothesized regressors significantly affect the SMEs’ access to 
bank loan. There are two possible situations; a firm: (1) may access bank loan or (2) may not access bank loan. 
Therefore, the dependent variable is categorical. In such situations, qualitative binary response model (QBRM) 
is appropriate [48]. Ordinary least square model (OLSM), Probit regression Model (PRM) and Logistic Regres-
sion Model (LRM) are the three major QBRMs. For this study LRM was used. LRM’s estimated probability lies 
with the range of 0 to 1, while OLS has a serious defect in that the estimated probability values can lie outside 
the normal 0 to 1 range. LRM and PRM have been used in traditional researches which dealt with SMEs’ access 
to finance [49]. LRM and PRM produce similar results. Various studies (like Cox, Hand and Herzberg, 2005 [50] 
and Horowitz and Savin, 2001 [48]) indicated that Logit and probit analysis are the most widely used methods 
for estimating the effects of the variation of attributes of individual decision makers on two different choices. In 
deciding which of these two models to use, a convenience and conventional choice should be employed [51]. 
However, Hosmer and Lemeshew (1989) [52] advocated that LRM is easy and flexible to use and provides 
meaningful interpretation. Therefore, this study will employ LRM to make a rigorous analysis on the effect that 
the owner/manager characteristics has on determining the probability that an SME accesses bank loan. 

Participant owner/managers of SMEs were asked to volunteer for a study. Qualitative and quantitative data 
was collected using a survey questionnaire which includes structured and semi-structured questions. Information 
on the variables was collected and input into SPSS, a statistical software package. The data collected was ana-
lyzed using logit regression model, in order to test the research hypothesis for this study. Descriptive statistics 
analysis was also conducted. The dependent variable is SMEs’ access to bank loan. The independent variables 
include management experience and educational level.  

To initiate the modeling, the relationship between the independent and dependent variables was formed as 
follows. 

( ) ( )
( ) ( ) ( )1 1 2 21

1 1Probability 1
1 exp1 exp

k ii i ii
i X XX

Y X P Y
α β β εα β ε=

− + + +   − + +   ∑
= = = =

++
 

where:  
( )P Y  denotes the probability of the outcome of interest or success or event given the explanatory variables 

Xs,  
iβ  are the parameters are the regression coefficient determine the location, slope and spread of the curve, for 

respective variable at each observation, 
iX  the variable at each observation ( 1X Management Experience= , 2X Educational Level= ). It is cate-

gorical or continuous or both, 
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α is the Y intercept, 
iε  error term-assumed as the disturbance parameter 𝜀𝜀 has normal distribution, 

Exp = 2.71828 is the base of the system of natural logarithms. 
A firm’s access to bank loan can be noted from the capital structure of a firm in the balance sheet. However, 

SMEs, more specifically in developing countries, do not maintain proper accounting information. Therefore, it is 
difficult to measure or capture SMEs’ access to bank loan from balance sheet. In such situations, perception 
based survey study is used by collecting data from the perception of the owner/manager.  

Y represents access to bank loan of a firm. It is a dummy variable and takes binary value. If the observed SME 
has access to bank credit, the dependent variable Y takes on the value of “1”. If the SME has unconstrained 
access to and/or use bank finance, the dependent variable Y takes on the value “0”. This variable will take “1” 
when the following two conditions are true: (1) If the firm has not applied for loan either because the manager 
thinks his/her application will be rejected (discouraged borrower) or if he/she does not want to take loan or not 
aware and (2) If the owner applied but was rejected or has received an amount less than claimed; otherwise it 
will take “0”. Age ( 1X ) is a continuous variable and is measured in terms of the number of years the own-
er/manager lived. Educational level ( 2X ) is a continuous variable and is measured in terms of the number of 
years the owner/manager spent studying or being trained.  

4. Result and Discussion 
After the text edit has been completed, the paper is ready for the template. Duplicate the template file by using 
the Save As command, and use the naming convention prescribed by your journal for the name of your paper. In 
this newly created file, highlight all of the contents and import your prepared text file. You are now ready to 
style your paper. 

The study focused on SMMEs establishments operating in Eritrea. A sample of 87 SMMEs was first drawn 
using proportionate systematic sampling and questionnaires were administered, carried out between months of 
March and April 2014. Finally, only 84 out of 87 questionnaires were collected i.e. 96.55% response rate. The 
firms in the sample are from different economic sub-sectors. The respondents include from SMMEs in food 
processing industry (27.38%), non-metallic mineral industry (8.33%), metal industry (9.52%), furniture industry 
(38.10%), paper and printing industry (2.38%), leather and leather product industry (3.57%), beverage industry 
(0%), textile industry (5.95%), and plastic and rubber industry (1.19%). 

4.1. Descriptive Results and Analysis 
Overall 87 survey questionnaires were distributed and 84 firm’s owner-managers participated in the study and 
the distributions of the businesses in the industry in terms of access to finance, and owner/manager characteris-
tics were investigated. Almost all (80.95%) of the SMMEs in Asmara city have never accessed bank loan since 
their start up. 52.94% of the 19.05% of the respondents accessed bank loan accessed it before six or more years, 
the remaining accessed it with in the past five years. When access to finance was measured within the last five 
years, the study found that only 9.52% of the sampled firms have accessed bank loan within the last five years, 
while the remaining 90.48% did not access or have constrained access to bank loan within this time frame. The 
study also found out that 16.67% wanted to access loan and applied for it. More than half of these respondents 
(57.14%) received the entire amount of loan they applied for. This is not surprising, considering that only about 
one sixth of the sample applied for loan. From those who had applied, 21.43% failed to get loan because they 
were not able to meet the requirements or terms and conditions presented to them. Collateral requirement, which 
is 100% in most instances, makes up the major constraint for SMMEs to access bank loan. Rejection of loan ap-
plications by bank accounted to 7.14% of the respondents who had applied. The remaining 14.29% of the res-
pondents either do not have knowledge about the status of their loan application or don’t want to give response. 

The sample includes respondents from different age group and from different sectors. The youngest owner/ 
manager interviewed was aged 22 years whilst the oldest was aged 87 years with a mean age of 49.87 years and 
standard deviation of 15.352. 75% of the respondents lie below 61 years of age. The remaining 25% are 61 years 
of age and beyond. 8.33% of the respondents were of the age bracket of below 30 years of age, 25% were be-
tween the ages of 31 - 40, 21.43% were between 41 - 50, 20.24% were between 51 - 60, 13.10% were between 
61 - 70 while 11.90% were between the ages of 71 - 87. 

Academic qualification of the respondents varies from having no educational background to 18 years of edu-



S. K. Ogubazghi, W. Muturi 
 

 
640 

cation, with average of 9.24 years and standard deviation of 4.083. The average of educational level for those 
who accessed bank loan (9.25) is a little bit higher than those who didn’t access bank loan (9.03). 66.67% of the 
respondents have educational qualification of high school and above, while the 33.33% respondents were below 
high school. 

4.2. The Logit Regression Results 
The variables obtained from the survey were tested for their effect on access to debt financing. Two independent 
variables were regressed with access to bank loan. The results of the logit regression analysis of the effect of the 
human capital variables on the probability of the SMMEs’ access to loan are illustrated in Table 1. The results 
indicate that age of the owner manager have significant effect on access to bank loan. On the other hand educa-
tional level of the owner/manager is not significant determinant of the SMMEs’ access to bank loan at 5% level 
of significance. 

The data for the dependent and independent variables used in the regression analysis were collected from the 
primary data from field survey. The two independent variables were entered together at one step.  

( ) ( ) ( )1 29.710 0.104 0.172

1Probability 1
1 exp i

i X X
Y X

ε− − + + +  
= =

+
 

Given the constant and the coefficients of the variables of the above model, a change in the value of the va-
riables ( )1 2andX X  changes the value of ( )Probability iY . By entering the value of each variable the proba-
bility that an SMME may access or not can be determined by this model. 

4.3. Age of the Owner/Manager 
The coefficient for age of the owner/manager (0.104) was positive. Age was statistically significant and this 
means the null hypothesis is rejected. The odd ratio for age is 1.109 with a p-value 0.007. If age of the own-
er/manager increases by 1 unit, that is one year, then the odds ratio of the age of the owner/manager is 1.109 
times as large and therefore, SMMEs are 1.109 times more likely to access bank loan. Consistent with this study 
Mukiri (2008) [24] and Nguyen and Luu (2013) [5] showed that age makes significant effect in determining the 
access to bank loan. Contrary to the finding of this study, the study conducted by Nguyen and Luu (2013) [5] 
Fatoki and Odeyemi (2010) [18], and Slavec and Prodan (2012) [43] showed that age do not have significant ef-
fect on access to finance.  

4.4. Educational Level of the Manager/Owner  
The coefficient of the educational level owner/manager (0.172) was positive and statistically significant and 
confirms the study’s hypothesis. The odd ratio for educational level is 1.188 with a p-value 0.104. This signifies 
that the effect that educational level on SMMEs’ likelihood to access bank loan is not strong. Therefore, results 
comply with Fatoki and Odeyemi (2010) [18], Abdesamed and AbdWahab (2012) [2] and Irwin and Scott (2010) 
[22] which discovered that educational level of the owner/manager do not make much difference in determining 
SMEs’ access to bank loan. Contrary to the result of this study, Fatoki and Asah (2011) [20], Ahmed and Hamid 
(2011) [13], Kira (2013) [6], Pandula (2011) [12], Zarook et al. (2013) [45] and Slavec and Prodan (2012) [43] 
discovered that educational level of the owner/manager have significant impact on access to bank loan. 
 
Table 1. The logit binary regression analysis results.                                                                

Variables 
Table Column Head 

Coefficients Significance Odds Ratio 

Age 0.104 0.007a 1.109 

Education 0.172 0.104 1.188 

Constant −9.710 0.002 0.000 

aSignificant at 5 percent level of significance. 
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5. Implication, Conclusion, Recommendation and Suggestions of the Study 
5.1. Implication of the Study 
There is an important policy implication of understanding access to debt by different sub-categories of small and 
medium manufacturing businesses’ owners, based on different characteristics of owner/managers. Since access 
to credit, as demonstrated in this study, differs across different groups of owner/managers, policy intervention 
will be more effective when customized to specific groups of SMMEs (specific owner/manager characteristics). 
The behavioral deference of owner/managers in accessing bank loan at firm level are associated with differing 
owner/manager characteristics that varies across different groups (based on the characteristics) of own-
er/managers. This study explored the impact of owner/manager specific factors on access to bank loan financing 
which will enable policy makers, financial institutions and SMEs to formulate proper measures to encounter 
firms’ financing obstacles.  

5.2. Conclusion and Recommendation of the Study 
SMEs are core to solve both economic and social problems of a society, i.e. poverty trap, which is growing in 
Eritrea and other developing countries. However, due to lack of finance, SMEs’ contribution is not economically 
and socially optimal. The study explores what can determine bank loan financing constraint to a firm by inves-
tigating owner/manager characteristics: age and educational level, as having an influence on access to debt fi-
nancing by SMEs in Eritrea.  

The analysis in this study indicates that age has significant effect on determining the likelihood that SMMEs 
access bank loan, at 5% level of significance. Hence the null hypothesis with regards to this determinant is re-
jected. On the other hand educational level does not have significant effect on the probability that SMMEs 
access bank loan, therefore the null hypothesis with respect to this determinant is accepted. Both age and educa-
tional level have a positive effect on the SMMEs’ probability of accessing bank loan. The study found out that 
most of the firms managed by young owner or professional manager encounter difficulties to access debt fi-
nancing. Accordingly, policies, strategies and programs have to be forged to cope with the needs of SMEs. In 
the case of this study, age was found to have significant effect on access to bank loan. Therefore, policy makers, 
banks, and other development partners should promote young owner/managers. 

5.3. Limitations and Suggestions for Further Researches 
Due to time and budget limitation, the focus of this study is narrow and the factors considered are very few and 
the research area is restricted to Asmara city. This constricts the study from providing general and comprehen-
sive solution to all SMEs in Eritrea. Future research should consider a full-fledged research that considers other 
factors and cover the whole country. This research was based cross sectional data, rather than time series, and 
this limits the validity of casual links of the results. Longitudinal research on how owner/manager characteristics 
affect SMEs’ access to bank loan is necessary. In addition, this study used the perception of the owner/manager 
to measure access to bank loan and this limited the result of the examination of the effect of the owner/manager 
characteristics on access to bank loan. Therefore, in the future, researches should include other measures of bank 
financing as well, such as balance sheet information about the level of debt. There is limited availability of sta-
tistical data regarding the factors that determine SMEs’ access to bank loan from various countries, including 
Eritrea. This imposes certain limitations to the researches in this field. Such limitations can be overcome as pol-
icy makers realize the vital importance of developing and monitoring specific indicators regarding the financing 
of this type of enterprises. 
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