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Abstract

The study sought to investigate the relationship between access to external finance and
the growth of small and medium enterprises (SMESs) in the formal sector, focusing on
Gauteng, South Africa. SMEs encounter significant challenges in accessing finance,
especially compared to larger corporations, which creates a persistent discrepancy
between financial supply and demand in the SME sector. By exploring and addressing
the key barriers to accessing external finance for SMEs, this study sought to provide
valuable insights into how stakeholders in the ecosystem—such as policymakers,
financial institutions, and SME owners—can collaborate to bridge this financing gap for
SMEs. The study used a qualitative research approach to collect data through 12
interviews with SME owners and financial experts in the industry to gain insights into
their experiences and options with accessing external financing for business growth. The
findings indicated that access to external finance remains a significant challenge, with
no easing of existing barriers according to the participants in the study. This study
confirms that the main obstacles to accessing finance identified in the literature remain
relevant, posing persistent challenges to SME growth. While SMEs are widely
acknowledged as key drivers of economic growth and job creation, they still encounter
obstacles from both public and private lenders. These findings also highlighted the need
for more inclusive and innovative financing solutions from the private and public sectors

to support sustainable growth in the formal sector.
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Chapter 1: Introduction to the Research Problem

1.1 Introduction

This study explores existing key barriers established small and medium enterprises face
when seeking external finance to grow their businesses in the formal sector of Gauteng,
South Africa. The research is conducted through an exploratory study that identifies
several fundamental obstacles when accessing such finance. The study also includes
the more significant and broader challenges of economic growth and job creation to
which small and medium enterprises can contribute when they can access external

finance.

1.2 Background to The Research Problem

In an ideal world, small- and medium-sized enterprises (SMEs) would have ample
access to finance, enabling them to launch, survive, grow, and contribute significantly to
their industries and the broader economy (Eldridge et al., 2019). However, reality paints
a different picture, whereby SMEs face considerable challenges in accessing finance,
especially when compared to larger corporations (Eldridge et al., 2019). This discrepancy
between the supply and demand for financing in the SME sector underscores a critical

deficiency in the financial ecosystem (Eldridge et al., 2019).

Research in developing countries has highlighted multiple factors influencing this
discrepancy, including the creditworthiness of SMEs, rigid governmental regulations, the
inadequate capabilities of financial institutions in assessing borrowers, and complex
administrative procedures that are not tailored to accommodate the unique needs of
SMEs (Kent Baker et al., 2020). According to the World Bank, the funding gap for micro,
small, and medium enterprises (MSME) is $5.2 trillion per year in developing economies,
and, surprisingly, this amount represents formal SMEs without access to formal funding
or credit (World Bank, 2019). Therefore, these barriers mentioned above significantly

hinder the ability of SMEs to secure the necessary funding to expand and succeed.

Given that SMEs are vital to the economic framework—they are often described as the
backbone of the economy—it becomes essential for governments and financial

institutions to assume some responsibility and devise alternative financing solutions for
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SMEs (Eldridge et al., 2019). Such measures would ensure that SMEs not only survive
but also thrive and drive economic growth (Eldridge et al., 2019). Therefore, addressing
these systemic finance accessibility issues is crucial for enabling SMEs to overcome the

disproportionate hurdles they face to access external finance in the financial landscape.

1.3 The Research Problem

The research problem is uncovering the reasons for the lack of and challenges to
obtaining external finance from banks and other financial institutions that prevent or
impede the growth of SMEs in the formal sector of Gauteng, South Africa. Therefore, the
primary research question is: What are the key barriers to accessing external finance for

existing SMEs to grow in the formal sector of Gauteng?

1.4 Research Aim

This research strives to explore financing deficits that inhibit the growth of existing small
and medium-sized enterprises (SMEs) (Rao et al., 2021). It also aims to contribute to
understanding the factors that can bolster economic growth through enhanced
productivity and increased employment rates of SMMEs (Rao et al., 2021). The
importance of this study is its potential to inform policymakers, such as government and
financial institutions, thus ensuring that SMEs have the necessary financial resources to
expand and, consequently, support job creation and the overall economic development

of a country (Rao et al., 2021).

Rao et al. (2021) highlights a significant hurdle for SMEs, i.e., the challenges in
accessing finance, which is widely recognised as a significant constraint on their growth.
Previous research has corroborated these challenges and limitations by consistently
ranking financial accessibility as a critical obstacle (Rao et al., 2021). Doucet and
Requejo (2022) reinforced this viewpoint by arguing that private companies, rather than
listed companies, are the primary drivers of economic growth and employment. The
research underscores the need for a deeper understanding of how SMESs currently obtain
finance, which would enable governments and financial institutions to facilitate and

promote better access to essential financial resources for SMEs (Rao et al., 2021).
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In the South African economy, McKinsey has pointed out that "limited access to low and
medium cost funding is constraining growth" within the country (Kalidas et al., 2020).
Similarly, the World Bank supports this observation by identifying the lack of access to
finance as the most frequently cited barrier preventing SMEs from expanding their
operations in emerging and developing economies (World Bank, 2019). This consensus
underlines the critical role of accessible financing in enabling SME growth and, by

extension, promoting broader economic progress and stability.

1.5 Scope of Research

The scope of the current research is limited to understanding the key challenges for
existing SMEs in accessing external finance to grow their businesses in the formal sector
of Gauteng, South Africa. The subject range consists of SME owners of existing SMEs
older than five years who have tried seeking external finance to support their growth
initiatives. The research explores the key barriers preventing or enabling external
financing for SMEs to grow their businesses in the formal sector. This research excludes
SMEs seeking external finance to launch their businesses and SMEs operating in the

informal sector of Gauteng.

1.6 Significance of the Research

Small- and medium-sized enterprises (SMEs) are often described and identified as the
engines of economic growth (Kalidas et al., 2020). However, they face significant
challenges due to restricted cash reserves, smaller customer portfolio, and reduced or
limited capacity to withstand commercial pressures, particularly during economic
downturns (Kalidas et al., 2020). Some scholars have argued that access to finance is
one of the most significant issues (among others) encumbering the inclusive growth of
SMEs worldwide (Kent Baker et al., 2020; Moscalu et al., 2019). Despite their critical role
in job creation and economic stability, SMEs frequently struggle to access the necessary

finance to fuel their growth and expansion plans (Kalidas et al., 2020).

A survey by McKinsey highlights that private equity typically targets more established
businesses, with 90% of such funding directed towards companies older than five years,
leaving newer and potentially innovative SMEs without crucial support (Kalidas et al.,

2020). This funding discrepancy significantly hampers the growth of SMEs and, by
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extension, the economy, which relies heavily on these enterprises for job creation and

innovation (Kalidas et al., 2020).

For instance, Kalidas et al. (2020) described how an SME in the agricultural sector
struggled to secure funding for expansion because of overly stringent lending criteria.
Other business cases include a high-end furniture manufacturer and another agricultural
SME that could not grow due to insufficient financial management skills, a lack of
awareness of funding opportunities, a nonviable business plan and the inability to
demonstrate financial viability to potential investors to access finance (Kalidas et al.,
2020).

The broader implications of limited SME funding are severe (Kalidas et al., 2020).
According to Statistics South Africa (2024), the unemployment rate in South Africa
increased slightly from 31.9% in the third quarter of 2023 to 32.1% in the fourth quarter,
indicating a pressing need to enhance job creation through SME growth (Statistics South
Africa, 2024). This challenge is not isolated to South Africa; it is a global issue, with the
International Finance Corporation estimating that approximately 600 million jobs should

be created by 2030 to accommodate the growing workforce (World Bank, 2019).

SMEs account for a significant portion of employment in both the formal and informal
sectors across Africa; indeed, they amount to 80% of the continent's workforce and 50
to 60 per cent of the South African workforce (Kalidas et al., 2020). Therefore, enhancing
their access to finance is imperative (Kalidas et al., 2020). Most governments recognise
the importance of SME development; however, financial accessibility remains a crucial
hurdle (World Bank, 2019). Therefore, improving access to finance for SMEs is not
merely about supporting individual businesses but also about bolstering the global
economy, providing employment opportunities, and enhancing societal welfare (World
Bank, 2019; Rao et al., 2021).

Minimal research has been conducted in developing and emerging regions (Africa, Asia
Pacific and the Middle East) in SME financing, especially where SMEs are vital players

in driving employment and economic growth (Rao et al., 2021).

Therefore, this study aims to develop and enhance the credit rationing theory literature
by providing insights into the role of external finance in growing an SME and the key
barriers and limitations SMEs face when accessing external finance to grow their
businesses. Credit rationing involves two aspects: the first aspect is borrower rationing
and the second aspect is finance rationing (Galema, 2019). In first aspect: borrower
rationing, some individuals or businesses are denied finance entirely, even if they are

creditworthy (Galema, 2019). SMEs often face the highest levels of credit rationing
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(Galema, 2019). Moreover, from an access to external finance perspective, the study
seeks to aid entrepreneurs in understanding the fundamental obstacles hindering access
to external finance in the formal sector of Gauteng and to formulate various strategies
and recommendations to SMEs for circumventing these hurdles when applying for
finance from lenders and for lenders to understand the challenges SMEs face to address

and solve.

The study further intends to add to the academic discussion on access to external
finance and SME growth by uncovering the aforementioned barriers to SMEs when
accessing external finance for existing lenders in the market. The study expands on the
credit rationing theory by providing insights into identifying and understanding the main
obstructions to SMEs accessing external finance and how stakeholders can collaborate

towards overcoming them when seeking external finance to grow their businesses.

From a business and practical perspective, the research intends to guide existing and
established SMEs in the formal sector of Gauteng to identify and better understand the
key barriers to accessing external finance and how to overcome them by adopting best
practices when seeking such finance to grow their business. This study might also
benefit policymakers, financial institutions, and new lenders entering the lending market

to assist SMEs better in seeking access to external finance.

1.7 Conclusion

The struggle of SMEs to access sufficient external finance significantly impedes their
growth and, by extension, the economic development of the regions they operate within.
This study highlights the urgent need for targeted policies and innovative financial
products that specifically accommodate the unique challenges of SMEs in Gauteng. The
research underscores the importance of financial accessibility for SMEs, revealing how
current financing deficits prevent them from achieving their full potential and contributing

effectively to job creation and economic growth.

This research enriches the literature on credit rationing theory, providing valuable
insights into the external financing barriers SMEs face. It also offers practical guidance
to entrepreneurs in the formal sector of Gauteng, suggesting best practices for
successfully navigating the financial landscape to secure growth-enhancing finance. The

findings aim to develop a deeper understanding among policymakers (governments) and
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financial institutions of the critical role of accessible financing in empowering SMEs,

ultimately supporting a more robust and inclusive economic growth trajectory.

This study not only contributes to academic discussion but also serves as a practical
guide for existing SMEs, helping them understand and overcome the key barriers to
accessing external finance. By addressing these challenges, the research strives to
facilitate a more supportive financial environment where SMEs can thrive, thereby driving
substantial economic growth and improving employment rates in South Africa and

beyond.
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Chapter 2: Literature Review
2.1 Introduction

This chapter reviews and critiques the most recent literature relevant and related to
SMEs and access to finance. This chapter begins by exploring the existing literature
associated with the role of SMEs in economic growth and development, followed by
barriers SMEs face in accessing external finance, the financing requirements in the
formal sector, the impact of financial barriers on SME growth and, lastly, alternatives
from a digital finance perspective. This chapter examines the literature from numerous
perspectives to develop research questions and thus gain additional insights into this
study.

2.2 The Role of SMEs in Economic Growth and
Development

The literature commonly describes SMEs as small enterprises or businesses with fewer
than 50 employees and medium enterprises or business with between 50 and 250
employees (Rao et al.,, 2021; Eggers, 2020). Small and medium-sized enterprises
(SMEs) are widely recognised as critical drivers of economic activity across both
developed and developing nations, including some of the least developed countries (Liu
et al., 2022; Motta, 2018).

SMEs are regarded as the backbone of the any economy, especially in developing
economies where they dominate (Rao et al., 2021; Motta, 2018; Eggers, 2020). They
contribute significantly to economic growth by enabling innovation, driving employment
rates, enhancing creativity, and boosting national GDP, particularly when they can
access adequate financing (Amadasun & Mutezo, 2022; Rao et al., 2021; Motta, 2018).
These businesses play a vital role in creating a dynamic economic structure, which not
only supports national progress but also enables access to domestic and global markets;
however, their potential to deliver on this promise fully is constrained by financial barriers
that governments and financial institutions have yet to address adequately (Rao et al.,
2021; Hussain et al., 2018; Motta, 2018).
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The impact of SMEs is especially pronounced in emerging economies, where they are
pivotal in driving innovation, generating employment, and contributing to the gross
domestic product (GDP) (Hussain et al., 2018). Despite their importance, research
consistently shows that SMEs face significant external financing constraints and barriers
to growing their businesses, which has been a critical area of interest for both scholars
and policymakers worldwide (Hussain et al., 2018; Rao et al., 2021, Eldridge et al., 2019;
Wernli & Dietrich, 2021).

While SMEs undeniably play a vital role in enhancing employment rates, however, their
potential to deliver on this promise fully is constrained by financial barriers that
governments and financial institutions have yet to address adequately (Rao et al., 2021;
Motta, 2018). The reliance of many job seekers on SMEs highlights their importance, but
without sufficient funding, these enterprises are unable to scale operations, invest in
innovation, or sustain employment growth (Eldridge et al., 2019; Rao et al., 2021; Motta,
2018)

The economics literature consistently highlights that the depth and performance of SMEs
are crucial to sustaining economic growth (Amoako-Adu & Eshun, 2018; Motta, 2018).
Therefore, policies that ease financing constraints are critical as they enable SMEs to
scale up, generate more skilled jobs, and transition into larger enterprises, thus further

bolstering economic development (Amoako-Adu & Eshun, 2018; Motta, 2018).

In addition to the role of SMEs in enabling development in advanced economies, they
are essential for wealth creation and employment generation, particularly in Western
economies (Hussain et al., 2018). Economic growth is often linked to the expansion of
the private sector, whereby SMEs dominate in many regions, including Africa (Amoako-
Adu & Eshun, 2018). Across the African continent, the private sector, led by SMEs,
accounts for 90% of employment, two-thirds of investment, and 70% of economic output
(Amoako-Adu & Eshun, 2018). This distribution is also the case in developed economies,
where SMEs constitute 99.7% of the county’s employer companies and create 49.2% of

jobs in the private sector, almost half of all job creation (Eggers, 2020).

Despite widespread recognition of the value of SMEs in local and global economies—
creating jobs and advancing community development—current financial systems fail to
provide the level of support needed to unlock their potential fully (Li et al., 2020; Motta,
2018).

The literature indicates that the ability of SMEs to access external finance is not merely
a growth enabler for individual businesses; it is also foundational for broader economic

development. SMEs act as engines of economic dynamism, sparking innovation and
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offering diverse employment opportunities. Without adequate financial access, these
enterprises are constrained in their growth potential, limiting their contribution to GDP
and job creation. Policymakers can stimulate a more robust and inclusive economic
growth trajectory by addressing financing challenges, especially in emerging economies.
This aspect highlights that improving access for SMEs to external finance is a critical
lever for sustainable development and long-term economic prosperity, leading to an
important question: How are SMEs expected to drive the country’s economy, create jobs,
and boost GDP if they remain financially excluded by significant barriers preventing them

from growing their businesses?

2.3 Barriers SMEs Face in Accessing External Finance

SMEs typically rely on two primary sources for financing: equity and debt (Amoako-Adu
& Eshun, 2018). Equity financing encompasses personal savings, contributions from
family, retained earnings, and efforts invested into the business during its initial stages
(Amoako-Adu & Eshun, 2018). On the other hand, debt financing includes loans from
friends, family, banks, and microfinance institutions (Amoako-Adu & Eshun, 2018).
However, African SMEs often lack access to other forms of equity due to the scale
required to launch through initial public offerings (IPOs) (Amoako-Adu & Eshun, 2018).
Another form of debt financing by issuing bonds limits the ability of African SMES to raise
capital (Amoako-Adu & Eshun, 2018).

SMEs face considerable barriers to accessing external finance, mainly due to inadequate
documentation, cumbersome application processes, a lack of financial literacy, poor
credit history, low creditworthiness and the inability to provide collateral, and the high
cost of borrowing (Amadasun & Mutezo, 2022; Amoako-Adu & Eshun, 2018; Hussain et
al., 2018; Li et al., 2020; Wasiuzzaman et al., 2020; Wernli & Dietrich, 2021). Access to
internal and external financial resources is widely acknowledged as essential for
supporting SMEs through various stages of the business cycle—from launch and growth
to survival (Yacus et al., 2019). These limitations make it difficult for financial institutions
to evaluate the creditworthiness of SMEs, often resulting in their classification as high-
risk and un-creditworthy (Wasiuzzaman et al., 2020). Although high-growth SMEs might
not struggle more than their counterpart non-high-growth SMEs in securing external
finance, access to credit remains a significant obstacle in many developing countries
(Brown & Lee, 2019; Amadasun & Mutezo, 2022). For example, in a developing county

such as Lesotho, the collateral requirements of banks, limited financial information, and
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insufficient support services are significant constraints preventing SMEs from achieving

competitive growth (Amadasun & Mutezo, 2022).

The barriers to accessing finance are multifaceted, involving macro-level systemic issues
and micro-level firm-specific challenges (Li et al.,, 2023). On a micro level, internal
factors—often linked to the perceptions and behaviours of SME owners—can be equally
detrimental to securing finance (Moscalu et al., 2019; Du & Nguyen, 2021). Some SMEs
struggle not because of external financial constraints alone but due to perceived and
cognitive financial barriers and their conservative approaches to financing (Moscalu et
al., 2019; Du & Nguyen, 2021). For example, many SME owners exhibit a risk-averse
mindset, preferring to maintain control rather than take on external debt or equity, even
when doing so could unlock growth potential (Moscalu et al., 2019; Du & Nguyen, 2021).
In addition, factors like insufficient collateral, poor credit ratings, and inadequate financial
reporting further restrict access to finance (Li et al., 2020). These issues are often
compounded by a reluctance to engage professional auditors, which limits the credibility

of financial statements and decreases the likelihood of finance approval (Li et al., 2020).

With limited financing alternatives available, many SMEs are compelled to accept bank
finance under conditions that do not align well with their capacity for flexible repayment
(Amadasun & Mutezo, 2022). This misalignment can adversely impact their ability to
compete and grow in the market (Amadasun & Mutezo, 2022). Also, the limited
availability of crucial information and a lack of awareness about financial market
mechanisms often prevent many SMEs from securing credit from banks (Amadasun &
Mutezo, 2022). Therefore, identifying and understanding the key barriers to external
finance to grow an SME is crucial to assisting policymakers, SMEs, and financial

institutions in dismantling these barriers.
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2.3.1 High Interest Rates: Cost of borrowing

The lengthy procedures for loan approvals and the prohibitively high interest rates banks
charge SMEs further complicate the issue, as highlighted in a study of SMEs across 119
developing countries, which identified the high cost of borrowing as the primary barrier
to financing (Wasiuzzaman et al., 2020). This facet is also the case for SMEs in a
developed country (Wernli & Dietrich, 2021). Yu and Fu (2021) further confirm this by
mentioning that the high cost of financing is a challenge for SMEs in both developed and
developing countries. Although trade credit serves as an alternative financing source for
SMEs, it often comes at a higher cost than bank credit despite its advantages in supply
chain relationships (Wasiuzzaman et al., 2020). Therefore, these high costs can deter
SMEs from seeking necessary financing, thus negatively affecting their growth and

sustainability.

Banks' insistence on maintaining high interest rates and additional banking fees might
alter demand and affect the risk profiles of their SME customers (Amadasun & Mutezo,
2022). This situation is particularly acute in sub-Saharan Africa, where the main hurdles
for SMEs include accessing financing and coping with the high costs associated with
these loans (Amoako-Adu & Eshun, 2018). Financial institutions such as banks in the
United Kingdom attribute the high rejection rate of SME finance applications are due to
inadequate preparation and submission of financial information by SMEs (Hussain et al.,
2018). This lack of detailed information leads to difficulties in conducting thorough risk
assessments, exacerbated by information asymmetry, which increases the costs
associated with diligence and monitoring which can lead to credit rationing (Galema,
2019; Hussain et al., 2018).

Although debt financing remains a cheaper option due to the tax-deductibility of
interest—which effectively shares the cost burden between the government and the
borrower—these benefits are often overshadowed by the high interest rates imposed on
business loans (Amoako-Adu & Eshun, 2018). This factor makes debt financing appear
theoretically more affordable than equity financing due to the tax advantages, despite
the higher risk profiles of SMEs and the substantial repayment challenges they face
(Amoako-Adu & Eshun, 2018). High interest rates remain a critical impediment for SMEs
seeking financing (Wasiuzzaman et al., 2020). Thus, while theoretically less costly, the
practical burdens of debt financing continue to pose significant challenges for SMEs,

limiting their ability to leverage such financing effectively for growth and expansion.
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2.3.2 Complicated Application Processes

SMEs often report that banks require excessive documentation and have demanding
administrative procedures for finance applications, which makes the application process
even more cumbersome (Wasiuzzaman et al., 2020; Nguyen et al., 2020; Yu & Fu,
2021). This administrative burden can discourage SMEs from pursuing external finance,

thereby stunting their growth prospects (Wasiuzzaman et al., 2020; Nguyen et al., 2020).

The inability of SMEs to furnish sufficient information to the lender for risk assessment,
which is crucial for evaluating management's capacity to handle crises, has resulted in
restricted access to external financing (Hussain et al.,, 2018). Consequently, SMEs
struggle with higher finance charges and increased demands for collateral by the lenders
(Hussain et al., 2018).

The limited availability of crucial business information often means many SMEs cannot
secure finance from banks (Amadasun & Mutezo, 2022). Insufficient information is a
significant barrier to accessing finance, underscoring the need for better financial
education and information dissemination among SMESs to enhance their ability to obtain

the necessary funding (Amadasun & Mutezo, 2022).

Simplifying the application process for accessing regional and national finance could
lessen the administrative load and enable more SMEs to participate effectively in

accessing finance (Cecere et al., 2018).

2.3.3 Stringent Creditworthiness Criteria

Creditworthiness is a critical factor in determining SMESs' access to finance, which still
holds in attempting to circumvent this hurdle, regardless of any affiliations with larger
corporations (Wasiuzzaman et al., 2020). Often, SMEs struggle to produce the detailed
financial data banks require to evaluate their credit applications effectively
(Wasiuzzaman et al.,, 2020). Information asymmetries exacerbate this challenge,
whereby lending officers lack comprehensive data about the SMESs' financial
propositions, leading to cautious lending behaviours (Du & Nguyen, 2021; Amadasun &
Mutezo, 2022; Motta, 2018). In regions like Lesotho, the gap in understanding the
financial stability of SMEs is prominent, as banks often operate with incomplete

information on the creditworthiness of potential borrowers (Amadasun & Mutezo, 2022).
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The scarcity of precise financial information can result in financial institutions making
conservative lending decisions, which might adversely affect SMEs by excluding them
from the necessary finance (Hussain et al., 2018). Despite not facing an outright shortage
of finance, SMEs frequently encounter substantial fundraising challenges because of
information discrepancies and the ensuing debt burden, which complicate their ability to
secure financing (Liu et al., 2022). Therefore, SMEs with poor creditworthiness can

become even more credit-rationed than others (Calabrese et al., 2020).

The shift towards transactional lending practices that rely more on quantitative credit
scoring models rather than relationship lending further amplifies the disconnect between
financial institutions such as banks and SMEs (Brown & Lee, 2019). This shift increases
the difficulty of accessing and obtaining external finance, particularly for SMEs that
cannot meet the stringent criteria set by the bank’s credit scoring models (Brown & Lee,
2019).

The connection between creditworthiness and the ability to access finance is significant
and impacts SMEs, regardless of whether they have affiliations with larger corporations

(Wasiuzzaman et al., 2020).

The literature indicates that such an environment of stringent creditworthiness evaluation
and a reliance on hard collateral places SMEs in a precarious position, limiting their
ability to access the financial support necessary for growth and operational sustainability.
Addressing these challenges requires reevaluating lending criteria and moving towards
more inclusive financial practices that consider the unique circumstances and

contributions of SMEs.

2.3.4 Lack of Collateral

The challenge of insufficient collateral significantly hampers SMEs' ability to secure
financing, often leading to detrimental impacts on their business operations and
sustainability (Du & Nguyen, 2021; Hussain et al., 2018). SMEs generally possess less
collateral and are considered more financially opaque, which makes banks hesitant to
provide loans due to perceived higher risks, including low capitalisation, low profitability
and a greater likelihood of business failure (Wasiuzzaman et al., 2020; Yu & Fu, 2021).
Consequently, even when SMEs are willing to offer loan security, they frequently face

rejection because of the inadequacy of their collateral (Brown & Lee, 2019).
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The demand for high-value collateral, typically real estate or land, exacerbates the
financing challenges of SMEs (Amoako-Adu & Eshun, 2018). This requirement reflects
the banks' risk aversion strategy and complicates the lending process due to issues like
market illiquidity, legal hurdles, and difficulties in asset valuation (Amoako-Adu & Eshun,
2018). Studies have shown that in regions such as East Africa, up to 94% of SMEs report
that collateral is a requisite for obtaining loans, with banks often demanding more
substantial collateral from SMEs than larger enterprises, which further marginalises

smaller businesses (Amoako-Adu & Eshun, 2018).

Furthermore, banks are often reluctant to offer finance to SMEs because of perceived
high risks and inadequate collateral (Liu et al., 2022). In China, where tangible assets,
such as real estate are necessary for securing loans, SMEs without significant holdings
find it particularly challenging to access credit (Liu et al., 2022). To bridge this gap,
lenders frequently require substantial collateral and impose higher charges, aiming to
mitigate the risks associated with information asymmetry and safeguard their interests
(Hussain et al., 2018).

The literature indicates that stringent collateral requirements burden SMEs
disproportionately, limiting their access to essential financial resources and potentially
stalling business growth. Without changes to these lending practices, SMEs remain at a
significant disadvantage, unable to leverage financing opportunities to compete
effectively in the marketplace. Addressing this issue requires reassessing lending criteria
by financial institutions to facilitate more equitable access to external finance for SMEs,

recognising their unique challenges and contribution to the economy.

2.3.5 Financial Literacy

SMEs often struggle to access external finance due to inadequate education and
financial and managerial expertise (Hussain et al., 2018; Nguyen et al., 2020). The
general lack of education and financial and managerial expertise among small- and
medium-sized enterprises (SMES) significantly impedes their ability to access external
financing (Hussain et al., 2018; Nguyen et al., 2020). Enhanced financial literacy could
profoundly impact SMEs by embedding robust financial practices and developing
systems that facilitate the recording, analysis, and production of critical financial and

management information (Hussain et al., 2018).
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This capability enhances operational efficiency and informed decision-making, thereby
accelerating growth, improving competitiveness and making SMEs more attractive to
lenders (Hussain et al., 2018). Enhanced financial literacy also facilitates the preparation
of clear and timely financial documentation, which is crucial as banks frequently cite a
lack of information transparency as a primary reason for denying loans to SMEs
(Wasiuzzaman et al., 2020).

Financial literacy equips SME owners and managers with the skills necessary to
generate precise and timely financial information, which is crucial for banks and other
financial institutions during the loan assessment process (Wasiuzzaman et al., 2020;
Nguyen et al., 2020). Therefore, the absence of such information transparency is often
a key reason why banks hesitate to extend credit to SMEs (Li et al., 2020; Wasiuzzaman
et al., 2020). Accordingly, improving financial literacy is essential for enhancing the
quality of financial information SMEs provide, enabling lenders to make more informed

and effective financial decisions (Hussain et al., 2018).

Existing research supports the argument that comprehensive financial literacy
programmes can facilitate SMES' access to external financing significantly, enabling
them to operate more efficiently and grow more rapidly (Hussain et al., 2018). This, in
turn, allows firms to operate optimally, thereby fostering sustainable growth (Hussain et
al., 2018). Implementing a financial literacy curriculum for SMEs could substantially
increase an SME's ability to prepare adequate financial documentation, thus improving
their chances of securing the necessary funds (Hussain et al., 2018). Moreover, a lack
of financial acumen can severely affect an SME's survival, growth prospects, and
capacity for innovation, underlining the importance of financial education in overcoming

financing barriers (Hussain et al., 2018).

The introduction of a structured financial literacy curriculum is recommended to bolster
the financial acumen of SMEs, thereby enhancing their ability to produce the kind of
financial information that satisfies lending criteria and supports effective financial
decision-making by lenders (Hussain et al., 2018). Moreover, enhancing financial skills
is not just about securing financing; it also critically impacts the overall sustainability of

SMEs, their ability to innovate, and their growth prospects (Hussain et al., 2018).

Thus, investing in financial education for SMEs is a strategic approach to removing
barriers to external finance, enabling these SMEs to thrive in competitive markets.
Financial literacy helps SMEs manage their internal resources more effectively and
enhances their external financing opportunities, ultimately contributing to their long-term

success, competitiveness and growth in the market.
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2.4 Conclusion

Addressing SMEs' barriers to accessing external finance is crucial for unlocking their
growth potential and driving broader economic development. Without adequate access
to financial resources, SMEs cannot invest in expansion operations or increase
productivity (Motta, 2018), possibly leading to credit rationing in the industry (Motta,
2018). These barriers—ranging from the cost of borrowing (high interest rates) and
collateral requirements to complicated application processes, stringent creditworthiness
and low financial literacy—create significant barriers that obstruct the ability of SME
businesses to scale. Given that SMEs are vital and important contributors to employment
creation, innovation, and economic stability, overcoming these challenges through
targeted policies and financial solutions is essential for sustainable economic growth,

particularly in developing regions like Africa.

The Formal Sector’s Financing Requirements: A Barrier for SMEs?

The financing dynamics within the formal sector pose significant barriers to small- and
medium-sized enterprises (SMEs), especially in developing countries where access to
finance is a prevailing issue (Amadasun & Mutezo, 2022). High-growth SMEs, which
primarily depend on debt rather than equity for their funding needs, face stringent
demands from traditional banks and lenders (Brown & Lee, 2019). These financial
institutions employ conservative risk assessment models that often do not favour SMEs,
citing their higher risk profiles as a significant concern (Amadasun & Mutezo, 2022). This
viewpoint results in inflexible loan terms and demanding collateral requirements not
tailored to the unique circumstances of SMEs (Amadasun & Mutezo, 2022). Although
numerous funding options exist for SMEs, non-debt financing often remains underused

or inadequately suited to their needs (Liu et al., 2022).

Bank finance is often the most accessible and practical funding source for SMEs in Africa
for various reasons (Amoako-Adu & Eshun, 2018). Consequently, SMEs frequently rely
on these loans, along with microfinance options, to meet their operational and investment
needs (Amoako-Adu & Eshun, 2018). However, since SMEs lack access to this external
source of financing, they have limited growth potential (Motta, 2018). Therefore,
commercial banks, as the primary sources of finance, exhibit a low responsiveness to
the financing needs of SMEs (Amadasun & Mutezo, 2022; Motta, 2018).
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This reluctance is partly due to the banks' focus on maximising profits, leading them to
view SMEs as too risky for substantial credit schemes (Amadasun & Mutezo, 2022). This
conservative approach is detrimental, preventing SMEs from accessing necessary loans,
which, in turn, stifles their ability to compete and grow (Amadasun & Mutezo, 2022).
Furthermore, financial credit is often inaccessible or denied to many SMEs because they
are uninformed and aware of the funding mechanisms within the financial markets
(Amadasun & Mutezo, 2022; Motta, 2018). This ignorance further complicates their
ability to meet the rigid criteria set by banks, forcing them to accept unfavourable terms

that do not align with their flexible repayment capacities (Amadasun & Mutezo, 2022).

Despite these challenges, bank finance and microfinance remain the most accessible
and practical sources of capital for SMEs in Africa (Amoako-Adu & Eshun, 2018),
considered effective due to monitoring by lenders and the tax benefits associated with
debt financing (Amoako-Adu & Eshun, 2018). However, banks' policies remain
predominantly conservative and risk-averse, which limits the availability of these funds
to SMEs in developing market economies (Amoako-Adu & Eshun, 2018; Moscalu et al.,
2019).

Therefore, policy interventions are urgently needed to address these disparities
(Amadasun & Mutezo, 2022; Amoako-Adu & Eshun, 2018; Du & Nguyen, 2021; Yu &
Fu, 2021). Proposals include simplifying the collateral requirements imposed by banks,
improving access to financial information for SMEs across all regions, and enhancing
bank and business support services (Amadasun & Mutezo, 2022; Amoako-Adu & Eshun,
2018). Such measures would increase SMEs’ capacity to secure adequate loans and
enable their growth and participation in competitive markets (Amadasun & Mutezo,
2022). These steps are crucial, as SMEs play a significant role in driving economic
growth, which can be substantially boosted by supportive and enabling policies
(Amadasun & Mutezo, 2022; Amoako-Adu & Eshun, 2018).

The integration of banking markets can enhance the accessibility of finance, thereby
promoting the growth of SMEs (Moscalu et al., 2019). Despite expanding the market for
non-traditional financing, SMEs in developed countries continue to rely heavily on
traditional banks for external funding, as these institutions remain crucial in driving SME
growth (Moscalu et al., 2019). However, there are potential adverse effects of banking
integration that could lead to the impairment of SME financing if not supported by policy
initiatives to drive an optimal level of competition in the banking sector (Calabrese et al.,
2020).
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The literature indicates that policy implications are clear, i.e., enhancing and supporting
the growth of SMEs through appropriate financial policies could significantly accelerate
economic growth across Africa. Therefore, policies are identified as barriers to accessing

external finance for existing SMEs to grow their businesses.

The Impact of Financial Barriers on SME Growth and Sustainability

Business growth is vital for enhancing a firm's market position, increasing its bargaining
power, managing uncertainties, and remaining competitive in the industry, and, as such,
is a strategic goal for entities ranging from small businesses to multinational corporations
across various sectors (Schwab et al., 2019; Motta, 2018). The seminal definition of
business growth involves an increase in firm size over time, necessitating the adaptation
of production capacities to meet escalating demand (Schwab et al., 2019). The
expansion of small- and medium-sized enterprises (SMES) is essential for enabling
economic growth in Africa (Amoako-Adu & Eshun, 2018). However, credit rationing can
be regarded as a critical factor hampering SME's productivity (Yu & Fu, 2021). Therefore,
these entities frequently grapple with financing barriers that impede their ability to

increase productivity to succeed and expand (Amoako-Adu & Eshun, 2018).

Financial resources are fundamental for businesses to initiate, sustain, and expand
operations, with adequate access to finance being a crucial facilitator of rapid growth for
SMEs (Hussain et al., 2018; Brown & Lee, 2019). However, accessing finance,
particularly from financial institutions, is a formidable challenge for SMEs, as it
significantly hinders their ability to secure adequate funds and achieve competitive
growth (Moscalu et al., 2019; Amadasun & Mutezo, 2022). The credit limits set by
financial institutions are a particularly notable external factor that restricts the financial
capabilities of SMEs (Schwab et al., 2019).

To support their operations and expansion, SMEs must secure substantial long-term
capital (Amoako-Adu & Eshun, 2018). This capital is essential for investing in fixed
assets and hiring employees, enabling the production of goods and services (Amoako-
Adu & Eshun, 2018). Such investments in physical and human resources also facilitate
the development or expansion of new products and processes and assist firms in

penetrating new markets (Brown & Lee, 2019).

In developing countries, most SMEs struggle to access bank finance, which severely

constrains their growth prospects (Amadasun & Mutezo, 2022; Motta, 2018). The primary
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sources of financing for SMEs—equity and debt financing—offer limited relief, as SMEs
lack access to international capital markets and face more significant credit constraints
than larger, listed firms (Amoako-Adu & Eshun, 2018; Wasiuzzaman et al., 2020). When
denied bank finance, SMEs often resort to alternative financing options like trade credit
or internal finance, such as retained earnings, which do not always meet their financial

needs sufficiently (Wasiuzzaman et al., 2020; Motta, 2018).

Moreover, SMEs in regions with bank-based financial systems face additional hurdles,
as they have limited access to financing options beyond bank debt, potentially causing
them to miss out on profitable investment opportunities (Martinez-Sola et al., 2018). This
issue is exacerbated in developing countries like China, where inadequate government
regulatory frameworks make it difficult for SMEs to obtain financing, thus impacting their

growth and ability to respond to market competitors effectively (Liu et al., 2022).

Globally, SMEs report more significant growth obstacles than larger firms, primarily due
to financing shortages (Wasiuzzaman et al., 2020). They often rely on informal financing
sources such as personal savings, loans from family and friends, or trade credit, which
are typically inadequate for scaling operations (Wasiuzzaman et al., 2020). Despite the
availability of various funding options, non-debt financing remains underutilised or poorly
tailored to the needs of SMEs (Liu et al., 2022).

The literature indicates that the growth of SMEs is critically hampered by financial
constraints that limit their ability to scale, innovate, and compete. Addressing these
barriers requires a multifaceted approach that includes improving access to a variety of
financing sources and enhancing regulatory frameworks to support SME financing
(Brown & Lee, 2019; Amoako-Adu & Eshun, 2018). Such efforts are crucial for enabling
SMEs to grow, fully contribute to economic development, and compete on a global scale.
Therefore, for SMEs to grow, it is extremely important and vital to identify and better

understand the key barriers hindering access to external finance.

Alternative Financing Options: Digital Finance

Debt-based alternative finance refers to digital lending models known as FinTech credit.
(Cornelli et al., 2022; Kowalewski & Pisany, 2022). While alternative financing options
have entered the market, traditional equity and debt funding channels continue to face
significant hurdles, often leaving SMEs underfunded (Bollaert et al., 2021). The rise of

digital finance introduces innovative technologies that could enhance businesses’
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access to capital and offer new opportunities to investors (Cornelli et al., 2022; Bollaert
et al., 2021; Kowalewski & Pisany, 2022).

These technologies are reshaping traditional financial intermediation perspectives
(Cornelli et al., 2022; Bollaert et al., 2021). Despite the rapid growth of financial
technology (fintech), there is no definitive proof thus far that it will replace traditional
financial systems (Bollaert et al., 2021). However, FinTech is recognised for enhancing
access to finance, thereby facilitating funding for unique projects and drawing in diverse

investor categories (Bollaert et al., 2021).

In emerging economies, where financial literacy levels are often low and access to
conventional financing is restricted, the FinTech industry plays a crucial role (Karaman
et al., 2021). Fintech firms are increasingly gaining market share by targeting high-quality
borrowers often overlooked by traditional banks (Karaman et al., 2021).

The transformation of global credit markets has brought FinTech and big tech companies
into the spotlight as critical players in driving access to finance for SMEs and consumers
(Cornelli et al., 2022). Emerging technologies have transformed the lending landscape
significantly, presenting challenges to conventional equity and debt financing methods
that have traditionally encountered obstacles in funding SMEs (Bollaert et al., 2021,
Kowalewski & Pisany, 2022). While these technological advancements have the
potential to revolutionise access to credit, their impact is far from evenly distributed, as
traditional lenders like banks remain the primary source for SMEs to obtain finance
(Cornelli et al., 2022; Kowalewski & Pisany, 2022). FinTechs, in particular, prioritise
operations in regions with favourable business environments, i.e., countries where profit
margins are high, regulatory landscapes are supportive, and GDP per capita is attractive
(Cornelli et al., 2022; Kowalewski & Pisany, 2022). This strategic focus disadvantages
many developing economies where access to finance is most critical (Cornelli et al.,
2022).

Despite the promise of FinTech-driven financial inclusion, traditional credit lenders
including banks remain the leading source of finance for SMEs (Cumming et al., 2022).
The entrance of FinTechs into the market has undoubtedly disrupted the lending
landscape, challenging traditional equity and debt-funding channels (Bollaert et al.,
2021). However, while FinTechs offer digital convenience and speed, they have yet to
displace banks entirely in the SME finance space (Bollaert et al., 2021; Cornelli et al.,
2022). This persistence of traditional lenders is primarily attributed to their strength in

relationship lending—a form of soft lending that relies on trust and long-term customer
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relationships, something digital platforms struggle to replicate (Kowalewski & Pisany,
2022).

However, even with their technological advancements, traditional banks remain
constrained by rigid credit policies and conservative lending criteria (Cumming et al.,
2022). This restrictiveness prevents them from extending credit to underserved yet
creditworthy borrowers, leaving a significant financing gap for SMEs (Cumming et al.,
2022). Although many banks have adopted FinTech innovations, these technologies
have not fully translated into more inclusive lending practices due to deeply ingrained
institutional risk aversion (Cumming et al., 2022). The result is a financial ecosystem
where new technology exists, but the fundamental barriers to finance for many SMEs

remain unchanged (Cumming et al., 2022).

Nevertheless, big tech companies represent a more substantial threat to traditional
lenders, as their massive user bases and data-driven models enable them to challenge
both FinTechs and banks in providing financial services (Kowalewski & Pisany, 2022).
However, even with big tech’s entry into the credit market, SMEs in developing countries
still find themselves underserved due to structural issues that go beyond what technology

alone can resolve (Cumming et al., 2022).

The argument in favour of FinTechs often highlights their ability to deliver credit quickly
and at lower costs, which is crucial and significant for SME growth (Cumming et al.,
2022). For instance, FinTech platforms are praised for providing faster and cheaper
finance to entrepreneurs who rely on such financing to sustain and scale their businesses
(Cumming et al., 2022). However, the reality is that FinTech lending often becomes a
second-choice option for borrowers who have been rejected by traditional financial
institutions such as banks (Cumming et al., 2022). While marketplace lending and
crowdfunding have gained traction as alternative sources of finance, they only
accommodate a limited segment of SMEs; they still cannot close the overall financing
discrepancy sufficiently (Eldridge et al., 2019). This selective expansion by FinTechs
exacerbates the existing disparities in access to credit, raising the question: Can these
technologies indeed be seen as external financing solutions, or are they further

deepening the financial challenge in accessing external finance for SMEs?

The literature indicates that FinTech and big tech have introduced the much-needed
innovation into the lending marketplace, but their selective participation and limited reach
to SMEs fail to address the challenges SMEs face in developing economies fully. The

continued dominance of traditional lenders such as banks, combined with the selective
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operations of FinTechs, highlights the persistent structural barriers in financial systems
that prevent several SMEs from accessing the external finance they need for growth. For
SMEs to be properly included, a more comprehensive and aligned approach to SMEs
are needed—one that goes beyond technological solutions to address the underlying

constraints within the global financial ecosystem.

Despite these advancements in technology, SMEs still encounter significant challenges
in accessing external finance. The limitations of traditional lenders such as banks and
the emerging potential of FinTech illustrate the evolving SME financing landscape,
underscoring the ongoing need for innovative financial solutions to address these access

to external finance issues comprehensively.
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Chapter 3. Research Questions

3.1 Introduction

This research study seeks to understand and further explore key barriers to existing SME
owners operating in the formal sector of Gauteng when trying to access external finance
to grow or expand their businesses and how these barriers affect economic
development. The additional research questions in the study seek to understand how
financial technology has eased access to external finance, and the final research
guestions seek to understand how SMEs finance growth. The research questions were

derived from the common themes emerging from the literature review in Chapter 2.

3.2 Research Question 1

What are the key barriers hindering access to external finance for the growth of

SMEs in the formal sector of Gauteng?

The research question aims to understand and identify the key barriers derived from the
list of barriers identified in the literature review that owners of existing and established
SMEs face when applying for external finance to grow or expand their businesses. The
barriers identified in the literature review were collateral, the financial literacy of SME
owners, the complexity and bureaucracy of the application process, the creditworthiness
of the SME, and the governmental and financial institutions policies hindering access for
SMEs to external finance. This research question provides a deeper understanding of
how these barriers influence access to external finances and whether SME owners can
overcome them. It also provides a further understanding of whether these fundamental
barriers have eased up over time as the SME has either become more established or
remained the same as when they started their business many years ago. Minimal
research has been conducted in developing and emerging regions (Africa, Asia Pacific
and the Middle East) in SME financing, especially where SMEs are vital players in driving
employment and economic growth (Rao et al., 2021).SMEs face considerable barriers
to accessing external finance, mainly due to inadequate documentation, cumbersome
application processes, a lack of financial literacy, poor credit history, low creditworthiness
and the inability to provide collateral, and the high cost of borrowing (Amadasun &
Mutezo, 2022; Amoako-Adu & Eshun, 2018; Hussain et al.,, 2018; Li et al., 2020;
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Wasiuzzaman et al., 2020; Wernli & Dietrich, 2021). Access to internal and external
financial resources is widely acknowledged as essential for supporting SMEs through
various stages of the business cycle—from launch and growth to survival (Yacus et al.,
2019).

3.3 Research Question 2

How has the introduction of new technologies improved access to finance to grow
SMEs?

This research question aims to understand and explore whether the new potential
solutions (alternative financing) that entered the market have eased these barriers for
SME owners, the government, and financial institutions. It also underscores the potential
impact of technology in improving access to external finance for existing SMEs. The
question provides deeper insights into the financial institutions and FinTechs that have
adopted the role of technology in their business to make finance more accessible for
SMEs, but only from the SME's perspective. The rise of digital finance introduces
innovative technologies that could enhance businesses’ access to capital and offer new
opportunities to investors (Cornelli et al., 2022; Bollaert et al.,, 2021; Kowalewski &
Pisany, 2022).

3.4 Research Question 3

How does access to external finance for SME growth stimulate economic growth?

This research question aims to understand and explore whether SME owners
understand the importance of SMEs in the country's broader strategic objective of
economic growth and prosperity. The question aids in better understanding the role of
SMEs in the economy and whether SME owners solely focus on accessing external
finance for personal gain or the betterment of the country and economy. This question
aligns with the literature review in Chapter 2. This research question also seeks to
explore SME owners’ views of the government's role in helping SMEs access external

financing insofar as they believe that SMEs play an important and vital role in economic
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growth and prosperity in the country. Minimal research has been conducted in
developing and emerging regions (Africa, Asia Pacific and the Middle East) in SME
financing, especially where SMEs are vital players in driving employment and economic
growth (Rao et al., 2021).

3.5 Research Question 4

How do SMEs fund growth in the formal sector of Gauteng?

This research question aimed to provide additional insights into understanding and
identifying how SMEs fund growth in the formal sector of Gauteng. Although Research
Question 4 was not considered in the interview questionnaire, participants still freely
shared how they eventually accessed finance to grow their businesses. SMEs typically
rely on two primary sources for financing: equity and debt (Amoako-Adu & Eshun, 2018).
Equity financing encompasses personal savings, contributions from family, retained
earnings, and efforts invested into the business during its initial stages (Amoako-Adu &
Eshun, 2018). On the other hand, debt financing includes loans from friends, family,

banks, and microfinance institutions (Amoako-Adu & Eshun, 2018).
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Chapter 4: Research Methodology

4.1 Introduction

This chapter describes, supports and demonstrates the research methodology adopted
for this study. The methodology comprised a qualitative, exploratory approach, which
suited the research design. The researcher conducted sampling, data gathering, and
data analysis for the study. The researcher collected data through virtual interviews using
a semi-structured interview design with SME owners of existing SMEs and financial
experts in this area of research. The chapter ends with the quality control adopted and a

number of limitations identified for this research.

4.2 Proposed Research Methodology and Design

4.2.1 Choice of Methodology

The researcher conducted the research using a qualitative methodology to gather data
that built on the theory of credit rationing to uncover new information and insights into
the research question (Saunders & Lewis, 2018). The study was led by an inductive

approach, in which the researcher employed research questions over hypotheses.

4.3 Purpose of Research Design

The researcher used an explorative research design to seek further understanding of the
topic and discover new information and insights that were ambiguous to the researcher
(Saunders & Lewis, 2018; McCracken, 1988). The explorative research design assisted
the researcher in developing a greater understanding of access to external finance and
SME growth in the formal sector of Gauteng. The explorative design allowed the
researcher to use semi- and unstructured interviews, which were inherently qualitative
and helped the researcher develop and acquire more detailed information on the topic
(Saunders & Lewis, 2018; McCracken, 1988). The researcher did not employ descriptive
or explanatory designs as they did not support the researcher’s objective, namely, to

produce an accurate relationship between the variables in the research question: What
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are the key barriers to accessing external finance for existing SMEs to grow in the formal
sector of Gauteng? (Saunders & Lewis, 2018; McCracken, 1988).

4.3.1 Philosophy

The research philosophy best suited for the research was interpretivism, given the
research question. Saunders and Lewis (2018) argue that interpretivism is best used if
the researcher wishes to understand and develop further knowledge of the current affairs
in the social environment through a qualitative method of information gathering. After the
data (information) had been collected through 12 interviews; thereafter, the researcher
interpreted the data to understand and provide further insights into the key barriers to

accessing external finance towards growing a business.

4.3.2 Selected Approach

Saunders and Lewis (2018) described the inductive approach as more suited to research
aiming to develop a deeper and further understanding of the observations and building
on a theory rather than uncovering a causal relationship between variables. Therefore,
the researchers decided on an inductive approach since they intended to develop further
understanding from the observations and interviews through a qualitative approach to
determine how access to external finance can influence the growth of SMEs, which can
drive financial inclusion. The researcher’s objective was to build on credit rationing theory
through insight and a deep understanding of the theory using a qualitative approach
(Saunders & Lewis, 2018).

4.3.3. Methodological Choice

The researcher’s methodological choice was the mono method because the research
was conducted using a single data collection technique, namely a qualitative approach
(Saunders & Lewis, 2018). The mono method constituted virtual (internet-based)
interviews using Zoom, not in-person interviews, as it was more convenient for the
interviewees. McCracken (1988) argued that the researcher must ensure the participant
is comfortable when being interviewed to ensure the participant provides responses to

gain good insights. The researcher conducted 12 interviews; the interview questions
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were guided by the literature in Chapter 2 to formulate a list of open-ended questions.
These interview questions were presented to and was given the approval by GIBS ethics

department before the researcher conducted the interviews.

4.3.4 Strategy

The researcher chose to use a narrative inquiry strategy as it suited the qualitative
approach of the research. According to Saunders & Lewis (2018), narrative inquiry is a
research strategy used with the qualitative approach when the purpose is gaining insight
into people’s personal experiences on specific topics and events by interviewing them.
Therefore, using narrative inquiry made sense in this research project as the researcher
wanted to understand and learn from the key barriers SME owners faced in accessing
external finance to grow or expand their businesses in the formal sector of Gauteng. In
addition to SME owners, the researcher also wanted to understand and learn from
independent financial experts in this area of research to add their knowledge and

experiences to this study.

4.3.5 Time Horizon

Considering the short time for conducting the research project (under six months), the
researcher decided on a cross-sectional study, which is suitable for conducting research
and collecting data over a short period and is generally a snapshot in time. Given the
timeline for completing this project, it made sense for the researcher to conduct a cross-

sectional study (Saunders & Lewis, 2018).

4.3.6 Population

Saunders & Lewis (2018) described a research population as a complete set of people,
employees, places or even organisations constituting a group (Saunders & Lewis, 2018).
The researcher identified a target population for this research project consisting of
experts in the field of study, i.e., independent financial experts on access, finance and
SME owners with experience in seeking external finance to grow their businesses. The
researcher also identified the sample, essentially a sub-group of the identified population

(Saunders & Lewis, 2018). The sample consisted of independent experts in this research
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area and SME owners who have tried to apply for external finance to grow their
businesses in the formal sector of Gauteng. This sample was limited only to existing and
established SMEs in the formal sector of Gauteng, not start-up SMEs or SMEs outside
the formal Gauteng sector. The sample was diverse, with SMEs from different industries
and at different stages of their businesses. However, this research did not include a
sample frame as the researcher did not know or was familiar with the entire population,

which is usually accepted in qualitative research approaches (Saunders & Lewis, 2018).

4.3.7 Unit of Analysis

The research aimed to explore the influence and challenges of access to external finance
on the growth of an existing and established SME. The unit of analysis included
independent financial experts in this area of research and owners of SMEs who had
accessed external finance to grow their businesses in the past. The researcher gained
valuable data and insights from their experiences to understand patterns of the
interrelationships between access to external finance and the growth of SMEs in line with
qualitative research (McCracken, 1988). Both the experts and owners of SMEs played a
significant role in understanding access to finance for existing and established SMEs for
expansion and growth. The dual approach of using financial experts and owners of SMEs

strengthened the validity of the study's findings (Saunders & Lewis, 2018).

4.3.8 Sampling method and size, including a description of how
to access the sample.

The research sample was based on its relevance to the topic and research question,
namely financial experts and educated SME owners who (at minimum) held a degree
and had experience in accessing external finance for business growth initiatives (sample
criteria). These participants were selected because of their invaluable insights from
personal experience. The researcher did not have access to the entire population and
used his judgement from referrals and the researcher's professional network, such as
LinkedIn and Corporate, to obtain a suitable sample based on the sample criteria to
provide insights into the research question (Saunders & Lewis, 2018). Furthermore, non-
probability sampling techniques support qualitative data collection with semi-structured
interviews, which aligned with the selected research methodology (Saunders & Lewis,

2018). The sample consisted of 12 interviews, which is considered a small sample, but
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due to the nature and time frame of the research project, the researcher used this sample
to conduct the data analysis. McCracken (1988) argued that fewer participants are
regarded as more suitable for qualitative research, especially with longer interviews. The
researcher leveraged their existing professional and social networks and referrals for

participants who met the research criteria.

Because the researcher applied personal judgement and snowballing to facilitate further
sampling, SMEs from different industries were not equally represented and participants
may have strong opinions on your study (Saunders & Lewis, 2018). The sampling was
quite diverse, with SMEs across different industries, genders, races, and qualifications
to ensure a great variation of insights gathered from the various experiences of SME
owners (Morse et al., 2002). In this study, the randomness and representativeness of the
sample were not the main focus. Instead, qualitative research prioritises relevance,
meaning the capacity of the interview participant to offer insights pertinent to this area of

research and topic is more important to the researcher (Horsburgh, 2003).

4.4 Measurement instrument

The researcher designed an interview guide and open-ended questionnaires to conduct
interviews with the selected participants in line with qualitative methodology (McCracken,
1988). Appendix 1 contains the interview guide used as a guiding tool to manage the
interview process. The interview questionnaire presented in Appendix 2 of this paper
were formulated and designed from the literature review in Chapter 2 and aligned with
the research questions in Chapter 3. The researcher provided the interview
questionnaires to the participants well before the interview to ensure they had sufficient
time to prepare in-depth answers, providing substantial insights on the topic. This
strategy aligned with the exploratory study. The questions were open-ended, information-
based, flexible, user-friendly, and very understandable, which enabled the interviewees
to answer the questions in their own words without any misinterpretation (McCracken,
1988). This process ensured the quality of the data collected during the interview process
were consistent with the findings from the literature review presented in Chapter 2
(McCracken, 1988). The researcher strove for openness and distance by not influencing
the participants’ responses to questions (McCracken, 1988). The participants confirmed
that they were SME owners with fewer than 250 employees, operating in the formal
sector of Gauteng, and who had previously applied for finance to grow their businesses.

The most appropriate measure supporting the qualitative approach was grouping the
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data gathered from the 12 interviews into classifications, themes or topics to identify
similarities across the data using a coding analysis (Saunders & Lewis, 2018;
McCracken, 1988). The outcome was based on testing the research questions rather
than measuring the data (Saunders & Lewis, 2018). The researcher also had the
opportunity to analyse the data further to discover new insights regarding the research

questions.

4.5 Data Gathering Process

The researcher gathered the data through semi-structured open-ended interviews
conducted via Zoom with participants in the sample selected through a qualitative
approach. All 12 interviews were recorded using Zoom, the recordings were stored with
permission from the respondents. This data-gathering method the researcher adopted
was the most suitable as it aligned with the selected qualitative approach (Saunders &
Lewis, 2018).

Saunders and Lewis (2018) identify semi-structured interviews as an effective method
for data collection, designed to uncover new insights and accurately describe observed
realities. This approach enables the researcher to navigate the discussion using an
interview guide while maintaining the flexibility to delve deeper into topics as needed,

which is particularly useful given the complexity of the research questions.

The researcher conducted twelve virtual interviews with SME owners and independent
financial experts in the industry on the research topic who had accessed external finance
for expansion in the past. Nine interviews were with SME owners, and three were
financial experts. All participants were asked the same questions; however, the questions
were slightly adjusted to reflect the SME owners' experiences and the financial experts'
knowledge of SMEs who had previously accessed external finance. The researcher
wanted to determine whether or not the experts were aligned and consistent with the
same key barriers that the SME owners faced for validation of data (Saunders & Lewis,
2018). The dialogue was based on the personal experiences, perceptions, and opinions

of the interviewed SME owners and financial experts.

The researcher first vetted all participants for the study and then formally contacted them
by phone, LinkedIn or email. Once the participants had agreed to participate verbally,
they received a formal email requesting an interview with them and a detailed

explanation on the purpose of the research (the research brief). If the preselected
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participant agreed to the interview, a suitable time and location for the interview were
arranged with the participants, followed by a formal meeting request via Zoom. These

interviews on average lasted approximately 30 minutes per interview.

At the beginning of the interview, the researcher provided an overview of the study and
again explained the research objectives. The researcher recognised the sensitive nature
of the study and assured the participants that their confidentiality of their identity would
be strictly upheld unless they chose to disclose their names and business names, which,

surprisingly, some did (without any pressure).

The researcher ensured that the questions were clear, simple and understandable;
however, with some unclear answers or responses, the researcher confirmed such
responses by confirming his understanding and playing the responses back to the

participants. This procedure ensured good, accurate data quality (Roulston, 2010).

The data collection stopped after the 12th interview because no new codes were
created from the sample during the 11th and 12th interviews, which conformed to the
existing themes. Data from the interviews should be collected until no new themes
arise (Fusch & Ness, 2015), indicating data saturation, meaning the researcher

would not obtain any more value any from further interviews.

4.5.1 Data Analysis Approach

The researcher applied a thematic approach to analysing the data after collection,
following qualitative research. Therefore, descriptive/inferential methods were not
applied or used, as the output data were transcribed into text format from audio and
video, which cannot be measured using statistical methods (Saunders & Lewis, 2018).
The researcher used Zoom to transcribe the interview recordings into a Word document
(Saunders & Lewis, 2018). The data (recording of interviews) were safely transferred to
the Zoom cloud platform, which was then transferred to a Google Drive for storage. This
process ensured that no data would be lost. The researcher provided participants with a
consent form, a briefing on the research and interview, and lastly, the questionnaire three

days before the interview to ensure enough time for the participants to read and sign.

The researcher used a thematic approach to analyse the data to form interesting themes
and patterns that emerged in line with the research questions and objective, from the
data collected through the interviews (Saunders & Lewis, 2018). The data were cleaned

and analysed as collected instead of all at once to determine when data saturation was

32|Page



reached (Saunders & Lewis, 2018). The researcher used a software tool, Atlas TI, to
assist with data analysis for coding, categorising, and formulating themes, with

assistance from the study’s supervisor.

4.6 Quality Controls

The researcher strove to apply an objective view of the data gathered from the interviews
to ensure quality assurance of the insights and patterns derived from the data analysis
and prevent researcher bias (Saunders & Lewis, 2018). However, because qualitative
research inherently involves the researcher in every phase of the process, the
researcher’s close involvement is a defining characteristic of the methodology,
consequently, researcher bias was anticipated (Golafshani, 2003; Roulston, 2010).
Therefore, the researcher’s supervisor acted as a soundboard for seeking guidance and
ensuring that the quality of data analysis was of the highest quality and was transferrable
without bias. Throughout the data collection and analysis phases, the researcher
engaged in frequent reflection to maintain awareness of researchers bias and its
potential impact on the research (Roulston, 2010; Saunders & Lewis, 2018). The
researcher worked closely with his supervisor to ensure the data were thematic, aligned
and related to the research objectives and questions of the research paper (Saunders &
Lewis, 2018). The researcher primarily used high-quality journal articles (three or four

stars) and validated them through the Journal Ranking portal (https://journalranking.org/)

to write the literature review. However, the researcher also used two-star articles (at

times) to support their argument.

The researcher implemented further quality controls to ensure the validity and
trustworthiness of the findings and used the interview guide and questionnaire to ensure
consistency and quality during all 12 interviews. The researcher sent a brief explaining
the nature of research, with a list of possible questions to all the participants to ensure
the participants had enough time to prepare for the interview and provide quality and
substantive responses. The interview recordings were transcribed using Zoom, which
ensured the transcripts’ authenticity. The researchers ensured the participants were
suitable for the research as the researcher confirmed the criteria before starting the
interview. Lastly, the researcher employed data triangulation to manage and reduce bias
and enhance the quality of the findings by verifying insights from various perspectives
(Golafshani, 2003; Roulston, 2010; Saunders & Lewis, 2018).
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4.7 Research Ethics

Before initiating the data collection process, the researcher was first granted ethical
clearance approval from the Ethics department of the Gordon Institute of Business
Science (GIBS) to conduct data collection. The participants were provided with a consent
form, which was read to them, emphasising that they have a right to withdraw from the
interview and study at any time and assuring them the confidentiality of their identity and
responses. All participants were required to sign the consent form to participate in the

interview and study.

4.8 Limitations

The sample size selected and utilised was limited to a small sample due to the research

period and because the researcher did not have access to the entire research population.

The sample was limited to the researcher's social and professional networks and

referrals to gather data.

The data gathered to undertake the analysis was subject to the sample size, which was

limited to the experience and opinions within the sample size (Saunders & Lewis, 2018).

A few important secondary data sources (journal articles) may not have been up to date

(the past five years), affecting the relevance of comparisons with current trends.

Personal biases and the subjective nature of the responses can affect the objectivity of
the results. The data were interpreted with some bias following the selected qualitative
approach and therefore findings may be subjective and influenced by the researcher's

interpretations.

The selected sample might have been biased towards or unrepresentative of the

research questions.

The researcher’s presence during the interviews could influence or affect the

interviewee's responses, which could affect the data.

Research did not conduct a pilot interview to test the questionnaire which was an

oversight by the researcher (Saunders & Lewis, 2018).

Access to external finance could have fluctuate based on economic cycles, policy

changes, and market conditions especially during times of the pandemic (Covid-19). A
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study conducted at a specific time might not accurately reflect conditions at another time,

thus limiting the longevity and relevance of the findings.

The study focused on a specific region of South Africa which was the formal sector
Gauteng, which might not reflect the same situation nationally or in other contexts of the

country.

The study only investigated SMEs in a specific area, which might have unique financial
ecosystems. This aspect could limit the generalisability of the findings to other regions

of the world with different economic conditions, cultural or regulatory environments.

SMEs' adoption of technology varies, so the study might not have fully captured the

experiences of SME owners with high technology interest and uptake.

The interview questionnaire was heavily weighted towards Research Question 1

because the question is the primary research question for the study.

Research Question 3 might have lacked valuable insights due to an oversight by the
researcher (interviewer) in not asking direct questions about the study, instead hoping

for participants to respond naturally to the study.

The researcher's lack of experience as an interviewer and researcher might have
affected the quality of the data collected (Roulston, 2010). Consequently, the

researcher’s inexperience might have limited the study’s potential.
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Chapter 5: Findings and Results

5.1 Introduction

This chapter of the study presents the key findings derived from the data collected from
the participants through the 12 interviews. The researcher begins this chapter by
describing the sample criteria, which align with and are suited to the research questions.
The researcher then performs qualitative analysis to identify the themes emerging from
the data gathering. The emerging themes aligned with and were related to the research

guestions presented in Chapter 3.

5.2 Sample Description

Table 1 presents the sample, which includes the 12 interviewees (participants). A unique
code was allocated to each interviewee to protect their identities. In this study, the
researcher commenced exploring the perspectives of SME owners and industry experts
to understand the research better and ensure the findings were accurate and trustworthy.
The researcher used their judgement to identify appropriate interview participants based
on the sample criteria in Chapter 4, i.e., SME owners who had attempted to access
external finance to grow their business in the formal sector of Gauteng and independent
financial experts in this research area. The entire sample comprised nine SME owners
and three independent financial experts. The research presents the first interview
participant with the richest insights into the research problem. This interviewee
(participant) had the most experience in accessing all types of external finance to start
and grow their SME, and through persistent attempts, gained much knowledge about the
problem under study. The Zoom platform was considered the most suitable for the
interviews; some interviewees were comfortable using the video function, although some

were not.

Due to the impact of the research topic and the self-selection of the sample might bring
strong feelings and opinions from participants, the researcher was attentive to the
interviewees’ responses and body language when the video function was on (Saunders
& Lewis, 2018). This enabled the researcher to obtain rich data by adjusting accordingly

to curate the interview process carefully.
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Table 1: Interviewees/Participants for Research Study

Role Participant Industry/Sector Race Gender
Code
SME Owner SMEO001 Rental Indian Male
SME Owner SMEO002 Distribution White Male
SME Owner SMEO003 Data/Tech White Male
SME Owner SMEOQ004 Telecoms Black Male
SME Owner SMEO005 Professional Black Male
Services
SME Owner SMEO006 Security White Male
SME Owner SMEO007 Distribution Indian Male
SME Owner SMEO008 Hospitality Indian Male
SME Owner SMEO009 Professional White Male
Services
Finance FEOO1 SMME Finance white Female
Expert
Finance FEOO2 SMME white Male
Expert Finance
Finance FEOO3 SMME Black Female
Expert Finance

The researcher set out to attain heterogeneity in the sample selected due to the diversity,
to achieve a variation of data for the study to uncover any particular patterns of interest

that will emerge to add value to the themes identified (Saunders & Lewis, 2018).
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5.3 Achieving Data Saturation

New Codes Created

'Data Saturation'
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Figure 1: Data Saturation — SMEs And Financial Experts

Fusch & Ness (2015) explained that data should be collected until no new themes
emerge, which indicates data saturation, meaning that any further data gathered offers
minimal value to the study. Figure 1 demonstrates the number of codes diminishing as
the researcher progresses with the interviews, with only two new codes created during
interviews nine and ten, which formed part of an existing theme. Figure 1 demonstrates
that no new codes were created during the last two interviews of the study. The
researcher only used the codes that were relevant to the study and research questions

which is presented as part of appendix 3. The full list of codes was submitted as part of

the raw data.
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5.4 Suitability of Sample for Study

5.4.1 Suitability of Interview Participants for the Study — Existing SMEs

require external finance for growth.

To ensure the interview participant met the sample criteria, the researcher asked the
interviewee to confirm if their business operated in the formal sector of Gauteng and had
a staff complement of fewer than 250 employees. As a prompt question to start the
interview, the researcher asked whether the participants had accessed any form of
external finance to grow their business in the past and how they would evaluate the
lenders in the market based on their experiences. The prompt questions expanded the
interview by allowing for exploring other potential questions and a better understanding
of the research question. The participants’ (SME owners) responses are presented

below:

5.4.1.1 SME Responses to Confirm Barriers to Accessing Finance

SMEOQO01: “The SME that I'm involved in has been in business for seven years.”

“‘And even today, seven years later, we still have those challenges, although the

obviously not at the same magnitude as they were in our early years.”

“So even now, even though our business has expanded tremendously over the past five

to six years. Even now it's not easy to raise capital.”

SMEQO01: “There are some government programmes available where you can access
funding to certain parastatals and state. But it's difficult to access it right? And only a
select few companies that will end up getting that funding... Number 2 would be

bureaucracy and definitely collateral.”

SMEO002: “Seventeen years ago, and the company made a profit from month one... In

the early days, it was extremely difficult and well, it's always been difficult.”

“Bureaucracy, and they take time. Good time. Paperwork. Wow! Goodness! You know,

when they they've got all my information.”
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“I'l send you a list of documents we require, crying out loud. You've had my balance

sheet and my financial statements for the last how many years?”

SMEO003: “The biggest challenge was finding an organisation that's strategically aligned
to our business. So somebody that understands technology understands data and

understands the market space and where you can get the biggest lift.”

“Through proper entities, you can access finance for as low as 10% Structures. If you go
via the FinTechs and stuff you mentioned, probably 35 to 45% so your cost of capital

significantly increases.”

SMEO003: “You need somebody that basically understands. It's not project revenue. This
is heavy, hardcore capex, often running into the millions to fund a product which is
probably not going to have a positive cash flow for three or four, five years, and then (sic)

lies the problem.”

‘So there’s a significant lack of engagement between funder and person requiring the

funding.”

SMEO004:

Interviewer: “Have you ever applied for external finance to expand or grow your

businesses?”
Participant: “Yes, we have applied, and we have failed quite a lot, you know.”
Interviewer: “How would you evaluate the current lending providers out there?”

Participant : “It's very uncomfortable. It's hostile. It really doesn't serve the needs of an
SME.”

“That somebody's going to give you funds based on the strength of your credit profile.”

SMEO005: “We have looked at financing options in the last five years. It, you know,
formally, and it's always been something quite strange; because you know banks look at

SMEs as individuals as opposed to businesses.”
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“Even though I've got assets in excess of the 100,000 rands and that's in the business's
name. Of course. You know, financials that show that the business on average makes
in excess of ten million rand a year and still won't get any credit or financing, so has

become particularly difficult.”

SMEOQO05: “I've found that you know, you don't want to necessarily get too involved with

government grants and funding because they’re hardly ever done properly.”

“l mean at no stage, even after you've applied once or twice at no stage to the look at
the health of your business and the total of the business, and say, Well. you now qualify
for x, y, z. Everything is a manual application, and you hardly ever get past an automated

response at a website.”

“l think even for someone financially literate; you know that applying for finance is

daunting because of the labour that is required. | mean that documentation is.”

SMEOQOQ6: “You've got to prove assets. You've got to show track records. So probably

from an admin and an application process. It's a bit of a tedious headache process.”

SMEOQOQ7: “So, let's put it and then the red tape around it is that as | mentioned with IDC

as well. It's difficult to get funding.”

“l would say, raising collateral is your biggest challenge. | mean, you have to put your

house on the line.”

‘I mean, you'd have to speak to many different people before you can actually
understand, whereas you could have had, like a simple website that said, Okay, talk to

us and we'll guide you directly as to how you can go about doing it.”

SMEQ08: “We've tried to minimise external financing, probably because it's quite

onerous to get, and they require a lot of paperwork and collateral.”

“When we looked at external financing, we looked at the banks because this was what

we predominantly knew, your banks. You go to your bank for financing.”

“But to get those grants and stuff, they make you jump through hurdles.”
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“The interest rates were phenomenally high. We tried not to use too much of financing.”

“What we've always managed to do is rather chat to our suppliers and get extended

credit terms.”

SMEOQQ09: This is something called soft commodity, finance, and it's something that | only
found out about very recently, it's very upsetting that | only found out about it now,

because it's a useful tool for my business.”
Interviewer: “If you were to rank the top three challenges, what would you say it is?”

Participant: “The most important one is awareness.”

5.4.1.1 Financial Experts Responses to Confirm Barriers to Accessing Finance

FEO001: “I had a viable business that was employing staff and doing work, but | couldn't

access expansion, finance.”

“So the challenges there then and now are exactly the same, which is why it's quite sad

that there's not a lot that's happened.”

“Providers and seekers of finance can't find each other. Small businesses don't know

who to apply to the lenders have a separate problem.”

“There's no business credit data in this country.”

FEOO1l: “But the average entrepreneur turning over formal business, turning over

between one and maybe 20 million, struggling to access, funding.”

“The problem is the way that the lender looks at the SMEs, because there's no credit
data.”

“The credit assess SMEs model that are used by the banks and the service providers
are not made for formal small businesses they made for established medium-sized

businesses.”

FEOO1: “They're making the interest rates so high because they can't see the risk is high

because they can't see into the SMEs.”
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“The other problem in South Africa, every other developing country has got government
provides a guaranteed scheme that if you've got an individual who doesn't have

collateral.”

"First of all, most business advisors that are helping to prepare those business plans and

those models have never run a business themselves.”

FEOO02: “l am very passionate about is small business (SME) in South Africa. | do think

that it is the trigger point for making sure that economic growth stimulates in this place.”
“They think that there is not enough supply of funding. But there is a significant supply.”

“Matching the SME’s needs to well realistic needs of what the funders are willing to invest

in.

FEOO02: “There is a component to having a look at the credibility of the organisation itself
in terms of their capital and the balance sheet, and what's made available, but also the

funding criteria.”

“The SME is spoiled for choice, but the problem is, how do you find out what their choices

are, what their specific needs are.”

FEOO3: “The thing with finance is that financiers obviously look for sustainable
businesses and businesses that are going to be continuing in the long run. If you are a
debt financier, you want a surety that the SMME is going to be able to pay back the

money consistently every month based on the contract.”
“I think the biggest thing is that SMMEs don't often have a guaranteed access to market.”

“The issue is not complexity. The issue is that there are too many SMEs looking for that

type of fund. This means the competition around those funds is massive.”

FEOO03: “The history of South Africa, a lot of people go for funding because they just don't

have the collateral to start and grow a business as they should.”

“So there is still a huge knowledge gap on the facilities that are available.”
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“Naturally, because you know, as an SMME, your credit history will be linked to the

directors.”

“How you've handled credit and how you've handled money in your personal life, and all

of that which does become a disadvantage for SMEs.”

The researcher exercised caution when presenting the data because some participants
mentioned accessing finance to start their businesses and then moving on to accessing
finance to grow their businesses. The researcher did not show any data on
entrepreneurs' experiences accessing start-up finance, which was unsuitable for the
research question. Some of the participants’ responses were outside the research
guestion and topics and thus were excluded from the study and data presentation. FEO01
spoke on behalf of their experience of accessing external finance to grow and their

knowledge of enabling access to finance for SMEs.

5.5 Presentation of Results

Access to finance to grow an SME was considered difficult; however, in practice, this
was observably not always the case. Some participants found it easier to access finance
as the SME grew, but some participants still experienced difficulties years into their
journey as entrepreneurs. The researcher sought to understand the key barriers
hindering access to external finance to grow or expand an SME in the formal sector. The
key barriers identified were collateral, financial literacy, creditworthiness, bureaucracy,
administrative processes, cost of borrowing, government policies, lack of awareness of
all the available financing options and SMEs seeking the right lenders, as explained in
Chapter 2. Hence, existing SME owners based in the formal sector of Gauteng were the
target of this study to explore and understand the phenomenon. The results of the
interview data were categorised around each question and, after that, carefully analysed

for emerging themes.
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5.5.1 Triangulation of Data for Themes

The researchers explored the perspectives of SME owners and financial experts in the
industry to acquire comprehensive insights into the research problem and ensure the
validity of the findings. The themes that emerged from the insights and interesting
patterns were verified by both the SME owner, financial expert and supervisor to ensure
the credibility of the research findings. Table 2 below presents the frequency of the
respondents (participants) in regard to the emerging themes from the research questions
presented in Chapter 3. A table that presents the themes, categories and codes are

presented in Appendix 3.

Table 2: Data Triangulation of Respondents

SME Participants Themes Financial Expert | Total number
(out of a total of nine) Participants (out Participants
of a total of three) | (out of a total of
12)
Research Question 1
9 Collateral 3 12
Requirements
9 Cost of Finance 3 12
9 Creditworthiness 3 12
9 Administrative 3 12
Complexities
9 Financial Literacy 3 12
7 Government 3 10
2 Lack of Awareness 3 5
0 Matching 3 3
Research Question 2
7 Comfort with 3 10
Traditional Lenders
Research Question 3
1 SME Impact to 1 2
Economy
Research Question 4
8 | Alternative Finance | 0 8
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5.5.2 Summary of Results for Research Question 1

Research question 1: What are the key barriers hindering access to external finance

for the growth of SMEs in the formal sector of Gauteng?

Research Question 1 aimed to identify the key barriers obstructing existing SMEs from
accessing external finance to grow their businesses in the formal sector of Gauteng. The
interview questions were designed to prompt participants to provide valuable insights
into their experiences with accessing external finances with potential lenders in the
market. The interviewer asked the participants to provide open and honest responses
based on their personal experiences and assured them there was no right or wrong
response. However, some participants also responded from other people’s experiences

with difficulties accessing finance to grow their businesses.

Table 3: Summary of Results for Research Question 1

Theme | Category

Key Barriers to Accessing External Finance

Cost of Finance

High interest rates
Fair interest rates

Stringent SME
Creditworthiness

Financial track records
Credit data on SME
Personal credit data

Administrative Application
Complexities

Financial requirements
Complicated application process
Time Consuming

Collateral Requirements

Personal assets considered
Inadequate collateral
No collateral

Financial Literacy

No financial understanding
Educated SME owners
Hired Financial Skills

Role of Government

Difficult to access government funding
Policies do not support SMEs

Lack of Awareness

Not aware of all financial products and lenders
available in the market on both private and public
sector

SMEs not Seeking Suitable
Lender (Matching)

SMEs cannot find lenders
Mismatch between SMEs and lenders
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Several findings emerged regarding Research Question 1; however, the key finding from
the perspective of the SMEs was the stringent financial requirements from traditional
lenders such as banks, which led to many time-consuming administrative application
complexities which frustrated SME owners and made access to external difficult.
Consequently, some SME owners have no choice but to turn to alternative financing
channels such as equity funding or even loan sharks. However, one SME owner believed
the financial requirements were reasonable. In addition, the financial experts believed
that the funders had to have stringent finance requirements to manage their risk and

ensure their funds were repaid profitably.

5.5.2.1 Key Barriers to Accessing External Finance

Research Question 1 sought to identify the key barriers hindering existing SMEs from
accessing external finance to grow their businesses in the formal sector of Gauteng. The
key barriers identified from the data were collateral requirements, the cost of finance,
stringent SME creditworthiness, administrative application complexities, financial
literacy, the role of government, lack of awareness by SMEs, and SMEs seeking suitable

lenders (matching).

5.5.2.1.1 Collateral Requirements

Eight of nine SME owners have experienced collateral as a factor hindering their access
to finance to grow their business to the extent they would have preferred. Although some
participants indicated that collateral was part of the application process, and even though
they had collateral, they were still rejected by many traditional lenders, such as banks in
the market. Some participants believed traditional lenders required too much collateral,
whereas other lenders were unwilling to regard their collateral as security. Lack of
adequate and suitable collateral can be seen as a key barrier to accessing external
finance to the extent that SME owners minimise the need for external finance, which can
hinder SME growth opportunities as entrepreneurs become conservative. All three
financial experts agreed that collateral was a key barrier to SMEs accessing external

finance.
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SMEOQO01: “We buy assets like cell phones, laptops, tablets, household appliances, baby
goods, fitness, equipment. Those are the assets that we invest in from the money that
we raise from debt and equity investors, right? And our model is a subscription model so
a customer pays a monthly fee to access the product. They don't want it anymore. They
return it to us. We recirculate to another customer. Right? We don't have your typical
type of collateral that your banks and other types of debt funders want...Number 2 would

be bureaucracy and definitely collateral.”

SMEOQ002: “Guarantee that the collateral is a big thing, because gone are the days that a

bank will finance you on an idea ...so collateral is a difficult one.”

SMEOQO03: “The collateral that you would need is disproportionate to the amount of a loan
for the simple risk Delta, and the time and effort Delta that it takes to kind of, you know,

release.”

SMEOQ04: “Even if you do have collateral, you still have to have strong financials.”

SMEOQO05: “If you have a bonded house. So if you've got assets to the value of X, you
know they won't take a lean over those properties...but they won't take security on your
property... Even though I've got assets in excess of the 100,000 rands, I've got, and
that's in the business's name. Of course. You know, financials that show that the
business on average makes in excess of ten million rand a year and still won't get any

credit or financing, so has become particularly difficult.”

SMEOQO06: “Probably collateral is probably number one.”

SMEOQQ7: “One of the requirements is that you have to have some sort of surety
(collateral), and then to raise surety, | mean, you have to put your house on the line.
You'd have to put stuff that's paid for on the line... | would say, raising collateral is your

biggest challenge.”

SMEOQ08: “I've tried to minimise external financing, probably because it's quite onerous
to get, and they require a lot of paperwork and collateral... If you're financing that we
need collateral. That’s double the value of the loan. So there's no point in you. Taking

the loan from them. You could have just purchased it yourself.”
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SMEOQO08: “I tried the same thing 15 years later. And | had collateral. | have the ability to
pay the bills. | could have bought the property without having taken the loan from the

bank, and they rejected me.”

FEOQO02: “There is a significant amount of organisations applying for funding that do not
have any form of collateral, and whatsoever they have no assets that they can secure...
You know the national credit regulation looks that. So while you're applying for your
business loan, you actually are applying in your personal capacity, and people don't
realise that. And inevitably shame these spaces, these poor business owners have

leveraged their own personal asset base to grow the business to a point.”

5.5.2.1.2 Cost of Finance

Three of the nine SME owners believed the interest rates attached to the cost of
borrowing were significantly high and could be a discouraging factor when accessing
external finance. However, the other six SME owners believed that the interest rates
charged by lending institutions were fair, although they were sometimes willing to pay a
premium (higher rates) to access financing to grow their businesses. All three financial
experts believed interest rates depended on the risk and amount of security (collateral)
attached to the finance application. The higher the perceived risk and the lower the
security, which triggers much higher interest rates charged by lending institutions,

and vice versa.

SMEOQO01: “But it was very expensive funding. Right? Sometimes you pay that lender
35% interest rate a year... Obviously, we negotiated where we could. but ultimately we

did end up paying high rates of interest on certain facilities.”

SMEOQ002: “l ended up going to a loan shop financed... and | paid a fortune in

interest...Our current bankers give me a fair rate.”

SMEOQO08: “The interest rates were phenomenally high.”
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SMEOQO05: “l think the interest was fair.”

SMEOQOQ6: “The interest rates were quite low.”

SMEO003: “Through proper entities, you can access finance for as low as 10% structures.
If you go via the FinTechs and stuff you mentioned, probably 35 to 45% so your cost of
capital significantly increases... So a lender would rather earn the side of caution (sic) if
he doesn't understand it by almost over insuring his own interest at your expense, in
order to finance the transaction in the event of simply because they don't know your

business and your industry well enough.”

SMEOQ04: “But because you're going to individuals that are privately funding you. You
are open to any kind of interest you can. They can go as high as 20%, maybe 30%, for
that matter. And I've heard of instances where people get loaned funds, and they get to
pay 40%. So it's not good for the business, because then your entire margins are

eroded.”

FEOO1: “They're making the interest rates so high because they can't see the risk is high

because they can't see into the SMEs...I think our cost borrowing is fair.”

FEO0O03: “l think, reasonable interest rates...If you do go for commercial funding channels,
and particularly where there is no security backing the funding so which means the
funding is identified as a high risk funding the interest rate can be a bit high and that is
charged to that SMME, which obviously then becomes a little bit of a disadvantage;

because it eats into SMME's cash flow.”
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5.5.2.1.3 Stringent SME Creditworthiness

All nine SME owners strongly agreed that SME creditworthiness was a key barrier to
accessing external finance. This barrier is related to the financial and business
information required by lenders, which SME owners found difficult to obtain and provide
to lenders. All three financial experts agreed with the SME owners. However, the
participating financial experts blamed the government for not having a central data body
to collect this data on behalf of SMEs and providing it to lenders to utilise during finance
applications. Furthermore, two SMEs and three financial expert participants agreed that
outdated credit assessments, scoring models and policies do not separate an individual
and an SME; they are treated as one entity. The financial experts also believed SMEs
did not have their documentation and financials in order and thus were unprepared for
obtaining finance. Two SME patrticipants believed there was a lack of engagement and
relationship-building by the lender.

SMEO002: “There’s no manager that can sit on the phone and say, | know you, | know

you have never defaulted once.”

SMEOQ03: “For your typical SME, who needs the finance. | think it would be quite
restrictive in terms of the ability to get all the information together from your actual
financials to your business plans, management structures, organisational structures, you
know, true, deep understanding of markets... So there’s a significant lack of engagement

between funder and the person requesting the funding.”

SMEOQ04: “That somebody's going to give you funds based on the strength of your credit
profile... Even if you do have collateral, you still have to have strong financials... So if

you don't have strong financials, your collateral means nothing.”

SMEOQO05: “You know, financials that show that the business on average makes in excess
of ten million rand a year and still won't get any credit or financing, so has become

particularly difficult.”
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SMEQO06: “Consistency and track record on your balance sheet rather than your bank
stack... And yeah, | mean, | think | think when we have not been successful, It has been

a track record in the business.”

SMEOQO07: “They require some figures they need. You need to show profitability. You need
to show a lot of good things to them for you to actually get the funding, whereas they

must the bigger picture. As to seeing what potential the company.”

FEOO1: “There's no business credit data in this country... The lender will go to the credit
bureau and check if you've got. Have you borrowed money before. Are you a good re
payer? But there's no business credit data in this country. So if you go and borrow money
as a small business, the lender can't go and find out who you've borrowed money from
before... There's no way that, let's say, Absa Bank. You want to borrow 300,000 working
capital or expansion finance. They can't go and find out. Have you borrowed money from
the other banks? Are you a good repayer? They can find out for the owner, because on
individuals... So the way that they actually score business is not to look at the business,
but they look at the owner of the business. So one of the big problems is that the way
the credit provider looks at the SMEs is looking at the owner of the SMEs as if he's a
proxy for the business ...entrepreneurs are not— do not have their ducks in a row in terms
of their finances and the records that the lender needs... they are not finance-readiness
(sic), they don't have their financial record keeping in place to be able to access the

funding... They're using outdated credit scoring models.”

FEOO1: “Funder or the lender is working to a scorecard system. It's a tick and cross. Do
you have this? Yes, do you have this? No, there's no, they don't provide. It's not like the
old days when you sat with your bank manager and convinced them this is what |

explained to them.”

FEO0O03: “Because naturally, because you know, as an SMME, your credit history will be
linked to the directors... how you've handled credit and how you've handled money in

your personal life, and all of that which does become a disadvantage for SMEs.”
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5.5.2.1.4 Administrative Application Complexities

Administrative complexities were one of the key barriers SME owners and financial
experts emphasised. All nine SMEs believed that the bureaucracy and complicated
application processes implemented by lenders to access external finance in the market
were key barriers to accessing external finance. SME participants are frustrated with the
amount of documentation and financials the lenders require, especially in some
instances where the lender already has their information. The participants agreed that
accessing finance was time-consuming, and two SME participants mentioned that SMEs
sometimes miss an investment opportunity. SME participants agreed that they
experienced this with both public and private lending. The financial experts strongly
agreed with this; however, they understand the reasons why lenders have such
administrative complexities in granting SMEs finance. Still, the financial experts believe
lenders should be transparent and consistent with their requirements, and SMEs need

to become more finance-ready when seeking finance.

SMEQO01: “They are long discussions, difficult discussions, lots of information. They
require. Lots of due diligence takes time. It takes six to 12 months to raise money, you
know... Given the stringent requirements that these funders have. They don't make your
life— They make your life very difficult to raise, to raise funding from them... it's very
difficult, because of the criteria, to even access what little is available.... bureaucracy
with institutions, public and private sector definitely exists and takes forever to raise the

money.”

SMEO002: “The bureaucracy and the paperwork, and I'm going... | have a week left... I'l
send you a list of documents we require, crying out loud. You've had my balance sheet
and my financial statements for the last how many years you've seen it! You can see the
movement on my accounts now they still want my surety, my personal balance...
bureaucracy, and they take time, Good time... You know, when they they've got all my

information.”

SMEOQO03: “Because the administrative burden— the red tape on the other side.”
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SMEO005: “I think even for someone financially literate; you know that applying for finance
is daunting because of the labour that is required. | mean that that documentation is. It's
strange to put it all together and combine it, and then have to do it again for the next

institution... | mean the unnecessary red tape...standardised credit application.”

SMEOQOQ6: “It was quite a process, | mean, | think the banks should have probably most
of what you do on a system, | suppose. But you've kind of got to start that process again
every time. So you've got to go through that paperwork process. You've got to show what
you've got. You've got to prove assets. You've got to show track records. So, probably
from an admin and an application process. It's a bit of a tedious headache process, but

| think once it's approved. It kind of comes through quite quickly.”

SMEOQO07: “So, let's put it and then the red tape around it is that as | mentioned with IDC

as well. It's difficult to get funding.”

SMEOQO08: “I've tried to minimise external financing, probably because it's quite onerous
to get, and they require a lot of paperwork... But to get those grants and stuff, they make
you jump through hurdles... So | think that's the most onerous on any SME trying to get
financing, because the amount of paperwork that you need to do, the amount of

documents you need to get for them.”

FEOQO1: “The other problem, of course, is you go and ask a small business. Give me your
management accounts. Give me your last, your latest financial statements. Have you
done a forecast? They don't have their financial documentation ready... Entrepreneurs
are not— do not have their ducks in a row in terms of their finances and the records that
the lender needs, and they think if they could get in front of the lender. They can sell their
story, but what they don't understand is that will never happen...they are not finance-
readiness (sic), they don't have their financial record keeping in place to be able to
access the funding... So, it's a problem both sides. The lender can't make a decision
without financial statements, and the small business is struggling to produce financial

statements because he can't afford a bookkeeper and all of those things.”
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FEO002: “What are banks actually looking for? So they say, we have a certain lending
requirements, We need certain data, We need certain access to information, But if you
go into a bank's website. They don't stipulate that they don't, So there's this lack of
transparency that that does exist. So it's very difficult for a person who's an urgent need
to get access to funding, to get to get access to get into that sort of space... When you
go to the business banking side of it, the skill set is lower, the numbers of people is lower.
And then, because of the nature and the complexity of data collections, the systems
aren't as advanced and as automated as they could be. So you're sitting with an
operational challenge as well. Not just an appetite perspective. So you can handle a
million applications from consumers. But you can't handle 2,000 applications from SMEs.

So there's a gap... The applications are too complex.”

5.5.2.1.5 Financial Literacy

Financial literacy was another key barrier all participants strongly indicated as a
hindrance for SMEs to access external finance. Although seven of the nine participants
were financially literate, having obtained a financial degree, it was still identified as a key
barrier to accessing external finance. Two SME participants with limited financial literacy
sought assistance from accountants or financial experts to overcome this challenge.
However, one of the financial expert participants mentioned that these accountants did
not have business experience but still offered advice or assistance, which disadvantages
the SME owner from the start of the application process. In addition, SMEs have to

compile financials over a period, which can complicate the application process.

SMEOQO01: “Yeah, we're lucky. So we've got we've got the financial skills in the business
to help us raise the money... | can imagine other companies where you've got founders
that are engineers or doctors, or whatever it might be, that don't have the same financial
background as us. It can become very difficult. You have to bring on board financial
experts. You have to work with companies that are financial experts to help you...You
have to bring on board financial experts. You have to work with companies that are

financial experts to help you.”

SMEOQ003: “It depends on your level of literacy and your actual understanding of what it

entails. For your typical SMEs that needs the finance. | think it would be, you know, quite
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restrictive in terms of the ability to get all the information together from your actual
financials to your business plans, management structures, organisational structures, you

know, true, deep understanding of markets.”

SMEOQ004: “| think over the years one has built that level of financial literacy through trial
and error, you know. Although the damage is already done somehow. But you start
realising where the mistakes have been, and you start learning to say, Look, | wish | had
this kind of education instead of me having to go through it myself, and experience the
hardships for me to use so much before | can start unknowing how to manage things,

you know.”

SMEOQO05: “I think even for someone financially literate. You know that applying for finance

is daunting because of the labour that is required. | mean that that documentation is.”

SMEOQO06: “So we've got an accountant. We've had an accountant since the beginning,

but | think we just did it ourselves.”

SMEOQO07: “I had an accountant that that was going to help me with it. So my personal

literacy wasn't too great.”

SMEOQO08: “In the sense that | am financially literate, and | understand all the so that hasn't

been a hindrance for me personally.”

FEOO1: “So | wasn't actually highly educated. But | had worked in the bank, and I'd grown
myself. | was an executive in my thirties, working so, but the difficulty was for me when |
started my own business. | didn't understand. Although | manage big budgets for banks
| didn't under when someone said to me. Do you have any debtors? | didn't know if the
debtor owed me, or | owed the debtor. | didn't know what a loan account was. I'd never
run a business... the first problem you ask about finance literacy is that we assume that
entrepreneurs understand double entry accounting and money movement they can. You

think they can read management account? They know what an income statement is, a
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balance sheet. They have no idea... most business advisors that are helping to prepare

those business plans and those models have never run a business themselves.”

FEOO1: “So, it's a problem both sides. The lender can't make a decision without financial
statements, and the small business is struggling to produce financial statements because

he can't afford a bookkeeper and all of those things.”

FEOQO02: “I think | think number one is there's also a lack of financial understanding, you
know, so financial inclusion, financial literacy, financial education is talked about a lot at
a consumer level, but is not talked a lot at as well from a from a business perspective...
People who are running their businesses are normally their expertise as well are going
to manufacture this pain, you know, and that's where the expertise lies. They do not have
necessarily the skills or the understanding of how to be financially gifted how to run a

business.”

FEOO03: “When you go to an accountant to help you with these with your documents. you
know you're not just paying for documents of that time you are paying for the three years

that you've missed.”

5.5.2.1.6 Role of Government

Seven of the nine SME participants believed that the government could do more to assist
SMEs in accessing external finance to grow their businesses. All the financial expert
participants agreed. However, the other two SME participants did not believe the
government could do more. The participants believed that the government should fill the
financial gap for SMEs. One SME and financial expert mentioned that the government
could do more by acting as a guarantor or matching funding by the private sector for
SMEs who did not have collateral. The participants also mentioned that the government
must make it easier for them to access public financing from administrative complexity,
and policy perspectives. One SME patrticipant mentioned that public financing was never
done correctly, and you had to know someone to complete the application process
efficiently. However, one financial expert mentioned that policies were in place to assist

SMEs with financing but needed to be executed more effectively. The role of government
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from a financing, policy, and support perspective is a key barrier to SMESs' access to

external financing.

SMEOQO01: “So that's something government has to look at in terms of how can they
actively support the SME sector properly... If you look at, for example, the SME Fund,
which is set up by private companies in South Africa that said, we're going to put money
into this fund, Government must match what we put in, and then we'll invest in SMEs...
| don't think that enough capital is being earmarked for SMEs, and the right vehicles and

sort of platforms are available for businesses to access that money.”

SMEOQO1: “There are some government programs available where you can access
funding to certain parastatals and state. But it's difficult to access it right? And only a

select few companies that will end up getting that funding.”

SMEOQ003: “Governments sitting on pots of money they can't give away, because the
ownership and the bureaucracy, and what their money's been dedicated for, excludes

the people who need it.”

SMEOQ004: “I think government can only do so much. | think there's not much else that
They can do better, Say it does. you know throw the money... I'm just saying that the
appetite from government might be there to assist. But the issue is that it needs a private

sector participation for it to really become successful.”

SMEOQ0O05: “You don't want to necessarily get too involved with government grants and
funding because they’re hardly ever done properly. So you need to know someone or be

someone.”

SMEO0O07: “Government policies are strict in the sense that they want to fund level one
BBEEE companies and we obviously are Indians, and we come from a sort of
disadvantaged background where we part of, let's say part of a struggle and | mean,
we've experienced the BBEEE issues before. So, that was one of the issues that you

needed to be a BBEEE level one certified company.”
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SMEOQ08: “Very onerous, and a little bit of a bother to get it is your government financing.
So you've got a lot of these government parastatals like your IDC...But to get those
grants and stuff, they make you jump through hurdles...It's the lackadaisical attitude of

the staff in government.”

FEOO1: “The other problem in South Africa every other developing country has got
government provides a guaranteed scheme that if you've got an individual who doesn't
have collateral, the bank can go to government and say, will you provide a credit

guarantee or a first loss against us because we want to try and bolster lending.”

FEOO03: “I mean from a governing from the policies are there, and they're in place, the

thing is execution is the problem.”

5.5.2.1.7 Lack of Awareness

All three financial experts confirmed that SME owners did not know about all available
financial options. Three SME patrticipants confirmed this, as one participant only found
out about a financial facility that suited his needs much later in his journey as an
entrepreneur and wished he had known about this much earlier. Lack of awareness
refers to SME owners not knowing about all existing financing instruments and products
in the market; they only know about the few well-known financing products FinTech and
traditional lenders offer. Hence, a lack of awareness can be considered a prime obstacle
or key barrier to SMEs' access to external finance. Providers of financial lending
instruments need to play a bigger role in engaging SMEs to educate and make them

aware of the many financing options available in the market.

SMEO002: “My knowledge of other sources, apart from your sort of commercial banks is

limited.”
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SMEOQO03: “It's a lack of proper engagement from industry. It's just a whole lack of you
know, a whole series of failures to kind of force these guys into going to, you know,
alternative routes...So there’s a significant lack of engagement between funder and
person requiring the funding... | think there's a significant gap creates a platform or
engagements that cuts cross industry and organisation to connect people requiring

funding with funders in a much more efficient manner.”

SMEOQ09: “This is something called soft commodity, finance. And it's something that |
only found out about very recently. And it's very upsetting that | only found out about it

now, because useful tool for my business... The most important one is awareness.”

FEOO1: “How many finance products do they offer between debt, equity, and grant
funding 660... Providers and seekers of finance can't find each other... Small businesses
don't know who to apply to the lenders have a separate problem... SMEs don't know
who the funders are and what products exist, Or what the lender needs from them to

qualify.”

FEOQO02: “There's other instruments, there's equity opportunities, there's grants, there's
debt instruments, etc... The SME is spoiled for choice, but the problem is, how do you
find out what their choices are, what their specific needs are... They've also got
opportunities for programs to participate and funding to get access to as well. So,
depending on your industry, your needs, your be status, your ownership scenarios.
There's lots of stuff into that... Private sector and government, and then sort of the
developmental institutions like the IDC. World Bank, etc. As well as Mastercard

Foundation but and these are the things that people don't know.”

FEOO03: “So there is still a huge knowledge gap on the facilities that are available.”

60|Page



5.4.2.1.8 SME Seeking Suitable Lender (Matching)

All three financial experts mentioned that SMEs needed help finding the right lender to
finance them; one SME participant agreed with this. Matching refers to the SME seeking
finance from a lender aligned with the SME's industry or stage of finance. SMEs are
spoilt for choice but fail to seek a lender more strategically aligned with their financing

needs, hence failing to access finance to grow their businesses.

SMEOQ003: “Look at organisations like CBC bank where they've now gone and they've
started the agricultural finance assistance program for the small scale farmers. Those
guys took time and effort and understand the supply chain and actually help all those
farmers. They've gone into partnerships with some of the big biotech companies to help
them with tools and technologies. And that is what true partnership means. And | think
we're very, very far removed even from government funding initiatives versus what the

market really needs in order to bridge that gap.”

SMEOQO03: “The biggest challenge was finding an organisation that's strategically aligned

to our business.”

FEOO01: “Providers and seekers of finance can't find each other... Small businesses don't
know who to apply to the lenders have a separate problem... SMEs don't know who the

funders are and what products exist or what the lender needs from them to qualify.”

FEO002: “It's just a question of matching the SME needs to well realistic needs...The SME
is spoiled for choice, but the problem is, how do you find out what their choices are, what

their specific needs are.”
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5.5.3 Summary of Results for Research Question 2

Research Question 2: How has the introduction of new technologies improved access

to external finance to grow SMEs?

This research question seeks to understand and explore whether the new potential
solutions (alternative financing) that have entered the market have eased these barriers
for SME owners, the government, and financial institutions. It also underscores the
potential impact of technology in improving access to external finance for existing SMEs.
The question provides deeper insights into the financial institutions and FinTechs that
have adopted the role of technology in their businesses to make finance more accessible
for SMEs, but only from the SME's perspective.

Table 4: Summary of Results for Research Question 2

Theme Category

Comfort with traditional lenders (banks) Alternative lending solution
FinTechs

Traditional lenders

5.5.3.1 Comfort with Traditional Financial Institutions

Seven of the nine SME patrticipants knew of FinTechs in the market. However, only two
SME participants explored the option of using FinTechs. The others did not feel
comfortable using them and stuck to the traditional lenders in the market, such as banks.
Two of the nine SME participants were unaware of FinTechs in the market. All financial
expert participants were aware of FinTechs in the market but believed they did not solve
the challenge of access to finance for SMEs simply because of the lack of information
about SMEs. The participants agreed that the introduction of new technologies had not
improved access to finance for SMEs due to the underlying lack of information on SMEs

and credibility of FinTech compared to traditional lenders such as banks.
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SMEOQ02: “I've haven't gone down that road. We're dealing with traditional banks and
traditional financing, and the reason for that is that, again, it comes back to my
conservative nature. | don't want to over gear the business | deliberately want to. You

know, just playing it safe.”

SMEOQ0OQ07: “I'm not truly aware of it.”

SMEOQ04: “Yes, | am quite aware of them and in fact, as I've indicated, | think there's also
a challenge because you have to pick up that you have to find credible institutions that

can do such things with you.”

FEOO01: “Some of them have gone digital and some of them are manual. But the problem

is the way that the lender looks at the SMEs because there's no credit data.”

FEOO02: “The FinTechs that are coming out there as well, like the Lulas and the Retail

capital, etc. They are also on the lending space.”

5.5.4 Summary of Results for Research Question 3

Research question 3: How does access to external finance for SME growth stimulate

economic growth?

This research question seeks to understand and explore whether SME owners
understand the importance of SMEs in the country's broader strategic objective of
economic growth and prosperity. The question helps in better understanding the role of
SMEs in the economy and whether SME owners solely focus on accessing external

finance for personal gain or also for the betterment of the country and economy.

Interview Question 7 was designed to lead participants to provide valuable insights into
how SMEs play a role in the economy for the study. Participants were asked to provide
open and honest responses based on their personal knowledge and were assured by

the interviewer that there was no right or wrong response.
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Table 5: Summary of Results for Research Question 3

Theme Category

SMEs impact on the economy Improve economy
Job creation

5.5.4 Economy

One of the nine SME owners and three financial experts mentioned the broader impact
of SMEs on economic development and job creation in the country. The rest of the
participants did not mention or add to how accessing external could ultimately enhance
economic development and job creation. Minimal insights were gained regarding how

access to external finance for SME growth stimulates economic growth.

SMEOQO1: “It is improving, but it's nowhere near where it needs to be If you want the
economy to change... It should be easier for you, right? Because you want to stimulate
SMEs in the country. You want them to grow. You want to create jobs. | mean, we've
created 200 jobs at Gauteng.”

FEOO02: “I do think that it is the trigger point for making sure that economic growth

stimulates in this place professionally.”

5.5.5 Summary of Results for Research Question 4

Research Question 4: How do SMEs fund growth in the formal sector of Gauteng?

Research Question 4 provided unexpected additional insights into understanding and
identifying how SMEs fund growth in the formal sector of Gauteng. Although Research
Question 4 was not incorporated into the interview questionnaire, the participants freely
shared how they eventually accessed finance to grow their businesses. The participants

felt such information provided valuable insight into the current research.
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Table 6: Summary of Results for Research Question 4

Theme Category

Alternative finance Bootstrap finance
Self-funded
Venture capitalist
Trade credit

Eight of the nine SMEs financed growth through equity finance rather than debt to grow
their businesses. These sources of equity finance ranged from bootstrapping to self-
funding, equity partners, creditors, and venture capitalists. SMEs found it easier to
finance equity finance than debt finance; however, they opted for debt finance first before

resorting to equity finance.

SMEOQO01: “So in all the years we had to obviously bootstrap the business a lot. So the
founders of the business to put money into it to grow it... We did raise money from

offshore investors as well.”

SMEOQ002: “I had enough to buy another container, and I'd buy, and then, you know, that

would finance. | ended up going to a loan shop financed.”

SMEOQ03: “We were self-funded by the shareholders...When we started looking at

scaling the enterprise, we started scoping up Venture Capitalist.”

SMEO007: “We'll try and grow this naturally... one day if we have enough money, then

we'll expand further. If we are to seek any funding, it would be from probably partners.”

SMEO008: “So | used to access my bond mostly for financing, because it was the lowest

interest cost... What we've always managed to do is rather chat to our suppliers and get
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extended credit terms...my financing has always mostly been creditor financing, and

that's more the relationship.”

SMEOQQ9: “So all the funding that | have applied for and received is all through businesses

of family and friends...So I've never gone through a bank for financing.”

5.6 Summary of Results for all Research Questions

The study's results indicate that the key barriers hindering access to external finance for
SMEs in the formal section areas are collateral requirements, the cost of finance,
stringent creditworthiness criteria, administrative complexities, financial literacy, and the
role of government, which align with the research aim and objective. In addition to the
key barriers to accessing external finance, the study provides insights into the
introduction of technology into accessing external finance, the role of SMEs in economic
growth, and lastly, how SMEs actually fund growth.

The findings demonstrate that the key barriers to accessing finance for SMEs are
interlinked. These key barriers are ultimately influenced by lenders being risk-averse in
granting SMEs access to finance for growth. The cost of finance, stringent
creditworthiness criteria, high valued collateral, administrative application complexities,
high level of financial literacy to understand the requirements, and the role of government
from a policy and assistance perspective all play a vital role in the lender's risk
assessment, ultimately impacting the decision to grant finance to the SME. This implies
that for SMEs to access finance for growth, they would need to address all the key
barriers since these obstacles are not isolated. Another key finding is that lenders do not
have a full view of an SME due to a lack of information available from a central body,
which triggers a stringent and complicated application process for the SME owner. The
introduction of technologies did not seem to assist SMEs in accessing external finance.
Instead, it just became another option, but due to trust and credibility issues, SMEs did
not consider using them. SMEs and financial experts contributed minimally to the role of
SMEs in economic growth; however, the participants confirmed that SMEs played a vital
role in economic growth and development. Lastly, SMEs fund growth through equity
finance, such as private savings, equity partners, venture capitalists, and informal

finance such as family and friends.
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The study contributes by confirming the literature findings on the research phenomenon
of key barriers preventing SMEs from accessing external finance: SMEs are not finance-
ready when seeking finance and financial literacy, along with other identified barriers,
which only increase the probability of accessing external finance but do not guarantee
access to external finance. Each barrier is a component of successfully accessing
external finance and cannot be solved by addressing only one component. SMEs must

address all key barriers to ensure they succeed in accessing external finance.
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Chapter 6: Discussion of Results

6.1 Introduction

This chapter presents an in-depth discussion of the results presented in Chapter 5, which
aligns with the Chapter 4 of the research report. The researcher followed a process of
comparing the insights presented chapter 5 with the existing literature presented in
Chapter 2. Each theme was explained before the insights were compared to either
confirm, extend or refute the body of research presented in Chapter 2. This process
concludes the findings of the research questions identified and explained in Chapter 3.
The insights gathered by the researcher contribute to an enhanced and further
understanding of the construct of access to external finance, specifically for existing
SMEs in the formal sector of Gauteng. This research identified the key barriers hindering
access to external financing growth of an existing SME (more than five years old). In this
chapter, the researcher offers new insights and one new finding not previously identified
or explored in Chapter 2, the literature review of this paper. Chapter 6 also offers insights
into the research problem and question identified in Chapter 1, demonstrating the

relationship between all five chapters.

The sample criteria were existing SME owners in the formal sector of Gauteng seeking
external finance to grow their businesses but encountering challenges in accessing it.
Interview Question 1 gave the SME participants a cue to explain the challenges they
experienced in engaging with existing lenders in the market. The financial expert
participants were aligned with the challenges the SME participants experienced and
provided additional insights into this phenomenon. The participants provided insights that
confirmed that access to external finance was a problem and that the key barriers

hindering access identified in Chapter 2 were still the same.
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6.2 Discussion of Results: Research Question 1

Research Question 1: What are the key barriers hindering access to external finance

for the growth of SMEs in the formal sector of Gauteng?

Research Question 1 aimed to identify the key barriers hindering existing SMEs from
accessing external finance to grow their businesses in the formal sector of Gauteng. The
interview questions were designed to lead participants to provide valuable insights into
their experiences with accessing external finances with potential lenders in the market.
Chapter 2 identified the barriers through existing literature as: collateral requirements,
cost of finance, stringent SME creditworthiness, administrative application complexities,
financial literacy, lack of awareness of all available finance options, and the role of
government (Amadasun & Mutezo, 2022; Amoako-Adu & Eshun, 2018; Li et al., 2020;
Wasiuzzaman et al., 2020; Wernli & Dietrich, 2021). The study sought to identify whether
these barriers still existed, identify whether these are key barriers for existing SMEs and
explore other barriers that have emerged over time. This chapter starts with a discussion
of the themes that emerged from the data collected in the interviews process, in line with
the key barriers SME owners face when accessing external finance to grow their

businesses.

6.2.1 Key Barriers Hindering Access to External Finance

The study found that existing SME owners were unable to access external finance easily
to grow their businesses or, in some cases, were entirely unable to access external
finance, although they were existing, profitable businesses and, in some cases, had
collateral. The key barriers SMEs experienced were formulated after identifying several
obstacles SMEs encounter when attempting to access external finance from lenders in

the market.
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6.2.1.1 Collateral Requirements

Collateral requirements are the types of assets lenders require from SMEs as part of
their lending criteria for granting finance. The study indicates that collateral is a key
barrier to SME owners accessing external finance, and financial experts confirmed this.
All the participants agreed that the valuable assets lenders require as collateral were
difficult to acquire over a short period, especially if the SME owner originated from a
disadvantaged background. However, having high-value assets does not guarantee
obtaining financing from a lender because the lender would still require strong financials
from the SME. Some SME participants felt they were discriminated against, even though
they had collateral (surety) for the finance application, as lenders did not accept nor
consider it. This non-acceptance could be because the collateral did not meet the risk
criteria or its value was not high enough or liquid from the lender's perspective. This

finding was expected and aligned with the findings in Chapter 2.

The inability of SMEs to secure external finance to operate, sustain and grow a business
result from one of the key barriers: a lack of or insufficient collateral (Du & Nguyen, 2021;
Hussain et al., 2018). Amoako-Adu and Eshun (2018) argue that lenders demand high-
value collateral, which SMEs do not have, thereby compounding the challenges to
accessing external finance. This factor essentially implies that lenders are not willing to
risk financing SMEs as they are only eager and willing to finance a guaranteed return
(Amoako-Adu & Eshun, 2018). This study also found that lenders were unwilling to risk
financing SMEs without collateral to secure against the finance and that SMEs did not

have the high-value assets to provide as the type of collateral lenders required.

The finding is consistent with and confirms the literature review that inadequate collateral
is a key barrier to accessing external finance for SMEs to grow. However, the findings
also extend to the literature that even though two SME owners claimed to have had

highly valued assets, they would still need strong financials to secure financing.

6.2.1.2 Cost of Finance

The cost of financing comprises the interest rates and administration fees attached to it,
which is above the amount the SME receives from the lender. The study indicates that
the cost of finance is a fundamental obstacle for some SMEs, particularly those without
collateral, as lenders perceive them as high-risk, which significantly increases the cost
of borrowing via the interest rates charged. While some SMEs are willing to accept higher

interest rates to access external finance, others are discouraged from seeking external
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finance because of the perceived high cost attached to it. However, the study indicates
that the interest rates offered by traditional lenders are fair compared to other lenders in
the market. Therefore, the cost of finance is influenced by the perceived risk of an SME,
which determines the interest rates offered to the SME. The cost of borrowing plays a
pivotal role in either enabling or hindering SMESs' ability to access the finance they need
for growth.

This study supports the literature that the high cost of borrowing plays a vital role in an
SME’s appetite for accessing external finance (Yu & Fu, 2021). Amadasun and Mutezo
(2022) argue that these high costs of borrowing (interest rates and fees combined) are
directly related to the risk profile of the SME. Hussain et al. (2018) support this and further
find that SMEs are not finance-ready when seeking financing. Therefore, the SME
submits an inadequate application for finance, which negatively influences the risk profile
of the SME and results in a high cost of borrowing or rejection due to information

asymmetry (Hussain et al., 2018).

Therefore, the current research confirms the assertion in the literature that the cost of
borrowing is a key barrier to SMEs accessing external finance. However, the findings
also extend to the assertion in the literature that some SMEs are willing to accept the

higher costs of borrowing to finance business growth.

6.2.1.3 Stringent SME Creditworthiness Criteria

SME creditworthiness criteria are a set of requirements and information lenders require
to assess the risk of a finance application comprehensively in determining whether to
approve or decline an SME application for financing. This study indicates a strong
commonality between the creditworthiness of an SME and access to external finance.
Hence, the study confirms that an SME’s creditworthiness strongly influences the
lender's ability to grant them financing; however, there is a deficiency on both sides. Due
to the lack of available financial information about SMEs for lenders to peruse and
because SMEs are not finance-ready, lenders do not have a full view of the SME due to
information asymmetry. This situation exists because there is no central body collecting
SMES’ requisite financial data, enabling them to become finance-ready and more
creditworthy whenever they desire to access external finance. Furthermore, the credit
decisioning models lenders use need to be recalibrated to become more aligned with
SMEs, and lenders must become less risk-averse to address this key barrier to

accessing external finance.
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The study’s findings support the literature that stringent SME creditworthiness criteria by
lenders are a key barrier to SMEs accessing external finance. Wasiuzzaman et al. (2020)
posit that this is due to the financial details the lender requires from the SME to evaluate
the credit application, which SMEs struggle to provide, meaning they are not finance-
ready. This issue causes lenders to adopt a cautious nature when granting finance to an
SME due to the lack of information about the SME, making the lender uncertain about
the financial position of the SME (Du & Nguyen, 2021; Amadasun & Mutezo, 2022; Motta,
2018). Liu et al. (2022) further support the argument that SMEs struggle with financing
challenges, often owing to information discrepancies that complicate SMEs’ ability to
secure financing. Therefore, SMEs with poor creditworthiness might become even more
credit-rationed than the rest (Calabrese et al., 2020). Information asymmetry emanates
from transactional lending on a stringent, quantitative basis; it is no longer based on the
relationship between the SME and the lender, making it more difficult for lenders to grant
finance to high-growth SMEs dependent on debt finance, as they cannot meet the credit
scoring model criteria (Brown & Lee, 2019). The inability to meet the criteria directly
impacts the credit risk profile of the SME, resulting in SMEs being regarded as high-risk
and uncreditworthy (Wasiuzzaman et al., 2020). Hussain et al. (2018) confirm that SMEs
are not finance-ready when seeking financing, and Amadasun and Mutezo (2022)
believe that improving access to financial information to affirm the creditworthiness of

SMEs would increase their probability of securing external finance to enable growth.

These findings were expected and aligned with the findings of chapter 2 (Literature
Review). Therefore, this research confirms that stringent SME creditworthiness is a key
barrier to SMEs accessing external finance and strongly influences the lender's decision
to grant financing. However, the underlying issue is due to the lack of information

available about SMEs.

6.2.1.4 Administrative Application Complexities

Administrative application complexities are the tedious processes the SME owner must
follow to ensure their finance application is in order and well presented to the lender to
make an informed decision. The study has indicated a strong commonality between
administrative application complexities and bureaucracy when accessing external
finance by all the participants in the sample. The data gathered from the interviews
affirmed that lenders have an extremely complicated application process that is opaque,
inconsistent, fractured, time consuming and temporary. Additional insight into the

complicated application process reveals it is the result of risk factors and, once again
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due to the lack of a central body housing all SME data ready for consumption by the

lender in the market to make an informed decision.

Lenders such as banks often require excessive documentation and have demanding
administration procedures for the finance applications of SMEs (Wasiuzzaman et al.,
2020; Nguyen et al., 2020; Yu & Fu, 2021). This cumbersome process discourages
SMEs from accessing external finance to grow their businesses (Wasiuzzaman et al.,
2020; Nguyen et al., 2020). Hussain et al. (2018) explain that lenders have this complex
application process to conduct sufficient risk assessments because existing information
about the SME is unavailable. Consequently, the SME owner is frustrated in accessing
external finance. Amadasun and Mutezo (2022) further argue that the inability of an SME
to understand the complexity of the application process is due to the limited availability
of information about the SME and would continue to be a prime obstruction to accessing
finance and, worse, an inability to secure finance. All these factors could ultimately lead
to SMEs missing lucrative investment opportunities for growth (Martinez-Sola et al.,
2018).

The study supports the literature that complicated application processes are key barriers
to SMEs accessing external finance, which leads to missed investment opportunities to
grow a business. Therefore, this research confirms the literature that administrative

complexity and bureaucracy are key barriers to existing SMEs accessing finance.

6.2.1.5 Financial Literacy

Financial literacy refers to SME owners’ capability to understand the financial
components of their businesses and what lenders require for finance applications so
SME owners can prepare such requirements adequately for lenders. The study indicates
that financial literacy strongly influences SMEs’ access to external finance. Interestingly,
seven of the nine SME participants were educated with a financial degree but still found
it challenging to understand the lenders’ requirements for accessing external finance.
Some of the insights provided were that financial literacy makes the journey to access
easier but still challenging due to the complicated administrative application process and
the stringent SME creditworthiness criteria. Another insight emerged that SMEs could
hire financial literacy in the form of an accountant, but, at the same time, these
accountants have no experience in operating a business and do not fully understand the

financial needs of the business for it to grow.
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Husain et al. (2018) posit that SME owners’ education, financial literacy and managerial
skills can make their SMEs more attractive to lenders. Wasiuzzaman et al. (2020) further
assert that financial literacy provides SME owners with the necessary capabilities to
deliver the documentation and information the lender requires to conduct the risk
assessment adequately. Therefore, financial literacy can be regarded asa core
capability enabling SME owners to overcome the external financing barrier by increasing
their probability of accessing finance by providing the necessary documentation for the

lender to make a more informed decision around granting finance (Hussain et al., 2018).

The study confirms the literature that financial literacy is a key barrier to SMEs growing
and accessing external finance. Therefore, poor financial literacy can be considered a
key barrier to SMEs accessing external finance to grow their businesses. However, it is
important to add to the literature, namely that financial literacy is an enabler that
increases the probability of the SME accessing external finance, although it does not

guarantee access to external finance.

6.2.1.6 Role of Government

The role of the government is its ability to act as an enabler for SMEs’ access from a
policy perspective and as the public financier of SMEs. The findings indicate that policies,
complicated application processes, and bureaucracy obstruct existing SMES’ access to
public financing. The administrative challenges are due to the lack of a financial record-
keeping governmental body to compel or incentivise SMEs to submit their financial
information to ensure SMEs are finance-ready and lenders have the necessary
information at hand to grant finance to the SME without making SMEs “jump through
hurdles” for financing. The other barrier was the incompetence of the government

employees SME owners faced when seeking public finance to grow their businesses.

SMEs play an important role in creating dynamic economic structures; however, they are
constrained by financial barriers that governments and financial institutions have yet to
address adequately (Rao et al., 2021; Hussain et al., 2018; Motta, 2018). Rao et al.
(2021) further argued that policymakers, such as government and financial institutions,
have the potential to ensure SMEs have the necessary financial resources to expand
and grow their businesses. Liu et al. (2022) agree that inadequate government regulatory
frameworks and policies make it difficult for SMEs to secure finance from lenders, thus

impacting an SME's growth. SMEs face a lack of options beyond debt (Martinez-Sola et

74|Page



al., 2018), which makes the role of government a key barrier to accessing external

finance for an SME to achieve growth.

The research confirms the literature indicating that the government has the influence to
improve SMES’ access to external finance. Therefore, the study confirms that
government's role needs to be more impactful in enabling SMES’ access to external
finance; however, the private sector should also collaborate to make it easier for SMEs

to access external finance.

Hence, the research expands the literature affirming that governmental employees’
incompetence and negative attitude are barriers to accessing finance as they do not

make the process easier given the inconsistencies during the application process.

6.2.1.7 Lack of Awareness

The data indicates that SME owners are unaware of all the financial lending instruments
available in the market; they adhere to traditional lenders such as banks, equity partners,
and venture capitalists. Financial experts strongly believe that there is sufficient finance,
but SME owners are unaware of all the channels and products available in the market.
This pertains to SME owners’ lack of awareness, which could be the result of SMEs not
investigating all finance options available and instead adhering to what they know due to
trust issues with new and different lenders in the market. Marketing through the
appropriate channels, supported by reputable brands, could make SME owners more
aware of different financing available in the market. Therefore, there is a lack of
awareness of all the various financial options available, which is a key hindrance to

accessing external finance for an SME to grow.

Amadasun and Mutezo (2022) argue that the limited availability of crucial information
and a lack of awareness about financial market mechanisms within the financial markets

often prevent SMEs from securing finance from lenders.

This research confirms the literature revealing that the lack of awareness hinders access
to external finance simply because SME owners are unaware of all the different lenders
and products in the market. Instead, SMEs prefer to adhere to traditional lenders and
products due to trust and perception issues, which can be regarded as an extension to

the literature.
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6.2.1.8 Matching SME to suitable Lenders

The study provided a new aspect of this phenomenon: SMEs apply to lenders unsuitable
for their financial needs and requirements to grow their businesses. SMEs need to apply
to lenders strategically aligned with the SME industry and have a deep understanding of
the industry and market. This could be linked and maybe an extension to the lack of
awareness of all the possible lenders and products available in the market or SMEs not

willing to explore other options in the market due to a mindset.

6.2.2 SUMMARY OF DISCUSSION OF RESEARCH QUESTION 1

The research addressing Research Question 1 concluded that key barriers to accessing
finance for SMEs to grow their businesses are high collateral requirements, high cost of
finance, stringent SME creditworthiness criteria, administrative application complexities,
financial literacy, lack of awareness and the role of government. There was one
additional barrier, namely that SMEs did not seek suitable lenders that best matched
their business and finance needs and instead used traditional, well-known lenders in the
market. The results of this research study indicated that while the several key barriers
were discussed separately, they were all integrated components of SMES’ challenges to
accessing external finance. The most prominent key barriers to SMEs accessing finance
were the stringent creditworthiness criteria, high value of collateral required and
complicated application process lenders required. The reason for this key barrier is
lenders’ risk-aversity in granting SMEs finance. The problem lies on both sides: the SME
is not finance-ready and does not have all the requisite financial and business
information at hand, which triggers a complicated application process for external

finance.

6.3 Discussion of Results: Research Question 2

Research Question 2: How has the introduction of new technologies improved access

to finance to grow SMEs?

This research question sought to understand and explore whether the new potential
solutions (alternative financing) that have entered the market have eased these barriers
for SME owners, the government, and financial institutions. It also underscores the

potential impact of technology in improving access to external finance for existing SMEs.
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The interview questions were designed to lead participants to provide valuable insights
into their experiences when accessing external finances with new potential lenders in
the market, such as FinTechs, that adopted the role of technology in their business to
make external finance more accessible for SMEs. With the existing literature identifying
FinTechs as an alternative channel for SMESs to access external finance, they still did not
ease the key barriers to accessing external finance (Bollaert et al., 2021; Cumming et
al., 2022). The study sought to identify whether FinTech was able to improve access to

external finance for existing SMEs by easing the key barriers.

6.2.1 Comfort with traditional lenders (Banks)

New technologies include the emergence of FinTechs into the lending marketplace. The
findings indicate that although most SME participants are aware of FinTechs in the
market, they did not explore those options for accessing external finance due to trust
issues and personal preference. However, SMEs who had explored this option faced
high borrowing costs. The findings indicated low adoption of FinTechs in the market as
SMEs did not regard them as a viable lending option. The underlying issue remains that
FinTechs still lack the information required to have a comprehensive view of the SME to
conduct a proper risk assessment for granting finance. FinTechs have given SMEs
another option for accessing external finance, but the underlying issue of accessing

finance has still not been addressed and solved.

The literature confirms that although financial technology was introduced to improve
access to external finance for SMEs, it was not necessarily the case (Bollaert et al., 2021,
Cumming et al., 2022). Even with technological advancements to drive financial
inclusion, traditional lenders such as banks continue to be the favoured lender for SMEs;
however, they are still constrained by stringent credit policies and risk-averse lending
criteria (Cumming et al., 2022). Therefore, the fundamental barriers to SMEs accessing
external finance remain unchanged, even with the introduction of new technologies
(Cumming et al., 2022).

This confirms the literature reflecting that the introduction of new technologies has not
improved SMES' access to external finance and that traditional banks remain the lenders
of choice for SMEs. Therefore, this study confirms that the introduction of new

technologies has not improved SMESs' access to external finance.
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6.2.2 SUMMARY OF DISCUSSION OF RESEARCH QUESTION 2

The research addressing Question 2 concluded that the introduction of new
technologies, such as FinTech, did not improve SMEs seeking access to finance for
growth. SMEs remain loyal to traditional lenders such as banks as they are familiar with
them. This is simply because SMEs do not feel comfortable exploring FinTech because
of credibility and trust issues. FinTechs face the same underlying challenge of
information asymmetry that traditional banks do as one of the key barriers to accessing

external finance.

6.4 Discussion of Results: Research Question 3

Research Question 3: How does access to finance for SME growth stimulate economic

growth?

Research Question 3 sought to understand and explore whether SME owners
understood the importance of SMEs in the country's broader strategic objective of
economic growth and prosperity. The question aids in better understanding the role of
SMEs in the economy and whether SME owners solely focus on accessing external
finance for personal gain or also for the betterment of the country and economy. Interview
Question 7 was designed to lead participants to provide valuable insights into how SMEs
played a role in the economy. This question is aligned with the literature review in
Chapter 2. While SMEs are regarded as the main pillar of the economy and play an
important role in economic growth and job creation, they still face barriers to accessing
external finance to grow their businesses (Rao et al., 2021; Motta, 2018). This study
sought to understand and explore SME owners' view of the government's role in helping
SMEs access external financing if they believed that SMEs played a significant role in

economic growth and prosperity in the country.
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6.3.1 SMEs Impact on the Economy

SMESs’ impact on the economy refers to the positive role of SMEs in improving the
economy and creating jobs. The study did not provide much insight into SMESs' impact
on economic growth and job creation. However, two participants who responded
indicated that enabling SMEs’ access to external finance for business growth would

impact the economy and job creation positively.

SMEs are regarded as the backbone of the economy, especially in developing
economies where they dominate (Rao et al., 2021; Motta, 2018; Eggers, 2020). They
contribute significantly to economic growth by enabling innovation, driving employment
rates, enhancing creativity, and boosting national GDP, particularly when they can

access adequate financing (Amadasun & Mutezo, 2022; Rao et al., 2021; Motta, 2018).

Policies that ease financing constraints are, therefore, critical, as they enable SMEs to
scale up, generate more skilled jobs, and transition into larger enterprises, further
bolstering economic development (Amoako-Adu & Eshun, 2018; Motta, 2018). Despite
their importance, research consistently shows that SMEs face significant external
financing constraints and barriers to growing their businesses, which has been a critical
area of interest for both scholars and policymakers worldwide (Hussain et al., 2018; Rao
et al., 2021; Eldridge et al., 2019; Wernli & Dietrich, 2021).

The study confirms the literature review that allowing access to external finance for SMEs
to grow their businesses plays an important part in the country's broader strategic

objective of economic growth and prosperity.

6.5 Discussion of Results: Research Question 4

Research Question 4: How do SMEs fund growth in the formal sector of Gauteng?

Research Question 4 provided unexpected additional insights into understanding and
identifying how SMEs fund growth in the formal sector of Gauteng. Although Research
Question 4 was not incorporated into the interview questionnaire, the participants still
freely shared how they eventually accessed finance to grow their businesses. The
participants felt that was a valuable insight to contribute to the current research. Chapter
2 identified the methods SMEs used to finance growth as trade credit or internal finance,
such as retained earnings, owner’s personal savings and loans from family and friends

(Wasiuzzaman et al., 2020; Motta, 2018). The study sought to identify whether these
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methods of financing growth still existed for existing SMEs and to explore another
method that has emerged over the years. The researcher starts this chapter with a
detailed discussion of the themes that have emerged from the data collected in the

interviews, in line with how SMEs fund growth in the formal sector of Gauteng.

6.4.1 Alternative Finance

Equity finance is the type of finance SME owners have sought to grow their businesses
over time. The study indicates that equity finance was easier to access for business
growth than debt finance. However, SMEs' first option for financing growth was debt,
although they found it challenging to access. Another option was public finance from the
government, which presented another set of challenges, and lastly, SMEs resorted to

equity finance. Equity finance ranged from personal savings to venture capital.

Yacus et al. (2019) stipulate that internal and external finance are crucial resources that
enable and support the growth of an SME. SMEs always prefer external finance, such
as debt finance from banks, and often seek other alternative finance, such as trader
credit or internal finance, such as retained earnings, personal savings, and loans from
family and friends, which is still not sufficient (Wasiuzzaman et al., 2020; Motta, 2018).
Government and financial institutions must understand how to support SMEs adequately

in acquiring finance to grow their businesses (Rao et al., 2021).

The study’s findings support the literature reporting that SMEs resort to equity and trade
finance to finance growth in their business. Therefore, this finding confirms the literature
that existing SME owners predominately use alternative finance to grow their businesses

in the formal sector of Gauteng.

6.5 Conclusion

After the in-depth discussion of the data presented in Chapter 5, this chapter concludes
that for Research Question 1, the same barriers to SMEs accessing external finance still
exist, with an additional barrier, namely that SMEs have to seek the correct lender in the
market. Research Question 2, the introduction of new technologies, demonstrated that
novel technologies, such as FinTech, did not improve access to finance for SMEs.
Similarly, Research Question 3 indicates that SMEs play an important part in the

country's broader strategic objective of economic growth, job creation and prosperity if
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given access to finance. Research Question 4 confirms that SMEs still resort to equity
and trade finance to finance their businesses’ growth when denied debt finance. Most of
the interview findings confirm the literature in Chapter 2 with minimal refutation or

extension to the literature.

81|Page



Chapter 7. Conclusions and Recommendations

7.1 Introduction to the Study

This study focused on SMES’ access to external finance for growth in the formal sector
because, in an ideal scenario, small- and medium-sized enterprises (SMEs) would have
sufficient financial resources to launch, operate, and grow, ultimately contributing to their
industries and the broader economy (Eldridge et al., 2019). However, in practice, SMEs
encounter significant challenges in accessing finance, especially compared to larger
corporations, which creates a persistent discrepancy between financial supply and
demand in the SME sector (Eldridge et al., 2019).

The importance of this study is addressing this critical deficit. Research shows that the
funding gap for micro, small, and medium enterprises (MSMES) in developing economies
is $5.2 trillion annually, which includes formal SMEs that remain underserved by the
formal financial sector (World Bank, 2019). This finding is particularly alarming because
even SMEs operating within the formal sector struggle to access adequate finance,
hindering their ability to grow and succeed. These barriers to access finance prevent
SMEs from achieving their full potential, limiting their impact on economic development

and job creation.

By exploring the key barriers to accessing external finance and the role of new
technologies in mitigating these challenges, this study sought to provide actionable
insights into how stakeholders—such as policymakers, financial institutions, and SME
owners—can work towards bridging this financing gap. Understanding and addressing
these challenges is crucial not only for the sustainability of SMEs but also for developing

long-term economic growth and resilience in developing economies.

This research matters because resolving the financial constraints that SMEs face would
enable them to contribute meaningfully to economic growth and decrease unemployment
rate in the country (Rao et al., 2021). Therefore, identifying the key barriers to obtaining
external finance for SME growth and exploring the role of technology in overcoming them
is essential for building a robust and inclusive financial ecosystem for SMEs to succeed

in.

82|Page



7.2 Research Context and Study

This study focuses on SMEs operating in the formal sector of Gauteng, South Africa,
where access to external finance for SMEs has been a persistent hindrance to growth.
In recent years, the lending market has introduced new technologies to ease the
challenges of accessing external finance, such as FinTech solutions (Bollaert et al.,
2021; Kowalewski & Pisany, 2022). However, many SMEs continue to struggle with
financing approvals, due to the fundamental barriers to SMEs accessing external finance
remain unchanged, hindering their potential for growth opportunities (Cumming et al.,
2022). Therefore, understanding the key barriers in this specific context is crucial for

recommending targeted solutions that can help unlock growth opportunities for SMEs.

The research population consisted of independent financial experts in the field of study,
i.e., access to finance for SME and SME owners who have had experience in seeking
external finance in the past to grow their businesses. This sample was limited only to
existing and established SMEs in the formal sector of Gauteng and not start-up SMEs or

SMEs outside the formal sector of Gauteng.

The researcher conducted the research using a qualitative methodology to gather data,
building on the credit rationing theory. The researcher used an explorative research
design since the research questions sought further understanding of the topic and
discovered new information and insights ambiguous to the researcher (Saunders &
Lewis, 2018; McCracken, 1988). The explorative research design assisted the
researcher in developing a greater understanding of access to external finance and SME

growth in the formal sector of Gauteng.

The researcher was granted ethical clearance approval from the Ethics department of
the Gordon Institute of Business Science (GIBS) before embarking on data collection for
the study. The participants were given a consent form, which was read to them,
emphasising their right to withdraw from the interview and study at any time and assuring
them the confidentiality of their identity and responses. All participants were required to

sign the consent form to participate in the interview and study.

The researcher used a qualitative method to understand, explore, address and
answer the four research questions formulated in chapter 3 from the literature
review. The primary data were collected through virtual interviews with SME
owners and independent financial experts to gain their insights. The researcher

applied thematic analysis to analyse the data collected from the interviews by
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searching for interesting patterns and emerging themes related to the research
questions and study. The insights gained from the data were compared to the

existing literature to confirm, refute or extend it.

7.2 Key Barriers to SMEs Accessing External Finance
to Grow Their Businesses

The literature commonly describes SMEs as small enterprises or businesses with fewer
than 50 employees and medium enterprises or businesses with between 50 and 250
employees (Rao et al., 2021; Eggers, 2020). Small- and medium-sized enterprises
(SMEs) are widely recognised as critical drivers of economic activity across both
developed and developing nations, including some of the least developed countries (Liu
et al., 2022; Motta, 2018).

While SMEs undeniably play a vital role in enhancing employment rates, their potential
to deliver on this promise fully is constrained by financial barriers that governments and
financial institutions have yet to address adequately (Rao et al., 2021; Motta, 2018). The
reliance of many job seekers on SMESs highlights their importance, but without sufficient
funding, these enterprises are unable to scale operations, invest in innovation or sustain
employment growth (Eldridge et al., 2019; Rao et al., 2021; Motta, 2018).

SMEs face considerable barriers when accessing external finance, mainly due to
inadequate documentation, cumbersome application processes, a lack of financial
literacy, poor credit history, low creditworthiness and the inability to provide collateral,
the high cost of borrowing and a lack of awareness of all the available financing options
(Amadasun & Mutezo, 2022; Amoako-Adu & Eshun, 2018; Hussain et al., 2018; Li et
al., 2020; Wasiuzzaman et al., 2020; Wernli & Dietrich, 2021).

Access to internal and external financial resources is widely acknowledged as essential
for supporting SMEs through various stages of the business cycle—from launch and
growth to survival (Yacus et al., 2019). Business growth, which is vital for enhancing a
firm's market position, increasing its bargaining power, managing uncertainties, and
remaining competitive in the industry, is a strategic goal for entities ranging from small
businesses to multinational corporations across various sectors (Schwab et al., 2019;
Motta, 2018).
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The literature confirms that SMEs must secure substantial long-term capital to support
their operations and expansion (Amoako-Adu & Eshun, 2018). This capital is essential
for investing in fixed assets and hiring employees, enabling the production of goods and
services (Amoako-Adu & Eshun, 2018). Such investments in physical and human
resources also facilitate the development of new products and processes and assist firms
in penetrating new markets (Brown & Lee, 2019).

The study sought a further understanding of the barriers that hinder access to external
finance to grow a business in the formal sector of Gauteng. Its goal was to identify
whether or not these barriers still exist, which are the key barriers, and if any other
barriers have arisen. The study also sought to understand if SME owners knew about
their contribution to the broader economy. Lastly, how SMEs finance the growth of their

businesses.

7.4 Summary of Findings and Interpretation

The study discovered that key barriers to accessing external finance for SMEs to grow
their businesses are collateral requirements, the cost of finance, stringent SME
creditworthiness criteria, administrative application complexities, financial literacy, a lack
of awareness of all the available financing options and the role of government. One
additional key barrier (Finding) emerged, i.e., SMEs not seeking a suitable lender that
best matches their business and finance needs and instead using the traditional, well-
known lenders in the market. The results of this research study indicate that while the
key barriers were discussed separately, they are all integrated components of SMEs’
challenges in accessing external finance. The most prominent key barrier to SMEs
accessing finance were the stringent creditworthiness criteria and complicated
application process lenders required. The reason for this obstacle for SMEs is that
lenders are risk-averse in granting SMEs financing. The problem exists on both sides:
the SME is not finance-ready and does not have all the financial and business
information of the SME at hand, and lenders need this information, which triggers a

complicated application process for external finance.
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7.5 Academic and Practical Contribution of This Study

This study aims to enrich the credit rationing theory literature by providing valuable
insights into the role of external finance in growing an SME and the key barriers and
limitations SMEs face when accessing external finance to grow their businesses.
Moreover, from the perspective of access to external finance, it would aid entrepreneurs
in understanding the key barriers hindering access to external finance in the formal
sector of Gauteng and formulating various strategies for circumventing these hurdles

when applying for finance.

The researcher proposes that this study adds to the academic discussion on access to
external finance and SME growth by discovering the key barriers existing SMEs face
when accessing external finance from lenders in the market. The study expands on the
credit rationing theory by providing insights into that the key barriers identified has an

effect on credit rationing for SMEs in growing their businesses.

From a business perspective, the research aims to guide existing and established SMEs
in the formal sector of Gauteng to identify and better understand the key barriers to
accessing external finance and how to overcome them by adopting best practices when
seeking external finance to grow their business. This study therefore adds to the
beneficials such as policymakers, financial institutions, and new lenders entering the
lending market. These stakeholders need collaborate to address these key barriers
identified to overcome the challenges SMEs face in accessing external finance to grow

their business and intimately grow the economy and job creation.

7.6 Recommendations

1. Policy Improvements to Access Finance

e Encourage governments to create enabling policies, such as SME finance

guarantees, and matching financing offered by the private sector.

¢ Simplify the collateral requirements imposed by banks, thereby improving access
to financial information for SMEs across all regions, and enhancing bank and
business support services (Amadasun & Mutezo, 2022; Amoako-Adu & Eshun,
2018)
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e Advocate for streamlined regulation to ensure banks and other financial
institutions can offer finance with fewer bureaucratic obstacles and

documentation to simply the application process (Cecere et al., 2018).

e Incentivise SMEs and financial institutions to share monthly transactional data
with a central body, such as a credit bureau, to assist lenders when SMEs apply
for finance. This can reduce the complicated application process for SMEs

owners.

2. Improved Financial awareness Programs for SMEs

¢ Introduce and increase engagement from the public and private sectors to equip
SME owners with the knowledge and awareness needed to navigate financial

services when accessing external finance.

3. Enhanced Awareness of Digital Platforms and FinTech Solutions

e Promote marketing and obtain the assurance of FinTechs to expand financing
options and instil trust in SME owners to use them.

e Encourage collaboration between FinTechs and traditional banks to offer blended

finance solutions.

4. Redesign Credit Scoring Models Suited for SMEs

e Suggest that banks leverage data analytics to assess SME credit risk more
appropriately and become more risk tolerance to improve the approval rate of
SME finance applications and adopt a more relationship-based lending instead
of transactional (Brown & Lee, 2019; Amadasun & Mutezo, 2022).

e Encourage policies to share SME transactional data and financial statements to
a central body to provide lenders data to create better financial products more
suited to SMEs.

5. Development Focused SMEs

¢ Promote and effect implement public-private partnerships to develop investment

funds targeting high-growth potential SMEs to acquire the finance they require.
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7.7 Limitations

The sample size selected and utilised was limited to a small sample due to the period of
research and because the researcher did not have access to the entire research

population.

The sample was limited to the researcher's social and professional networks and

referrals to gather data for generalising the findings across all SMEs in the formal sector.

The study focused on a specific region of South Africa which was the formal sector
Gauteng, which might not reflect the same situation nationally or in other contexts of the

country.

The data for analysis was subject to the self-selected sample size, which was limited to
the experience and opinions of the sample size (Saunders & Lewis, 2018). The
participants might have provided socially acceptable responses instead of their real

experiences with accessing finance, leading to response bias.

The data were interpreted with some bias due to the qualitative approach selected. The
findings can be subjective and influenced by the researcher's interpretations of the

findings.

The selected sample might have been biased towards or unrepresentative of the

research questions.

The researcher’s presence during the interviews could have influenced or affected the
interviewee's responses, which would affect the data due to the researcher’s knowledge

in the area of study.

Research did not conduct a pilot interview to test the questionnaire which was an

oversight by the researcher (Saunders & Lewis, 2018).

Access to external finance could have fluctuated based on economic cycles, policy
changes, and market conditions, especially, during times of the pandemic (Covid-19). A
study conducted at a specific time might not accurately reflect conditions at another time,

limiting the longevity and relevance of the findings.

The study only incorporated SMEs in a specific area, which might have unique financial
ecosystems. This could limit the generalisability of the findings to other regions of the

world with different economic conditions, cultural or regulatory environments.
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A few important secondary data sources (journal articles) may not have been up to date

(the past five years), affecting the relevance of comparisons with current trends.

SMEs' adoption of technology varies, so the study might not have fully captured the

experiences of SME owners with high technology interest and uptake.

The interview questionnaire was heavily weighted towards research question one, due

to research question one being the primarily research question for the study.

Research Question 3 might lack valuable insights due to the researcher not asking direct
guestions about the study but instead hoping for participants to respond naturally to the

study.

The researcher's lack of experience as an interviewer and researcher might have
affected the quality of the data collected (Roulston, 2010). Consequently, the

researcher’s inexperience might have limited the study’s potential.

7.8 Suggestions for Future Research

The researcher suggests a better understanding of the new findings presented in
Chapter 6 of the study, matching SMEs to suitable lenders in the market. The practitioner
should consider investigating how SMEs seek external finance and the relationship
between the choice of lenders and the SMEs' awareness of all available lenders in the

market. What influences the SME in choosing particular lenders in the market and why?

Another suggestion for further study is the mindset and SME readiness when accessing

external finance to grow their business.

7.9 Conclusion

The study concludes that SMEs face the same obstacles to accessing external finance
to grow their businesses presented in Chapter 2, which can be considered key barriers.
Technology has not eased access to financing for SMEs; thus, SMEs still resort to equity
financing by friends and family and trade financing by suppliers when denied debt
financing by traditional lenders such as banks. Although SMEs are regarded as important

contributors to economic growth and job creation, they still face obstacles from private
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and public lenders in accessing external finance to grow their businesses in the formal

sector of Gauteng, South Africa.
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APPENDIX 1: INTERVIEW GUIDE

Interview Guide

Introduction
1|Begin the interview
2|Greetings and welcome

Phase 1 3|Confirm permissions, signing of consent form and confidentiality.

4|Overview of the interview process.

5|Ask guestions relating to the selection criteria e.g Accessing finance for business growth.
B|Explain the purpose of the research and the potential benefits from the findings.

Interview
Explore the understanding and experience in accessing finance.

Probe questions on the stage of accessing finance for business growth.

Inquire about the capability in accessing finance.

Understand the perspectives and experiences about the key challenges in accessing finance.
Inquire about how to overcome the challenges.

Phase 2

O B W N =

1|Summarise the key discussion points.
2|Allow closing remarks by the participant.

Phase 3 3|Express gratitude to the participant for their time, insights and expertise.
4|End interview.

Reference

Saunders, M. N. K., & Lewis, P. (2018). Doing research in business and management: An

essential guide to planning your project. Pearson.
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APPENDIX 2: QUESTIONAIRE

Interview Questions:

These are the ten interview questions | intend to use to explore the key barriers faced by
small- and medium-sized enterprises (SMEs) when accessing finance for business

growth:
1. Access to External Financing:

a. Have you faced challenges in accessing external financing for business growth or

expansion? If so, what were they?

b. How do you evaluate potential lenders or investors currently in the market? ( Including
FinTech’s)

2. Lack of Collateral:
a. How do SMEs perceive collateral requirements from lenders in your experience?

b. Have you encountered situations where insufficient collateral hindered access to

external finance?

3. High Interest Rates and Fees:

a. What interest rates and fees do SMEs typically face when seeking financing?
b. How do these costs impact their willingness to borrow?

4. Information Asymmetry:

a. How well-informed are SMEs about available financing options in your experience and

opinion?

b. Do SMEs struggle to understand terms, eligibility criteria, and documentation

requirements in your experience?
5. Credit History and Risk Assessment:
a. How do lenders assess creditworthiness for SMEs from your experience and opinion?

b. Are there any challenges related to establishing a positive credit history from your

experience and opinion?
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6. Bureaucracy and Administrative Burden:

a. What administrative processes do you/SMEs encounter when applying for external

finance?

b. Are there delays or complexities that discourage you/SMEs from accessing external

finance?
7. Government Policies and Regulations:
a. What role do government policies play in SME financing from your opinion?

b. Are there any regulatory hurdles or inconsistencies that hinder access to finance in

your experience?

8. Weighting

a. How would you rank the above as the most challenging to least challenging?
Additional Insights

9. Any other insights you would like to add to this study which you think is valuable and

relevant?
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APPENDIX 3: CODE BOOK

Research Question 1

Themes

Category

Codes

Cost of Finance

High Interest Rates

Expensive Finance
Short Term Finance
Risk Appetite

Loan Shark

Fair Interest rates

Affordable Finance

Stringent SME
Creditworthiness

Financial Track Record

Financial Statements

Credit Data On SME

SME Credit information
Outdated Scoring Model

Personal Credit Data

Personal Credit
Information

Administrative Application
Complexities

Application requirements

Enormous amount of
paperwork

Avoided External Finance
SME Readiness

High Financial
Requirements

Lenders Financial
Requirements

Time Consuming

Time to Access Finance

Collateral Requirements

Personal Assets
Considered

Personal Assets
Background of SME

Inadequate Collateral

Not enough Assets
Rejected with Collateral

No Collateral

No Assets

Financial Literacy

No Financial
Understanding

Don’t Understand finances

Educated SME Owners

Tertiary Education

Hired Financial Skills

Accountants

Role of Government

Difficult to access
Government funding

Background of SME
Owner
Government Finance

Policies do not Support
SMEs

Background of SME
Owner
Regulations

Competency

Attitude of Government
Employees
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Lack of Awareness

Not Aware of all financial
products and lenders
available in the market on
both private and public
sector

Unaware of financial
products in the market
Low Engagement with
Borrowers

SMESs not Seeking
Suitable Lender
(Matching)

SME cannot find suitable
lender

Seekers Cannot Find
Lenders

Mismatch between SMEs
and Lenders

Seekers Apply at Lenders
Misaligned to business
needs

Research Question 2

Theme

Category

Codes

Comfort with Traditional
Financial institutions (non-
Banks)

Alternative Financing
Solution

Non-Bank Finance

Fintech's

New Lenders

Traditional lenders

Bank Finance

Research Question 3

Theme

Category

Codes

SME Stimulating Economy

Economic Benefit

SMEs Grow the Economy

Job Creation

SMEs Employ People

Research Question 4

Theme

Category

Codes

Alternative Finance

Bootstrap Finance

Bootstrap
Shareholders Finance

Self-Funded

Private Savings
Cash Flow

Trade Finance

Suppliers Finance

Venture Capitalist

Investors Finance
Offshore Finance
Partner Finance
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