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ABSTRACT 

The study aimed to establish the role of banks in empowering entrepreneurs in Small and Micro Enterprises 

(SMEs).  Entrepreneurs suggest that obtaining adequate access to capital is one of the biggest hurdles to 

starting and growing a new business. Given the important role that Entrepreneurship is believed to play in the 

process of creative destruction – and hence economic growth – it is not surprising that attempts to alleviate 

financing constraints for would-be entrepreneurs is an important goal for policy makers across the world. 

Nonpayment, diversion of funds, poor financial management among others. Among the recommendations put 

forward are: extension of loan repayment period, giving of loans in terms of assets, educating customers on the 

importance of loan repayment, training w entrepreneurs in areas of finance, budgeting and general 

management aspects. 

 

I INTRODUCTION 

 Entrepreneurs around the world are making a difference. They contribute numerous ideas, a great deal of 

energy and capital resources to their communities, generate jobs as well as create additional work for suppliers 

and other spin-off business linkages Common wealth secretariat. Women have been disadvantaged while 

competing with men in terms of pay, due to their lifestyle requiring them to have babies, nurse them and still 

work for promotion. Female entrepreneurs on average make less than their male counterparts, while value added 

per worker is lower in firms managed by women than those managed by men- in Europe, Asia, Latin America 

and sub-Saharan Africa. Banks Moon the secretary general of United Nations was quoted to say „African 

countries should make more effort to empower youth and women and give them the responsibilities of driving 

economic growth and peace‟. 

  

1.1 Statement of the Problem 

The research problem is to investigate the role of banks in empowering entrepreneurs in Small and Micro 

Enterprises (SMEs). In specific the research will target largest financial services provider by market value, 

behind commercial Banks. Bank offers many products such as Savings, investments, Debit cards, checks and 

loans. It has different types of loans such as;  Women Loan, Coop Kwa Jirani, Biashara Plus Loan, Maziwa 

Loan, BiZwise SME Loan, Coop asset finance, short term loans, overdrafts, Bonds/guarantees among others 
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financial services – for example, few have bank accounts, can access loans, money transfer services, etc. The 

rural entrepreneurs are more disadvantaged than their urban counterpart. The majority will not be able to give a 

title deed or car log book especially women- but when it comes loan repayment women are the best. Could this 

be part of the reason why bank is helping entrepreneurs? Entrepreneurs often lack information about how to get 

a loan, lack the necessary collateral to obtain one and /or face discriminatory laws or practices related to finance 

and credit.  

 

II OBJECTIVES 

i) Maps the full range of financial instruments available to SMEs and entrepreneurs, at different stages of the 

firm life cycle and across the entire risk-return spectrum.  

ii) Improves the understanding about opportunities and challenges of financing instruments alternative to 

traditional debt, in different economic and regulatory environments, and in the light of on-going financial 

reforms. 

iii) Explores options for policy to foster the broader use of these instruments, taking particular account of policy 

design and implementation considerations.  

iv) Derives policy recommendations and encourages discussion among policy makers, financial institutions and 

SME representatives about new approaches to SME and entrepreneurship financing.  

 

2.1 Maps the full range of financial instruments 

This Mapping Report analyses the main features of a broad range of techniques alternative to straight debt, 

including “asset-based finance”, “alternative debt”, “hybrid instruments”, and “equity instruments”. The report 

aims to improve understanding about the functioning of these instruments; provide insights about the profile of 

firms that are suited for them; highlight key enabling factors for their development; describe major trends in the 

market and access by SMEs by conducting a preliminary exploration of data sources; and offer some 

preliminary examples of policies in this area.  

 

2.2 Traditional Debt Finance and Alternative Financing Instruments  

Traditional debt finance - bank loans, overdrafts, credit lines and the use of credit cards- is the most common 

source of external finance for many SMEs and entrepreneurs. The defining characteristic of 14 straight debt 

instruments is that they represent an unconditional claim on the borrower, who must pay a specified amount of 

interest to creditors at fixed intervals, regardless of the financial condition of the company or the return on the 

investment. The interest rate may be fixed or adjusted periodically according to a reference rate. Straight debt 

does not include any features other than payment of interest and repayment of principal, i.e. it cannot be 

converted into another asset, and bank claims have high priority in cases of bankruptcy („senior debt‟). 

 

2.3 Financial Market Development and Entrepreneurs 

Metrics of financial market development quantify the ease with which individuals in need of external finance 

can access the required capital and the premium they pay for these funds. The role entrepreneurs plays in linking 
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a country‟s financial market development to its subsequent economic growth is highlighted by King and Levine 

(1993a,b) and Levine (1997). Their work brought prominence to the role of finance in Schumpeter‟s creative 

destruction, whereby entrepreneurs with new ideas and technologies displace incumbents with old technologies, 

leading to a continued increase in productivity and economic growth. This contrasts with the view, put forth by 

Joan Robinson and others, that development of financial sectors and institutions simply follows economic 

growth.   

Central to this idea is the notion that a large fraction of the productivity growth in the economy may take place 

at the extensive margin (e.g., the birth of new firms, the closure of unproductive firms) rather than on the 

intensive margin (e.g., firms becoming more productive internally). Since most startups need to raise capital in 

order to implement their new ideas, cross-sectional differences in the ability of capital markets to select and 

finance the most promising entrepreneurs may lead to important differences in entrepreneurship and 

productivity growth across economies. 

Thus a growing line of research has examined the sources of friction in the capital markets that may lead to 

financing constraints (or the misallocation of capital more broadly) and hence negatively impact productivity 

growth. In the following sub-sections, we outline three important mechanisms through which frictions in the 

capital markets lead to financing constraints for entrepreneurs.  

 

2.4 Financial Market Depth       

Perhaps the most important factor governing the ability of startups to raise sufficient capital for their projects is 

the depth of the local capital markets. This depth is therefore a natural starting point for measuring financial 

market development for funding new capital-intensive projects, through metrics like the ratio of bank deposits to 

GDP or stock market capitalization to GDP. For example, Rajan and Zingales (1998) show that industrial 

sectors with a greater need for external finance develop faster in countries with deeper capital markets. Fisman 

and Love (2003) find that, in particular, startup firms struggle with overcoming weaknesses in financial market 

development, even where established firms are able to use trade credit as a substitute for formal financing. 

Comin and Nanda (2009) show how the difficulties faced by startups in raising capital might adversely impact 

the commercialization of new technologies. Using historical data on banking-sector development and 

technology diffusion, they find that capital-intensive technologies are adopted much faster relative to less 

capital-intensive technologies in countries that are over a certain threshold in banking-sector development. 

Why do some regions have greater financial depth than others? The lack of financial market liquidity has been 

traced to several related factors. At the most basic level, the willingness of financial intermediaries to lend to 

entrepreneurs (and the willingness of depositors to save with intermediaries) depends on financial and securities 

laws in a country. For example, La Porta et al. (1997, 1998) and Beck et al. (2001) trace the relationships 

between the legal rigins of financial market laws across countries  and relate them to the degree of investor 

protection and hence the ability of financial intermediaries to raise and lend capital. Paravisini (2008) shows in 

the context of Argentina that banks not only face frictions in their access to external financing, but that these 

frictions prevent them from undertaking profitable investment opportunities in the real economy. 
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These findings are important in that they underscore the importance of local capital markets for 

entrepreneurship. The degree of asymmetric information associated with small, entrepreneurial ventures is very 

high. As a result, the intermediaries who are best able to overcome the costs of screening and monitoring these 

ventures are often local. Deep, national capital markets alone may not be sufficient to alleviate financing 

constraints for startups. 

The importance of access to local finance seems equally relevant for venture capital (VC) financing as it is for 

bank financing. Sorenson and Stuart (2001) find that VC firms are much more likely to fund entrepreneurs 

located within a short geographic distance from where they are based (or to provide funding on the condition 

that entrepreneurs move closer to the VC firms). Similarly, Black and Gilson (1998) relate the lack of a large 

biotechnology industry in Germany to the local institutional environment for VCs. They argue that the 

institutional environment in Germany, which is more bank oriented compared to the U.S.‟s market orientation, 

reduces the ability of German startups to achieve 4 liquidity events via stock listings. As a consequence, the VC 

community in Germany is less developed, and the flow of risk capital to good biotechnology projects in 

Germany is weaker. Other studies find that VC investors appear particularly effective in funding innovative 

startups  and that the ebbs and flows in the capital markets may have important follow on consequences for rates 

of innovation in the economy. 

While capital market depth is a key factor impacting the ability of entrepreneurs to finance their startups, the 

organization of the financial sector can also have profound effects on financing constraints for potential 

entrepreneurs. In the next two sub-sections, we explore two related dimensions in which the organization of the 

financial sector can impact startup activity – the level of competition between financial intermediaries and the 

internal structure of the financial intermediaries. 

 

2.5 Competition between Financial Intermediaries 

 The level of competition between financial intermediaries can impact the terms of credit to startups as well as 

the degree to which capital is allocated to the highest-quality projects. This issue is particularly acute in 

developing countries where the banking system may be subject to political capture. However, bank deregulation 

is shown to have first-order effects on the ex ante allocation of capital to large firms in France and on 

entrepreneurship in the U.S. For example, Bertrand et al.find that banks were less willing to bail out poorly 

performing firms in the product markets after the French banking reforms. As a result, French firms in sectors 

with a greater reliance on bank finance were more likely to restructure.  

The U.S. branch banking deregulations provide a particularly useful laboratory to study the effect of bank 

competition on entrepreneurship. Prior to liberalization, U.S. banks faced multiple restrictions on geographic 

expansion both within and across states. The most restrictive of these, known as unit banking, limited each bank 

to a single branch. From the 1970s through the mid 1990s, banks experienced significant liberalization in the 

ability to establish branches and to expand across state lines, either through new branches or acquisitions. 

Greater bank competition and markets for corporate control due to U.S. deregulations are thought to have 

improved allocative efficiency by allowing capital to flow more freely towards projects yielding highest returns. 

Moreover, although the number of banks fell over this period, the number of bank branches increased 
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considerably, reflecting greater competition and increased consumer choice in local markets. From a theoretical 

perspective, these reforms would have had a strong positive effect on entrepreneurship if startups faced 

substantial credit constraints. Moreover, since entrepreneurs typically would have faced fewer non-bank options 

for financing their projects relative to existing firms (e.g., internal cash flow, bond markets), more efficient 

allocation of capital within the banking industry should have led to larger increases in startup entry relative to 

facility expansions by existing firms if startups faced barriers in their ability to raise sufficient external capital to 

grow. 

These results are particularly strong in light of theories suggesting that an increase in bank competition has the 

potential to impede startup activity. For example, Petersen and Rajan (1995) argue that startups may benefit 

from concentrated banking markets because monopolist banks can engage in intertemporal cross-subsidization 

of loans. As a monopolist bank can charge above-market interest rates to mature firms, it can, in turn, charge 

below-market rates to potential entrepreneurs. By doing so, the bank can maximize the long-term pool of older 

firms to which it lends. Increased competition weakens the market power of local banks, reducing their ability to 

charge above-market rates, and thereby weakening the incentives for subsidizing new entrants as well. Despite 

this possibility, the strong elasticity of entry with respect to the reforms suggests that the overriding impact of 

the increased competition between banks was to facilitate the provision of cheaper credit and better allocation of 

capital to new projects.  

 

2.6 Structure of Financial Intermediaries and their Relationship with Firms 

Financial intermediaries provide an important role in deciding which projects to fund and in monitoring these 

projects after funding them. As the costs of acquiring information about borrowers increase, it becomes harder 

to fund them profitably. Established firms have several advantages in this respect such as history of audited 

financial statements, greater collateral to pledge against loans, and potentially the ability to partially fund 

expansion through retained earnings. On the other hand, information asymmetry and limited assets are 

particularly acute for potential entrepreneurs, resulting in good projects going unfunded because intermediaries 

are unable to evaluate them effectively. 

Stieglitz and Weiss outline why these large costs of screening and monitoring startups cannot be completely 

overcome by raising interest rates. They observe that raising interest rates may lead to adverse selection, where 

only entrepreneurs starting the most risky projects would agree to the bank‟s loan terms. In such an instance, the 

banks would face greater default probabilities, making the loans unprofitable in expectation. They show 

theoretically that in such an instance, banks may be forced to ration credit rather than raise interest rates to 

market clearing levels. Credit rationing causes entrepreneurs to face financing constraints. Thus, innovations 

within the financial sector that lower information costs can have important effects on reducing financing 

constraints for entrepreneurs. Entrepreneurs to face financing constraints. Thus, innovations within the financial 

sector that lower information costs can have important effects on reducing financing constraints for 

entrepreneurs. 

A large body of work finds that close ties between financial intermediaries and firms reduce information 

asymmetries and lower financing constraints. For example, Petersen and Rajan (1994) and Berger and Udell 
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(1995) show that borrowers with longer banking relationships are less likely to pledge collateral, less likely to 

rely on expensive trade credit, and hence are less constrained in their investment decisions than firms with 

shorter banking relationships. Related work suggests that small or decentralized banks – where branch managers 

have greater authority to make adjudication decisions – are much more likely to lend to startups and small 

businesses. These banks have a comparative advantage for evaluating informational opaque or “soft 

information” businesses (Berger et al. 2001). They also are more likely to have appropriate incentives to act on 

the information than branch managers in large, hierarchical banks where adjudication decisions are centrally 

made (Stein 2002).  

Berger et al. (2005) find that differences in bank organizational structures impact the credit constraints of small 

firms across the U.S. Canales and Nanda (2008) demonstrate a similar effect for terms of lending to small 

businesses in Mexico. In many respects, the recent innovations for microfinance in developing countries, such 

as the Grameen Bank founded by Muhammad Yunus, can be seen as reducing monitoring cost for information 

ally opaque micro-businesses. These innovations enable financial intermediaries to lend smaller amounts to 

entrepreneurs at a profit due to the lower fixed costs of evaluating and monitoring projects. 

Although we have outlined these sources of financing constraints as distinct channels impacting 

entrepreneurship, they are of course interlinked. For example, Canales and Nanda (2008) show the important 

effects of the interaction between bank structure and the competitive environment when studying the terms of 

lending to small businesses in Mexico. Bozkaya and Kerr (2007) show that countries with strong employment 

protection laws – where firing workers is more difficult – are associated with weaker VC and private equity 

markets. Their findings suggest that institutional environments can have first-order effects on the presence and 

structure of certain types of financial intermediaries and hence on the availability of startup capital in certain 

types of industries. 

 

2.7 Personal Wealth and Entrepreneurship 

We now turn to the second broad stream of research on financing constraints and entrepreneurship. While the 

first stream of research relies on cross-sectional differences in the institutional environment to study the impact 

of financial development and financial frictions on entrepreneurial activity, the second stream analyzes the 

propensity of individuals to become entrepreneurs depending upon their financial resources. 

Entrepreneurs tend to be significantly wealthier than those who work in paid employment. For example, Gentry 

and Hubbard (2004) find that entrepreneurs comprise just under 9% of households in the U.S., but they hold 

38% of household assets and 39% of the total net worth. Not only are entrepreneurs wealthier, but also the 

wealthy are more likely to become entrepreneurs. The canonical model to understand this relationship between 

individual wealth and entrepreneurship was developed by Evans and Jovanovic (1989). In their model, the 

amount an individual can borrow to fund a new venture is a function of the collateral that he or she can post, 

which in turn is a function of personal wealth. If the amount the entrepreneur needs to borrow is sufficient to 

cover the capital required to start the business, then the entrepreneur is said to be unconstrained. On the other 

hand, if the entrepreneur needs to invest more than he or she can borrow, then a financing constraint leads to 

sub-optimal investment for the project at hand. Since returns to projects are a positive function of the capital 
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invested, some projects that would have been profitable for an unconstrained entrepreneur become unprofitable 

for a constrained entrepreneur.  

Thus, a central prediction of this model is that the propensity to become an entrepreneur is a function of 

personal wealth if potential entrepreneurs are credit constrained. Wealthy individuals are less likely to be 

constrained for a given project. On the other hand, a null relationship between wealth and entrepreneurship 

would suggest that borrowing constraints are not binding for potential entrepreneurs. Looking at whether there 

is a strong association between personal wealth and the propensity to become an entrepreneur may thus shed 

light on the nature of financing constraints in the economy. In the Evans and Jovanovic (1989) model, returns to 

entrepreneurship are greater for high-ability individuals. An important concern with empirical findings that 

show wealthier individuals become entrepreneurs is that personal wealth accumulation is endogenous. That is, if 

individuals with high ability are more likely to generate savings (because they earn more in wage employment 

relative to the mean person) and are also more likely to become entrepreneurs, the observed correlation between 

personal wealth and entrepreneurship may reflect this unobserved attribute rather than the causal effect of 

financing constraints (Holtz-Eakin et al. 1994; Blanch flower and Oswald 1998). A similar concern may apply 

to results showing that those who are less wealthy start smaller firms (Cabral and Mata 2003). In order to 

address such concerns, researchers have sought to find exogenous shocks to personal wealth and study their 

effects on selection into entrepreneurship. In addition, dynamic models of occupational choice have aimed to 

characterize better the inter-temporal savings and consumption paths of individuals who eventually become 

entrepreneurs. 

 

2.8 Wealth Effects, Preferences, and Sorting 

A second source of spurious correlation arises from the fact that observed and unobserved individual abilities 

and preferences for entrepreneurship may be systematically correlated with personal wealth. For example, 

wealthy people may have lower absolute risk aversion, making them more likely to become entrepreneurs 

(Evans and Jovanovic 1989; Khilstrom and Laffont 1979). People may also have a preference for being their 

own boss that increases with greater personal wealth (Hurst and Lusardi 2004). Further, if wealthy individuals 

are more effectively able to exploit certain networks that help them gain access to scare resources, the relative 

ability of an individual as an entrepreneur compared to a wage worker may systematically change as they get 

wealthier – irrespective of their absolute ability in each sector. This may make wealthier individuals more likely 

to sort into entrepreneurship even if less wealthy individuals do not face financing constraints. 

In such an instance, a far greater proportion of wealthy individuals may become entrepreneurs because they do 

not face the discipline of external finance, even if less wealthy individuals with high ability do not face 

financing constraints. This view is similar to that of de Meza (2002), who provides a theoretical framework 

where an individual who is indifferent between becoming an entrepreneur and staying a wage earner is higher 

ability than the wage earners, but lower ability than the entrepreneurs. When the cost of finance falls, these 

marginal individuals are most likely to select into Entrepreneurship. 
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III CONCLUSION 

From the research findings, the study has established that bank has empowered many small scale women 

entrepreneurs in market through giving loans, majority of the entrepreneurs run small Businesses with sole 

proprietorship leading and operating businesses in industries such as hair and beauty, food, transport among 

others, majority of the businesses have operated for about five years since they started in. The established that 

the bank has funded so far. The bank manager reported the challenges faced as follows: defaulting cases of at 

least 5 percent, problem with credit follow up, funds diversion, problems with financial management, budgeting 

among others. The study also established that entrepreneurs in market are mature people ranging the years. 
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