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ABSTRACT:- Small and Medium Enterprises (SMEs) are central to driving the socio-economic development
of countries and promoting entrepreneurship across modern-day nation-states. The realities of their impact
manifest in the capacity of enterprises’inherent capacity to address key economic fundamentals such as poverty
and empowerment among the population. Consequently, stakeholders, including the governments, have come
out globally in full support of SMEs as key to poverty alleviation, income generation, broad-based
empowerment of the people, employment creation and integrated strategy that they leverage SMEs aimed at
overall socio-economic development through its contribution to Gross Domestic Product (GDP). The
entrepreneurial prowess of any country’s population especially of the SMEs is dependent on a plethora of
variables that determine their success. As shall be examined and discussed, the key determinantto the success of
small and medium enterprises is the availability of financial resources from financial institutions. Thus, the
availability of resources is linked to access to credit schemes. Access to capital is fundamentally interconnected
to other important considerations made by financial institutions such as collateral security, which, in this case,
arguably imposes restrictions on access to credit for the financing of SMEs. A review of the literature technique
on Zimbabwe showed that small and medium enterprises. Are experiencing stunted growth due to constraints
the SMEs face in the economy, particularly access to capital which is not readily available contrary to public
statements of facilities being availed to the SME sector. Essentially, there has been a regression in investments
by the SME sector due to a lack of availability and access to capital. The conclusion is that government
institutions have the capacity to clearly influence the rate of entrepreneurship and transform SMEs through
public policies that can basically determine the entrepreneurial dynamics of Zimbabwe. The introduction of
specific policies that promote SME entrepreneurship as well as creating general a financial institutional
structure, conducive to SME entrepreneurship (Sobel et al., 2007), is important.

Keywords:- Small and Medium-Size Enterprises; Collateral Security; Access to Financing; Financial
Institutions and

1.1 INTRODUCTION

Promoting small and medium enterprises (SMES) is a fundamental aspect that has seen governmental
strategies being formulated aimed at achieving national economic development, transformation and
empowerment of the people through poverty alleviation, employment creation and income generation activities
by individuals and households that participate in different wealth creation enterprise activities. This paper as
alluded to examines small and medium-sizedenterprises’determinants of access to capital in Zimbabwe. Clearly,
access to formal SME financing is important. It is determined by a number of factors, and the interplay of those
factors, informswhether people can develop their SMEs or not. In Zimbabwe, in as much as the formal
institutions have been put in place, the interplay of the determinants to access capital appearsto be too stringent
to facilitate access to capital. As such, the growth of SMEs is inhibited and the enterprise owners find it difficult
to undertake their businesses, which, again, affects the implementation, sustainability and longevity of SME
businesses. As a result, this paper concludes that the availability of collateral security and high-interest rates,
stand in the way of SME transformation in Zimbabwe. Thus, government-aided financing policies with respect
to capital access by enterprises, should change and make them amenable to the current needs and begin to
support enterprises in a strong manner.
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1.2 RESEARCH METHODOLOGY

This paper derives fromthe current literature of an ongoing doctoral study. The data-gathering technique on the
determinants of SME financing in Zimbabwe derives from an extensive empirical review of the current scenario
in Zimbabwe. The mapping out of information is based on literature segregation and synthesis of the factors that
determine and affect access to capital for the financing of existing SMEs. The literature, in this case, is
contextualised in a manner to simplify the understanding of how the interplay of factors impacts access to
capital by SMEs. Essentially, the methodology in this instance follows a review pathway, which is critical in an
applied academic review of determinants of financing of SMEs.

1.3 BACKGROUND

Small to Medium Enterprises financing is arguably seen as a vital part of SMEs’ development ability. It
is the glue that holds the elements of an enterprise to emerge, and grow and keepsthe enterprise operating
efficiently (Cook, 2001; Green et al., 2002, p. 9). In Zimbabwe, capital flight has been going on for over two
decades. This is due to policy contradictions in the economy bordering on both macro-economic, fiscal and
political aspects that saw key financing institutions leaving the country, thereby creating a huge gap in the
funding infrastructure in the marketplace. A reality check established that big corporates also moved out and
could not keep operating in Zimbabwe. This prompted the government to intervene by adopting a robust
strategy to indigenize the economy and one such key intervention is the support for the development of SMEs.
As a public sector intervention, the government became deeply involved in supporting SMEs through policies
and facilities at different levels. Thus, it provided different types of financial support to small- and medium-
sized enterprises. Financing from the government is done through publicly supported agencies. The idea is noble
in as far as translating the vision to keep the economy functional. However, this study hastens to mention that as
much as the intention is good, the rollout has not had the desired impact with policies changing dramatically.
Thus, the unpredictability of policies and government directives affects market confidence and investments in
the SSME sector. The agencies that provide capital support, also have strategic impediments. Many of them,
apart from having geographical limitations, the interest rates as stipulated by the treasury and the Reserve Bank
of Zimbabwe, also affect the competitiveness of SMEs borrowing from government-aided financial institutions.
The open market as is the case in many jurisdictions charges an arm and a leg when it comes to interest rates
and their conditions, which usually are unmet by the emerging SMEs in Zimbabwe. The reason the government
deliberately moved in to close the financial gap is to ensure that disruptions of capital flight and
deindustrialisation be minimised by stimulating SME growth in the economy. The economic rationaleis to
resuscitate various sectors with a strong orientation towards local people’sparticipation through SME
development and empowerment of the local people.

These SMEs, therefore, act as a hedge against the risks of deindustrialisation and capital flight and are
expected to relatively create more jobs (Cant & Wiid, 2016; Kongolo, 2010). Thus, providing support to SMEs
is imperative to the economic growth of the SMEs and addresses poverty that is rampant across society
(Heshmati, 2001, p. 15; Seo, 2017, p. 10). Government has an inherent interest because empowerment through
SME providesis a mechanism for broad-based economic development and spreading the benefits to people who
were not active in the mainstream economy, and alsoraisesthe quality of life of the masses (van der Schans,
2015, p. 3). However, the financial structures to support the SMEs are in question as the enterprise owners
struggle to access capital (Herciu, 2017). Wakili (2006) reiterated that government support policies on SMEs are
important and there is a need for institutions tasked by governments to mainstream their regulatory frameworks
to make funding accessible. Thus, the agencies influence and determine the course of accessibility, and equally,
the decision-making process that fosters SME economic growth by ensuring that the environment is adequately
favourable for the common man to access funding for SME business operations. The government, therefore,
should have well-established structures to ensure that its policies are implemented and monitored using the tools
put in place with respect to credit access by enterprise owners.

14 UNDERSTANDING SMES

Small and medium enterprises (SMEs) can be defined as business entities where the owner makes
business decisions independently, enjoys all the profits and bears all the liabilities in his or her enterprise
(Adeyeye, Azeez, & Aluko, 2016). This understanding of SMEs is cantered on turnover of business, assets, and
the number of employees that the entity has and in the majority of cases, the owner has to account for all the
things as an individual or as a group depending on the structure one has put in place (Quaye, Abrokwah, & Osei,
2014).In Zimbabwe the definition is derived from the Small and Medium Enterprises Act (Chapter24:12). An
MSME is a legal business entity defined by the following variables: i. The number of permanent workers ii.
Annual turnover iii. Value of assets excluding fixed assets. This is shown below in Table 1:
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This understanding is key to this discussion as it helps to unpack the importance of SMEs in any
economy, particularly in Zimbabwe.Most SMEs are run by individuals and there is no reliable database of
SMEs, because many of them are not registered, or are unwilling to register, hence they avoid paying taxesto the
government. It is difficult to accurately determine the number of SMEs in Zimbabwe and the officialdatabase
may not provide the correct information. Small and medium enterprises are essential for the sustainable growth
of any nation (Sotonye &Nwanyanwu, 2020).). SMEs account for approximately 20% of the total tax revenue,
which if looked carefully, is far below that the sector should be contributing. In a paper presented at a
conference in Harare (2017), the Secretary for the SMEs presented that about 85% of the SMEs are not
registered, hence the conclusion that there is a greater need for a formalisation that conceivably increases the
contribution of the sector to GDP and the fiscus. This implies that there are leakages in tax revenue as the SME
firms in the economy are not formalised. Ideally, most of the SMEs are family and individual owned and have
not grown in size so much that they make significant contributions to the economy. The fact that they to the
extent of abiding by the legal provisions.

15 FINDINGS AND DISCUSSION ON THE DYNAMICS OF SMES DETERMINANTS

The framework below is based on the researcher’s conceptualisation of the determinants. It shows the
key determinants that have been identified in the case of Zimbabwe. The government-aided financing of small
and medium enterprises (SMEs) affects business operations as influenced by various factors within the financial
services sector in the country. The central critique is that the formulation of the framework is based on a review
of the literature on determinants of the capital structure of SME financing in Zimbabwe and the studies related
to SME financing. Essentially, the theoretical framework of this study is centred on the problem of inadequate
financing faced by SMEs, which ultimately, affects SME performance and impacts economic development.The
major problems associated with inadequate government-aided financing obtaining in in Zimbabwe affect the
purchasing index by the people as slowed vibrancy in the SME performance due to lack of financing implies
that products are in short supply, hence prices escalate. The determinants of SME funding have been identified
as follows:

Q) Accessibility of limited financial sources (demand gap) due to the effect of various quantitative and
qualitative variables on the capital structure of SMEs;
2 Limited availability of finance for SMEs (supply gap);

3) Lack of awareness about the approachability towards potential sources of finance (knowledge gap);
4 The reluctance of financial institutions in providing funds to SMEs (benevolence gap); and
(5) Physiography (locational challenges in relation to the geographical spread of the government financing

institutions for firm owners to access capital).

The empirical evidence from the literature confirms that there is a combination of factors that
determinethe success or failure of SMEs. Cuevas et al., (1993) postulated that access to credit by SMEs has been
an issue repeatedly raised by numerous studies as a major constraint to the industrial growth and empowerment
of people in Africa. As a result, the common explanation is lack of access to capital by SMEs is their inability to
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pledge acceptable collateral assets — which has created a huge financial gap. In the case of Zimbabwe, it is quite
clear that those who aspire to venture into business, struggle to get collateral security. There are fundamental
impediments. Their pledged assets are either depreciated at the valuation stage if they are movable like cars
which are mostly demanded by financial institutions or they do not meet the minimum standards for any pledge
for collateral security because they will be second-hand cars. In the case of immovable assets such as properties
like houses, the biggest challenge they fact is that they may not have title deeds for their pledged immovable
assets. By assessing various determinants, this paper has come to conclude that these factors are hurdles to
SMESs’ growth. They vary in terms of their impacts. As such, the frameworkbelow was developedto understand
the financing of the SME environment in Zimbabwe. This includes among others, a clarification of how the
interplay of factors operates in the relationships that exist in the entire ‘determinants’ web as follows:

Figure 1: Determinants of SMEs access to capital in Zimbabwe

SIMES access to financing
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The existent of financing gaps of SMEs makes it critical for a thorough diagnosis of the problem of
access to financing in light of determinants of capital structures, sources of funding, accessibility and available
of those funds to SMEs as imperatives. However, it is critical to note that since the government of Zimbabwe is
involved in funding SMEs directly and indirectly, it has to exercise flexibility to improve access. The above
framework assists not only policy-makers in improving lending infrastructure, institutional reforms and review
of the enabling policies, legislation and regulatory environment but also prompts adaptation to modernise the
financial services sector through innovation to make the financing environment flexible for SMEs to access
capital. Fundamentally, in any developing country, it has become important for the capital infrastructure
formations to facilitate SME firms by enabling a policy environment that helps the entrepreneurs to have access
to cheap financing and start a business.
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Additionally, the framework also articulates the scope of SME financing. It has been established that
previous research has not been able to address the gapsthat exist regarding the determinants. Some of the
impediments of SMEs, particularly the informal SMEfinancing institutions, charge a premium on leading loans
to SMEs. The current prescription of a 200% interest rate on loans is being applied to all borrowing by the
public and private sectors, which is making loans unaffordable. To this end, there is limited capacity for SMEs
to access money with the exception of negotiated variations with the banks on those operating in the agri-
business sector to about 100% or less. The case in point is that many individuals and corporates, are resorting to
requesting the intervention of the Reserve Bank, yet the treasury and Reserve Bank set such policies. Ideally,
one would expect that a clear policy pronouncement should have been made to ensure that there is uniformity in
terms of policy and implementation of the same by the lending government-aided institutions.

This is in spite of the government of Zimbabwe making public pronouncements to offer favourable
rates to SMEs. While in recent times, a 200% interest rate on all bank borrowings was announced, seemingly
crowding out most SMEs’ access to capital, the Reserve Bank of Zimbabwe (RBZ) about its commitment to
support SMEs and offer them cheap funds. Consequently, this has affected the increase and growth of SME
firms, including the expansion of larger and older enterprises, let alone the take-off by emerging SMEs
(Banerjee, 2014). This has led to arguments that unfavourable conditions for smaller enterprises are due to the
effects of institutional factors that create policies that affect business (Heshmati, 2001, p. 15). This is typical of
the way the policies are crafted in Zimbabwe in which the Treasury and the RBZ, have been making abrupt
policy changes with little due diligence on the impact of such policies on the affordability of capital,
sustainability and profitability of the SME enterprises.

The reason is that for an SME enterprise to be able to grow and develop, it needs cheap lending. This
includes investing in market development and market intelligence, increasing production capacity through
machinery acquisitions and up-to-date technology for the optimisation of production systems by the SMEs
(Verdolini et al., 2018). All these processes by the SMEs, require constant review as ongoing processes and
need funding over short to long periods of time (Kumar & Rao, 2015, p. 3). Because of the nature of the SMEs,
the enterprises have considerable different risk profilesand when they are examined for possible funding; they
are rejected due to bank conditions that are stringent (Lajis, 2017). Thus, SMEs usually get constrained in terms
of the amount of resources at their disposal, and depending on their growth focus, many of them have limited
customers and lack credit history, which makes them riskier (Doh & Kim, 2014, p. 4). Furthermore, several
emerging and undercapitalised SME businesses are likely not to compete nor sustain their operations since they
run on a cash basis. Zimbabwe SMEs, are arguably operating in one of the most difficult environments. In many
instances, there is almost twice the probability of failure in the first couple of years than a properly capitalised
business. Most of them are funded from personal funds from family servings and individual funding, which
implies that they have to start from small sizes and then grow if they manage to navigate the difficult
environment to survive as enterprises. Evidence gathered by Cressy (2006, p. 9)attests to the fact thatin most
developing countries, financing institutions insist, for example, on a clear track record of the performance of the
aspiring SME in order for them to make a decision to lend money to them or not. However, much of the
information asymmetry is not usually available since most of the SMEs generally are new and have not built a
track record. Ideally, they are largely start-ups and may not have the requisite business history. As such, the
tendency of financing institutions is to set aside their applications for funding.

The centrality of information asymmetry makes this study conclude that financial institutions in
Zimbabwe induce serious access gridlocks for entry into the SME sector. As such, it can be argued that the
levels of local participation are hindered as the entrance requirements from capital access perspective pose
barriers, thereby, exacerbating the participation of the local people in the SME economy. The tendency,
therefore, is to lend money to companies that they know under the ‘Know Your Client’ (KYC) principle based
on hard information about that particular client. This relates to those who have been in business already, which
are mostly large corporates and hence no incentives for emerging SMEs. This by any comparative assessment
does not help much to support the SMEs (Berger & Udell, 2006; Dell Ariccia & Marquez, 2004).

The need to support SMEs encourages economic competition and in an environment such as Zimbabwe
where there was capital flight as a result of big corporate that left the market, there is logic to support the SME
sector. The inception of sanctions apart from capital flight, witnessed big corporate also downscaling their
operations which were huge oligopolies in the market and that gap, had to be closed. However, some of the
determinants to access to capital such as information asymmetries still apply in the financial services sector and
this is creating problems for the growth and development of SMES in Zimbabwve.
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Ideally, in part three of the determinants, access to and cost of finance impacts many aspects of the
SMEs, and it is clear that the businesses encounter lots of challenges throughout the market in relation to
lending institutions. On one hand as a determinant in Zimbabwe, capital is expensive as already alluded to at a
200% interest rate per annum. This directly affects both horizontal and vertical integration and the performance
of SMEs. Horizontal integration relates to supply chains in the market which should be financed to get the
commodities and services to the end-users (consumers) at a sustainable, affordable, reasonable and profitable
margin.

It is argued in this paper that from a financing determinant perspective, the interplay of
government policies as shown in Figure 1, part 7 of the diagramme above, the general macro-economic policies
such as those pronounced by the Ministry of Finance and the Reserve Bank of Zimbabwe and the financial
market performance influence interests rates on capital borrowing. There is no doubt that as a result of this, per
8, which is SMEs’ access to financingis affected by the cost of funds. More importantly, the fact that most banks
also look at the SMEaspirant’s credit history, means that those who are start-ups, are at a disadvantage to access
capital. Ideally, the financing should follow a business plan and model that is financeable by looking at planned
operations, profitability and sustainability of the business in the market for funding, Consequently, due to risk
considerations, part 6, which is access to funds is usually difficult to be met by most SMEs particularly history
and also provision of collateral security, and in the absence of trading history, is difficult to convince the banks
during their assessments. Additionally, the bank-client relationship counts, what is clear is that most SMEs have
little or no relationship with most of these banks to be known as credible borrowers. Thus, lending banks that
are financed by the government, are not keen on new entrants into the SME sector, which makes the
transition and graduation of the business into big and viable SMEs a difficult task.

While the issue of thorough assessment by financial institutions remains a critical element in the
banking sector as part of due diligence, in Zimbabwe, this aspect has become more of a hindrance that a mere
effective tool for lending money to SMEs. Coupled with this is the issue of the collateral regime that is applied
to the extent that this tends to hinder the functioning of an economy where most big corporate have withdrawn
their operations from Zimbabwe.

Logically, the financial legal and information asymmetry should be simple and conducive to facilitate
access to capital by business people entering into some form of production of goods and services to enhance
both personal and community development through entrepreneurship (Georgewill et al.; 2021; Sengupta, 2007,
Haselmann et al., 2008). It appears clearly that most government-aided financial institutions, especially those
tasked to handle supporting the SME sector, a true potential for growth and development of the economy, are
not able to understand the new dynamics of the need for economic transformation. In order for SMEs to reach
their goals in terms of supplying unique products and services, their financial needs should be attended to. More
often, the banks are not willing to change and this is making themselves unattractive to SMEs with the cost of
money regarded as high. The determinants in the framework demonstrates risk associated with SMEs, thus, they
experience slow growth because the banks are unable to take the risk in providing financing to the SME sector.

1.6 BRIEF DISCUSSION

Many banks are wary of lending to SMEs. This is because of high credit risk such as the high rate of
default by SMEs are high. To buttress this point, Ojiambo (2012) put forward that many SMEs in Africa have
this challenge and have had slow growth compared to their Asian and European SMEs. According to
Abdesamed & Wahab (2014), the determinants such as lack of collateral for a loan by SMEs are one of the
primary reasons why banks do not grant loans to SMEs. Additionally, Sanusi (2013) did a study in Nigeria, and
recognized some of the above determinants as the biggest constraints and the reason why banks do not get
development financing for SMEs. The critical issue of lack of managerial capacity, high-cost transactions,
inadequate collateral; poor Record keeping, financial literacy and the overall understanding of proper business
practices by the SME owners, remarkably undermine bank confidence in lending money to the SMEs. In
addition, inconsistencies in terms of government policies also affect SMEs. Consequently, the SMEs end up
failing to access money, for example, the hiking of interest rates from 60% per annum to 200% interest rate,
impedes access to financing by SMEs and is part of the reasons why SMEs do not reach their full potential.
Lack of formal education which is linked to financial literacy by owners and inadequacy of experience, is
pervasive among the Zimbabwean SMEs sector to the extent that the banks have no confidence to support them
as any business, requires somea modicum of financial literate and sound management hence they fail to access
loans (Agbim, 2020). Thus, according to Abiola (2011), SMEs’ activities are limited by these determinants and
leaving them with inadequate capital, stringent credit t conditions, poor management and faulty implementation
of governmentpolicies.
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1.7 RECOMMENDATIONS
The perceived and real high risks, particularly collateral security, reputational effects and existence of
information asymmetries between finance providers and borrowers, imply the need for a review of many things.
In the following diagramme, it has to be noted that SMEs should be supported and the answer is in changing the
policy environment and the financial services infrastructure so that the financial ecosystem, can support SMEs
to grow.

Figure 1.2 Reforming the Policy and Financial Infrastructure for SMEs Growth

In this research, Cressy (2006) studied why most firms die young, and argue that even where the
government provides funding, the tendency of channelling the resources via banks creates complications by
putting measures that tend to restrict access. The starting point is to have the financial services infrastructure
changes to adapt to the needs of the SMEs. This should be followed by complementary advocacy on good
policies that are market-driven to support SMEs. In addition, because the SMEs are emerging from a
background of economic hardships, there is a need for training in not only financial literacy but the management
of the business in Zimbabwe’s VUCA environment. Ideally, marketing and promotion of the products, which
again, should go through robust product development and branding, are key aspects for the SMEs to be
competitive.

Other researchers have come to a similar conclusionthat one of the major issues for SMEs’ ability to
develop and contribute significantly to economic development, isthe lack of development financing, particularly
for start-ups (Beck & Demirguc-Kunt, 2006, p.10). Coupled with this, are the regulations, which clearly retard
the growth of SMEs. To a larger extent, the fact that one of the determinants is collateral security largely limits
access to formal credit. In some instances, the process of accessing funding follows political patronage
consideration (Akingunola, 2011).The issue of SME collateral security by banks administering government
facilities alienates SMEs fromgrowth (Quartey, 2003) and this is supported by the fact thatproblems related to
financing SMEs in the case of Ghana, just as in other developing countries,they are affected by constraints
including collateral security for any supporting loan facilities. As such, Zimbabwean SMEs find themselves in
similar situations and if movable assets such as livestock stocks and vehicles can be pledged as collateral
security, can help the small businesses access capital. However, there has been resistance in this area, and agro-
based enterprises have not benefited much in this area which has created a huge gap in the sector of agriculture.

18 CONCLUSION

The main findings of this review research reveals that SME financing in Zimbabwe is gridlocked at the
confluence of stringent determinants within the financial services sector against the backdrop of high demand to
invest in SMEs. This, inadvertently, has a significant influence on SMEs growth,and expansion capacity of
small and medium enterprises in Zimbabwe’s cities, towns and rural areas. The study also reveals that while
public pronouncements about loan availability have been vociferous, this is not matched with actual action on
the ground in terms of accessibility of funds by SMEs. Essentially, when the SME apply for loans, the duration
that is taken to process and give feedback is far too long for planning and implementation of SME projects,
thereby affecting the start-ups to flourish. There are more delays that take place in loan processing with a
significant impact on SMEs’ growth, which means that the SMEs do not meet their timelines in the market to
exploit the opportunities optimally. The other observation made in this instance relates to jurisdiction, which
fundamentally relates to policy uncertainties coming from both the treasury and the Reserve Bank of Zimbabwe.
At one point in 2022, there was an announcement of a blanket ban on all borrowings. This was to be reversed
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much later but the damage in the financial services sector had already been made. In August 2022, there came
another policy in terms of hiked interest rates from about 60% to 200% on all loans. This again made loans too
expensive and it was thumb-sucking on the market without effective impact assessment on the performance of
the business. Thus, Zimbabwe’s jurisdictional contradictions in terms of policy inconsistencies, affect business
and are seen as highly unpredictable and uncertain.In conclusion, SMEs areexposed to various threats and are
more constrained financially in African countries (Hutchinson & Xavier, 2006, p. 6). In addition, the SMEs also
lack access to external financing, and they end up waiting for the benevolence of the state and from formal
sources that are not financially very strong to reflect averting the perceived higher risk. This can explain the
smaller growth of SMEs to contribute as much as possible to a nation's growth (Beck & Demirguc-Kunt, 2006;
Doh & Kim, 2014, p. 4). In a study by Pissarides (1999), it was found that the only SMEs that could afford the
higher interest rates were those SMEs that successfully had identified highly profitable niche markets. The other
SMEs especially in Zimbabwe, are either new with limited or no history, which in turn affects their credit rating.
The framework in Figure 1.1 provides key aspects for examining the empirical situation in Zimbabwe.
Ultimately, the financing relationships and analysis serve as a reference point to understand the impact of the
determinants of financing SMEs and the reforms that are required to stimulate SME growth.
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