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ABSTRACT

Despite the vast research by local and international institutions on
problems and challenges faced by businesses in Liberia, little is known about
Small and Medium Enterprise (SMES) access to finance problem. Thus, the study
provides a comprehensive discussion of the problem of access to finance facing
small and medium enterprises (SMESs) in Liberia. Access to finance has been
identified as one of the major factors that impede the growth of SMEs. The
problem of access to finance, gap and the reason has been discussed. Gaps in
SME financing were discussed in relation to Stiglitz and Weiss (1981) credit
rationing theory which advocates that agency problems and asymmetric
information are the main reasons for the credit rationing behaviors of credit
providers to SMEs.The study also identify the gap and explored means of
bridging the gap which limit SMEs ability to access finance from financial
institutions and banks within the borders of Liberia.

The study revealed that access to finance problem facing SMEs has limited
its potential to create employment and alleviate poverty. Data analyzed indicates
that lack of collateral has emerged as major problem facing SMEs in the country.
Therefore it is recommended that policies aimed at solving access to finance
challenges in Liberia as well as those proposed by the researcher must be
implemented and empirically tested on a regular basis and progress in that regard

must be constantly monitored and revised to eradicate the problem.



ACKNOWLEDGEMENT

First and foremost, I thank God who’s guidance, protection and grace
brought me this far. Furthermore, | do express sincere gratitude and profound
appreciation to my supervisor, Professor, Dr. J. Sukmawati Sukamulja, MM., for
her tireless support and guidance throughout the study. I also extend gratitude to
Dr. C. Handoyo Wibison, MM., and Dr. | Putu Sugiartha S.,SE., M.Si., members
of the thesis committee who also provided guidance during the research period.

My appreciation goes to my late father Hon. Thomas S.B. Kaydor, Sr.
whose encouragement made me to reach this far. Furthermore, i extend special
recognition and appreciation to Hon. Thomas S.B. Kaydor, Jr. Dr. Anna Kaydor
Labala, Hon. Victor E.D. Kaydor, Mr. Milton J. Kaydor and Mother Louise M.Y.
Kaydor including all of my family members. The joint effort of these family
members got me to be where | am today.

I am so grateful and do extent gratitude to the Liberian government, the
Indonesian government, Dikti, and ATMA JAY A University for affording me the
opportunity to obtain a master in Finance. History has taken you all into account

for the bright future you have provided me.

Vi



TABLE OF CONTENT

APPROVAL OF THESIS .. .o I
HALAMAN PENGUUJL ...t ii
DECLARATION ..ottt ettt sttt sttt be st enesteseeseasesteeene s Iv
ABSTRAGIREumen B . 05 0. o 0 NI, ................... \%
ACKNOWLEDGEMENT ....ooiiiiii e ee e Vi
TABLE OF CONTENT ...t vii
IR ELARIERE ......................ccccconeennneennnnne seenes VI R, .. X
CHAPTER ONE. GENERAL INTRODUCTION .....ccccoiiiiiieniee e 1
1 General INtrodUCTION........cooveiiiiiiieiiee it saesa b ab s eanesas 1
1.1. Liberia Financial System Profile...........cccccooviiiiiniiiiccnn 3
1.2. The SMES iN LIDEFIA ....cccecveiiiiiiiiiienesiesieeseseise s svnsnnennenne b s 5
i3 Prospect of SMES in Liberia..........cccoooviiviiiciicc e, 8
1.4. A Review of Micro-Finance Service Provider in Liberia ............. 10
1.4.1 Banking SECLON ......coveiviiiiiiiiiieriieieie e 10
1.4.2. Credit UniON ......coooiiieieeee e 11
1.4.3 Credit Only ...ccoooviviiiiic e 11
1.5 Review of Key Agencies that are involved with Micro-Finance 12
Development of SMES in Liberia.........cccoovviieiiniiiiiniiiee,
1.5.1 Ministry of Commerce and Industry (MIC) ..........cccevennene. 13
1.5.2 Ministry of Finance (MOF) ........ccociiiieiiie e, 13
1.5.3 Ministry of Planning and Economic Affairs (MPEA).......... 14
1.5.4 Ministry of Agriculture (MOA)........ccooveiiieiiiiiieeee, 14
1.5.5 National Investment Commission (NIC)..........ccccccevveenne, 14
1.6 Characteristics of SMES in Liberia........cccccoeviiiiieneiieniecnie s 15
1.7 Statement of the Problem ... 16
1.8 The Purpose of the StUdY .......cccoovvvveieie e 18
1.9 Significance of the StUdY ... 18
CHAPTER TWO:LITERITURE REVIEW .....ccoooiiiiiii e 21

Vi



2 INErOAUCTION ..o 21

2.1. Financing for Small and Medium Enterprises (SMES) ................. 21
2.2. Theoretical Framework ..o 23
2.3. Gaps iN ACCESS 10 FINANCE........cceeveeiecieceee e 25
24, Credit Rationing Behavior..........ccccovviiiieiiiie e 28
2.5. Financing Restriction facing SMES...........cccccoiiiiiiiiiiiice, 36
2.6. Problems that Limit SMEs Access to Finance in Liberia....................... 38
2.6.1 Inadequate Financial Record Keeping ........cccccceveeeeeeeeieeresererinnn, 38
2.6.2 -~ Lack of Collateral...............oooeeeeieirneeristsesesassssinnseaits snssssssssssssboneannes 39
ZOE"BERIEN RiSK BOITOWELS .......ocovereerererersessoronsnsescess N Sl S NUN.. . 43
2.6.4  IMICIO-LENET ...t s s 44
2.7. Bridging the Gap in AcCess t0 FINANCE ........ccccoovvvereiiriercniriereeesevenes 44
2.8. Principal Source of SMEs Financing in Relation to SMEs Financial Life
R VGICT,  CNNSS—— | W S S——— ety SN S a7
P81  Bank LOaN........ccociiveereereserereionsensnrnnsssisesesesesasasssssssasscscsss JRNNE 51
2.8.2  Venture Capital.........cccooveiiiiieiieeceee e 51
CHAPTER THREE: RESEARCH METHODOLOGY .....cccccecvvevciieeeiieene, 55
K 101 10T L1 T [ o SRS 55
3.1 RESEAICH DESION . .viiiiiiii e 55
3.2 The SamPIe SIZe .......oooiiii s 56
3.3 Data Collection TEChNIQUES .....cccovveiveiiiieiiiiiieieie e 57
3.4 Validity and Reliability ........ccoooiiiiiiiii e, 58
35 Data ANAIYSIS......cviiiiieiie et s 59
3.6 IMOTEL ... 59
CHAPTER FOUR: DATA PRSENTATION ....ocoiiieiee e 65
4.1, INErOTUCTIONS .....eeeiieeie et e e e ee e nnees 65
4.2, PreSENtAtiON .......coiueeiiiie ettt sttt neas 63
4.3. Policy toward Filling the Gap .......cccocevvveiieiiiecee e 67
4.3. SuMmMary of FINAING......c.ccooiiiiiiiec e 70
CHAPTER FIVE:CONCLUSION, RECOMMENDATION, LIMITATION... 72
5 INTOTUCTION oo 72

viii



5.1. Conclusion...........

5.2. Recommendation

5.3. Limitation ............

REFERENCES
ATTACHMENT



Table 1
Table 2
Graph 3
Table 4

Table 5

LIST OF TABLES

Contribution of SMEs in Selected Asian Economies ................... 8
Micro-Finance Services Providers in Liberia ............cccccooveenee. 12
SME Life Cycle and financing Need ............ccocovviieernnicicinnnn. 49
SMEs Application for Finance and Outcome, 2014...................... 64
Obstacle Hindering SMEs from Accessing Finance ..................... 66



ATTACHMENT

1 Questionnaire

2 Data

Xi





