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An empirical investigation into the impact of access to lack of credit on SMEs’ business performance in Pakistan

[bookmark: _Toc29041195][bookmark: _Toc29043940][bookmark: _Toc29044039][bookmark: _Toc29045282]Abstract

This study is carried out to explore the factors hindering access to credit for SME's in Pakistan and its impact on their business performance. It reveals the factors of how SMEs of Pakistan are facing problems related to access to financial resources. SMEs are the indicators of the economy of Pakistan because of its contribution towards the GDP, but in Pakistan, the discrimination present between rich and poor so SMEs provide resources of jobs and play a vital role in this regard. This study is based on qualitative research design, so a case study strategy deployed, and in-depth one-on-one interview method is used to collect the information from respondents. Also, telephone interviews are conducted to gather the information from respondents to know the perception of the participants about the credit issues faced by SMEs that lead to affect the business performance of them. The results revealed that the study respondents also moderately valued aspects of access to finance, such as the terms of the loan, collateral conditions, and number of years. Significant association evaluated between credit financing and business performance of SMEs. The results of the study found lack of finance is major issue faced by SMEs in Pakistan and various factors are highlighted that are hindering SMEs access to formal finance, especially collateral, and improvement in external funding is able to positively influence the performance of SMEs.

Keywords: Small and Medium Enterprises, External Finance, Bank Credit, Profitability, Export
1) [bookmark: _Toc29041196][bookmark: _Toc29045283]Introduction
Small and Medium Enterprises (SMEs) are the majority of all companies in Pakistan.  According to Nenova T. et al. (2009), 93 percent of the all companies in Pakistan are SMEs. In 2017, SMEs share in private-sector credit stood at 8.7 percent with the number of borrowers standing less than 164,500 (Dawn, 2019). Harash, Al-Timimi & Alsaadi (2014) concluded that financial limitation can cause SMEs’ businesses closure or lower growth. Similarly, Financial Times article (2019) partially attributed growth limitation prospects and short life cycles for SMEs to access to finance, ranking it among one of three biggest challenges for SMEs. Moreover, Pakistan’s economic survey (2019) revealed that difficulties in adoption of new technologies and production enhancement are owing to lack resources to SMEs, while the government intent to improve access to finance by extending finance to 700,000 SMEs and 17% of the total private sector credit. Although, importance of SMEs in economic development of Pakistan is immense, however researcher have not given much attention to this sector compared to other forms of businesses. 

The lack of funding represents 55% of the overall problems for small and medium-sized companies, due to instability in Pakistan's economy and default in loans (Qureshi & Herani 2011). There is not a well-developed infrastructure that exists for SMEs and trade and other banks are still small to accommodate SMEs. Insufficient financing has proved to be a significant problem for entrepreneurs, implying SMEs have no choice to receive lending from financial institutions (FIs). FIs offer loans based on business data and the profile of shareholders and assessing the performance of SMEs in Pakistan is still challenging because of non-documentation of information about their business operations. Therefore, this issue is objectively selected for a detailed analysis.

SMEs affect the development of the countries through contribution in economic growth, easing poverty, and generation of income and employment. According to the international finance cooperation (IFC) report, published in 2012, in Pakistan there are approximately 3.2 million businesses, out of these 3 million are SMEs, 90% of all the industry, and contribute 30% to GDP, 25% towards country total export earnings and employ 70% of labour force. Though in Pakistan, the breakthrough has been attained by establishing SMEs developing authority, i.e. SMEDA, banks and various programs are started over time but this sector is still facing many problems regarding infrastructure, inferior quality products, regulatory requirements and small scope of business with less skilled HR persons as well as more chances of defaulter in the industry. Difficulty in access to credit is an immense issue in this sector for the growth of the business and it is also challenging to get despite government initiatives (Ali, 2018).

A study by OCED (2009) stated that there are several reasons based on which SMEs become vulnerable, these include:
· Diversification is less in terms of economic interests
· Low capitalization
· Downsizing as they are already run a small business
· A lack of credit training
· Availability of fewer financial resources

Despite being majority of business and its significance for the Pakistani economy, only a mere number of less than 200,000 SMEs borrow from the banking sector. Additionally, SMEs borrowing account for only 16% of total credit (Nenova T., et al., 2009). However, as per the latest report by State Bank of Pakistan (SBP, 2016), number of SMEs borrowing stood at around 178,000.  This research study focuses on identifying factors causing SMEs to avert borrowing and challenges it creates for SMEs’ business performance, thus highlighting constraints affecting the growth of SMEs, and to identify the variables affecting the source of financing. Also, the study will examine the impact of trade credit and long-term financing on the business (sales) growth of SMEs.

[bookmark: _Toc29041197][bookmark: _Toc29045284]1.1 Research Aims and Objectives
 The main purpose of the planned research is to improve the performance of SMEs in Pakistan through identifying the influence of credit deterrents, as these variables are the obstacles to growth for SMEs. This aim will be achieved by meeting following mentioned objectives:
· Identify current challenges faced and the constraints affecting the growth and development of SMEs especially role of credit by exploring the experiences of SMEs’ owners in Pakistan
· Explore the variables affecting the source of external financing especially bank finance for SMEs in Pakistan
· Determine the impact of lack of credit, trade credit and long-term financing, on Pakistani SME’s business performance especially operational performance
· Propose recommendations to develop efficient and effective strategies for overcoming growth issues and expansion of Pakistani SMEs life span

[bookmark: _Toc29041198][bookmark: _Toc29045285]1.2 Research questions
· What makes access to formal credit difficult for SMEs in Pakistan?
· What challenges Pakistani SMEs are currently facing due to lack of access to credit and how these challenges influence business performance and success?

[bookmark: _Toc29041199][bookmark: _Toc29045286]1.3 Research significance
SMEs play a pivotal role in in economic development of Pakistan. However, lack of availability of formal credit is leading to high failure rate and growth deterrence for SMEs, coupled with insufficient empirical literature in SMEs context set the motivation for this research. The rationale of this study is to ascertain factors that makes access to formal credit difficult and identify ways to overcome SMEs growing needs for funding. The proposed research is significant in both practical and theoretical perspective. First, from a practical perspective, it will help improve financially stressed SMEs in understanding growth challenges faced due to lack to access to credit, while helping them in overcoming this. The result of this study will be beneficial related to proper planning and decision making for the entrepreneurs to improve their business performance through overcoming challenges faced owing to lack of credit. Consequently, these businesses can expand their business life span. On the other hand, the empirical insights collected by this study can be utilized by the financial institutions and the relevant government agencies in making policies related to the proper management of financial resources towards in SMEs in Pakistani. Resultantly, SMEs’ improved business performance can exert a significant positive impact on Pakistan’s economy.

[bookmark: _Toc29041200][bookmark: _Toc29045287]1.4 Research context
The research context is narrowed by focusing on manufacturing sector in metropolitan areas of Pakistan. The scope of the research is narrowed further by targeting the SMEs operating mainly in major cities of Punjab, and Sindh province like Karachi, Lahore, Multan, and Islamabad.

[bookmark: _Toc29041201][bookmark: _Toc29045288][bookmark: _Toc28115057]1.5 Theoretical framework
Theoretical framework suggests that external and formal credit is independent variable, whereas SMEs performance is the dependent variable.
[bookmark: _Toc29041202][bookmark: _Toc29045289]2) Literature Review
The classification of SMEs varies, some are outlined for the study. European Commission (2016) defines SMEs as enterprises employing less than 250 people with annual sales or balance sheet size not exceeding EUR 50 million and EUR 43 million respectively. Small and Medium Enterprises Development Authority (SMEDA), classify SMEs by number of employees and assets size. SMEDA defines small businesses having 10 – 40 employees with assets around PKR 2million – PKR 20million, whereas medium businesses having 40 – 99 employees with assets around PKR 20million – PKR 40million. The State Bank of Pakistan (SBP, 2017), defines a small enterprise as those employing less than 49 employees and annual sales of up to PKR 150million, while it classified a medium business into two categories i.e. trading, and manufacturing and services, both having annual sales of PKR 150 million – PKR 800 million. For a trading company to be classified as medium enterprise number of persons employed must be in range of 51 – 100, and for manufacturing and services this stands at 51 – 250. 

In this section of the report following topics are covered: 
1. SMEs’ significance in Economic Development
2. SMEs’ financing gap, lack of access to credit, and business failures
3. Deterrents for SMEs in acquiring finance
4. Benefits of formal financing for SMEs
5. Challenges faced by SMEs

[bookmark: _Toc29041203][bookmark: _Toc29045290]2.1 SMEs’ significance in Economic Development
SMEs play a pivotal role in economic growth of both developed and developing countries and are the necessity of the Global economy. World Bank (2019) reported, globally SMEs play an important role in economic development, as these businesses comprises of majority of all companies i.e. 90%, while employs more than 50% of workforce whereas emerging markets’ SMEs create 70% of formal jobs. The report further highlighted SMEs’ access to finance as a second major business growth hinderer, in both emerging markets and developing countries. 

Similarly, in context of Pakistan SMEs’ importance is much crucial as these businesses’ contributions to economic development and employment is much higher. Nenova T., et al. (2009) pointed out the importance of SMEs in Pakistan as 93%, i.e. 3 million, of businesses in Pakistan are SMEs, classified into trade (53%), services (27%), and manufacturing (20%), and contribute a worthy 30% to GDP, 25% to export earnings, 35% of manufacturing value addition, while employing more than 70% of non-agricultural workforce. Thus, highlighting SMEs significance to economic prosperity and development.

[bookmark: _Toc29041204][bookmark: _Toc29045291]2.2 SMEs’ financing gap, lack of access to credit, and business failures 
[bookmark: _Toc28942065]
Finance is considered fundamental for organisational existence and efficiency. Bonin and Wachtel (2003) identified different approaches to SMEs financing, which include self-finance, government support, trade credit, bank lending, and capital market through private placements, and bonds. Gbandi and Amissah (2014), categorised SMEs options for financing into two broad groups equity (angels financing and venture capital) and debt finance (banks and microfinance) and also in formal (financial institutions) and informal sources (friends, relatives, personal savings). They associated lacklustre performance could be attributed to several sources which include unfavourable business environment, insignificant funding, poor management skills and lack of assess to modern technology. Ogujuiba et al. (2004), associated a quarter of business success to the non-availability of finance. Thus, availability of the finance is critical for business survival and growth.

According to an article published in financial times (2019), the world bank states 70% of SMEs in developing countries are facing immense issue of lack of financing, with the gap around $1.2tn and $1tn for formal and informal SMEs respectively. The report highlighted that small enterprises are also not getting finance due to their size issue, where microfinance companies consider them too big, whereas commercial bank consider them too small to lend. Additionally, few SMEs businesses are considered to be risky in nature. SMEs incur higher transaction costs and risk premiums. The report also suggested use of modern technology, like “Digital Trails”, to SMEs to improve credit access, allowing SMEs to flourish thereby resulting in more contribution to society through taxes, and employment. Nassr and Wehinger (2015) suggested use of alternative form of debt financing in form of securitisation through secondary market. In case of Pakistan the average financial gap per SME is estimated to stand at $51,000, translating into a total funding gap of $2.9bn (ADB, 2015).

An article published in Business Recorder (2019) pointed out that difficulty in accessing credit to SMEs owing to financial infrastructure create cash flow issues, in Pakistan. The report further added that high interest rate would make SMEs reluctant to expand, as happened in recent fiscal year. The absence of credit along with economic slump, increasing cost of doing business, surging cost of production, and rupee depreciation have further exacerbated the situation for SMEs. 

Previously several studies were conducted on the trade credit in different countries and sectors. Availability of credit have an impact on sales growth and financial performance of the organization. The importance of access to finance cannot be neglected to attain good performance of SMEs. There are two approaches used by the researchers in previous studies, theoretical and empirical, and where availability of finance was seen as critical to SMEs ' success. Earlier studies found that smaller businesses had inadequate access to financial capital compared to larger firms and that their quality and growth was impaired (Levy, 1993). Smaller companies usually face higher loan costs compared with larger firms (Saito and Villanueva, 1981).

The significant statistic role played by external vital performance factors, referred to as Critical Failure Factors (CFFs), in the increased rate of failure of SMEs in Pakistan was suggested by Hussain et al. (2010). Insufficient access to financial resources or a shortage of easy lending, in Pakistan, is a significant contributor to failure of businesses. They further added that in Pakistan a mere 14% small firms have access to credit facilities from formal financial institutions, and low debt payment capability on SMEs is the result of inadequate access (Hyder & Lussier, 2016). 

[bookmark: _Toc29041205][bookmark: _Toc29045292]2.3 Deterrents for SMEs in acquiring finance

[bookmark: _Toc29041206][bookmark: _Toc29045293]2.3.1 Barriers faced by banks
Several studies identified various loan deterrents for SMEs in developing countries. The reasons are attributed to bank reluctance to lend and to SMEs aversion to borrow from formal sources of finance. A recent study by the World Bank (2017) highlighted lack of financial information about SMEs for assessing creditworthiness, unable in meeting higher collateral requirement, lack of relationship between bank and borrower, alternate sources of investment for banks like government bonds “crowding-out”, financial regulations, and nature of SMEs as major barricades to credit access for SMEs. Similar factors were identified by Badulescu (2010), he associated lack of finance to information asymmetry, insufficient collateral under assets backed financing, increased riskiness, and negative regulatory frameworks.

Moreover, an article in FT (2018), pointed out bank reluctance to lend to SMEs by designing terms of loans biased in their favor. Richard and Mori (2012), looked into factors making banks reluctant to lend to SMEs and, apart from security requirement,  additional factors their study found are certain sectors are considered by banks too risky for lending, difficulty in assessing creditworthiness due to poor documentation by SMEs, Owners lack of understanding about business model understanding along with lack or financial management knowledge, lack of awareness to banks loan products, and sluggish companies. 

[bookmark: _Toc29041207][bookmark: _Toc29045294]2.3.2 Internal barriers faced by SMEs
On the other hand, the SMEs are reluctant to borrow from the formal financial institutions. A study by Asian Development Bank (ADB) by Wignaraja and Jinjarak (2015) revealed that SMEs usually focus on generating finances through internal sources, informal non-bank credit, and trade credit, instead of formal external sources especially banks. Additionally, this issue is highlighted in an article in the telegraph (2013) that SMEs are averse to borrow from banks owing to concerns on piling up of debt on account of economic woes, high interest rates, the difficulty in getting borrowing facility, stringent terms and conditions, and collateral need.

Similarly, Afolayan (2016) reported that in order for SMEs to grow, personal finance is scarce and therefore small businesses require bank loans. He added that the main deterrents to bank credits SMEs’ are strict bank loans’ terms, inability of collateral and reluctance to guarantee loans, whereas firm’s size and age, education and skills of the owners, and unfavorable credit terms such as excessive borrowing charges, bank officials’ corruption are identified as major hurdles by Chowdhury and Alam (2017). 

Non-availability of Shahriah compliant products discourage SMEs to borrow as well. SMEs in Islamic countries additionally avert to borrow from conventional banking system due to religious reasons. This is clearly evident in case of Saudi Arabia and other Islamic countries, where 90% and 35% SMEs pursue for Islamic mode of financing respectively (Elasrag, 2016). According to IFC (2014), in MENA region Islamic banking products are highly demanded as 32 percent of SMEs do not borrow due to a lack of Shariah-compliant products. The study further revealed that Islamic SME financing gap in this region stand at $8.63bn-$13.20bn.

Apart from above mentioned factors, Quartey et al. (2017) study revealed ownership and management experience, legal rights, credit information, export orientation as credit determinants for SMEs. Irwin and Scott (2009), studied financing barriers for SMEs in context of owners’ personal characteristics and found that graduated business owners and some ethnicities are likely to acquire credit with ease, however, their study concluded that gender of business owner to be insignificant factor for credit access. Another study by Abdesamed and Wahab (2014) revealed that SMEs tendency to apply for loans from commercial loans are negatively linked to owner’s educational background, the size of firm, collaterals and interest-based loans.

[bookmark: _Toc29041208][bookmark: _Toc29045295]2.3.3 Collateral one of the major barriers
Collateral requirement by banks is the significant obstacle for SMEs towards getting the financial credit. They further added that SMEs with higher proportion of fixed assets are likely to get loans easier and at cheaper rates as these can use assets to serve as collateral as compared to lower fixed assets companies. Moreover, debt ratio and assets structure also helps banks in determining the borrower capacity to repay.  When SMEs fail to meet the credit criteria of bank, they are open to alternative credit providers. As Abdulaziz & Worthington (2013) found that providing small and medium-sized businesses additional trade loans may help those companies survive and thereby increasing productivity. Chittenden et al. (1996) distinguished role of long-term debt and short-term debt for SMEs growth and profitability and declared the fact that SMEs’ access to long-term finance is linked to collateral.

[bookmark: _Toc29041209][bookmark: _Toc29045296]2.4 Deterrents to Islamic finance acquisition for SMEs
Small businesses are much inclined to utilise shariah-compliant loan products however due to various factors impediments these businesses and banks are not succeeding in improving access to finance. In Pakistan, though SMEs have positive approach towards Islamic banking products however Small companies still avoid lending from these institutions owing to shortage of proper knowledge about Islamic finance, tedious procedures requiring lengthy time period and documentation requirements, coupled with excessive cost of credit and massive guarantee requirements i.e. 130% - 140% of the loan amount. On the other side, banks discourage lending to SMEs mainly as a result of difficulty in assessing creditworthiness of the businesses, fewer Islamic products, burdensome recovery procedures, and higher litigation costs (IFC, 2014).

[bookmark: _Toc29041210][bookmark: _Toc29045297]2.5 Benefits of formal financing for SMEs
SMEs performance could be improved by providing timely and required amount of finance, thereby extending their life span. A report by ADB (2015) revealed strong and positive link among SMEs’ age, audits, and export performance with availability of formal finance. Similarly, Raju and Annamalai (2015) studied role of availability of formal credit in context of its impact on SMEs’ performance, which are profitability, efficiency, and export. He concluded that exports performance is significantly linked to of availability of formal credit and enhance their export performance.

[bookmark: _Toc29041211][bookmark: _Toc29045298]2.6 Challenges faced by SMEs
The performance of SMEs in developing countries is constrained by various challenges. A report by Mumani (2014), highlighted various challenges SMEs face which include hurdles in lack of skilled workforce and government support, issues in accounting, marketing, and administration, however he associated lack of funding as the most significant constraint. Correspondingly, another study by Abor and Quartey (2010), challenges that are hindering development of SMEs include absence appropriate technology, managerial skills, and admission to exports markets, tougher laws, and regulations, weak capacity of institutions. Apart from above mentioned issues, several other problems faced by SMEs are identified as solid rivalry, scarce infrastructural services, lower capacity, ineffective marketing, issues in products manufacturing (Nagaria, 2015).

[bookmark: _Toc29041212][bookmark: _Toc29045299]2.7 Trade Credit, working capital and bank lending
Trade credit is like the legal shared agreement between two more parties to enable the purchaser to buy the products. Trade credit is a crucial part of corporate finance strategy and an essential option to long-term leverage (Mian & Smith, 1992). Non-financial firms widely use it for the funding of their activities. The data from the State Bank of Pakistan (2013), on sources and methods of funds by listed Producers in Pakistan, shows that the average financial credit used in listed manufacturing accounts for 15.63% of the total external funding and increased on average by 6.18% in Pakistan in 2010-2013, respectively. SMEs focus on alternate external finance sources for investments as these have no access to capital markets and thus these companies rely on trade credit or bank loans. Small financially constrained companies rely more on trade credit source as lender of last resort, whereas small unconstrainted companies use bank loans as external source of finding. Also, suppliers offer trade credit to firms as these companies have more information than banks and can enforce unsecured commitments (Carbo-Valverde et al., 2016). 

Access to short-term bank financing for companies affects the use of commercial credit financing (Petersen & Rajan, 1997). Some studies have also shown that commercial credit financing promotes access to shorter-term bank finance. Similar findings were further defined in some recent studies. Vaidya (2011) provided empirical evidence from Indian manufacturing SMEs that firms with higher bank loans tend to get trade credit. Furthermore, Agostino and Trivieri (2014) reported that trade credit gives positive signal to banks for lending to SMEs.

Yazdanfar and Ohman (2015) stated that financing is the usual problem for SMEs and through optimal working capital management SMEs can enhance their profitability, and growth. Martinez-Sola et al. (2014) suggested a direct and beneficial correlation between SMEs’ investment in trade credit and their productivity if the commercial credit benefits surpass the vendor's financing costs.  Previously, the question of trade credit in terms of receivables and profitability is not so empirically studied. This is why this research also uses trade credit supply as an independent variable based on previous studies.

Biais & Gollier (1997) concluded that trade credit is the best solution, though expensive, for those firms having problems related to resources of formal finance. Deloof and Jegers (1999) described trade credit as an alternate to bank loans, primarily for short-term however can be a long-term alternative as supplier has information advantage, more control over buyers, and in case of default can capture supplies.

[bookmark: _Toc29041213][bookmark: _Toc29045300]3) Research Methodology 

[bookmark: _Toc29041214][bookmark: _Toc29045301]3.1 Research Philosophy
Saunders et. al. (2016), identified five major research philosophies or positions to utilise in business research for determining research design and strategy, which are as follows: 

· Positivism focuses that there is one true reality, follows strict scientific method, and takes objective position. 
· Critical realism emphases reality as independent and external, where facts are considered to be socially constructed, while trying to remain objective.
· Postmodernism sees reality as nominal and complex driven by power relations., where knowledge is decided by dominant beliefs and researcher endeavour to be radically reflexive and inducts qualitative methods. 
· Pragmatism sees multiple and complex realities, use variety of methods including mixed, multiple, qualitative, quantitative, and action research, while researcher values drive the reflexive process.
· Interpretivism advance pioneering explanations of social worlds and believe that there are several meanings and realities, while emphasizing on narratives, and perceptions and interpretations, and takes subjective approach. 

[bookmark: _Toc29041215][bookmark: _Toc29045302]3.2 Research Approach
According to Saunders et al. (2016), research could be intended either to test a theory or to develop a theory and the three main approaches to theory development are deduction, induction and abduction.
· Deduction approach is theory driven and the researcher will test it through the collection of data, which is used to evaluate hypotheses based on an existing theory.
· Induction approach is mainly data driven as the researcher investigates the topic and then develops a theory through the data collection and analysis. Under this approach, data is collected to investigate a phenomenon, recognise themes and patterns, and then create a conceptual framework.
· Abduction approach is used to either generate or modify a theory on the basis of recognised evidences. Under this approach, data is collected to investigate a phenomenon, recognise themes and patterns, discover themes and patterns in a conceptual framework and then test it through subsequent data. 

[bookmark: _Toc29041216][bookmark: _Toc29045303]3.3 Research Strategies
According to Saunders et al. (2016), a research strategy is defined as a plan to answer research question and is a link between research philosophy and data collection and analysis methods. The research strategy depends on the research question(s) and objectives and creates coherence with philosophy, research approach and purpose. Research strategies are not mutually exclusive. Experiments and surveys research strategies are related to a quantitative research design, whereas ethnography, action research, grounded theory, and narrative Inquiry are associated to a qualitative research design. Archival and documentary research and case study research strategies may comprise quantitative or qualitative research, or a mixed design combining both. 
· Experiments determine the likelihood of a change in an independent variable causing a change in dependent variable by hypotheses, the null hypothesis and the alternative hypothesis, instead of research questions. The null hypothesis expects that there will not be a significant relationship between the variables, whereas the alternative hypothesis foresees that there may be a significant relationship between the variables. Experiments tend to be used in exploratory and explanatory research to answer ‘what’, ‘how’ and ‘why’ questions.
· Survey strategy is usually used for exploratory and descriptive research and is linked with a deductive approach. The survey questions are what, who, where, how much and how many. The survey strategy analyses quantitative data gathered by utilising descriptive and inferential statistics. One of the limitations of survey is that data collected is unlikely to be wide ranging. Data collection technique for surveys could be questionnaire, structured observation, and structured interviews. 
· Archival and documentary research strategy uses textual documents, visual and audio sources and are considered as secondary sources. Depending on access and research question this strategy may be an effective and efficient strategy to use.
· Case Study is a detailed investigation into a phenomenon within context to recognise the outcomes of the particular situation and its consequences thereby generating strong, empirical descriptions and the theory development. A case study can be based on quantitative or qualitative research and a mixed methods approach.
· Ethnography is a written description of people or ethnic group and is utilised to understand the culture or social world of a group. Ethnographic strategies are of three types realist ethnography, impressionist or interpretive ethnography and critical ethnography.
· Action research is used to develop applied outcomes by recognizing problems, planning action, taking action and evaluating action and its process is both emergent and iterative. Action research is a three multi-stages process, differentiating it from other research strategies, and start with a research question in a specific context, where in the process “participation” is the most crucial element to resolve organisational issues. 
· In 1967 Glaser and Strauss established grounded theory, a systematic and emergent process for investigating, understanding and describing the implications of social factors in particular circumstances and is suited to qualitative research, where data is gathered and analysed concurrently. The data collected is coded in three stages i.e. open coding, axial coding, and selective coding, under grounded theory – a time consuming, rigorous and insightful process.
· A narrative is defined as “an account of an experience told in a sequenced way, indicating a flow of related events that, taken together, are significant for the narrator and which convey meaning to the researcher”. Narrative inquiry is a time consuming and rigorous process for interpreting the experiences of the participants by gathering and interpreting as complete stories and is linked with small, and purposive sampling.

[bookmark: _Toc29041217][bookmark: _Toc29045304]3.4 Research Choices
The research question and aim and objective will dictate the methodological choice of the research. Based on the objective of the study data will be collected through mono or multiple methods (Saunders et al., 2016) 
· Mono Method is used to either to gather qualitative or quantitative data on the basis of research philosophy and strategies.
· Quantitative research includes numbers and mainly deals with measurements and quantity. 
· Qualitative research deals with extensive data for example opinions and description.
· Multiple Methods focuses on utilizing more than one data collection and conforming analytical methods. 
· Multi-method employs both qualitative and quantitative data however the researcher’s position is based in only one these methods, thus both types of data are analysed from only one viewpoint. It could be multi-method quantitative study or multi-method qualitative study.
· Mixed-method research process combine both i.e. qualitative or quantitative research for data collection and analysis sot that limitations of each research method can be overcome. It could be simple mixed methods or complex mixed methods.

[bookmark: _Toc29041218][bookmark: _Toc29045305]3.5 Time Horizon
According to Saunders et al. (2016), the research question of the study will dictate, whether a research should focus gathering information about a phenomenon at a specific time period or at a given time. Thus, classifying studies into two different types on basis of time horizon, as given below:
· Cross-Sectional research designs could use qualitative or quantitative research strategies and measure phenomena at a specific point in time, mainly due to time limitation. These studies focus on describing and explaining the phenomena, under study.
· Longitudinal studies gather information about an event from selected sample, by studying change in the specified variables, over a longer period of time and could also be qualitative or quantitative. 

[bookmark: _Toc29041219][bookmark: _Toc29045306]3.6 Data collection and analysis
Under data collection and analysis stage, the researcher decides about procedures, methods, and tools for sample, data collection and analysis in-line with the research philosophy strategy, choice, and time-horizon. Qualitative data is usually in form of full textual and/or visual form and major data collection methods include observations, interviews, focus group, and questionnaires. The various methods for qualitative data analysis are content analysis, thematic analysis, discourse analysis, template analysis, grounded theory method, narrative analysis, explanation building & testing, and data display. On the other hand, quantitative data is in numerical form and deals with measurement. Mainly data collection is done through questionnaires, and surveys and data analysis methods include trend analysis, cross tabulation, gap analysis, and maxdiff analysis (Saunders et al., 2016).

[bookmark: _Toc29041220][bookmark: _Toc29045307]3.7 Purpose of research design
The major purpose of research as highlighted Saunders et al. (2016) are
· Exploratory research explores an issue by determining and gaining understandings through asking open questions. Its research questions and data collection questions are likely to start with What or How. Under exploratory research, the researcher is willing to change the direction on the basis of new data and insights revealed during the process, thus making it flexible approach. 
· Descriptive research provides a precise summary of a phenomenon under study through asking research and data collection questions likely beginning with or either Who, What, Where, When or How. Such type of research could extend exiting exploratory research or a forerunner to a piece of explanatory research. 
· Explanatory research focuses on finding and explaining causal relationships between variables through asking research and data collection questions, likely starting with Why or How. 
· Evaluative research focuses on determining performance and comparison of the phenomenon under study through answering research questions likely beginning with How, or include to what extent, whereas data collection questions likely to start with What, How or Why or for comparison Which, When, Who, or Where. 

[bookmark: _Toc29041221][bookmark: _Toc29045308]3.8 Research Methodology for the study
Research Methodology section includes research philosophy, purpose, and design, approach, strategies, time horizon, targeted population, sample size, sampling technique, and data collection methods and analysis. Based on the interpretivist research philosophy and exploratory purpose, the researcher will adopt the mono-method research design, i.e. qualitative research design. The research strategy of the study is case study in which an in-depth one-on-one and telephone interview method was used to determine the factors hindering SMEs access to external finance especially banks. The telephonic interviews are used to make it convenient and overcome difficulty in conducting interview from the sample, as study is time restricted. This study was based on a cross-sectional time horizon to evaluate the exposure and outcome at one point in time and mainly due to time limitation. 

As mentioned earlier that research strategy for the study is case study as such studies purpose in exploratory and descriptive and focuses on answering ‘how’ and ‘why’ questions. It enables extension of knowledge through theory building and theory testing and is better suited approach for theory building (Ponelis, 2015).

We applied inductive approach as the researcher collected data for investigating factors that are hindering access to formal financial resources for SMEs in Pakistan and then identified themes to create a conceptual framework. The primary reason for choosing inductive research approach is to develop richer understanding of the perspective and people believes. The study used the non-probability sampling technique to divide the different sectors of the population to represent sub-group and to attain accuracy with convenience. For sample size, a convenience and snowball sampling technique are used to collect the information from the respondents of some SMEs of Pakistan, and the sample size of the study is 160 from manufacturing companies. The above-mentioned sampling methods are used to overcome time limitation and to locate network of entrepreneurs with ease.

Initially, firms are identified from the database of SMEDA and FBR. Then in-depth interviews of 46 SMEs’, meeting criteria of remaining in operations for at least 5 years, owners are conducted, which are located in different cities. For interviews in total 100 firms are contacted, out of which 60 agreed to give interviews. Also, firms are categorised as financially depressed and with easy access to credit or improved liquidity and by size, small companies and medium companies and equal representation is ensured from both categories, through conducting 23 interviews for each category. Two-third of the interviews are conducted from owners and rest from finance managers of the companies.

To determine roadblocks, and challenges in financing for Pakistani SMEs, qualitative research methods were used. In this report, primary data was collected from the business owners, and banks managers through interviews. Also, data from secondary sources used in this research includes journals and books for literature review. This study is done, taking into account the rules and regulations and data was kept confidential and the purpose of this is to make the information beneficial to society without any harm to human subjects. To protect the privacy of those participated in the research, all the respondents and firms of the study remain anonymous.
 
We used the thematic analysis to comprehend and discover patterns to make sense of the data.   
Thematic analysis is used purely for qualitative data analysis. It is an adaptable research tool for providing detailed, complex analysis by identifying common threads in interviews. The data analysis process of thematic analysis is detailed and involves six steps, which are familiarising with data, producing primary codes, examining themes, re-examining themes, defining and naming themes, organising, and lastly generating the report (Vaismoradi et al., 2013).

Several programs are available to researchers for qualitative data analysis, frequently used are NVivo, ATLAS.ti, Ethnograph, HyperRESEARCH, QDA Miner, MAXQDA, Qualrus, Xsight, Transana and Coding Analysis Toolkit (Suter, 2012). The data analysis of this study is carried out by Atlas.ti software which is mainly used for qualitative data analysis. Initially hand-written notes, and transcribed interviews are checked, and summarized. Using Atlas.ti the interviews were coded and analysed to determine the factors making credit access difficult for SMEs business owners. 

[bookmark: _Toc29041222][bookmark: _Toc29045309]4) Expected conclusions and recommendations
SMEs are vital organ for the economy in terms of creating employment, making contribution to GDP, and bringing new innovative solutions. However, funding is the primary problem for small and medium-sized enterprises as a large number of SMEs do not meet the requisite collateral security. Additionally, the loan processing time is very long and slow, and the borrower does not understand the terms succinctly and thoroughly. 

Access to formal credit improves the liquidity of SMEs, thus allowing to increase sales and improve productivity through making investment to improve efficiencies thus improving contribution to GDP. Long term bank loans, though difficult to acquire, allow them to timely acquire essential resources in enhancing business long term growth and ultimately improving their performance significantly. Accordingly, access to credit was not only directly linked favourably to profit and performance but also for the performance of small and medium-sized companies in the area of study.

Nonetheless, results of the study revealed that the respondents also moderately believe that various aspects of access to finance, such as the terms of the loan, collateral conditions, and a number of years, hinders in acquiring credit and impacting their business performance miserable. The alternative solutions of bank credit identified for SMEs to tap financial resources include trade credit, angel investment, and securitisation through capital markets. Crowding-out impact due to government borrowing from banks is also found to be significantly impacting SMEs access to formal credit, as banks become more interested in less risky investments. Therefore, the government and regulators by setting lending targets must force formal banking sector to lend accordingly. However, SMEs should maintain proper financial records, which are essential for the credit evaluation by financial institutions.

The results of the study also showed that while SMEs with easy access to finance was able to perform better than ones having difficulties in financing, though there are other personal characteristics of managers and owners that affect access to finance like education. Therefore, the regulators must force borrowers to ease terms and conditions, like interest rates, of borrowing for SMEs, while the government should promote other methods for the development of skills and experiences of SMEs owners and managers and enforce collateral free lending or lowest possible collateral levels. Resultantly these steps will help SMEs in improving their business performance and contributing to society.

[bookmark: _Toc29041223][bookmark: _Toc29045310]5) Part 2 - Reflective Essay
The objective of this section of report is to highlight information about the specific research study types, and research methods for gathering and analyzing the data. Different types of research design can be used according to their objective of the study, that plays a vital role in knowledge development. Also, different research methods have their level of validity for the generalization and applicability of study results to the entire population. There are various types of research methods to collect information like experimental methods, interview and survey methods, case studies and observational, etc. This section of the report discusses different research methods i.e. qualitative or quantitative, alongside the appropriate method that should be used during the doctorate journey. Furthermore, the last section of the report reveals the similarities, differences, and weaknesses of qualitative and quantitative research methods.

[bookmark: _Toc29041224][bookmark: _Toc29045311]5.1 Convenient method for research studies
To begin with, it would be challenging to choose the right type of method from the various research methods. The problem of research ethics, budget, and time are all essential aspects of every design and allow selection of research method.  Until reviewing the significant differences and looking at the approaches chosen for each scientific discipline, it is difficult to point-out straight away appropriate method for research studies. The two organized way of collecting data and evaluating hypotheses or data are quantitative and qualitative analysis methods. To put it outrightly, quantitative studies are numeric based, whereas qualitative studies are non-numeric. Qualitative research methods are convenient to collect information because it saves cost, time and efforts while providing a deeper understanding of all the constructs of the study. Also, the qualitative methods are based on the person’s behavior and their perception thus enabling to understand their perspective and generate innovative ideas. On the other hand, though quantitative methods provide in-depth results that can be easily generalized to the rest of the population, however in business area like marketing research where thinking pattern of consumers are highly important and fundamental aspect that needed to be assessed and are highly related to sales and profitability. Therefore, for determining all these qualitative research designs are the pillars of deeper and clearer understanding of business facts as pointed earlier that under qualitative study, more first-hand information and data could be gathered with low cost and for a short period as compared to quantitative studies. However, the drawback of qualitative method is that it only provides information about the attributes of the research. When a researcher wants to assess the numerical output, then quantitative research choice should be used over qualitative studies. A qualitative interview is also another way to obtain the perception of a person without any restrictions and open-ended questions, thereby providing the researcher with a deeper understanding of the constructs of the study. Qualitative studies provide individual aspects as a well complete picture along with attitude towards the specific product or services of the company. On the contrary, quantitative research methods can describe the size and scope of the business, like sales growth etc. but qualitative methods can demonstrate the overall business performance (Castleberry and Nolen, 2018). It can be summarized that though it is easy to use quantitative methods due to ease in data collection and analysis, however for detailed insight of phenomenon qualitative study is the answer. The appropriate research method should be chosen taken into consideration objectives and questions of the study.

[bookmark: _Toc29041225][bookmark: _Toc29045312]5.2 Appropriate methods to be favored for doctoral research
There should be reliable methodologies for doctorate studies that generate accurate and precise results. To ensure the reliability of doctoral level work and to ensure consistency of research results, scientific methods have been developed. Quantitative methods, and qualitative methods are widely used traditional methods. A large proportion of students use the observational and survey techniques to collect information about the study based on quantitative nature because the numerical data efficiently provide the summary of data and inference can be drawn easily about study results and numerical data can be compared straightforwardly. On the other side, few prefer to conduct the qualitative study as it is more detailed about the specific constructs and complex, whereas under quantitative studies statistical conclusions can be easily applied to the rest of population and further studies can be conducted. The quantitative analysis may be cross-sectional, cohort or case-control in case of epidemiological studies. The data collected from this method is free from bias and produces reliable results within the time frame, whereas the qualitative approach is not well-formed because in open-ended questions, data handling seems to be very difficult to analyze. The quantitative research method is also beneficial because the analysis provides a detailed summary of data using descriptive and inferential statistics.

I would prefer to use mixed method research for my doctorate studies as I believe it will enrich my understanding on the topic of study through triangulation and will also provide the opportunity to hone my skills in both areas. Also, this approach will offset weaknesses of each research method. Since the doctorate level study focuses on building a comprehensive and reliable knowledge coupled with developing practical solutions for businesses, therefore I will first understand variables and then will explain it through large samples, as a result I would be better able to generalize my findings. 

[bookmark: _Toc29041226][bookmark: _Toc29045313]5.3 Similarities and Differences between qualitative and quantitative methods
The research studies commonly use both research methods for exploring research issues and problems. However, the choice of research method depends on the research question. Both ways are used to collect the information from participants so that results can be demonstrated but differences exist in both methods. Qualitative methods data collection methods include one-on-one interviews, focus group and document reviews for the type of concepts under study as compared to this numerical information obtained through qualitative and deductive approach is used in quantitative studies to formulate the hypothesis. In both methods, data analysis differs in providing the results obtained from the data. Under quantitative study, inference can be drawn quickly as compared to qualitative studies, which describe the attributes of people, thus are not more efficient results. Qualitative studies on the other hand, might be more time consuming due to deep insights. The former is subjective as it based on experience while the latter i.e. is objective because of observed effects. Moreover, few participants are involved in qualitative as compared to quantitative methods. No suitable statistical test can be applied to qualitative data as compared to quantitative data, where proper statistical tests are available for analysis. Therefore, results are less valid in case of qualitative studies, whereas result are considered more valid in the case of quantitative methods (Arghode, 2012). 

The data collection method is different for both approaches. In quantitative method, the data is gathered from participants through a structured questionnaire, whereas in qualitative, we collect the data through interviews without a well-developed questionnaire. The most significant difference between both methods are with respect to data analysis. In quantitative studies the analysis is descriptive and inferential statistics and presented in numerical form, however in case of qualitative studies only the real-life phenomena are observed, which can also vary from person to person and can find the trend of the data for decision making and strategic management. A researcher can also use both the methods together but one-way influences another. Investigation about the factors affecting the specific areas is done through quantitative methods but these factors are also converted into trend analysis using qualitative methods at the same time. 

Several drawbacks of qualitative research while conducting study are sample bias and the sample size issue. Data collection from respondents is time taking because of in-depth information as well as data analysis takes more time to interpret the information provided than quantitative research. Interpretation of results is biased because of selection bias; the research selects only the specific area according to the study objective. Results cannot be generalized to the entire population (lack of internal validity) as compared to other method, the quantitative research methods depend on the accuracy of the measurement scale so the analysis and results obtain is highly demanding and expensive because of the detail description of the finding of the data that provide the sufficient evidence about the applicability of results to the rest of population. Qualitative methods try to discover and explore the ideas, while quantitative investigates the hypothesis.

It can be summarized that although the qualitative research methods give more profound understanding of attributable outputs however use the quantitative method is more generalizable because the data obtained is reliable as well as provide sufficient evidence about the applicability of results to the entire population. Proper statistical techniques are used to analyze and compare the numerical data because of the well-formed questionnaire. Moreover, to test theory, quantitative methods should be used having the statistical models, factor analysis and surveys and to generate any approach qualitative methods used such as ethnography, content analysis and grounded theory. Qualitative methods try to discover and explore the ideas through trend analysis while quantitative only support the hypothesis and assess the facts and figures in the data based on the situation.
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