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Abstract

Microfinance institutions complement the banking system through the provision of
financial products, and the approach of small and medium business, mainly with a
focus on the small farmer. The possibility of access to microcredit has brought
benefits to the individual and small and medium business, as it is the sector that
faces difficulties and financing obstacles.

In this paper we are focused on the individual entrepreneur and the form of
organization of their activity in rural and urban areas. Through the implementation
of a questionnaire we have analyzed the importance of financing agriculture
holdings by Microfinance Institutions in the country, the preparation of
documentation procedures required for loans, and the difficulties for financing that
they face.

The survey findings showed that enterprises have a good knowledge of lending
procedures by IMFs with 22.8 percent. Also, it turned out that a significant
percentage is the contribution of loans to the growth of new investments. level of
welfare, income of enterprises and the creation of new products and services.
Findings return into attention to policymakers on the role of microfinance policy,
the development of entrepreneurial challenges and the opportunities and
relationships between enterprises and microfinance institutions.
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Introduction

An important role for the economic development of our country is the
strengthening of agricultural structures through financing and development
conditions based on market demands for products and services. The development
of the agricultural sector will significantly improve the quality of life of farmers,
the community and society as a whole.
Strengthening production capacities will create potentials for sustainable economic
growth and economic stability. Currently, agriculture is the most important
contributor to the economy with almost 20% GDP in the country (Instat). The
improvement of this sector requires continuous financial support, to ensure
increased agricultural production and reduce unemployment in rural areas.
Experience has shown that microfinance has helped to financially support this
sector, stimulating the creation of small family enterprises. The contribution of
new enterprises has a significant economic and social role in the functioning of the
economic network in meeting the many challenges of regional development. There
are about 10 microfinance institutions operating in Albania, with a loan portfolio of
29 billion ALL (235 million euro), with 177,000 active clients.
The role of small and medium enterprises makes an important contribution to the
economy in terms of employment by creating new jobs, especially for the poor in
rural areas. The international view recognizes that small and medium enterprises
are a tool to fight poverty and unemployment in the long run. They are an
instrument to help improve socio-economic development. Small and medium
enterprises face significant financial constraints, and without proper support from
microfinance institutions, they are unable to grow or create employment
opportunities. According to various authors, microfinance institutions have a vital
role and development for:
e Improving the quality of life of the poor through access to financial
support services;
e Sustainable communities are developed through sustainable microfinance
institutions;
e Creating opportunities for self-employment;
e Training of poor rural entrepreneurs with simple skills and abilities
enabling proper management of available resources.
The main objective of this paper is to define and examine the effectiveness and role
of microfinance in the development, education and performance evaluation of rural
economies in our country. At the same time, the contribution of the role of
microfinance institutions in financing small and medium enterprises in the country
will be analyzed. The factors that affect the growth of enterprises in the country
will also be examined.
Experiences has shown that microfinance is a necessary and vital resource to
financially serve new investors through microfinance by running small and
medium-sized businesses.
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To better understand the role of microfinance in our country, we have managed
through a descriptive analysis to reflect the microfinance system as a whole,
assessing the problems faced by rural economies in their financing. Also in this
paper, microfinance is related to entrepreneurs who use microfinance loans and
invest in entrepreneurial activities, promoting entrepreneurship as a local
instrument in the economic development of the country.
This study provides evidence on the role of microfinance services in the growth of
small and medium enterprises in the country.
The primary objective of the paper is to evaluate the role of microfinance in the
growth and development of new enterprises in the country.
In addition to the general objective, the study has the following specific objectives:
e To prove identify the needs of enterprise for financial support through the
analysis of microcredit activities operating in our country;
e To analyze the role of microfinance sector in increasing opportunities for
entrepreneurs to increase their investment in renovation activities;
e To analyze the possibility of improving and easing the financing
conditions from microfinance institutions to small and medium enterprises;
e To analyze the importance of entrepreneurship financing by microfinance
institutions and identify the role of microfinance in their growth and
development.

Literature review

Microfinance is a tool for poverty alleviation. Robinson (2001) defines
microfinance as ‘small-scale financial services’ in loans and deposits granted to
individuals in agriculture or fisheries; small and medium-sized enterprises that
produce, recycle, repair or trade goods; provide employment services; earn income
from renting small quantities of land, and machinery; and other individuals in
developing local groups in rural and urban areas.

CGAP (2003) defines microfinance as ‘a credit methodology that uses effective
substitute collateral to cover and recover through credit the short-term working
capital for small entrepreneurs’.

Nabard (2000) defined microfinance as ‘providing savings, credit, and other
financial services and products in very small amounts to the poor in rural, urban,
and semi-urban areas, enabling them to increase income levels and improve their
living standards’.

Hossain (1988) conducted a study to measure the impact of Grameen Bank on
microfinance program in Bangladesh. The study found that the program had a
positive impact on clients by contributing to poverty alleviation. It was concluded
that clients has a median household income 28% higher compared to non-Grameen
bank clients. Members spent 8% more on food and 13% more than non-client
families.
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The World Bank (1999) conducted a survey of 675 microcredit borrowers in
Bangladesh, which showed that microfinance has brought about positive changes
in the economic and social status of borrowers. The results showed that for 98% of
borrowers their income has increased, 29% of them were able to buy a new land
either for agriculture or for the construction of a new house in the village. The
results are also seen in the improvement of the education of children in 75% of the
borrowers and the improvement of the sanitary conditions by 69%.

Mayoux (2001) points out that the main effects of microfinance on poverty have
been ‘significant increases in the incomes of the poor, including women, thus
enabling the poor to face unstable situations such as drought, death, etc’.

Kabeer (2003) argues that in addition to economic impact, microfinance has a
broad social impact and MFIs need to be aware of ‘the full range of changes
associated with its efforts and use these to improve its performance’.

She considers the social impact associated with human capital such as food, health
and education, as well as social networks.

Zohir and Matin (2004) in their study claim that MFIs is not only help alleviate
poverty, but also groups created to benefit from financial convenience contribute
beyond the financial aspect, such as the sense of community, support and trust
between members. These cooperation networks can lay the foundation for other
social developments in the community. They cite examples of the cultural
meditation affecting the community in the area, such as domestic violence and
respect for women.

Methods and procedures

Scientific methods have been used for the study which enable the decomposition of
the complexity of the problems which have been taken as the object of study.

Thus, known methods such as i. Method of analysis and synthesis; ii.Method of
induction and deduction; iii. Method through interview and questionnaire.

Based on these methods, which were used according to the case and the problem in
the study, detailed analyzes and general conclusions were performed by making
syntheses in order to achieve the goal by providing answers to research questions
and confirming hypotheses. This method has been used for the logical presentation
of the research object, both of MFIs and SMEs, mainly on the identification of the
problems they present for financing and opportunities for their development and
positioning in the domestic market.

The method of induction and deduction is applied during data processing. Through
the method of induction from special cases we reach general conclusions and
through the method of deduction we will start from the general to move on to the
specific that we will research.

The method through interview and survey was used to gather the primary data that
are necessary for the research. Through the interview and survey method, through
guestionnaires, the concrete situation of small and medium enterprises in the



The role of microcredit in supporting entrepreneurship in Albania

country and MFIs are presented, focusing especially on the financial aspect to
better understand the specifics, benefits and limitations, as well as problems.
Data from questionnaires were processed using the statistical program SPSS-
statistical process for the social science.
Through 103 questionnaires randomly distributed in rural and urban areas in the
country, the collection of primary data was achieved, highlighting the necessity of
funding, its difficulties and limitations, problems encountered, and other alternative
sources of funding.
We used the grouping method to discover the relationships that exists between the
variables under study, to make summary statistics of the data, to construct the
contingency tables and then to calculate three indicators to measure and test the
relationship between the variables: phi coefficient, cramer’s-v and contingency
coeffient.
For the successful implementation of these methods we have followed these steps:
o Collection of primary data through questionnaires and interviews with
small and medium enterprises.
e Descriptive data analysis, statistical data analysis and regression analysis
were performed.
¢ Relationships and interdependencies between the selected variables in the
study have been studied, for which we have explained the relationships
between them.
e The interpretation of the model findings has been realized.

Statistical analysis of the questionnaire of small and medium enterprises

During the interview of 103 random entrepreneurs regarding their demographic
characteristics (age, gender, level of education, place of residence etc.), the main
characteristics of their business such as operating activity, form of organization,
sources of funding, savings and institutions where they save as well as lending
alternatives.

Further, the study is based on the impact that collateral has on borrowing, interest
rates on loans and products, services provided by microfinance institutions in the
country.

Respondents were asked about the factors that influence the choice of the MFI as
credit alternative, the level of satisfaction with the products, the services they
provide. Information was gathered on the knowledge acquired on the products,
application procedures and loans from MFIs.

Finally, the focus in this descriptive analysis is on the impact of cooperation with
microfinance institutions, the most valued aspect of cooperation, the contribution
of loans received from MFIs. One of the limitations of the data collected is that the
variables are of a nominal nature. This slightly limits the ability to perform
regressive quantitative analyzes, but does not preclude partial analyzes of
qualitative variables in the model.
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Descriptive analysis

This subsection presents descriptive statistics of the data from the questionnaire.
The first part of the analysis shows the demographic characteristics of the choice
such as gender, age group, education, marital status and place of residence in
percentage and by frequency.

The analysis further focuses on the characteristics of enterprises, their financing
alternatives and the impact of MFI lending on their performance and development.
The third and final part of descriptive analysis focuses on the factors that determine
the contribution and cooperation between microfinance institutions and SMEs.

Table 1. General characteristics

Characteristics Frequency Percentage
Gender

M 57 55.3
w 46 44.6
Age-group

15-25 2 1.9
26-35 23 22.3
36-45 28 27.1
46-55 34 33
56-65 13 12.6
65+ 3 2.9
Educational level

Primary 12 11.6
Elementary 18 174
General secondary 39 37.8
Professional 15 145
University 19 18.4
Civil Status

Married 79 76.6
Single 20 194
Relationship 1 0.9
I/e ve 2 1.94
Divorced 1 0.9
Place of residence

Rural area 67 65
Urban area 36 34.9

Source: Survey results

From the analyzed data, it can be seen that the majority of the interviewees are
farmers with 34 %, followed by individuals with agriculture activity, mainly
individual enterprises. Their income is mainly provided by the profits from their
entrepreneurial activity with 67%.
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Table 2. Characteristics of the small and medium enterprises interviewed

Characteristic Frequency Percentage
Business activity

Agriculture 28 27.1
Farming 34 33
Construction 11 10.6
Services 17 16.5
Commerce 13 12.6
Form of business organization

Individual business 52.4 80.8
With partners 131 19.2
Sources of funding

Income provided by the business 67 65
Income from bank loans 7 6.7
Sources of funds from loans taken by MFIs 28 27.1
Government funding for business assistance 0 0
Funds from individuals with a certain interest 1 0.97

Source: Survey results

The data collected in the field show that 33% of the participants are individual
farmers, followed by agriculture entrepreneurs with 27.1%. Then there are the
participants who operate in the service sector with 16.5%, followed by commercial
entrepreneurs with 12.6%.

Figure 1. Business activity

50.0%| 97.49%  33-0%

16.5% 0
10.6% 12.6%

0.0%
Agriculture Famer Construction Services Commerce

Source: Survey results

Following the next question, we note that the microcredit of MFIs have contribute
mainly to making new investments (43.6%), increasing the well-being of family
members (57.2%), increasing the number of employees (26.2%) and in the creation
and opening of new farms/micro enterprises in the area (41.7%). The benefits of
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microcredit are numerous for local enterprises by directly influencing the solution
of the liquidity stalemate for them and offering the opportunity to expand the
activity through new investments, increase of employees, and up to the creation of
new enterprises. This reinforces the role of microcredit and the need to be credited
by small and medium enterprises in the country.

Table 3. Contribution to enterprises

Contribution to enterprises Frequency %

Establishment and opening of new farms/micro-enterprises in area 43 41.7
Creating new products and services 24 23.3
Making new investments 45 43.6
Increasing the assets of microenterprises 22 21.3
Increasing the number of employees 27 26.2
Increasing the income of micro-enterprises 68 66

Improving the quality of the product/services they offer 13 12.6
Reducing the level of family poverty in the areas where you live 45 43.6
Increasing consumption of goods and services by family members 34 33

Increasing the well-being of family members 59 57.2

Source: Survey results

Entrepreneurial respondents were asked which aspect they value most in the
context of cooperation with MFIs. The most important is the possibility of getting a
loan with low interest rates. This finding is expressed by about 36.7 percent of
SMEs. It is worth mentioning that a significant share is occupied by enterprises
which estimate the possibility of increasing the loan amount, by about 23.1
percent. A percentage of 25.3 estimate the short disbursement time of the loan.
And finally 14.9 percent of them estimate the reduction of bureaucratic procedures.

Figure 2. Aspect of SME and MFI cooperation

40.0% 36.7%
30.0% 0 2
20.0% 2
10.0%
0.0%
Increase the loan Low interest Short time Reduction of
amount rates approved procedures

Source: Survey results
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Results and discussions

The relationship between the form of business organization and the application and
obtaining credit from commercial banks is statistically significant at the 5 percent
level. It is noted that in this regard we can’t say that the more organized the
business structure, the higher the loan applications in commercial banks.

Such a result may be attributed to the higher frequencies of individual businesses
compared to those in partnership. The correlation between the form of business
organization and the application/borrowing by MFIs is statistically significant at
the level of 5 percent and the correlation coefficient is only 0.033.

The relationship between the main business activity and the number of loan
applications from their commercial banks is statistically insignificant at the level of
5 and 10 percent. While referring to the Hi-square test for the relationship between
the main business activity and the number of loan applications from MFIs, it was
found that it is statistically significant at the level of 5 percent and the correlation
coefficient is about 18 percent.

There is no link between core business activity and borrowing alternatives, while
the link between core business activity and difficulty in borrowing from MFIs is
statistically significant at 10 percent. The correlation coefficient for this connection
is 0.19. Although it turned out that businesses with construction and commerce
apply less often for loans from MFIs, they find the process less difficult than
agricultural and livestock businesses.

The relationship between the form of business organization and the difficulty of
borrowing from MFIs is statistically significant at the 5 percent level. The Phi-
square coefficient of the bond is (22.5 percent). The negative link is shown in the
fact that partnership businesses find the borrowing process more difficult than
individual businesses. However, such a result is case specific to firms.

The relationship between the impact of interest rates on loans to the development
of micro-enterprises and the application for loans by MFIs is statistically
significant at the 5 percent level. The more negative the impact of interest rates on
loans, the lower the number of applications for borrowing from MFIs. On the
contrary, the relationship between loan applications from MFIs and the reasons for
applying for loans in these institutions, it is noted that the relationship between
them is statistically insignificant at the level of 5 percent despite the validity of the
test. On the other hand, the relationship between loan application from MFIs and
the impact of SME cooperation with them on the development of their micro-
enterprises is statistically significant.

Conclusions

It is evident from the survey that rural areas are more sensitive in terms of interest
rate. Despite the fact that microfinance institutions are under pressure to reduce
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interest rates for their coverage area, mainly the marginalized income layer, they
have to set rates that cover their lending and operating costs.

Research data show that MFIs have contributed to the increase in the activity of the
interviewed enterprises. Some of the factors that influence the choice of MFlIs as a
financing alternative knowledge of lending procedures by MFIs, preparation of
documentation and ease of application, low interest rate , fast loan disbursement
and sufficient knowledge of products or services provided by microfinance
institutions. The findings revealed that the majority of respondents indicate that the
financial activity of MFIs had a positive effect on their businesses. Findings show
that a significant percentage is the contribution of loans to the growth of new
investments and have increased the level of welfare or reduced the level of
poverty.

Microfinance institutions have positive effects on the growth of small and medium
business, through the readiness and ease of financing, both from the required
documentation and from the provision of guarantees. Microfinance, being a
financial support for the expansion of small and medium enterprises, has indirectly
promoted the creation of new jobs, and the generation of employment.
Microfinance institutions have contributed to the growth of small and medium
enterprises included in the survey, by improving working conditions, creating jobs
by contributing to poverty alleviation.

Microfinance promotes entrepreneurial activity. The creation of the microfinance
sector and its functioning in Albania has played an essential role and is a powerful
tool for the development of small and medium enterprises of Albanian
agribusiness.
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