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Abstract

Economy is the key feature to measure the country’s position or condition in terms of
its progress and prosperity. The economy of a country is dominated significantly by
its own Small and Medium-sized Enterprises (SMESs) in almost all the developed and
developing countries around the world. SMEs covered more than 95 percent of
enterprises across the world, accounting for around 60 percent of private sector
employment. On the basis of economic structure of the countries, the SMEs
contribute around 50 percent of global gross value added and from 16 percent to
around 80 percent of gross domestic product (GDP). Increasing their funding
efficiency and service provided by the banks or financial institutions offer

considerable value for SMEs themselves as well as economies.

Worldwide the SMEs are considered as accelerated tools for economic growth. In the
European Union, SMEs employ almost 90 million people, generate about 1.1 million

new jobs per year and contribute almost 30 percent of GDP, worth USD 5.5 trillion.

SMEs also drive revolution. They carry out nearly more than half of R&D in some
OECD countries. Great deals of R&D activities are concentrated in the services sector
and Canada's activity in non-technological advance is reflected in the trademark data.

SMEs also play a vital role in R&D.

This study focuses on the association and variability of small and medium sized

enterprises (SMEs) in terms of deferent parameters between two countries Bangladesh

and Canada. Specifically, it examines the impact of banking services on SMEs




between two deferent economies. It looks at the financial enabling environment for

SMEs and provides conclusions and recommendations for change.

To improve the precision of the judgments in this research, methodological

triangulation strategy, which mixes both qualitative and quantitative approaches, was

employed. At the same time, data-source triangulation was applied to decrease the

effect of potential biases.

The study is divided into six (06) distinct chapters. First chapter contains the
economic status of the countries, SME definition and SME development policies. In
second chapter, methodology of the study is explained. Literature review is placed in
the third chapter. Fourth chapter explains the role of SME, problems of SME and
eligibility criteria for SME loan in Bangladesh and Canada. Chapter five is the core
chapter in our study. Fifth chapter is divided into two parts (Part-1 and Part-2) for two
countries. Part-1 contains the deferent numerical analysis for Bangladesh and part-2
contains the numerical analysis for Canada. Discussion and conclusion are placed in

the last chapter.
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Chapter One Introduction

1. Introduction

1.1 A Synopsis of Economic Status of Bangladesh

Bangladesh came into being as an independent nation on 16 December 1971. Till

then, she was the province of East Pakistan of erstwhile Pakistan and after a bloody

war of liberation for nine months, which began on 26 March and ended with a
glorious victory on 16 December the same year, it became a sovereign country.
Bangladesh inherited a poor, un-diversified economy, characterized by an under-
developed infrastructure, stagnant agriculture and a rapidly growing population. She
had suffered from years of colonial exploitation and missed opportunities with
weakening effects on initiative and enterprise. Moreover, the devastating effects of

the liberation war, which caused serious damage to physical infrastructure, dislocation

of managerial and organizational apparatus and disruption on established external

trading relationships, placed Bangladesh into a gigantic economic black hole. Within
an area of 56,977 square miles (147570 sg. km.), she has to accommodate a
population of 14.977 crores with a population growth rate of 1.37 percent per year
and a population density of 1015 per sq. km. as per census of 2011 (BBS, 2012)
(Population and Housing Census, 2011). The literacy rate (7 years +) is 57.9 percent

as per HIES, 2010 which is ever highest but not satisfactory.

On the basis of continued average economic growth of over 6 percent in the last ten

years (2004-2014), Bangladesh now arrogantly stands as an emerging trade and
investment goal in South Asia. The stable development in export business, dedicated

entrepreneurs and hard-working labor force supported by the pro-business, pro-
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Chapter One Introduction

investment policies of the Government are leading Bangladesh towards the line of
global business capability. The country’s unambiguous position for regional stability,

cooperation, peace and harmony, economic progress through international and local
trade with its growth and trade partners and a growing flow of remittance by emigrant

Bangladeshis living across the world have helped the country to achieve and retain the
remarkable economic status. The prediction was that the GDP will grow around 7
percent in the FY 2015-16 and the prediction became true. A strong domestic

demand, high export growth and continued expansion of infrastructural amenities

credited to the achievement of accelerated growth amidst the brittle pace of global

economic recovery.

Bangladesh has a persistent record in the field of growth and development the
economic growth rate has increased at nearly 6percent per year in the past decade.
Poverty was lowered by nearly a third more than 15 million Bangladeshi have got out
of their poverty (The World Bank in Bangladesh). Human development was

performed simultaneously with economic progress. Increased life expectancy, literacy

and per capita food consumption has become more evident. In 2015 Bangladesh has
ranked as the 56™ largest economy in the world in terms of nominal GDP in 2014,
according to the International Monetary Fund (IMF) in its World Economic Outlook.
World Bank ranking of Bangladesh in the same category is 58", the United Nations —
57" and the World Fact Book of the CIA has placed Bangladesh in 56" position. The
country recorded a gross domestic product of USD 200 billion in 2015, USD 186.6

billion in 2014, USD 106.03 billion in 2013 and USD 111.91 billion in 2012 while

GDP in terms of purchasing power parity was USD 535.6 billion in 2013 more than

Md.T.H. Bhuiyan-Ph.D. Thesis Page 2



Chapter One Introduction

half of the GDP is earned through the service sector but almost half of the total
populations are employed in agriculture. Garment export, the main support of
Bangladesh industrial sector and 80 percent of total export crossing USD18 billion in
2014. Remittances send by Bangladeshi expatriates totaled USD 15.30 billion in
2014-2015 financial year, also build a very important pillar of the country’s economy

(Consulate General of the People’s Republic of Bangladesh, Hong Kong).

Bangladesh experienced a satisfactory FDI in the last five years. According to the
World Investment Report 2014, among 74 FDI recipient countries, Bangladesh ranked

16" with a record USD 1.59 billion FDI inflow in 2013 (World Investment Report
2014). Bangladesh’s FDI exceeded the billion dollar mark for the third time in a
single year. The government of Bangladesh has planned to make it a middle income
country by 2021. The target is to raise the real per capita income to USD 2000, which

is now at USD 1314 (in real terms).

In Bangladesh, there is a gradual emergence of a strong middle class which is close to
18 percent of the total population. Because of better income level of common people,
domestic demand is growing and driving economy activity. Manufacturing has been
gradually starting to take control in the country as major economies of the world are
gradually losing their competitiveness. Bangladesh has now become as an important
manufacturing base for textile products, pharmaceuticals, finished leather, light and
medium industries IT and ship building. World trade was severely disturbed by the

global discrimination in resent past with export of most countries rejecting sharply.

The export of Bangladesh has shown a promising growth. Bangladesh has appeared

Md.T.H. Bhuiyan-Ph.D. Thesis Page 3



Chapter One Introduction

as the second largest exporter in the world apparel market and is also increasingly

exporting finished leather and leather goods, frozen foods, jute and jute goods,

pharmaceutical products, light engineering and Small Ocean going vessels. In 2014-
2015 Bangladesh has earned USD 31.2 billion in export, while at the corresponding
periods the country registered import bills of USD 38.5 billion. Most of the imported

items are petroleum products, capital goods and industrial raw materials.

Bangladesh has attained a moderate foreign currency reserve in recent months. Until
April 2015 reserve was USD 23.35 billion. The increasing export earnings and

decreasing import cost played their role in boosting the reserve.

1.2 An Overview of the Canadian Economy
With a nominal GDP of approximately USD 1.53 trillion, Canada has the tenth-
largest economy in the world. The country is a mixed economy where most of the
businesses are privately-owned. However, the government also plays a major role in
the service sectors including health-care, transportation and utilities. Having
similarity to the American economy, although smaller in size, the country’s economy
has a diverse and highly developed financial system. In the aftermath of World War
I, the nation was transformed from a rural, agriculture-based economy to an
industrial, mining and urbanized one. Since 1970s, the country’s economy has
experienced a new shift toward service industries which is now providing the lion’s

share of the economic output.
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Chapter One Introduction

The base of the Canadian economy is dependent on foreign trade and the United

States is by far the nation's largest trade partner. The economic integration between
these countries has developed since World War 1l. Foreign trade contributes about 45
percent to the nation's gross domestic product (GDP). The nations increased trade
between them by eliminating tariffs through Free trade agreements in 1988.
Approximately USD 1 billion worth of goods crosses the U.S.-Canadian border each

day. Furthermore, to realize the scale of U.S.-Canadian trade, it is important to point
out that the United States sends more products to Canada than it does to all of Latin

America.

The Canadian economy is one of the most prosperous in the world regardless of the
small population size of the country which stands 38th on global ranking. The
country’s GDP per capita was USD 23,300 in 1999, reflecting Canadian workers' high
wages compared to many other countries. The Prospects of positive economic
performance continued because of its highly skilled and productive workforce. In
1999, there were 15.9 million people in Canada's workforce, and the rate of jobless

people was of 7.6 percent, which was almost twice the American rate.

Canadians, like America, high quality disposable income, this disposable income

leads to a positive growth in the Canadian economy, so that customers enjoy their
smart wages on different types of goods and services. Cost pattern creates demand for
production and development of new products, making dense and better payouts.
Another similarity in the US is that ads have a major impact on Canadian consumers'

spending pattern. Television in Canada, the most popular source of advertising.
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The country's infrastructure is excellent and most of the factories and production
plants are equipped with modern technology. Furthermore, according to the global
competition report of the World Economic Forum, Canada's transport network has
ranked as the best in the world. Canada is home to various natural resources, which
includes but not limited to petroleum and natural gas, and to various metals and
minerals. For the past decade, the country has emerged as one of the leading countries
among high tech and computer industries. Most of this growth occurred in Central
Canada, mainly in Antwero and Quebec, and is responsible for the increased
immigration of the people of this area. Today most of Canada's economic growth is
inspired by small and medium-sized companies. Because Canada reserves a lot of

energy, the global oil crisis started in 1999, due to the global oil crisis, its power
companies have increased their output and profits, the country has a lot of natural

resources where iron ore, nickel, copper, zinc, gold, lead, silver, wood, fish , Coal,

petroleum, natural gas and hydroelectricity.

Regionally, the Canadian economy changed greatly. In the eastern provinces, marine
art-fishing, telecommunications and energy production-are the main components of
the economy. In the French-speaking area of Quebec, Montreal city has become a
national center for high technology organizations. Large number of computer
software corporations are included in this organizations. There is a large industry base
that includes companies producing pharmaceuticals, space goods and
telecommunications equipment.. Ontario’s main industrial center. Almost all
Canadian-produced products are produced in Ontario. The province is the second

largest producer of automobiles in North America and Michigan as the largest
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producer of car parts. Ottawa, the capital of the country, is located in Ontario. Other
industries include chemical substances, aerospace, steel, and food processing. Plants
of Alberta, Manitoba and Saskatchewan region are part of Canada's agricultural land.
They are the largest producers of mining and fuel production. Alberta itself exports 90
percent of the country's power and Canada's oil and natural gas industry house.

British Columbia is in the Pacific Northwest. Forest and tourism traditionally were
the main elements of the region's economy, but financial services, including banking
and insurance, have increased dramatically in the last decade. There is a growing
high-tech sector that is affected by the proximity of a province like Microsoft in the
US. The northernmost nation includes one-third of its total size, but only 100,000
people have homes. In this area the Native American Population home in Canada,
many of whom continue to follow traditional lifestyle based on hunting and fishing.
Mining of major industries and diamond mining and finishing tourism also provides a

significant portion of the economy of the region also.

Everyone in the country's main economic sectors is highly developed. Although the

agricultural sector is small, it enjoys the liberal natural resources of the country.
Increasingly, agriculture and fishing are concentrated in the specific geographical

region of the country, mainly west and southeast. The main market for all Canadian
agriculture exports in the United States. In addition, the main destination for most
Canadian timber exports is the United States. Canada is also a major supplier of

power assets, including electricity and petroleum to the United States. Although the

industry has deteriorated since the 1970s, it is an important component of the
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country's economy. Automobile products provide one of Canada's major exports, but

the nation also produces a different type of consumer products and machinery.
Nevertheless, large companies like Ford and General Motors provide a significant

proportion of the nation's industrial production. Services have increased dramatically

in the Canadian economy for the past two decades. Besides retail and tourism,
financial services and telecommunications companies, consumer-based businesses

have increased dramatically. The government has given significant support to this
new technology. For example, the government only helped to develop and install the
only fiber-optic network that carries Internet traffic. The system, CA*Net3, will have

16 times the capability of the major U.S. system.

For the last three years, the budget surplus government has been able to suppress

Canadian citizens' debt. The loan was reduced by Can$ 19 billion and in 2000 it could
be Can$ 565 billion. It allows the government to spend more in federal programs and
reduce some taxes. Bangladesh is a donor of foreign aid. In 1997, it provided

international assistance to 2.1 billion US dollars.

The Canadian economy has some potential problems: Main questions continue to be
on the status of Quebec. Independent Quebec will probably reduce the Canadian
economy and lose its large GDP rate. The second mentionable problem is the
migration of some of its best educated, trained, and experienced employees to the

United States. The citizens of Canada are attracted to migrate to the United States for

their lucrative offer that is lower taxes and higher wages. In the last century United
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States experienced economic depression followed by Canada with parallel problems.

(Canada-Overview of Economy).

1.3 Overview of Small and Medium Enterprises
To develop the overall economy the impact of Small and Medium Enterprises (SMEs)
is indispensable for a country predominantly developing countries like Bangladesh.

Since this sector is labor concentrated with short gestation period, it is proficient of
increasing national income as well as rapid employment generation; achieving

Millennium Development Goals (MDGs) especially abolition of extreme poverty and

hunger, to create gender equality and establishment of women empowerment.

The key constraints confronted by SMEs include scarcity of freehold land, lacking of
infrastructure and utility services, unstructured legal and regulatory framework,

insufficient access to finance, lack of accomplished workforce, poor business support
facilities, etc. SMEs are treated as the engines of growth and drivers of innovation
worldwide. They play a significant role in driving economic growth and generating
jobs. However, SMEs are expected to play an essential role in achieving the goals of

poverty mitigation as envisaged in the recent development paradigm.

Small entrepreneurs, among SME enterprises/entrepreneurs in our country, have more
prospects for reducing unemployment and achieving economic growth. Keeping this

in view, at least 40 percent of the total disbursement target of SME credit should be

reserved for small entrepreneurs and the rest will be allocated to medium

entrepreneurs.
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Bangladesh economy grew by 7.28 percent in FY17, up from 7.1 percent in FY16.

This growth was mainly supported by MSME sectors. The SMEs has been
accelerating the country’s industrialization as well as economic growth around 25% in

the GDP (reports BSS, October 29, 2017). However, contribution of whole SME

sector in the GDP is 30%.

According to the IFC, Bangladesh is the second fastest major economy of 2016, with
a rate of 7.1%. The financial sector is the second largest in the subcontinent. The

market-based economy of Bangladesh is the 44th largest in the world in nominal

terms, and 32nd largest by purchasing power priority; it is being placed among the
Next Eleven emerging market economies and a Frontier market. In 2016, per-capita
income was estimated as per IMF data at USD 3,840 (PPP) and USD 1,466

(Nominal).

In Bangladesh, the sector is actually changing the face of the economy. SMEs are
playing a vital role for the country's accelerated industrialization and economic
growth, employment generation and reducing poverty. SMES now occupy an
important position in the national economy. They account for about 45 percent of
manufacturing value addition, about 80 percent of industrial employment, about 90

percent of total industrial units and about 25 percent of the labour force.

Since half of the population of Bangladesh is women. Therefore, women contribution
in the mainstream of economy is crucial for achieving sustainable economic growth
and poverty alleviation. But women participation in institutional economic sector is

insufficient and the rate of women entrepreneurs is very low compared to that of male
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counterparts. In fact, there exist many obstacles in women involvement in the
mainstream of economy although the degree of integrity, devotion, inventiveness and
expertise of women society make us surprised. Especially women participation in
micro credit programmes and readymade garments industry is contributing

significantly to the country’s industrialization. Similarly, participation of women

entrepreneurs in SME sector is vital for the prosperous of Bangladesh economy.

Industrialization in Bangladesh is mostly surrounded by the medium and large
industries. Due to high competition the margin to finance in large and medium scales
industries and business ventures are also thinning day by day and the pie of growth is
now narrowing the part of these large industries. Thus the missing middle and small
enterprises are taking the place of long cherished development of Bangladesh. Most
development Experts are in favor of condescending SME for rapid growth of
Bangladesh economy. Supporting the health and growth of SMEs is crucial for
Bangladesh’s economy; after all, they account for about more than 95 percent of

Bangladesh’s businesses.

1.4 Definition of Small and Medium Enterprises

1.4.1 Bangladesh
1.4.1.1 Definition of Small Enterprise
Small Enterprise refers to the firm/business which is not a public limited company

and complies the following criteria:
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Table 01: Category of Small Enterprise

Serial | Sector Fixed Asset other than Employed Manpower
No. Land and Building (BDT) | (not above)

01 Manufacturing 75,00,000-15,00,00,000 31-120

02 Service 1,00,000-2,00,00,000 16-50

03 Trading 1,00,000-2,00,00,000 16-50

Source: National Industrial policy (2016), SME Foundation, SME & Special
Programmes Department of Bangladesh Bank.

1.4.1.2 Definition of Medium Enterprise

Medium Enterprise refers to the establishment/firm which is not a public limited

company and complies the following criteria:

Table 02: Category of Medium Enterprise

Serial | Sector Fixed Asset other than Employed Manpower
No. Land and Building (BDT) | (not above)

01 Manufacturing 15,00,00,000-50,00,00,000 | 121-300

02 Service 2,00,00,000-30,00,00,000 | 51-120

03 Trading - -

Source: National Industrial policy (2016), SME Foundation, SME & Special
Programmes Department of Bangladesh Bank.

Notes:

 If a customer falls in different segment based on different criteria, the higher

segment will be entertained except readymade garments and labor intensive industry.

» Manpower limit for readymade garments and other labor intensive industry would

be 1000.As per Bangladesh Bank guidelines Bank must disburse at least 20% loan to

MSME in 2017 and grow it at 1% per annum to reach into 25% minimum by 2021.

*Within the total CMSME portfolio of a bank/Fl, at least 50% has to be kept for

Cottage, Micro and Small enterprises.
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« As per Bangladesh Bank policy, overall priority should be given to lending to Small

and Micro enterprises compared to Medium enterprises.

« Bangladesh Bank directed the banks to put more emphasis on Manufacturing sector

as part of the agenda of sustainable economic growth and asked the banks to achieve a
portfolio of at least 40% of total MSME in manufacturing by 2021. BB also directed
the banks to have 25% of the MSME book in service sector and maximum 35% of the

MSME book in the trading sector by the end of 2021.

* Further, as directed by BB, at least 10% of the lending will have to go to women

SME entrepreneurs. This rate will have to be raised to 15% by 2021.

On the other hand, Microcredit Regulatory Authority (MRA) is the central body

(regulatory authority) to monitor and supervise the Microfinance operation of Micro
Finance Institutions of Bangladesh. MRA is the authority to provide or cancel the
licenses of MFIs. The number of licensed institutions has increased steadily over the
years. MRA has continued to adopt up-to-date and timely policies for the

microfinance sector in order to ensure accountability and transparency in the activities

of microfinance institutions.

1.4.2 India

Under section 7 of the Micro, Small and Medium Enterprises Development
(MSMED) Act, 2006, the Indian government defined the size of micro, small, and

medium enterprises as: (The Gazette of India, 2006)
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(a) in the case of the enterprises engaged in the manufacture or production of goods
pertaining to any industry specified in the First Schedule to the Industries
(Development and Regulation) Act, 1951, as—

(i) a micro enterprise, where the investment in plant and machinery does not exceed

2.5 million rupees;

(ii) a small enterprise, where the investment in plant and machinery is more than 2.5
million rupees but does not exceed five crore rupees; or

(iii) a medium enterprise, where the investment in plant and machinery is more than

five crore rupees but does not exceed ten crore rupees;

(b) in the case of the enterprises engaged in providing or rendering of services, as—
(i) a micro enterprise, where the investment in equipment does not exceed one million
rupees;

(ii) a small enterprise, where the investment in equipment is more than one million

rupees but does not exceed two crore rupees; or

(iii) a medium enterprise, where the investment in equipment is more than two crore

rupees but does not exceed five crore rupees.

Businesses that are declared as MSMEs and within specific sectors and criteria can
then apply for "priority sector” lending to help with business expenses; banks have

annual targets set by the Prime Minister’s Task Force on MSME:s for year-on-year

increases of lending to various categories of MSMEs (Reserve Bank of India.

Retrieved, 2015).
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1.4.3 European Union

The criteria for defining the size of a business differ from country to country, with
many countries having programs of business rate reduction and financial subsidy for
SMEs. According to the European Commission, (Small and medium sized enterprises
(SME) - Enterprise and Industry) the SME are the enterprises that follow this

definition:

Table 03: SME Category According to EU

Company category | Employees | Turnover | Balance sheet total

Medium-sized < 250 < €50 million | < €43 million
Small <50 < €10 million | < €10 million
Micro <10 <€2 million | <€2 million

Source: Europian Commission, 2003

In July 2011, the European Commission said it would open a consultation on the
definition of SMEs in 2012. In Europe, there are three broad parameters which define

SMEs:

e Micro-enterprises have up to 10 employees
o Small enterprises have up to 50 employees

e Medium-sized enterprises have up to 250 employees (European Commission,

2003)

The European definition of SME follows: "The category of micro, small and medium-
sized enterprises (SMEs) is made up of enterprises which employ fewer than 250

persons and which have an annual turnover not exceeding 50 million euro, and/or an
annual balance sheet total not exceeding 43 million euro." (Enterprise and Industry

Publications)
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EU member states have had individual definitions of what constitutes an SME. For
example, the definition in Germany had a limit of 255 employees, while in Belgium it
could have been 100. The result is that while a Belgian business of 249 employees
would be taxed at full rate in Belgium, it would nevertheless be eligible for SME

subsidy under a European-labeled programme.

According to German economist Hans-Heinrich Bass, "empirical research on SME as

well as policies to promote SME has a long tradition in [West] Germany, dating back
into the 19th century. Until the mid-20th century most researchers considered SME as
an impediment to further economic development and SME policies were thus
designed in the framework of social policies. Only the Ordoliberalism school, the

founding fathers of Germany's social market economy, discovered their strengths,
considered SME as a solution to mid-20th century economic problems (mass

unemployment, abuse of economic power), and laid the foundations for non-selective

(functional) industrial policies to promote SMEs."(Hans-Heinrich Bass, 2006)

1.4.4 Canada
Industry Canada defines a small business as one with fewer than 100 paid employees
and a medium-sized business as one with at least 100 and fewer than 500 employees.
As of December 2012, there were 1,107,540 employer businesses in Canada, of which

1,087,803 were small. Small businesses make up 98.2 percent of employer
businesses, medium-sized businesses make up 1.6 percent of employer businesses and
large businesses make up 0.1 percent of employer businesses. In 2012, over 7.7
million employees, or 69.7 percent of the total private labour force, worked for small

businesses and 2.2 million employees, or 20.2 percent of the labour force, worked for
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medium-sized businesses. In total, SMEs employed about 10 million individuals, or
89.9 percent of employees. Canadian high-growth firms are present in every
economic sector and are not just concentrated in knowledge-based industries. In terms
of employment, the highest concentrations of high-growth firms in Canada during the
2006-2009 period were in construction (4.9 percent of all firms); business, building
and other support services (4.6 percent); and professional, scientific and technical
services (4.5 percent). In 2011, only 10.4 percent of SMEs exported. Nonetheless,
they were responsible for USD150 billion, or about 41.0 percent, of Canada's total

value of exports. (Key Small Business Statistics, 2013)

Corporations in Canada are generally taxed at 29 percent federally. Canadian
Controlled private corporations receive a 17 percent reduction in the tax rate on
taxable income from active businesses up to USD 500,000. This small business
deduction is reduced for corporations whose taxable capital exceeding USD 10M, and
is completely eliminated for corporations whose taxable capital exceeds USD 15M.

(T2 Corporation - Income Tax Guide) It has been estimated that almost USD 2 trillion
of Canadian SMEs will be coming up for sale over the next decade which is twice as

large as the assets of the top 1,000 Canadian pension plans and approximately the

same size as Canadian annual GDP (Equicapita, 2014).

1.5 Structural Definition of SME

a) SMEs in manufacturing industry will mean enterprises having investment in fixed

assets other than the land and factory building upto BDT 100 million or BDT 10

crore.
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b) SMEs in service industry will mean service enterprises having up to 100 workers

other than the family members.

c) SMEs will mean those enterprises whose share is not listed with stock exchange.

d) SMEs shall not include those enterprises which are involved with professional

activities like doctors, lawyers etc.

e) SMEs will mean those enterprises which are operating in private sector.

f) SMEs will mean those enterprises that are engaged in business operation.

It could be mentioned here that for the convenience of the discussion, small and

medium enterprise, small and medium industry or small and medium business etc.

terms will be used interchangeably.

1.6 Background of SME
Small and medium entrepreneurs (SMEs), especially small enterprises, are older
generation businesses in our civilization. More than 4000 years ago, a small business
company was exhibited in our civilization (Siropolis, 1998:04). Since then, small and
medium businesses have provided services and contributed greatly to the benefit of
customers and human civilization. Through small and medium enterprises, continuous
use of multiple products and services, society is enriched. Almost all ancient
civilizations are burgeoned through the SMEs. The Babylonians, Arabs, Greeks,
Egyptians, Phoenicians, Romans, and Jews shined at small business enterprises

(Siropolis, 1998:04). Sometimes customers are cheated and defrauded through the

poor-quality and faulty products and services of the small and medium businesses. To
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protect this fraud-forgery and save the customers the code of Hammurabi, King of

Babylon in 2100 BC, proclaimed a code of 300 laws for small businesspersons against
their fraud services. Yet, it was mainly through the small business that civilization
was spread to all sides of the then-known world. The Roman Catholic Church did

small and medium businesses and did all types of small and medium business with

less respect because they recognized retailers as sinners, that they did nothing to
improve any product. There was another reason for this type of stamping. The
business is completely called a necessary evil in the Holy Bible. But the Protestantism
stimulated the holy sanctions for the business as a whole and that improved the small
and medium business activities in these civilizations. Since its very beginning, the
Islamic civilization allowed the business as an authorized activity with divine mercy
under strict adherence to Code of Conduct code. It, therefore, flourished and
proliferated extremely during Muslim regime and extended all over the world.
Individuals engaged in SMEs were considered as ambassadors of international
relations among the world's civilizations. Nowadays, SMEs are considered as more
esteem and prestige business than ever before. Academics, journalists and politicians
alike have started to emphasize its successes and opportunities, its chances and

problems. It is a vital and accelerated force in almost all kind economies of the world

now.

Like in any other economy around the world, SMEs are the life blood in Bangladesh
economy as well. There is a huge prospect of SMEs in Bangladesh economy. The
contribution of SMEs can greatly influence the macro-economic factors like GDP,

GNI, and Employment etc. It is believed that today’s micro business is tomorrow’s
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small business and today’s small business is tomorrow’s medium sized business and

which in turn may grow into giant corporate business.

1.7 SME Development Policies
1.7.1 Bangladesh
Bangladesh Bank has already launched a number of schemes and programs to

encourage and promote SME entrepreneurs. To develop the SME sector, the refinance

project managed by the central bank of Bangladesh, ADB and IDA has been assisted.

Apart from this, the Bangladesh Bank has taken various steps to ensure institutional

financial benefits; introducing of 'dedicated desk' for SMEs and SME service centers

and special opportunities for women entrepreneurs. But the reality is that in this

sector, the expected results could not be achieved so far.

In the back drop of recent global recession and changed circumstances, it has become
essential to include all segments of people in the growth process through facilitating

credit to the sectors where less attention has been given due to present market
mechanism, specially, in agriculture and SME sector. Plausibly, a new department

namely ‘SME and Special Programmes Department’ has been introduced in
Bangladesh Bank in recent time which will be solely accountable for facilitating fund,

policy formulation, monitoring and development of entrepreneurship in the sector of

SME.

The guidelines laid down by the newly formed division have been listed below for the

approval of banks and financial institutions for the development of SME sector.

e For the first time in Bangladesh, the target of SME loan distribution has been

set, in 2010, SME development has been considered as the country's most
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important development agenda by banks and financial institutions. According
to the goal, loan for SME will be distributed to small, medium and women
entrepreneurs.

e Following 'Area Adaptation Procedure', banks / financial institutions will try
to separate their targets according to the branch, according to the region based
and sector wise.

e SME loan financing will follow a separate business strategy with a little
formalization in the making of documentation to ensure the smooth and fast
loan approval and delivery process of each bank / financial institution.

e Priority shall be given to small entrepreneurs.

e For small entreprencur’s credit limit will be ranged from BDT 50,000 (Fifty
thousand) to BDT 50,00,000 (Fifty lac).

e The potential women entrepreneurs will be given priority in distributing SME
loan for greater participation of women entrepreneurs in the development of
the country and the large number of women entrepreneurs.

e Banks and financial institutions will give maximum priority to accepting loan
applications from small and medium female-enterprises, and the process of
borrowing will very reasonable time from the date of application.

e Each bank and financial institution will setup a ‘'dedicated women

entrepreneur’ dedicated desk with the necessary and proper manpower,

provide training on their SME financing and will be appointed as the head of a
dedicated desk, specifically the lady officer. The 'Women Entrepreneurs'

should be sent to SME and Special Programs Division of Bangladesh Bank
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according to the list of "Women Entrepreneurs' dedicated to the list of these

policies and programs within two months from the date of announcement.

e Banks and financial institutions may sanction or approved up to BDT

25,00,000 to women entrepreneurs against their personal guarantee. Therefore,
group security/social security may be considered.

e The success and achievement in SME loan disbursement will be considered as
measure for more approval of new branches of the concerned bank. License
for New Branches will be issued for financing the priority sectors such as

SME and agriculture from 2010 in the name of ‘SME/Agriculture Branch’

instead of ‘SME Service Centre; to include banks in financing priority sector

like SME and Agriculture’.

e Each bank or financial institution will fix the interest rate on SME loan sector
or sub-sectorwise. However, bank or financial institution will inform
Bangladesh Bank sector or sub-sector wise rate of interest immediately and
make sure disbursement of refinanced fund to the clients (female

entrepreneurs) at Bank rate +5 percent interests.

e Training programs or SME related workshop will be arranged for the
entrepreneurs.

1.7.2 Canada
Perhaps a unique characteristic of SME policy in Canada is that it is not necessarily
completely developed by one Federal department but rather it is segmented and being
developed at several levels: federal (primarily through Industry Canada but other
Federal government departments develop policy which can have a significant effect

on small business development); regional (such as programs funded through Industry
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Canada but for implementation in a specific region of Canada); provincial; by sector

and with respect to specific groups of peoples, i.e., Aboriginal peoples, women, youth

and those with disabilities.

Industry Canada is the primary Federal government department set up to oversee

policy development for Canadian industry in general and sme's but also includes
technology, tourism, statistics Canada, and a variety of regional programs. "The
department's mission is to work with Canadians to build a growing competitive,
knowledge-based economy. Industry Canada hopes to improve conditions for

investment, enhance Canada's innovation performance, help make Canada the most

connected nation in the world, increase Canada's share of global trade, and build a
fair, efficient and competitive marketplace.” Through Strategis, the official portal for
Industry Canada, the department provides business and consumer information to all
Canadians without the constraints of time and geography. The site has allowed
Industry Canada to shift from a paper-based information culture to a more efficient
electronic one. Before Strategis, the department produced over 5,000 information
products on paper. In addition to providing information to all who can access
Strategis, the site makes use of new technologies to offer interactive applications such
as customizable benchmarking tools, cost calculators, and online business planning.
Many of Industry Canada's services (such as filing an application for patent or

incorporating a company) can now be completed online.

Policy has been developed over the years with different initiatives being announced
by successive governments with an emphasis for 'Government online' to urge sme's

and all businesses to access all government information and filings online and thus
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making a commitment to use technology even in micro businesses through websites

such as Strategis.

The last overall federal government policy statement that was issued in 1994 stated

the government would:

ensure that the business environment is conducive to SME growth (i.e. ensure that the

tax system does not inhibit growth and job creation, reduce regulatory burden, deliver

services effectively and efficiently;

target limited government resources to promote competitiveness and growth (i.e.

fewer subsidies, more strategic information and advice).

Since then, much of the SME development and assistance policy has been developed
with specific agendas in mind or by specific departments. For example, Heritage
Canada has specific programs in place to assist arts, culture and the protection of

Canadian content in broadcasting that often assists small businesses in Canada which

are involved in arts, productions, publishing, exporting and protecting intellectual

property and preserving Canadian identity.

The Department of Foreign Affairs and International Trade has internal departments
which develop policy to assist Canadian small businesses within organizations such as
the OECD and APEC and holds the mandate for the Canadian Trade Commissioner
Service which promotes Canadian businesses overseas through the trade

commissioner services, sector specialists and electronically through the virtual trade

commissioner.
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Recently Indian and Northern Affairs Canada has absorbed the Aboriginal Business
Canada program from Industry Canada and is responsible for small business

development policy and programs with specific reference to Aboriginal and native
peoples in Canada. In addition, there are regional programs funded through Industry

Canada but with a specific emphasis on western Canada (the Western Enterprise
Development Initiative) or Atlantic Canada (Atlantic Canada Opportunities Agency)

which were originally created to equalize opportunities for businesses across Canada

and specifically in regions with high unemployment or cyclical economies.

In addition to Federal level policy, Canada is composed of 10 provinces and three

territories and each has developed their own SME policies, regulations and economic
development departments within their own jurisdiction. Opportunities and challenges

for business can vary dramatically for a variety of reasons, but essentially Canada is

geographically one of the largest countries in the world, with a relatively small

population (approx. 31 million people) with most people concentrated within easy
travel to the United States. This leaves vast areas of Canada sparsely populated with
economic and small business challenges of their own. Governments and provinces vie

for business across the Canada.

1.8 Rational of the Study
It is said internationally that Small and medium Enterprises (SMEs) account for about
50 percent of GDP and 60 percent of employment. SMEs are estimated to contribute
between 25 and 35 percent of world manufactured exports. In terms of
industrialization, Japan drew special attention to the professionals and policymakers

in the international arena. Statistics show that Japan has achieved its industrial
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development heavily based on SMEs. Some of the world’s best performing

economies, notably Taiwan and Hong Kong, are heavily based on small enterprises.
In much of the developing world, the private sector economy almost entirely
comprises of SMEs. Contribution of SMEs in some countries shows that it has
provided very significant proportion of GDP and employment in their national

economy.

Entrepreneurs form Hong Kong, Japan and Korea have taken advantage of

Bangladesh’s cheap and easily trainable labor and its infrastructure facilities to

manufacture products for the export market.

The Industrial Revolution of 1760-1850 represents a good testimony of the inherent
innovative spirit of SMEs, which are increasingly challenged in the present century

particularly after winds of economic change cum technological innovations and
industrial liberalization, have swept various economies of the world. These challenges
notwithstanding, SMEs have remained as much important and relevant economic
catalysts in industrialized countries as they are in the developing world. In many

developed countries, more than 90 percent of all enterprises are within the SME sub-
sector while 80 percent of the total industrial labor force in Japan, 50 percent in

Germany and 46 percent in USA small businesses contribute nearly 39 percent of the

country’s national income. Comparable figures in many other developed countries are

even higher.

Among many developing countries including Bangladesh, labor force is relatively

plentiful. Therefore, it is important that this should be the focal point of their full and

effective use of social-economic policies. In the SME sector, this country should be
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emphasized for the exploitation of manpower. In fact, less capital is required for SME
sector development and at the same time it generates more employment than large
scale sector. Secondly, the SME unit does not require very advanced technology.
Therefore, it can be useful in the backward areas where people can still be trained to

face the challenges of specialized technology.

SME is most appropriate for processing the product. If we can add more quality to the
product and ensure proper marketing, then there will be huge demand in the domestic
and export markets. Circular machines are used for knitting of the items in RMG

(knit) industries. To ultimate export of T/Polo Shirts etc. the circular machines can

also be setup at household level for performing job works to feed RMG industries.
This is a subcontracting system where RMG industries deliver yarns to the
entrepreneurs having circular machines. In Dhaka and Narayangonj areas this system
has already been introduced with increasing demand. Shoe production by small
industries as job works of large shoe companies like BATA is a conspicuous example
of SME product. BATA provides raw materials to lots of small factories at household
level in Dhaka city and obtains the product (shoes) completed through subcontract
process. SMEs are a primary part of the economic fabric in developing countries like
Bangladesh, and they play a crucial role in additional growth, innovation and

prosperity.

Small and medium enterprises (SMEs) play a major role in economic development in
every country, including African countries. Studies indicate that in both advanced

economies and developing countries SMEs contribute on an average 60 percent of
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total formal employment in the manufacturing sector (Ayyagari, M., T. Beck, and A.
Demirguc-Kunt, 2007). For African economies, the contribution of the SME sector to

job opportunities is even more important. Taking into account the contribution of the
informal sector, SMEs account for about three-quarters of total employment in

manufacturing (Ayyagari, M., T. Beck, and A. Demirgug-Kunt, 2007).

Currently the economy of Bangladesh is witnessing transformation from an agro-
based economy to an industrial one. As per the Word Development Indicators Study
Report published by the Word Bank, the contributions of industry and agriculture to

GDP were respectively 21.7 per cent and 30.4 per cent in 1991, 25.9 per cent and
24.1 per cent in 2001, 28.5 per cent and 18.6 per cent in 2010. As per recent statistics

of Bangladesh Economic Review-2014 the contributions of agriculture and industry to

the GDP were 13.09 per cent and 29 per cent respectively in the fiscal year 2012-13.

Small and medium enterprises (SMEs) proved their potentiality in productivity,
employment generation and poverty reduction as a reliable tool. As a result,
policymakers throughout the world emphasise SMEs as the engine of growth and
reduction of unemployment and poverty. SMEs are generating more jobs with
comparatively nominal investments (Vision-2021: The role of small and medium

enterprises).

For continuous growth of business, banking must continue to search for untapped

opportunities and in this regards, SMEs can be a better potential market for both

Bangladesh and Canada.
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As per different research findings, SMEs significantly contribute to the country’s

GDP and employment of both manufacturing and service industries.

Comparison of SME Banking service between one developing economy and one
developed economy will not convey different aspects such as success factors and

short fails (if any) existing in current ways of banking to SMEs in both countries, but

also, will provide directives in fueling SME sectors of Bangladesh and Canada.

1.9 Objectives of the Study
The research is undertaken with a general objective to compare the SME performance
and SME banking service between Bangladesh and Canada. To this end, the study

seeks to realize the following specific objectives:

1) To compare the current status and procedure of SME financing between

Bangladesh and Canada.

2) To compare the contribution of SME on country’s GDP between Bangladesh and

Canada.

3) ldentifying the problems those are faced by SME sectors in Bangladesh and

Canada.

This chapter embodies a brief description of the macroeconomic scenario of
Bangladesh, historical viewpoint of small and medium enterprises in the world
civilization, definition of SME in various countries of the world, the changing views

of the concept of small industry and SME in Bangladesh over years, rationale of the

study and the objectives of the study. The next chapter will have a description of the

methodology of the study.

Md.T.H. Bhuiyan-Ph.D. Thesis Page 29



Chapter Two

Methodology of the Study




Chapter Two Methodology of the Study

2. Introduction

This chapter describes the overall research methodology of the study. It states the
choice of and arguments for selecting the research methods and strategies for the
study. The chapter presents the working definition of the key terms, population,
research area, and other related issues. It also presents the statistical tools and

techniques that are used in the data analysis and presentation. The validity and

reliability of the research method employed in the study are exhibited. The key
concepts and variables used in the thesis and the measures used to operationalize

these concepts and variables are discussed in detail.

2.1 Rationale of the Research Method
The research is an exploratory research. Both qualitative and quantitative techniques
have been utilized to draw the conclusion about the population. Research may be of

three types- descriptive, exploratory and causal researches. The descriptive study
deals with who, what, when, where and how of a topic (Cooper and Schindler,
2001:141). It focuses on accurate description of the variables in the problem model.
Explorative research is concerned with discovering the general nature of the problem
and the variables that relate to it. The objectives of the research are to develop
concepts more clearly, establish priorities, and develop operational definitions and to
improve the final research design (Cooper and Schindler, 2001: 134). Exploratory

research serves also when the area of investigation may be so new or so vague that

needs to do an exploration just to learn something about the dilemma facing the

managers (Cooper and Schindler, 2001: 134). This type of research is characterized
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by a high degree of flexibility; scope to take (i) convenience or judgment samples, (ii)

small scale surveys or simple experiments, (iii) case analyses, and (iv) subjective
evaluation of the results. This comparison, banking service in SME and SME
performance between developed economy like Canada and developing economy like

Bangladesh. No study has ever been done till now in this concept. Thus, the field is

totally unknown to us. Therefore, the only method that could give us the insights
about the present state of affair is the exploratory research, which is intended to

explore the reality of the field.

The study employed both qualitative and quantitative methods for exhibiting the facts
of the performance of SME sectors in both Bangladesh and Canada. The reason for

the use of this ‘dual method’ approach could be substantiated by the statement of

Crompton and Jones (1988:71-73) “organization research... is not a mutually

exclusive decision between quantitative and qualitative methodology. In reality, it is

very difficult to study organizations without using both sorts of methods. In any

event, quantitative data rest on qualitative distinctions... the issue turns on the

appropriateness of methods, not with taking sides in the debate between qualitative

and quantitative methodology”. Quality is the essential character or nature of

something; quantity is the amount. Quality is the what; quantity the how much.

Qualitative refers to the meaning, the definition or analogy or model or metaphor

characterizing something, while quantitative assumes the meaning and refers to a

measure of it (Maanen, Dabbs Jr., and Faulkner, 1982:32).
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2.2 Population
The population of the study comprises the small and medium business enterprises
operating in Bangladesh and Canada. Small and Medium Enterprises (SMES) are
categorized into two broad types: manufacturing and non-manufacturing that is
service firms/businesses. Manufacturing SMEs includes chemical industries,

packaging and printing industries, textile industries, poultry firms, construction

industries, machine and tools industries, workshops with lath machines, bread and
biscuit factories, brick fields, ceramic industries, etc. Service industries or SMEs
consists of motor workshops, retailing, wholesaling, restaurants, petroleum service

centers, beauty parlors, motor service centers, technical skills training institutes, etc.

2.3 Sources of Data

Information on this data is found on the SME and Special Programmes Department of

the central bank of Bangladesh, Bangladesh Bureau of Statistics (BBS) and the

Industry Canada’s SME Research and Statistics website (www.ic.gc.ca/SMEresearch)
or the Bank of Canada’s periodicals. Also data are collected different authentic

sources.

2.4 Data Analysis Technique
Collected data were classified on the basis of standard criteria, and then presented in
suitable tabular form to provide a whole picture view. Then, data were processed and
analyzed making extensive selective use of the MS Excel and SPSS (v20). In order to
fit the data with the analysis, the data were transformed into a form suitable for that

analysis.
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2.5 Limitations of the Study
The study is conducted only one developed country like Canada and one developing
country like Bangladesh. Moreover, the study of comparison might be more
comprehensive and representative if it could have been done more developing
countries and developed countries in the world. Non availability of secondary data

was also a constraint. Data were collected over two-year period that did not reflect the

impact of changed of time.

2.6 Chapter Plan
The analyzed data were presented in a standard format of thesis. It contains six

chapters. The cauterization that are made is as follows:

Chapter—01: Introduction: It contains a brief description of the research topic, a
description of the rationale of the study, and the objectives of the

study,
Chapter—02: Methodology of the Study.
Chapter—03: Literature Review.

Chapter—04: Theoretical Framework of the Study
Chapter—05: Analysis and Discussion
Chapter—06: Findings and Conclusions

Appendices and Bibliography

This chapter embodies a description of essential elements of the methodology used for

the study. This has been implemented throughout various phases of the research. We

will have literature review in the next chapter.
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3. Introduction
By reviewing of literature, we can play an important role in determining our research
problem because the literature reviewing process assists us to recognize the subject
area precisely and thus helps us to conceptualize our research problem evidently and
specifically and makes it more applicable and pertinent to our field of enquiry. With
the knowledge from literature review make able to critically summarize the current
status in the area under investigation, recognizing any prospect and limitation among
previous works, therefore, it helps us to identify them in our own research and finally

we are able to eliminate the potential weaknesses from our research and thus it’s

become unique research.

3.1 Literature Review

The literature survey has uncovered an astounding fact about the acute scarcity of

study in the area of small and medium enterprises (SMEs)/businesses performance
and banking service in Bangladesh and Canada. A meager number of studies have
been found which partially addressed issues of SMEs performance and banking

service in SME field. However, following is the exhaustive descriptions of the studies

so far been made on small and medium business area.

SMEs (small and medium-sized enterprises) account for 60 to 70 per cent of jobs in

most OECD countries, with a particularly large share in Italy and Japan, and a
relatively smaller share in the United States. Throughout they also account for a

disproportionately large share of new jobs, especially in those countries which have

displayed a strong employment record, including the United States and the

Netherlands. Some evidence points also to the importance of age, rather than size, in

Md.T.H. Bhuiyan-Ph.D. Thesis Page 34



Chapter Three Literature Review

job creation: young firms generate more than their share of employment. However,

less than one-half of start-ups survive for more than five years and only a fraction

develops into the high-growth firms which make important contributions to job

creation. High job turnover poses problems for employment security; and small

establishments are often exempt from giving notice to their employees. Small firms
also tend to invest less in training and rely relatively more on external recruitment for
raising competence. The demand for reliable, relevant and internationally comparable
data on SMEs is on the rise, and statistical offices have started to expand their

collection and publication of data. International comparability is still weak, however,

due to divergent size-class definitions and sector classifications. To enable useful

policy analysis, OECD governments need to improve their build-up of data, without

creating additional obstacles for firms through the burden of excessive paper work

(OECD Report, 1997).

« The CSBFP remains an important, efficient and effective program in helping small

businesses access financing, in particular, smaller, younger and higher risk businesses,

which might otherwise be denied.

» The CSBFP is unique in that it is the only national financing program that is

accessible through a wide network of financial institutions to almost all small

businesses across Canada.

» During the review period, the CSBFP registered nearly 34,000 loans with a value of

USD 4.7 billion. However, usage has declined from over 48,000 loans worth more

than USD 5 billion during the previous five-year review period.
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» Marked as highly incremental, approximately 58 percent of loans (by value) made
under the CSBFP is going to start-up firms which are less than one-year-old.
Moreover, about 75 percent of the clients who apply for the CSBFP loan do not get

that and whoever receives the loan get it with less favorable condition.

» The CSBFP also helped create jobs for around 9,700 employees who have been

hired by the borrowers. these borrowers took loan under CSBFP during 2009-2014
period. Additionally, an estimated 6,600 indirect jobs were created because of

spillover effects due to the result of CSBFP loans.

* As per cost-benefit analysis of the program it was found that net benefits prevailed

over net costs by far. Net benefits surpassed net costs by USD 4.5 billion, from 2003—

04 to 2011-12. As such, the benefit-cost ratio is 5:1, meaning that five dollars of
benefits are contributed to Canadian economy by the cost of One dollar of the

program.

* During the 2009-14 period, 6,535 claims for loss, worth USD 361 million, and USD

258 million fees were collected on all new and outstanding CSBFP loans.

« Calculated on net present value, the estimated net cost to government of CSBFP

loans (over maximum 10-year life of loan) made from 2009-14 is around USD 55.3
million, as of March 31, 2014. When compared to the previous review period, the

percentage of cost of total lending decreased from 2.8 percent to 1.2 percent.
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 The constitutional and operational legislative and regulatory framework of CSBFP

provides a steady foundation for distribution; however, some aspects of its structure

create administrative problem, which reduces the program’s use by creditors.

* The regulatory of CSBFP has been changed in April 2014, Industry Canada have
implemented the changes of these regulatory and it geared toward improving

acceptance of the program by private sector creditors that offer the program to small

businesses. It is need to evaluate the impact of these regulatory changes after some

period of time.

» The parameters of these program are highly appreciated by the stakeholders, but
they are criticized with lower levels of satisfaction of certain parameters of the

program, for instance, the USD 500,000 cap on lending for real property and the USD

5 million revenue cap for eligibility to obtain a loan through the program.

» Suitable and continuous cash flow of financing is a very essential thing for small

businesses, which is not mentioned by the asset-based term loan design of the

CSBFP.

» The awareness about CSBFP is very low among small businesses entrepreneurs.

However, there is evidence that recommends relationship-building efforts with small
business support organizations are having an influence and that there may be advance

opportunities to improve the knowledge and awareness of the program regarding of

small businesses.
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» Almost 98 percent officers those are related to loan disbursement have knowledge

regarding the CSBFP. Since 2009, 71 percent small business loan operating officers

have made at least one CSBFP loan.

+ Under the review period a new online loan registration system was launched and has
been successful in alleviating administrative burden for creditors. In the review period
of 2013-14, 65 percent of CSBFP loans were registered online (Comprehensive

Review Report, 2009-2014).

Based on a sample of small and medium-sized enterprises in Canada, the authors of
this report try to examine the relationship between a firm’s growth and profitability
during 2006 to 2011 period of time, in case of achieving high growth and high
profitability they identify that a firm with a high level of profitability and a low level

of growth has a greater chance of subsequently achieving high growth and high
profitability than a firm with a high level of growth and a low level of profitability.
They also find out that the human resource is a causal factor as it plays a vital role in a

firm achieving greater performance in both growth and profitability. Another

significant factor is the firm’s debt that can slow progress. Finally, the authors of this

report reveal that a firm’s age is the independent factor for growth and profitability

this means that the growth and profitability are not influenced by the age of

organization (Patrice Rivard, 2014).

In the context of Bangladesh, the development of Small and Medium Enterprises

(SMEs) can be considered as a vital instrument for poverty alleviation and ensure the

rapid industrialization. In this paper the authors have tried to identify the problems of

SMEs of Bangladesh. The performance of SMEs of Bangladesh especially in terms of
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employee turnover rate, quality assurance, allocation of funds, marketing activities

have been found significantly below the international standard. The sector gets
negligible support from government. The rate of development of SME is not up to the

expectation. In order to overcome the problems a few suggestions for the
development of SMEs are given by the authors (Kashfia Ahmed Tanbir Ahmed

Chowdhury, 2009).

Small and Medium Enterprises (SMEs) are accounting for 25 percent of GDP, 80
percent of industrial jobs, and 25 percent of the total labour force in Bangladesh even

though the prospective sector gets negligible facilitation from different support
service providers. There are various constraints that hinder the development of SMEs
in Bangladesh, such as lack of medium to long-term credit, limited access to market
opportunities, technology, and expertise and business information. Lack of suitable
incentives, inefficient and limited services from relevant government agencies as well
as poor capacity of entrepreneurs are other reasons for the slow growth of SMEs.

Obviously, the government has many things to do to flourish the SMEs because, if

they flourish, SMEs will create new entrepreneurs, generate more jobs and contribute
to a great extent to the national economy. This paper is an academic analysis toward
policy formulation in respect of SME financing (Md. Shamsul Alam and Md. Anwar

Ullah, 2006)

A small and medium-sized enterprises (SME) growth study aimed to identify any
misalignment between SME actual growth rates and SME sustainable growth rates.

Summary financial statements on approximately 850000 Canadian SMEs over the

2000-10 period were gathered to facilitate the analysis, producing information on
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firm profitability, asset turnover, leverage, returns on equity, retention rates and
dividend payout rates. Using the “Higgins Sustainable Growth Model,” analysis

revealed that, over the 2000-10 period, Canadian SMEs had the financial

infrastructure in place and normal earnings capacity to support an average growth rate

in sales of approximately 7.3 percent per year without the need to raise additional
financing. Sustainable growth rates differed across size categories (small, medium,
large) and sectors, but were only statistically significantly different across sectors. A

misalignment between actual and sustainable growth rates for SMEs was discovered.

Businesses whose actual growth rates were statistically aligned with sustainable

growth rates were large or operated in the primary sector or the professional, scientific

and technical services sector (Daniel L. Seens, 2013)

Small and medium-sized enterprises (SMEs) are significant drivers of economic

growth and employment within Canada’s economy, accounting for 99.8 percentl of
all businesses and 90.2 percent2 of privately employed individuals. SMEs are also
key drivers of job creation, accounting for 95.5 percent of all private jobs created
from 2005 to 2015. On average, small businesses created about 100,000 new jobs
each year over that period.3 One of the most significant determinants of commercial

success is access to sufficient and appropriate financing. The Canada Small Business

Financing Program (CSBFP) facilitates access to affordable financing for SMEs to

establish, expand, modernize and improve their businesses, which ultimately
stimulates economic growth and creates jobs for Canadians. The purpose of this
report is to profile the general characteristics of CSBFP borrowers. Understanding the

characteristics of these borrowers will provide Innovation, Science and Economic
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Development Canada (ISED) with an evidence-based approach to addressing the
unique challenges they face, and how the program could better meet their financing

needs (Christopher Coe, 2016)

In 2014, a survey conducted on Financing and Growth of Small and Medium
Enterprises (SFGSME) that was planned to determine the types of financing used by

small and medium-sized enterprises (SMESs), and to accumulate information on recent
challenges by SMEs to obtain new financing. Also, the survey gathers data on growth
of firm, exporting, government contracting, innovation and intellectual property as
they relate to SMEs, as well as business owner features. This latest questionnaire was

adapted from the 2011 Survey on Financing and Growth of Small and Medium
Enterprises, as well as from past questionnaires for the Survey on Financing of Small
and Medium Enterprises and the Credit Conditions Survey (Government of Canada,

2015)

Survey of Manufacturing Industries (SMI) 2012 is the 28th comprehensive survey on
manufacturing industries conducted by Bangladesh Bureau of Statistics (BBS). The

objectives of this survey are to estimate structure, particularly ownership status,

employment, intermediate consumption, value of fixed assets, gross output and gross
value added etc. SMI 2012 comprises of all types of manufacturing industries
(manufacturing sector) with 10 workers or more and provides reliable data at national
level. To ensure the coverage of all types of manufacturing industries, the survey was
conducted based on updated business register (manufacturing sector) 2012.

Stratification has been done following the size class on the basis of the persons

employed defined in the National Industrial Policy 2010 and number by BSIC at 4-
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digit level. As a result, establishments have been stratified into four size class namely
Large, Medium, Small and Micro industries. Total estimated sample size was 8,429

manufacturing establishments.

SMI 2012 data reveal that of the total number of establishments, 41% was micro type

manufacturing industries, 37% small type, 14% medium type and only 8% large type.
Total persons engaged were 5.4% in Micro type of industries, 14.7% in small, 20.8%
in medium and 59.1% in large type of industries. The large industries constituted only

8% of the total, claimed 59.1% of the total persons engaged.

Estimates show that majority of the employees were male in micro (84%) and small
(83%) industries. The female proportion was quite good in large (48%) industries
followed by medium industries (35%) and small industries (17%).

Percentage distribution of production and related worker was relatively high and that
was 82%. Next significant share of persons engaged was temporary labourer (8%)
followed by clerical and sales workers (5%), administrative and managerial (4%) and

owner/ proprietor/ partner (1%).

According to BSIC (2-digit level) major three leading manufacturing establishments
were Manufacture of textiles 10,983 (25%), Manufacture of food products 8,441

(20%) and Manufacture of wearing apparel (Readymade garments) 6984 (16%)

respectively. The large industries constituted only 8 percent of the total industry,
claimed 61.3 percent of the wages and other benefits paid to employees. Micro
industries included 40% of total industry claimed only 4.9% of the salary wage and

benefit. Large industries had significant share of net fixed assets that was almost half
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(48%) of total whereas 24% for both medium and small and only 4% for micro type

establishments.

The highest portion (45%) of the net fixed assets accounts for the machinery and
equipment’s, followed by Building (residence and factory) (21%), land and land

improvement (20%), other fixed assets (9%), and the rest 5% for transport and

accessories and computer and software.

Local raw materials had the highest share in micro (86.8%) and small (65.4%) type
establishments whereas foreign raw materials for medium (62.7%) and large (59.7%)
type establishments. Large type of manufacturing industry had prevalent share of
gross output (47%) though it included only 9% of total manufacturing industries.
Medium had next highest share (26%) and micro had lowest share of gross output
(5%) comprising highest share of manufacturing industries. Small covered 22% of

total gross output.

Distribution of income from others’ raw materials was BDT 148,433 million that was
67% of total value. The next highest share was for the category of bonus and premium
which was BDT 34,841 million or 16%. Value of income from selling of raw
materials and investment and other income were BDT 16,722 million or 7% and BDT
10,603 million or 5% respectively.

About 58% of indirect tax was paid by the large industries followed by medium
(20%), small (19%) and micro type industries (3%) respectively. Percentage
distribution of Indirect Tax is nearly same for small and medium type manufacturing

sector. Most of the industries (59%) were using 75-100% of their capacity, followed
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by (32%) who were using 50-75% of their capacities. Only few industries (5%) were

using more than 100% of their capacity (Bangladesh Bureau of Statistics, 2013).

Regardless of whether a business is seeking to make it past the start-up phase, satisfy
a major increase in demand for its products and services, or strengthen its competitive

position, growth is a vital step in the development of a small or medium-sized
enterprise (SME). How many Canadian SMEs are pursuing growth in Canada in

2015? What are the obstacles they face? And what are the most commonly used

strategies for overcoming those obstacles?

To answer these questions, we spoke with entrepreneurs from a variety of
backgrounds who have put various strategies into effect with conclusive results. This,
in turn, led to a survey of over 1,000 SME leaders across the country to gain a better

understanding of growth challenges and identify the most promising strategies.

Although every business has to chart its own path according to its size, industry and

location, a number of findings were made that paint a general picture of how SMEs

are positioned vis-a-vis growth.

The first finding of note: four out of 10 SMEs are successfully meeting the challenges
associated with growth. In Canada, 12% of SMEs experience strong growth in terms
of revenue, profit or number of employees, while 29% show sustained growth. While
not all businesses are at the same stage of development, there is a broad consensus

when it comes to the value of growth. The survey respondents (all categories

combined) gave it an average score of 7.1 out of 10 in this regard.
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Another finding: SME leaders are facing challenges on many fronts, a fact that can
sometimes thwart their ambitions. Among other things, they must contend with a
marked increase in operating costs along with greater pressure on managers and

employees resulting from the efforts required to increase production. In some cases,

debt loads and difficulty securing financing pose further obstacles.

Despite the challenges, managing an expanding business can have substantial

benefits. First, when revenue and profit levels grow, leaders’ personal and family
financial situations also improve. Another benefit worthy of note is that the ability to

handle bigger projects can make work much more stimulating for employees. And a
growing business is generally on a sounder financial footing, enabling it to compete

more aggressively and pursue development projects.

While the challenges vary from one business to another, there is a consensus on the
strategies for growing successfully. Leaders whose businesses are experiencing

marked growth identified the following four winning strategies, in this order:

1. Be a client-centric business

2. Build your talent pool

3. Stay on top of your game, innovate

4, Invest to be the best

Since SMEs are the engine of the Canadian economy, it would be in everyone’s

interest for more and more of them to pursue growth. And one of the objectives of
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this study is just that: to give SME leaders the desire to grow by providing relevant
information and examples that show that, with careful planning, success is within

their reach (BDC Study, 2015)

There has been substantial research conducted on small and medium sized

enterprises in tourism industries, but information regarding access to financial
resources in limited. Finance being a significant resource, like in any category of
business, the success and growth of SMEs depend to access to finance to a great

extent. Because there is no denying the fact that the finance remains the life blood of

SMEs. This report investigates the status of access to financial resources of SMEs
in tourism industries to find out if this category of SMEs faces identical or
unique barriers. This report examined the data from statistics Canada’s Survey on

Financing of Small and Medium Enterprises and found that Canadian SMEs in

tourism industries were significantly less likely to have access to external
financing as compared to SMEs in no-tourism industries. However, Canadian SMEs
in tourism industry are less likely to seek for external financing SMEs in
accommodation industry requires substantial capital. SMEs in this industry had the
most difficulty, receiving on average, less than half of the debt financing they

requested in 2007 (Andrea K. Pierce, 2011).

Statistics Canada 2015 reveals that SMEs significantly drive the economic growth

and employment generation within Canadian economy SMEs in Canada account

for 99.8 percent of all business and 90.2 percent of employment that is, 90.2 percent
(Statistics, Canada 2015) of privately employed individual are in the SMEs. As

SMEs significantly drive the employment generation, it accounts for 95.5 percent of
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all private jobs created during the period from year 2005 to 2015. On an average,
small business created about 100,000 new jobs each year over that period (Key Small

Business Statistics, 2016).

Access to sufficient and appropriate financing in one of the most important
determinants of success in a business enterprise. The Canada Small Business
Financing Programs (CSBFP) facilitates access to affordable financing for SMEs.

This is how the CSBFP helps establish, expand, modernize and improve SMEs in

Canada which in turn helps stimulates economic growth and employment

generation in Canada.

The aim of this report is to profile the general characteristics of the CSBF borrowers.
Clear understanding of these characteristics of these borrowers is essential to provide
an evidence based approach. Innovation, Science and Economic Development

Canada (ISED) is provided with this evidenced based approach to addressing the
challenges the borrowers face, and how the program could be better meet their

financing needs (SME Profile, 2016)

The CSBFP is a statutory loan loss-sharing program. This program is governed by the

Canada Small Business Financing Act. The CSBFP is administered by the ISED.

Under the CSBFP, the Government of Canada and financial institutions (which
include chartered banks, credit unions and Caisses populaires) share the risk of

providing SMEs with term loans for acquiring real property and/or equipment and

making leasehold improvements. The government is liable to pay 85 percent of

eligible losses on defaulted loans registered under the program. By sharing the burden
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of risk on loans, the Government of Canada and private sector lenders are able to

increase the amount of financing extended to SMEs.

Under the CSBFP, a small business can apply for a loan to a financial institution of its

choice. Financial institutions lend money to small business conducted in all sectors,
except agriculture sector. Such lending is extended in all provinces and territories
(Agriculture and Agri-Food Canada, 2017). Not for  profit and religious

organizations are not included within the entities receiving such financing

facilities.

The responsibility of credit decisions, loan approval, loan disbursement, loan

registration with the CSBFP, loan administration etc lies with the lenders.

3.2 Features of CSBFP

3.2.1 Eligibility of the Borrower

If firms operate their annual sales of USD 10 million or less than USD 10 million are

eligible to use the program accept the agricultural, charitable and religious

organizations.

3.2.2 Ratio for Loss-Sharing
After investigation and realization on security the government will contribute the

shares in eligible losses. 85 percent share of eligible losses will bare by the

government and lenders will responsible for rest 15 percent.

3.2.3 Eligible Expenses

The followings are considered as eligible expanse:
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Real property or immovables, equipment, leasehold improvements and program

registration fees.

The maximum loan amount will be USD 1 million. While the total amount could be

used for the purchase or development of real property, a maximum of USD 350,000

can be used for other permissible expenses, such as equipment, leasehold

improvements and registration fees.

3.2.4 Maximum Financing Coverage
For the real property, government will coverage 15 years as maximum period of time

under the CSBFP loan and 10 years for all eligible expenses.

3.3 Lending Trends of CSBFP
Among the Canadian small business total 5,067 loans are disbursed within one year
(2014-15) total amount of these disbursed loans was USD 785.3 million (SME

Profile, 2016). Whereas the number and value for disbursed loans in the previous year

were 5,667 and USD 853.7 respectively. If we make a comparison between two fiscal
years 2013-14 and 2014-15 we get that the number and value of loans made were
down by 10.6 percent and 8.0 percent respectively. This downward trend by
comparing with the previous year in terms of volume and value is occurred from last
four consecutive fiscal years. In 2014-15, the average loan size was USD 154,975, an
increase of 2.9 percent compared to 2013-14, outstripping the rate of inflation. It is
anticipated that this amount will continue to increase as legislative changes made in

June 2015 increased the maximum loan amount from USD 500,000 to USD 1 million.
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3.3.1 Services and Retail Trade for Food and Accommodation

In recent years, more than half of CSBFP borrowers operate in the food and

accommodation services or retail trade sectors, compared with 37 percent in 1999—

2000.

3.3.2 Size of the Loan
Observing the last five fiscal years, it reveals that on an average approximately 4.1

percent loan size is increased, outpacing inflation. At present, the average loan size is

almost USD 155,000 and expected that it will increase at an even higher rate due to

recent legislative amendments that made the maximum loan amount exactly double

(from USD 500,000 to USD 1 million).

3.3.3 Requests for External Financing
By comparing with all other SMEs, the percentage of CSBFP borrowers requesting

external financing has been steadily growing since 2007.

3.3.4 Loan Volume
Under the CSBFP, the lending amount and number have reduced for four consecutive
fiscal years. It is expected that the legislative amendments of CSBFP will accelerate
the financing needs of entrepreneurs and greater diversity in the financing products of

private sector.
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3.3.5 Claims

It is expected that claims on loans will decline with the loan volume declines as well.

The majority loans under the CSBFP were made to small business in Ontario and
Quebec, 35 percent and 29 percent respectively, of total lending by value of loans. 12
percent of loans by number and 13 percent of loans by value were made by CSBFP in

Alberta and that is the third-largest user of the program.

In 2014-15, It is accounted that 37 percent of total loans in terms of value were
consumed to operate the business accommodation and food services sector. The next
largest sector was the Retail trade sector, at 14 percent among the total loans in terms

of value.

CSBFP borrowers, as defined by revenue, are very small. About 43 percent of
borrowers in 201415 created revenue of USD 500,000 or less, while over 90 percent

created revenue of USD 2 million or less (SME Profile, 2016).

In Canada, a co-operative is a corporation seeks to serve some common purposes. The
purposes include: access to goods and services, sale of goods and services,

employment etc.

A co-operative is a legal entity as incorporated by law. An association of members

owns this co-operative. As such, it serves the common purpose of its members.

This profile compares data on co-operatives with the data on SMEs in Canada. Co-

operatives in Canada function as democratic business model. The model operates on a
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principle that one member has one vote. This report particularly considers for profit
co-operatives that are SMEs. This report examines various characteristics of co-
operatives. That is, it examines types of financing sought, growth, exports and
innovation activities. In the process it leverages the finding of the survey on
Financing and Growth of Small and Medium Enterprises, 2014 (SFGSME, 2014).The
SFGSME provides data on co-operatives. As the characteristics of co-operatives are

rarely studied in Canada, SMEs in Canada can benefit from the SFGSME.

According to data provided by the SFGSME, it is observed that the requests for

financing from the external source are higher from the co-operatives side as compared

to that of SMEs in the year 2014. Such requests in the year 2014 are 51.3% from

SMEs and 69.8% from co-operatives. The nature of financing requests from co-
operative was debt financing, but from SMEs it was trade credit and debt financing

ranked second for SMEs. However, 53.8% accounted for debt financing for co-
operatives and 52.3% for trade credit for SMEs as referred above. In terms of amount,
co-operatives received USD 148.7 million in debt financing. On the other hand,
SMEs received USD 28.0 million in trade credit. A comparison of financing between
co-operatives and SMEs revealed that trade credit accounted for 37.2% of the total
financing for co-operatives and 30.5% of the total financing for SMEs. In terms of
monetary figure, the amount is USD 102.6 million for co-operatives and USD 16.3

billion for SMEs.
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Co-operatives substantially differ from SMEs from the debt financing point of view.
A comparison in this regard shows that 73.2% of co-operatives received debt
financing from credit unions. On the other hand, 71.6% of SMEs received such

financing from the Canadian chartered banks.

The SFGSME surfaced specific business characteristics. A comparison in this respect
shows that 78.1% of co-operatives had been conducting business for over twenty
years. On the other hand, 36.6% of SMEs had been in business for the same time
period. Moreover, proportionately start-up business of co-operatives are less in
number as compared to that of SMEs. In percentage, in the year 2014 approximately
1.2% of co-operatives had been conducting business for two years or less; whereas,
about 7.6% of SMEs had been in business during the same time period. During the
year 2012-2014, the data relating to the SMEs growth revealed that 9.3% of SMEs
demonstrated strong growth, that is, annual growth exceeded 20% on an average. On
the other hand, co-operatives showed the average annual growth to be 5.3% which if

far below as compared with the growth of SMEs. Approximately one-third of SMEs
experienced zero or negative annual growth on an average; whereas, one-quarter of

co-operatives experienced zero or negative growth. Half of SMEs experienced annual
growth ranging from 1% to 10% on an average. On the other hand, 57.7% of co-

operatives experienced growth in this ranges.
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In 2014, about 11.8% of SMEs had exported goods and services, where co-operative
exported 6.0% of goods and services as revealed by the SFGSME. The USA was the

main destination of exports for the SMEs and co-operatives.

The SFGSME indicated that during the period from 2012 to 2014, the innovation

activities of SMEs could have introduced goods and services, an improved production

method, and a new way of selling of goods and services. It was revealed in the survey
that 41.6% of SMEs had conducted one of the above activities as against 46.3% of co-

operatives (SME Profile, 2016).

A data comparison between co-operatives and SMESs has been possible as a result of

the SFGSME, 2014 (SFGSME).

The business operations of co-operatives are different from the operations of

businesses in other levels or fields. One of the differences is that in a co-operative, the

ownership is shared among the members using its goods or services. However, as
revealed by industry Canada 2010, a co-operative may also include members not

necessarily using its goods or services. For example, an investor member may be

included in co-operative even if he or she does not use its goods or services. Another
difference is that the principle of “one member, one vote” is applicable for governing

the co-operatives. This is how a democratic process is followed in decision making in
a co-operative. Thai is, the members of a co-operative take part in the decision

making process where the shareholders cannot have a majority vote. Another
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important aspect is profit sharing. In co-operatives, profits are distributed to all

members as patronage dividends whether in whole or in part.

In Canada, a co-operative must incorporate under a specific co-operative Act at the
provincial, territorial or federal level. While co-operatives exist in a broad array of

sectors and serve a wide variety of functions, they generally fit one of the following

four types: (Guide on Co-operatives, 2014)

A co-operative must be incorporated under the provisions of specific

Co-operative Act as applicable at the provincial, territorial or federal level. Though

co-operatives exist in a broad array of sectors and they have wide variety of functions,

but yet there are four types of co-operatives as provided by the Guide on Co-

operatives, 2014. These four types of co-operatives are enumerated below:

a) Consumer co-operatives: provide goods and services to their members;

b) Producer co-operatives: process and market their members’ goods and

Services;

c) Worker co-operatives: provide their members with employment services. The

employees are the members and owners of the enterprise;

d) Multi-stakeholder co-operatives: respond to the needs of various stakeholder

groups, such as employees, clients and interested persons or organizations.

According to the result of the 2010 Annual Survey of Canadian Co-operatives,

(Industry Canada, 2010) not to be confused with the SFGSME, there were 7,865 co-

operatives in Canada in 2010, of which 5,094 took part in this survey. The results
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show that among the co-operatives, consumer co-operatives were 70.2%, which are
usually involved in wholesale or retail activities. The second-largest group was

producer co-operatives, measuring for 16.2% of the co-operatives in the sample.

Government is highly interested in co-operatives because of their contributions and

supports to economic development and growth as well as their social impact (Annual
Report, 2014-15). In the economic context, the annual surveys of Canadian Co-

operatives of 2010 show that the co-operatives that completed the survey employed

87,963 and generated about USD 34 billion and earn more than USD 21 billion in real

estate or equipment assets.

The United Nations emphasized the significance of co-operatives when it announced
2012 as the "International Year of Co-operatives.” To review and monitoring the
status of co-operatives in Canada, the government of Canada created a "Special
Committee on Co-operatives” in 2012. (Status of Co-operatives in Canada, 2012).
Consequently, Science and Economic Development Canada, Innovation was required
to retain the policy responsibility and accountability for non-financial co-operatives.
It provides analytics, advice and support for inventing and growing collaborative

business in Canada.

One of the most important requisites for establishing effective policies on co-
operatives is data access. Since the 1930s, every year, The Annual Survey on
Canadian Co-operatives has been conducted and it has become a reliable source of
information. According to surveyed data concerned with private and for-profit co-

operatives having 1 to 499 employees, it was found that those co-operatives achieved
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gross revenue of USD 30,000 or more. The SFGSME contains data on financing
requests and business characteristics, such as age or average annual growth, along

with record on co-operatives (SME Profile, 2016).

Entrepreneurship is considered as an accelerating tool for driving economic growth
through innovation, job creation, and increasing the growth of productivity.

Entrepreneurs generate new job opportunities; products and services; innovate by
introducing new technologies and amenities; open up new market opportunities

(Audretsch, 2002; Kritikos, 2014); and boost up the productivity by creating

competition in the market.

Many researches have reported that majority women-owned enterprises dawdle
majority male-owned enterprises in the case of employment, sales, profits, loan

approvals, innovation, sales growth, exports and employment growth (Industry
Canada, 2015). This inefficient performance is attributed to the industrial sectors in
which female entrepreneurs operate their personal characteristics and preferences,
their management strategies and institutional constraints. Especially in retail and
service industries, female entrepreneurs are more likely to operate their businesses
than their male counterpart (Coleman, 2002; Fairlie and Robb, 2009). They work less
hours in their business and have less prior experience working (Fairlie and Robb,
2009). Additionally, they are considered to be more responsive to risk (Nissan et al.,
2012; Coleman and Robb, 2009) and they face financial constraints with interest rates
on bank loans, credits and charge (Cavalluzzo et al., 2002; Muravyev et al., 2009).

There are also have some studies, however, that reveals that there is no significant
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difference in performance between majority women-owned and majority men-owned

enterprises (Robb and Wolken, 2002; Orser et al., 2006).

In terms of enterprise performance and access to financial resources, are female
entrepreneurs in Canada at disadvantageous position? Is enterprise performance
gender based in Canada? This study aims to respond to these questions by examining
the impact of gender majority ownership on the following factors of enterprise

performance: sales per employee, profit per employee, employment, innovation, ratio
of authorized to requested debt financing and interest rate on debt financing. For two

reasons, it is important to know gender impact on small and medium-sized enterprise
(SME) performance: (1) SMEs contribute to the dynamic of the economy in terms of
employment, innovation (Watson, 2006) and productivity; and (2) identification of the

determinants of SME performance is crucial to financial providers, business advisers

and policy-makers to make policy and business decisions.

This paper presents various contributions to the literature. First, it shows the scale

adjustment issue of the measure of performance raised by Robb and Watson (2012).

As they opine, the performance of majority female-owned enterprises as compared to

that of male owned enterprises may be explained through the use of indicators of
performance. The indicators however are not adjusted to scale or size of the firm
and/or the how the owner like or dislike taking risk. Furthermore, this study uses both
sales and profit per employee instead of sales and profit as performance indicator. As

we understand, this is the paper that studies the impact of gender a sale per employee

and profit per employee in the context of Canada.

Md.T.H. Bhuiyan-Ph.D. Thesis Page 58



Chapter Three Literature Review

Second, this study is also in the with that of Muravyev et al. (2009) as because,

this study raises the question of access to bank loans where emphasize is given on

the ratio of authorized to requested debt financing and the interest rate charged

on debt financing.

Third, the analysis in this paper has gone deep in to the study. Thus, it studied the

impact of majority gender ownership. The analysis was done on such ownership by

industrial sector and by comparing the results of statistics Canada Survey on

Financing and Growth of Small and Medium Enterprises, 2011 and survey on

Financing and Growth Medium Enterprise, 2014. The analysis also took into account

the administrative data from statistics Canada’s Liakable File Environment.

This paper complements the empirical literature on gender impact on indicators of
performance. It inspected the differences between majority female-owned and

majority male-owned SMEs with respect to the following measures of enterprise
performance: (i) sales per employee, (ii) profit per employee, (iii) employment, (iv)
innovation, (v) ratio of authorized to requested debt financing and (vi) interest rate on

debt financing. The analyses also includeed the impact of majority gender ownership

by industrial sector and compares the results using data from the Survey on Financing

and Growth of Small and Medium Enterprises, 2011 and Survey on Financing and

Growth of Small and Medium Enterprises, 2014.

Analysis results show that all enterprise measures of enterprise performance were

influenced by gender in 2011. On the other hand, the sales of every employee and

employment are affected in 2014. The majority of the women owned SME workers
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are less sold and fewer than the men owned SMEs 2011 as well as 2014. These

observations are thought to be consistent with previous research in terms of both sales

and employment compared to their male counterparts in women entrepreneurs

workshops. This study reveals that profit per employee for majority female-owned
SMEs was less than that of majority male owned SMEs in 2011. However, there was

no statistical difference between the two in 2014. The study also found that majority
female-owned SMEs were more likely to be innovative than majority male-owned
SMEs in 2011. However, there was no difference between the two in 2014. In case of

access to financial resources, results suggested that lenders found proposals for debt

financing for majority female-owned SMEs to be riskier than for majority male-
owned SMEs in 2011. In 2014 also the trend remains same. That is, such risk was
equally same in 2014. This is supported by the fact that, in 2011, the ratio of

authorized to requested debt financing was lower for majority female-owned SMEs
than for majority male-owned SMEs and the interest rate on debt financing for

majority female-owned SMEs was significantly higher than for majority male-owned
SMEs. In 2014, no statistically significant difference was found between the two with
respect to ratio of authorized to requested debt financing or interest rate on debt
financing. The sectoral analysis showed the differentiating status of female and male
owned organizations in terms of sale and profit per employees employment and
innovation. In many industrial sectors, the performance of majority female owners

SMEs was slower as compared to the performance of majority male owned SMEs.

There was no difference between the two depending upon the period. However, it is

significant that majority female-owned SMEs employed more employees in the
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primary sector than majority male-owned SMEs in 2011. Female owned SMEs also
had a higher probability in manufacturing, accommodation and food services, and

retail trade in 2014.

A clear understanding of gender impact on SME performance is imperative on the

part of entrepreneurs, financial providers, business advisers and policy-makers as it
helps them make good policy and business decisions. However, still there will be
some questions to be asked. Further analyses find out the impact of access to financial

resources on SME performance; the impact of majority gender ownership on

exporting and research and development; the impact of characteristics of
entrepreneurs on SME performance (e.g., maternity leave, immigrant status) and the
dynamics of performance indicators in terms of growth. Each of these factors could
help provide a better understanding of the impact of majority gender ownership on

SME performance (Julio M. Rosa and Daouda Sylla, 2016).

This chapter embodies a description and review of the literature — articles, researches
etc. so far written or research done in the area of small scale industry and/or small and
medium enterprise operating in Bangladesh and Canada. During the review it
appeared that there has been no study made on the comparison of two countries SME
performance and banking service. They are concentrated in services, finance,
entrepreneurial background and motivation, policy issues, strategic planning etc. In

this context, the present study would be the virgin study in this area that will
obviously enrich academic world about the present scenario of small and medium

enterprises of two different economies of one being emerging economy and the other
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being developed economy Bangladesh and Canada. The next chapter will deal with

theoretical framework of the study.
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4. Introduction

Small and Medium Enterprises (SMEs) are now the great concern to develop the

economy in the world. It is beyond all controversies and debates that SMEs comes to
play role to make ‘positive growth’ in national economy. The factors or determinants

related to the SME and banking service have described in this chapter.

4.1 Importance of SME in Bangladesh

Small and Medium Enterprises (SMEs) considered as a dominant form of business
organization in all countries, naturally accounting for over 95 percent of the business
population. OECD recognized that SMEs constitute an important dynamic element in
all economies as they drive innovation, especially in knowledge-based industries; and
play a key role in driving sustainable economic growth, employment creation and

poverty reduction, especially in developing countries like Bangladesh. It also

contributes to the social, cultural and environmental capital of nations.

In view of the rapid structural change in the world economy, especially in favor of
increasingly weightless, paperless, knowledge-rich industries and services, to see

structural change and remaining relevant as major imperatives for intervention by

government and the civil society.

Acknowledging the importance of SMEs and entrepreneurship, the Government of

Bangladesh reaffirming their commitment takes initiative to design a SME policies

and strategies for its coherent growth.
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4.2 Role of MSME financing on the Economic Development of
Bangladesh

MSME is the key driving force of the economy of Bangladesh. The overall economic
development of the country is closely interlinked with the development of the MSME

sector. MSME is still now one of the largest employment generating sectors of

Bangladesh. Besides, MSME makes the largest contribution to favorable Balance of
Payment position through providing raw materials for industry, reducing imports and

enhancing exports.

MSMEs are getting the highest priority from policymakers due to their already proven
multidimensional contribution to the socioeconomic environment of a country. These

enterprises are easy to start, require only minimum capital, employ a comparatively

higher number of people, and produce goods that meet local demands as well as

contribute to export earnings.

MSMEs are important for self-employment, generating employment opportunities for

others, increasing GDP growth, contributing to export earnings, supplying livelihoods
to stakeholders, and poverty alleviation of the country. Cluster-based MSME
entrepreneurship development could be an effective tool to generate local
employment. But existing challenges like creating skilled manpower as per sectoral
demands, providing product-specific manufacturing skills to the youth, improving
productivity and product quality by adopting new technologies, increasing investment

capacity by creating and maintaining an enabling environment through harmonization

of government policies, must be addressed if we are to achieve our development

goals.
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Bangladesh is the pioneer of conceptualizing the micro-credit program and the

country is regarded as an example of achieving remarkable progress in poverty
reduction and human development. Microfinance has become an increasingly popular
approach that aims to alleviate poverty by providing the poor new opportunities for

entrepreneurship. It also aims to promote empowerment (especially among women)

while enhancing social capital in poor communities. It is generally perceived that

micro-credit program helps to improve socio-economic status of the rural women in

Bangladesh, for which the Banks, NBFIs, MFIs have been extending micro finance to

the micro entrepreneurs.

Most of the MSMEs of Bangladesh are mainly operating their business at the

subsistence level and hence lack the capacity to invest heavily in their businesses.
MSMEs obtain financial support through formal and informal sources. MSME

requires very few amounts of resources but they can be managed more efficiently. It
is, therefore, most essential to provide necessary credit to real MSME in a timely
manner. The Government has been putting much emphasis on the MSMEs and taking

different measures for its development considering the sector as one of the driving

force to transform the country’s huge population into human resources, as the sector
contributes around 30% in the GDP. Moreover, Bangladesh Bank, MRA, SME

Foundation have been putting vigorous attempts towards boosting up MSME sector

and MSME credit is considered as one of the vital tools for poverty alleviation as well

as economic development of Bangladesh.

Bangladesh, with a total population of almost 170 M (8th largest) in just 56 k sq miles

(92nd), is one of the world‘s most densely populated countries‘. According to Human
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Development Index (HDI), Bangladesh ranked 139 out of 188 countries in the world

in 2017 (UNDP, 2017), which was 140 out of 177 countries in the world in 2007
(UNDP, 2007). Per capita annual income is USD 1,466 in 2017 (Socio-Economic
Indicator of Bangladesh Bureau of Statistic 2017), which was USD 520 in 2006-07
(Socio-Economic Indicator of Bangladesh, 2007). About 31.5% people live in below
poverty line in Bangladesh (ADB, 2016) in 2016, which was about 40% in 2007

(BBS, 2007). Bangladesh’s GDP is growing at around 7% level since last few years,

in which MSME sector plays a vital role.

According to UNESCAP, SMEs account for upwards of 90 percent of all firms in
East and South-East Asia, as well as in Japan (Wattanapruttipaisha, 1999). It is also
the biggest source of the region’s employment, including three-quarters of the
region’s employment, in particular its women and young workers. The relative share
of SMEs in total output and exports is typically much smaller, close to a third, or so.
In Bangladesh, large enterprises account only for a small percentage of all business

enterprises. The percentage is much smaller in other than manufacturing than in

manufacturing per se.

The manufacturing industry essentially comprises small and medium scale

enterprises: by some accounts, 60 percent and 25 percent, respectively, of the
workforce in manufacturing happen to be hired by small and medium enterprises. It is
hardly an overstatement to say that small and medium enterprises are pretty much

synonymous with manufacturing industry.
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4.3 SME for Bangladesh and Worldwide

The significance of SMEs can be clearly observed if we take a look at the contribution

of MSMEs in some select Asian countries. For example, about 97.3 percent of
enterprises in China, 97.3 percent in Malaysia, 97.5 percent in Kazakhstan, and 97.7
percent in Vietnam are MSMEs. Furthermore, about 99.4 percent of enterprises in
Singapore, 99.5 percent in Sri Lanka, 99.6 percent in the Philippines, 99.7 percent in
Thailand, 99.7 percent in Japan, and finally, 99.9 percent in the Republic of Korea are

MSMEs.

MSMEs also play a vital role in employment in these countries. For example,
MSMEs make up 87.7 percent of employment by enterprise in the Republic of Korea,
80.3 percent in Thailand, and 71.8 percent in Cambodia. Similarly, MSMEs are
contributing to GDP growth and increasing export earnings of these countries. They
generate 60 percent of GDP in Indonesia and China, 47.6 percent in the Republic of

Korea, 45 percent in Singapore, and 43.7 percent in Japan.

In terms of export earnings, about 42.4 percent of export earnings in India come from
MSMEs, 41.5 percent in China, 26.3 percent in Thailand, 20 percent in Sri Lanka,

18.8 percent in the Republic of Korea, and 15.7 percent in Indonesia.

The National Economic Census conducted by the Bangladesh Bureau of Statistics
shows that there are in total 7.81 million economic entities in Bangladesh. About 88
percent of these economic entities are cottage enterprises, while 11 percent are

MSMEs. But in reality, about 99 percent of Bangladeshi formal business enterprises
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are MSMEs (ADB Institute, 2016). They constitute about 75 percent of non-

agricultural employment and contribute about 30 percent to the national GDP.

SMEs accelerate private ownership and entrepreneurial skills and can adapt quickly to

improve market situation, generate employment, help diversify economic activities,
and make a significant contribution to exports and trade. Therefore, policies and
initiatives to develop SMEs and to increase their competitiveness are a priority for
Bangladesh. Liberalization of the economy along with rapid globalization has posed
severe challenges to SMEs not only in international market but also in the domestic
economy. Since SMEs are based on relatively small investment, their survival
depends on eagerly available market with easy access. In this context, access to

finance, market development and expansion as well as removal of other hinders are a

challenging task, which requires coordinated efforts by individual business enterprises

and the government.

The principal microfinance service providers in Bangladesh are usually categorized

into four major groups: MFIs-NGOs, specialized institutions, commercial banks with
microfinance programs and administrative ministries or divisions. Although there are

thousands of MFIs-NGOs throughout the country offering micro credits, many of

them are very small in loan portfolio or number of borrowers, and the majority of

micro credit clients are being served by four huge MFIs.

Microcredit in Bangladesh is used for individual and group activities. Borrowers are
not required to provide any collateral. There is a range of different types of loans

including general loans, program loans, housing loans, etc. General loans are used for

Md.T.H. Bhuiyan-Ph.D. Thesis Page 68



Chapter Four Theoretical Framework of the Study

different kind of income generating activities, such as rural trading, transport, paddy

husking, food processing, small shops, and much more.

Picture of the Bangladesh’s economy regarding SME based on economic census

2013.

e The number of nonfarm economic units in the country in 2013 was
approximately 7.95 million against 3.71 million and 2.17 million recorded in
2001/03 and 1986 respectively.

e The inter-census yearly compound rate of growth in the number of such
economic units rose sharply from 3.4 percent during 1986 — 2001/03 to 7.2
percent during 2001/2003 — 2013.

e The number of manufacturing units stood at 869 thousand in 2013 against 490

thousand recorded in the 2001/03 census indicating a yearly compound growth

rate of 5.3 percent

e The share of manufacturing in the overall number of nonfarm economic units

declined from 24.5 percent in 1986 to 13.2 percent in 2001/03 and further to

10.9 percent in 2013. This suggests that trade and non-manufacturing service
activity, which is the dominant component of nonfarm activities, have been
growing at a faster rate (7.4 percent) than manufacturing activities (5.3
percent).

e Recent growth in nonfarm activities has been more in rural areas compared to

urban areas. During the last inter-census period, number of rural nonfarm

economic units increased at a yearly compound growth rate of 8.4 percent
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raising its share in the total number of units from 63.9 percent in 2001/03 to

72.2 percent in 2013.

There is a growing acknowledgment worldwide that small and medium enterprises
(SMEs) have a significant role to play in the present context given their greater
resource-use efficiency, capacity for employment generation, technological

innovation, promoting inter-sectoral linkages, raising exports and developing

entrepreneurial skills. Their positioning flexibility is an important advantage in
reducing regional imbalances. The future of SMEs is of major policy concern given

their strategic importance in any discussion of reshaping the industrial sector.

SME banking is an industry in transition. From a market that was measured too
complicated to serve, it has now become a planned target of Banks around the world.
Leading banks stated ROAs of 3-6 percent for their SME compared with 1-3 percent
bank-wide. SMEs are estimated to account for at least 95 percent of registered firms
worldwide; in Europe, this number is well over 99 percent. Defined by the employees
less than 250. There are 36-44 million formal SMEs globally. Contribution towards
GDP of Malaysia (70 percent), Thailand (70 percent), Korea (90 percent) Philippines
(70 percent) economies are dominated by SMEs. In term of employment SMEs are
contributing 50 percent, 40 percent, 50 percent, and 40 percent respectively of the

mentioned countries (Sources: Kuait Finance House).

Globally SMEs play very important role in all economies. In developed economies
SMEs are working as the feeder vessels or as support to the large corporate. In

developing economies, it works as the engine to ultimately create large corporate. In
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UK SME lending is at its highest level since 2008. Currently it is recognized that the

UK economy can only be flourished if SMEs are given the backing to succeed.

At present "Invoice finance is a fantastic way for SMEs to maintain a steady cash-
flow”. Japanese financial institutions and state agencies are working to promote more
investment in SMEs especially in the steel, automobile, consumer electronics, and
machinery and equipment industries. In USA SMEs were more export oriented than

large farm. Exporting SMEs total revenue grew faster than the large exporting farm

(i.e. SME 64 percent, Large 24 percent). Today, governments worldwide recognize
the importance of SMEs and their contribution to economic growth, social cohesion,
employment and local development. SMEs account for over 95 percent of enterprises
and 60 percent-70 percent of employment, and generate a large share of new jobs in
The Organization for Economic Cooperation and Development (OECD) economies.
As globalization and technological change reduce the importance of economies of

scale in many activities, the potential contribution of smaller firms is enhanced.

SMEs are the true backbone of the European economy and are accountable for the
wealth and economic growth of the region. They also play a key role in innovation
and R&D in the region. There are over 23 million SMEs representing around 99.8
percent of all the enterprises and 57 percent of them are sole proprietorships. They

provide two third of the total private sector employment, represent 80 percent of total

job creation and produce more than half of EU’s added value (Europe-India SME

Business Council, 2010).
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It is evident that small and medium enterprises (SME) account for about 50 percent of

GDP and 60 percent of employment worldwide. SMEs are estimated to contribute

between 25-35 percent of all manufactured export. In terms of industrialization, Japan
drew special attention to the professionals and policymakers in the international

arena. Statistics show that Japan has achieved its industrial development heavily
based on SMESs. Some of the worlds’ best performing economies, notably Taiwan and
Hong Kong, are heavily based on the small enterprises. In much of the developing

world, the private sector economy almost entirely comprises of SMEs. Contribution
of the SMEs of some selected countries shows that it has provided very significant

portion of GDP and employment in their national economy.

4.4 Problems of SME sector in Bangladesh
At present SME sector is facing many problems in Bangladesh. Some major problems

are as follows;

1) Resource scarcity: In Bangladesh scarcity of raw materials hinder the ability of

SME to be export oriented and limits its ability to reach more advanced stages of

international business.

i) High employee turnover: Due to limited growth of SME most of the skilled

employees leave SMEs. Levy (2003) observed that SMEs are knowledge creators but

poor at knowledge retention.

iii) Absence of modern technology
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One of the main barriers for the development of SME in Bangladesh is inadequate

technologies. Many SMEs have failed to adopt modern technology.

iv) Poor physical infrastructure
Inadequate supply of necessary utilities like electricity, water, roads and highways
hinder the growth of SME sector. Moreover, unfavorable geographical conditions

increase the transportation cost.

v) Financial constraints

Availability of finance hinders the growth of SMEs in Bangladesh. Bangladeshi bank
considers SMEs as high risk borrowers because of their inability to comply with the

bank’s collateral requirements. Only about 15-20 percent of the owners of SMEs own
any immovable property. Bankers issue loan based on ownership of immovable
property as collateral risk. As a result, it automatically excludes rest 80 percent

SME’s from the list of privileged clients of the banks. Whatever collateral SME’s can
manage gets used up in talking the term loan leaving them with no means to seek

working capital loans from banks. Because of low access to institutional financing

SME’s, rely on inefficient financing services from informal sources.

vi) Lack of uniform definition

In Bangladesh, the definition of SME has changed overtime in different industrial

policy announced by the government in different year. Absence of uniform definition

makes the formulation and implementation of SME policy difficult.
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vii) Lack of information

Miah (2006) has observed that SMEs have very limited use of information technology
(IT). Accounting package is used by 1-2 percent of the SMEs. The use of computers
is revealed by say 15 percent of the SMEs, while the use of the Internet for business

purposes applies to say 8-10 percent of SMEs.

viii) Lack of entrepreneurship skills

Conservative attitude towards risk, lack of vision, ability to make plan and

implementing those hinder the growth of SME in Bangladesh.

ix) Participation of women entrepreneurs

Equality of opportunity is a major problem for SME. Female entrepreneurs are treated
discriminately. They are not well represented in business organization. Government

does not provide adequate institutional assistance for women entrepreneurs.

x) Access to Market and lack of awareness regarding the importance of marketing

tool

For SME, owing a retail space is very expensive in the major cities in Bangladesh. As
a result, many customers are not interested to buy products and services from SMEs.

Because they can’t judge the quality until they physically examined the product. Most
of the cases SMEs in Bangladesh are not able to use the Integrated Marketing

Communication (IMC) tools. But these tools play the role of important stimulus to
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motivate the customers and retain them. The country does not have enough marketing

capability and resources to invest in marketing.

xi) Bureaucracy

Wang (1995) observed that the inadequate government supports are top ranking

constraints for SMEs. Unnecessary layers of Bureaucracy and red-taps reduce the

competitiveness of SME and raising the cost of transactions and operations.

xii) Absence of transparent legal system

The absence of an effective and transparent legal system discourages SMEs in
exploring into risky ventures of business. There are a number of unnecessary formal
requirements to start and run business that create high compliance costs and become

barriers to SME development, growth and market entry.

xiii) Lack of commitment to innovation and customer satisfaction

Ernesto (2005) stated that to keep in pace with international competition, firms of all
size are challenged to improve and innovate their products processes constantly. But
in Bangladesh SMEs are still not relating the importance of satisfying and retaining

customers by offering novel and desired benefits.

xiv) Lack of quality assurance

Govt. has failed to frame a national quality policy, provide adequate support systems

and establish a national quality certification authority. As a consequence, SME of
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Bangladesh has failed to ensure the quality of their products and services both in local

and international market.

xVv) Lack of research and development facilities

It is observed that investment in R&D is still negligible in.

xvi) Fierce competition with the cheaper foreign goods

Fierce competition with the cheaper goods of China, Taiwan, Korea, India, and
Thailand also pose threat to SME in Bangladesh (Kashfia Ahmed Tanbir Ahmed

Chowdhury, 2009)

4.5 Problems Confronted by SMEs in Canada
The greater variance in profitability, survival and growth of SMEs compared to larger
firms accounts for special problems in financing. SMEs generally tend to be
confronted with higher interest rates, as well as credit rationing due to shortage of
collateral. The issues that arise in financing differ considerably between existing and
new firms, as well as between those which grow slowly and those that grow rapidly.

The expansion of private equity markets, including informal markets, has greatly

improved the access to venture capital for start-ups and SMEs, but considerable

differences remain among countries.

Regulatory burdens remain a major obstacle for SMEs as these firms tend to be poorly

equipped to deal with the problems arising from regulations. Access to information
about regulations should be made available to SMEs at minimum cost. Policy makers

must ensure that the compliance procedures associated with, e.g. R&D and new
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technologies, are not unnecessarily costly, complex or lengthy. Transparency is of
particular importance to SMEs, and information technology has great potential to
narrow the information gap. It would be of great help to set up a “one-stop-shop

system”, where all the necessary information which affects firm strategies and
decisions is made available in one place, as exists already in some countries (OECD

Report, 1997)

4.6 Eligibility for SME Loan in Canada

4.6.1 Loan Conditions

The following conditions must be satisfied in respect of a loan, in addition to any

further conditions that may be prescribed:

() the loan must be made by and with the consent of a lender to a borrower who

meets the eligibility criteria;

(b) the loan must be in respect of a small business;

(c) the loan must be for an expenditure or commitment that falls within the scope of

one or more prescribed classes of loans; and

(d) the portion of the cost of the expenditures and commitments to be financed by the

loan must not exceed the prescribed limits.

4.6.2 Criteria for Eligibility

A borrower is eligible for a loan on application to a lender if, at the time the loan is

made,

(a) the borrower meets the prescribed eligibility criteria;
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(b) in the case of a loan made before April 1, 2009, the outstanding loan amount in
relation to the borrower does not exceed USD 250,000 or any prescribed lesser

amount;

(c) in the case of a loan made after March 31, 2009 but before the day on which
paragraph (d) comes into force, the outstanding loan amount in relation to the
borrower does not exceed USD 500,000 or any prescribed lesser amount, of which a
maximum of USD 350,000 or any prescribed lesser amount is for a purpose other than
the purchase or improvement of real property or immovables of which the borrower is

or will become the owner; and

(d) in the case of a loan made on or after the day on which this paragraph comes into
force, the outstanding loan amount in relation to the borrower does not exceed USD
1,000,000 or any prescribed lesser amount, of which a maximum of USD 350,000 or
any prescribed lesser amount is for a purpose other than the purchase or improvement

of real property or immovables of which the borrower is or will become the owner

(Canada Small Business Financing Act, 1998).

4.7 Key Requirements Checklist for Loan Approval in Canada

Requirement Description

Lenders must apply the same due diligence requirements as for a
conventional loan for the same amount, conduct a credit checks on the
borrower and/or shareholder(s), guarantor(s) and complete an

assessment of the repayment ability of the borrower.

Due Diligence

Eligible Is the borrower (corporation, sole proprietor, partnership) carrying on
Borrower or about to carry on a small business?
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Eligible Small
Business

Small business must be:

e carried on in Canada
o for-profit

o with annual gross revenues not exceeding USD 5 million for
loans approved before June 23, 2015 or USD 10 million for

loans approved after June 22, 2015.

Ineligible Borrowers:

e Farming — See CALA program
e Non-profit

e Charitable or religious purpose

Maximum Loan
Amount

e The maximum loan amount is USD 500,000 for loans made
after March 31, 2009 and before June 23, 2015 and USD 1
million for loans made after June 22, 2015 of which no more
than USD 350,000 can be used to purchase leasehold

improvements or equipment.

e The maximum loan amount includes amounts outstanding to
related borrowers. NOTE: If an individual owns several

corporations, each corporation may be eligible for a loan. See
Guidelines

« Is the loan amount equal to or less than the cost of eligible
assets?

Loan Assets

Assets eligible for financing:

o Real property

e Leasehold improvements

« Equipment (includes software, vehicles)

« Registration fee
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Common ineligible assets examples:

« Share acquisitions

e Working capital / Inventory
e Goodwill

e Franchise Fees

o Assets already financed by a term loan

Eligible assets purchased 180 days before loan approval date can be
financed whereas eligible assets purchased more than 180 days before

loan approval cannot be financed.

Proof of Proof of purchase and payment (invoices, cancelled cheques etc.) by
Purchase and the borrower have been obtained for loan assets. The invoice must
Payment contain a description of the asset.
Appraisals have been obtained if:
o Purchase of asset or service from person not at arm’s length
Appraisals » Purchase of a going concern (with an allocation of the price for
Required each asset)

e Purchase from a lender assets secured by conventional loan

Eligible amount of financing is the lesser of cost of purchasing and
appraised value

Terms of the
Loan

Do the repayment terms, interest rate, charges and fees comply?
e Maximum interest rate (including the 1.25
percent administration fee):
o floating rate: lender's prime rate plus 3 percent

o fixed rate: lender's posted single family residential
mortgage rate plus 3 percent

« at least one payment of interest and one payment of principal
must be scheduled to be made each year
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Has security been taken in the financed assets?

e Security must be a first charge or highest available rank

Security e Security must be valid and enforceable. A security non-
compliance section relates to loans defaulting afterMarch 31,
2014.
o Personal guarantees must be unsecured and are optional
The loan must be registered within 3 months from date of the first
Loan disbursement of loan funds. This 3-month registration period can be

Registration

extended to 6 months if the failure to register is inadvertent and the
lender provides the reason(s) for the late registration.

4.8 Key Requirement Checklist for Loan Approval in Bangladesh

Among many SME entrepreneurs it has been observed that they have no sufficient

knowledge regarding the preparation of the required documents and sufficient idea

about the necessary precautions in getting bank loans. In order to facilitate the

entrepreneurs to provide credit, the required documents which are collected from

applicants by banks and non-bank financial institutions have been presented in a

checklist by SME Foundation. Note that in this case, lending decision is completely

taken by the concerned authorities of the banks and non-bank financial institutions

through its own policy.

4.8.1 Essential Papers

1. Update license.

2. Photocopy of passport or national identity card.

3. Existing bank account in the name of the business organization.

4. Shop or house rental agreement or location document.
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5. Minimum of 6 months to 3 years, the bank reports (different needs of different

banks).

4.8.2 Other Papers (depending on type and size of business)

1. Taxpayer identification certificate (TIN)

2. Documents that present the list and value of fixed assets.

3. List of active stock and its present value.

4. Value Added Tax (VAT) certificate (if valid).

5. The total amount of debt and over-statement.

6. Details of official statements regarding the debt.

7. Paid telephone bills business place.

8. Paid electricity bills business place.

9. Employee name, last name and a list of monthly wages (payroll).

10. According to the Bangladesh Bank 101 report, the form of this report is provided

by corresponding financial institutions to entrepreneurs and when entrepreneurs fill up

the forms; these financial institutions complete the formalities to collect reports from

the Bangladesh Bank.

To receive credit or loan the mentioned papers are broadly required to all banks and

non-bank financial institutions. In addition, banks and non-bank financial institutions
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collect other required documents and information from the applicant, if essential

(SME Foundation, 2006).

4.8.3 Capital Requirement for SME Loans

The focus of Basel 11, and indeed of all capital regulation so far, is not primarily a
bank’s balance sheet but the sum of its risk-weighted assets. Capital adequacy rules
assign a risk weighting to each of a bank’s assets that is meant to be proportionate to

the credit and market risk that the asset in question represents.

Under Basel Ill, loans to SMEs are assigned a relatively lower risk weighting
compared from commercial and corporate segment. Basically, a uniform risk
weighting of 75% applies against financing BDT <3 million to the Unrated small
enterprise, which indicate that if a bank make finance of BDT100.00 to small
enterprise that is Unrated than the bank have to maintain capital of BDT7.50 [at 10%
on the Risk Weighted Assets of BDT75.00 considering 75% RWA]. On the other
hand, if the same amount of BDT100.00 will disburse to Large Business segment, the
bank have to maintain capital of BDT12.50 [at 10% on the Risk Weighted Assets of
BDT125.00 considering 125% RWA], which indicate that banks will be encouraged

by capital adequacy ratio to disburse more loan to SME segment.

Thus, the Bank has to maintain lower capital considering the lower risk weight for
SME Assets compared to Assets in other business segment. If a bank is able to

complete risk rating for the SMEs and the bank make finance to rated SMEs than still

the risk weight is lower than the Large segment loans across all rating slabs, as
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depicted in the table below. This means the bank has to maintain lower capital if it

lends to SMEs in comparison to large segments even if the risk rating is identical.

Table 04: Summary of BB Risk Weighted Asset for CMSME and Large

Financing
Risk Weight
Credit Rating

MSME Large
Rating 1 20% 20%
Rating 2 40% 20%
Rating 3 60% 100%
Rating 4 80% 100%
Rating 5 120% 150%
Rating 6 150% 150%

Unrated (small enterprise & BDT <3 million) 75%
125%

Unrated (small enterprise >= 3 million & 100%

Medium enterprise)

Source: Bangladesh Bank

Bangladesh Bank offers lucrative policy incentives for general provision maintenance

what eventually facilitate better profit in the current fiscal year of the bank.

Table 05: Summary of BB Loan Provision Incentive towards CMSME

Banking
Rate of Provision: Consumer Financing
Short
Term SME All
Agri Housing Other
i : Finance | Credit
Particulars Credit than HF, Finance
Standard 1% 2.00% | 2.00% | 0.25% | 1.00%
UC &
SMA
SMA - 2.00% | 2.00% | 0.25% | 1.00%

Source: Bangladesh Bank
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In addition to guideline, policy incentive and operating guideline BB offers many low

cost refinance fund and capacity development incentives to banks in order to expedite

MSME banking to larger extent.

This chapter embodies an elaborate discussion of theoretical framework of small and
medium enterprises performance and banking service with its various functional areas

which are to be investigated into small and medium enterprises operating in
Bangladesh and Canada. I