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Abstract:

Objectives:  The research highlights factors in Jamaica that retard entrepreneurial development. It examines the extent to which traditional lending institutions such as commercial banks,  facilitate the development and growth of small businesses. The research attempts to identify alternative sources of financing that are available to entrepreneurs, and concludes with recommendations that could enhance the growth of small businesses and  economic development.

Prior Work:  The Micro and Small Enterprise (MSE) Sector of the Jamaican economy accounts for over 35% of employed persons.  The government continues to be committed to the sector, and envisions entrepreneurship as a major economic driver in achieving the country’s economic growth projections of 3% in 2006/07 and 3.5% for 2007/08.  However, there are underlying factors that are inhibiting the level of growth in Jamaica’s small business sector.

A well developed microfinance sector is a fundamental requirement in any economy that views entrepreneurship as a mechanism for economic growth. Traditional institutions in Jamaica’s financial sector have focused their credit portfolios on ‘established businesses that are profitable’. This corporate mindset has left the micro and small business sector with limited options for financing.  Although some financial institutions have responded by diverting funds into the microfinance sector, access to capital still remains a major challenge.    The government has intervened primarily through the establishment of agencies that disburse funds, but these funds are limited.  

Approach:  Interviews were conducted among industry personnel to determine the major factors that inhibit entrepreneurial development.  Data relating to the lending activities of selected financial institutions were examined and analyzed.  A survey was also conducted among the adult population to further investigate Jamaica’s financial sector’s involvement in small business development.  
Results:  The majority of persons interviewed felt that access to capital is the dominant factor inhibiting entrepreneurship.  The data indicated that credit is available but the criteria to access these funds are quite stringent.  Survey results revealed that most entrepreneurs in the MSE sector secure capital by borrowing from financial institutions as well as from family and friends. 

Implications: The study has implications for financial institutions on their future role as providers of capital in an economy that continues to reflect low growth and high unemployment.

Value:  Findings from the research will inform financial institutions and the government, on how to create a more entrepreneurially friendly microfinance environment. Entrepreneurs can use the information in designing strategies to successfully grow small businesses.
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INTRODUCTION

The development and sustained growth of small businesses depend to a large extent on financing.  Start-up capital, working capital, as well as capital for intrepreneurial activities are critical requirements in any economy that targets economic growth through the development of the Micro and Small Enterprise (MSE) sector.  The Planning Institute of Jamaica (PIOJ), classifies Micro Enterprises as businesses that employ less than 10 persons and usually carry an asset base (excluding land and buildings) not exceeding US$10,000 and annual turnover of less than US$125,000.  A small business, as classified by the PIOJ, is one that has an asset base (excluding land and buildings) of between US$10,000 and US$100,000 and an annual turnover of between US$125,000 and US$1,000,000 (PIOJ, 2006). The International Development Association (IDA), the World Bank’s fund for the world’s poorest countries, has expressed the view that without the dynamic force of private initiative disciplined by competitive markets, poor people will remain poor (IDA, 2007).  Therefore, steps should be taken to put in place the necessary infrastructural requirements to facilitate the growth and development of small businesses in a low-growth economy such as Jamaica.  The IDA has focused most of its private sector development work on encouraging governments to provide a solid institutional foundation and clear rules of the game for entrepreneurial activity (IDA, 2007).  

A private sector with a vibrant and successful financial system against an appropriate and effective institutional framework is therefore an imperative in any economy that views entrepreneurship as a developmental force.  The role played by international donor/lending agencies in Jamaica should be acknowledged.  A number of these agencies including the Inter American Development Bank (IDB), the World Bank, the IDA, the European Union (EU), the Canadian International Development Agency (CIDA), and the Caribbean Development Bank (CDB) have partnered with the private sector and the government for many years in developing the MSE sector.  In a World Bank publication (2007), the Bank highlights its role as one that enhances government support to small and medium enterprises in a number of measures that involve institution and capacity building, business development services and increased access to credit.

In an effort to boost the MSE sector, the government of Jamaica has been involved in micro financing, technical and other developmental assistance.  Generally, governments in the Caribbean view the micro enterprise sector as needing and deserving of help, and so tend to rely more heavily on subsidised credit programs (Wenner & Chalmer, 2000).  In Jamaica, there are several approved government agencies through which the financing of micro enterprises are channelled. These include Micro Development Investment Agency (MIDA), Development Options Ltd., EX-IM Bank and the Self-Start Fund (Planning Institute of Jamaica (PIOJ), 2006).  According to the PIOJ, this will enable small business development through greater access to low interest funds.

What then is the role of the Private Sector in micro financing?  Commercial Banks and other institutions in this category, represent the backbone of the Jamaican financial system.  They are the major deposit taking and lending institutions.  This being the case, such institutions should cater to the needs of its customers from all sectors of industry including the Micro Enterprise, Medium and Small Business Sectors.  According to Wenner and Chalmers (2000), micro finance tends to thrive in countries with high rates of unemployment, under high rates of poverty.  They further stated that the Caribbean does not fit this pattern.  An examination of the major institutions in Jamaica that are involved in lending, revealed that these institutions cater largely to businesses that have already been established, while  start ups are basically ignored. This makes accessing the available capital to start or grow small businesses difficult.  This view was endorsed in a study of Jamaican lending institutions.  In his study, Honig (1998) highlighted that although there were a considerable number of banks doing business in Jamaica, few appeared to be willing or financially motivated to lend money to micro entrepreneurs. The view was also endorsed by experts who were interviewed in this research. The reality is that almost a decade later, this situation may not have changed significantly. 

METHODOLOGY

Previous studies on the financial sector’s involvement in small business development in Jamaica are almost non-existent, thus highlighting the need for a study of this nature.  In order to assess Jamaica’s financial sector’s involvement in small business development, data were collected and analyzed from three sub-groups.  Stratified random sampling of 30 experts as part of the Global Entrepreneurship Monitor (GEM) study was conducted to determine experts’ views on major factors influencing entrepreneurship.  These experts were drawn from all industry types in the economy.  Specifically, attempts were made to extract the data that addressed financial support for entrepreneurs. Existing (published) data on financial institutions’ policies and portfolios for entrepreneurs were examined and assessed to determine the extent to which they supported small business development.   Extracts from the Adult Population Survey (APS) in the GEM study on sources of funds for start-ups was used to triangulate the findings from the experts and published data from the financial institutions.   All three sets of data were analyzed and discussed to ensure credibility in the findings on (the study of) financial institutions being on the periphery of small business development.

Factors that retard Small Business Development in Jamaica:

Data from the Global Entrepreneurship Monitor (GEM) Jamaica 2005 survey was used in obtaining the views of thirty experts from various industries in the country.  The experts were asked to state, rank and explain the three major factors that inhibit entrepreneurship in Jamaica. The ranking was based on a scale of 1 to 3, 1 being the most important and 3 being the least important.  The GEM coding was used to categorize responses using GEM’s nine Entrepreneurial Framework Conditions. These are Access to Physical Infrastructure, Commercial and Professional/Legal, Cultural and Social Norms, Education and Training, Financial Support, Government Policies, Government Programs, Market Openness and R&D Transfer.  According to the experts, the three major factors inhibiting entrepreneurship were, Financial Support, Cultural and Social Norms and Government Policies (Table 1):

Table 1

Major factors inhibiting Entrepreneurship in Jamaica

	Framework Conditions
	Ranked as #1 condition
	Ranked as #2 condition
	Ranked as #3 condition

	Access to physical infrastructure
	0
	0
	3.3%

	Commercial and professional infrastructure
	6.7%
	6.7%
	6.7%

	Cultural and social norms
	16.7%
	10%
	27%

	Education and training
	10%
	27%
	3.3%

	Financial Support
	50%
	23%
	23%

	Government Policies
	13.3%
	20%
	20%`

	Government programs
	3.3%
	3.3%
	3.3%

	Market openness
	0
	3.3%
	3.3%

	R&D transfer
	0
	0
	3.3%



Source:  GEM Jamaica 2005

Table 1 shows that 50% of respondents regarded a lack of financial support as the most inhibitive factor affecting entrepreneurship.  Twenty-three per cent of respondents ranked financial support as the second most inhibitive factor and 23% placed it third. In the experts’ explanation of the lack of financial support, the following views were expressed:

· There is a lack of access to capital and no real source of venture capital and equity financing

· Bank lending policies discriminate against small and micro businesses

· Institutional lending is driven by collateral security

· Banks generally require collateral that start-ups do not have

· Banks refuse to consider uncollateralized lending

· Financial institutions are not willing to make changes with regard to people with business ideas

· The high cost of capital disqualifies some projects

· There is limited access to credit, especially for small enterprises.

Access to capital by small enterprises is clearly a problem in Jamaica and it would appear that financial institutions have hardly deviated from their traditional lending policies to accommodate  the entrepreneur.  An examination of particular aspects of the financial system in Jamaica was therefore undertaken in order to  determine the extent to which financial institutions facilitate access to capital by small entrepreneurs.

Jamaica’s Financial Sector: 

The government of Jamaica through its Central Bank (The Bank of Jamaica, 2007), regulates the country’s financial sector.  “The Central Bank stands at the centre of the local financial system and is charged with the responsibility to promote and maintain financial system stability”. (Bank of Jamaica, 2007).  Additionally, “the Bank regulates and supports the major clearing and settlement systems through which financial institutions execute the transfer of funds for a range of financial transactions” (Bank of Jamaica, 2007).  The financial system in Jamaica is comprised of three broad categories, namely Deposit Taking Institutions, Money Services Businesses, and Financial Services (Table 2).

Table 2

Jamaica’s Financial System

	Deposit Taking Institutions


	Money 

Services Businesses
	Financial 

Services

	Commercial Banks
	Cambios
	Insurance

	Merchant Banks
	Bureau de Exchange
	Securities Dealers

	Building Societies
	Remittance Companies
	Unit Trusts

	Credit Unions
	                -
	Private Pension Funds

	           -
	                -
	Mutual Funds


Source: www.boj.org and Planning Institute of Jamaica, 2006

It is the Deposit Taking Institutions (Commercial Banks, Merchant Banks, Building Societies and Credit Unions) that provide financing for large, medium, and small scale enterprises.  The lending activities of commercial and merchant banks have been traditionally focused around “profitable, established businesses”, while the building societies focus on mortgages. Credit Unions are Cooperative Societies that serve the needs of particular groups of persons who make up membership.  With the government’s thrust to expand the micro and small enterprise sector, some of these institutions have over time, become involved in micro financing.  Table 2 displays the deposit taking institutions that comprise the financial sector.  At December 2006, there were six commercial banks, five merchant banks, four building societies and 48 credit unions (Table 3).

According to Holden and Holden (2005), Jamaica has a wide variety of financial institutions, but the system remains underdeveloped.  This lack of development is largely due to the crash or fall out in the country’s financial system in 1999. Prior to this period, the country had a thriving financial sector, but following the 1999 fall-out, several institutions closed down, several mergers and acquisitions took place and new institutions entered the sector.  The current deposit taking institutions are shown in Table 3.

Table 3

Deposit Taking Institutions in Jamaica at 31 December, 2006*

	Commercial Banks
	Merchant Banks
	Building Societies



	Bank of Nova Scotia, Jamaica (BNS)
	Capital and Credit Merchant Bank Ltd.
	First Caribbean Building Society 

	Citibank, N.A, Jamaica Branch 
	Citi Merchant Bank 
	Jamaica National Building Society (JNBS)

	First Caribbean International Bank, Jamaica 
	DB&G Merchant Bank Ltd.
	Scotia Jamaica Building Society

	First Global Bank
	MF&G Trust & Finance Ltd.
	Victoria Mutual Building Society (VMBS)

	National Commercial Bank (NCB)


	Pan Caribbean Merchant Bank
	              -

	Royal Bank of Trinidad and Tobago (RBTT)
	              -
	              -


Source:  Bank of Jamaica web site

*Includes a total of 48 credit unions spread throughout the  island. 

The research examined and assessed the lending facilities of each type of deposit taking institution relative to the Micro and Small Enterprise (MSE) Sector. 

Commercial Banks:

The commercial banks offer a variety of services including deposit accounts, lending, investments, card services, internet banking, foreign exchange services, personal banking, corporate banking and  business services.  Of the six commercial banks, only two of these banks, Bank of Nova Scotia, Jamaica (BNS) and National Commercial Bank (NCB),  have declared their involvement in the small business sector.  The Bank of Nova Scotia is the country’s leading and second largest commercial bank with an asset base of J$200 billion (BNS Annual Report, 2006).  National Commercial Bank (NCB) is the largest with an asset base of J$234.6 billion (Table 4). 
Table 4

Financial Highlights of two Commercial Banks, 2006

	Banks
	Total Assets

 J$
	Return on Assets
	Return on Av Equity
	 Loan portfolio

J$
	Non-Performing loans

J$
	Number of offices

	BNS
	$200b
	3.4%
	26.4%
	$59b
	$1.09b

or 1.7%
	47

	NCB
	$234.6b
	2.62%
	23.6%
	$44.9b
	$1.7b 

or 3.73%
	45


Sources:  Annual Report of the Bank of Nova Scotia, Jamaica (2006) and Annual

              Report of the National Commercial Bank (2006) 

Annual Average Exchange Rate, 2006: J$65.98=US$1 (BOJ)

Bank of Nova Scotia, Jamaica:  BNS has a loan portfolio of J$59 billion in performing loans (Table 4).  In its 2006 financial highlights, (Annual Report, 2006), the bank recognised its significant growth in retail loans, (i.e. Scotia Plan loans, credit cards and mortgages).  Non performing loans amounted to J$1,009 million or 1.8% of total loans and 0.50% of total assets.  The bank lauds itself on the high quality of its loan portfolio which is attributable to its strong credit policy and loan administration procedures.  Table 5 displays a summary of the credit facilities of BNS that may be accessed by clients.

Table 5

BNS and Small Business Financing

	Regular Services offered by BNS
	Small Business Banking Services



	Scotia Plan Loans
	Scotia Plan Loans

	Mortgages through the Building Society
	Small Business Resource Centre offering an interactive Business Plan writer

	Credit Cards
	Business Credit Cards

	Internet Banking
	Internet Banking for businesses

	Personal Credit Line
	Credit Line for businesses


Source:  BNS website

Obviously, BNS has taken steps to facilitate small businesses by specifying the services that are accessible to the small business owner.  However, on closer examination of their Small Business Banking Services, there does not appear to be any difference between these and the regular banking services.  An entrepreneur requiring funds to start a micro or small enterprise would access either a secured or unsecured loan.  Unsecured loans are borrowed at a rate of 23.5% while secured loans range between 18.5% and 21.5% (BNS website).  A new entrepreneur will certainly find it difficult to service a loan at such high interest  rate and still remain competitive and viable.  The interest rates on the secured loan is lower, but a budding Jamaican entrepreneur seldom has collateral such as real estate to be used as security.  Therefore, what does BNS offer that makes access to capital easier for the entrepreneur? The Business Plan writer may make it easier because to access loans for start-up capital the borrower has to present a viable business plan.  On the other hand, this service can be obtained from a non-financial institution.  In essence, all the other small business banking services are mere extensions of BNS’s regular services and accessing loans still remain a challenge for the small business owner.

National Commercial Bank:  NCB, the country’s largest commercial bank has an asset base of J$234.6 billion and a loan portfolio of $44.9 billion (Table 4).   NCB has been the forerunner in many of the local banking services including its products/services for small businesses.  Through its Small and Medium Enterprise (SME) facility, the bank offers a variety of services described as “a one stop financial solution for small businesses”.  “In addition to the regular services offered we have designed special products to meet special needs”, (NCB SME Brochure, 2007).  These services include corporate credit cards, liquidity cash management and investment, business value plans and a business premium plan that provides an integrated banking package that allows you to reduce or eliminate many fees (NCB SME Brochure, 2007).

Again, there is no obvious difference between these services and the bank’s regular services.  The corporate credit card for small businesses is fairly new, but in order to qualify for a credit card of this nature, one must establish the ability to repay; a criteria for accessing any loan.  These facilities emphasize cost savings and convenience rather than the provision of low cost capital for start ups and existing businesses.  A further examination of NCB’s commercial loan facilities shows that funds are available for various purposes such as for working capital, fixed asset acquisition, and start up funding.  To be eligible, the client must establish the ability to repay.  This ability is normally exhibited in a viable business plan or through an already profitable business.  

Building Societies:

There are four building societies operating in the country (Table 3), but only one, Jamaica National Building Society (JNBS) the country’s largest, has undertaken micro financing activities.  The core product of the building society is mortgage loans but JNBS has expanded its service offerings over time and has responded to the country’s need for micro financing by setting up a strategic business unit, Jamaica National Small Business Loans (JNSBL) that offers funding to the MSE sector.  “JNSBL delivers innovative and accessible credit in a timely manner to small and micro entrepreneurs in Jamaica, who have limited access to loans from traditional banking sources”, (Jamaica National Small Business Loans, 2006).  JNSBL interfaces directly with entrepreneurs who need funding through its 20 locations island wide.  The unit offers a variety of loans with a basic interest rate of  1% per week.  The loan amounts disbursed by JNSBL range from a low of $5,000 to a high of $300,000 – small but affordable.  However, an interest rate of 1% per week may appear low to an ordinary entrepreneur, but is extremely high translating into a whopping 52% per year if the loan is not repaid in the stipulated time.  Considering the fact that JNBS has deviated from its core product of mortgage loans then its contribution to the MSE sector may be considered as significant particularly in light of the fact that for the period April 1, 2005 to March 31, 2006, JNSBL disbursed loans totalling J$783,million, which represents 1.2% of assets (JNBS website).  However, when considering the minimal amounts available to each applicant, then JNBS’s involvement in the MSE sector can also be considered as peripheral.

Merchant Banks:

In this segment, Pan Caribbean Merchant Bank through Pan Caribbean Financial Services Ltd. (PCFSL) is the government’s wholesale agent for administering the Government of Jamaica (GOJ) Micro and Small Enterprises Credit Scheme.  PCFSL offers loan funding that is provided by the European Investment Bank (EIB) line of funds.  Loans are available for amounts of US$250,000 to US$1m or the Jamaican equivalent amounts at concessionary rates of 10.5% (US$) and 16% (JA$) subject to change.  Applicants must propose viable and sustainable products as reflected in a detailed business plan.  The facility is for small and medium sized businesses with a loan period of 10 years (PCMB, 2007).  However, being a wholesale agent, PCFSL does not interact with the entrepreneur but is merely performing one of its functions as a  fund manager.

Credit Unions:

Credit unions are registered under the Cooperative Society Act which comprises organizations  acting in the interest of its members.  Each Credit Union caters to a particular group of persons, such as the Teachers’ Cooperative Credit Union, The Police Credit Union etc.  Credit Unions provide loans to its members, their share deposits often being used as collateral.  They offer personal loans for provident purposes such as for medical expenses, making home repairs, purchasing household appliances, and to pursue higher education.  They also offer loans for productive purposes such as starting a small business and farming (Jamaica Cooperative Credit Union League Limited, 2005).  According to the League which is the umbrella organization for credit unions in Jamaica, in order to obtain a business loan, the member should be of good character, have the capacity to repay, possess collateral, show good faith and be adequately secured and be credit worthy. 

Credit Unions are deposit taking institutions that are involved in loan disbursements.  However, it is unlikely that a young entrepreneur with a brilliant business idea but with limited funds, no collateral and no track record will be able to access the loans. In recent times, credit unions have become more interested in the small business sector through philanthropic and community based activities as well as with special small business projects in partnership with international agencies.

Alternate Sources of Financing:

The level of funding provided by the financial sector to the MSE sector is inadequate.  The rigours of accessing funds is also a significant drawback to the development of the sector. Therefore, potential entrepreneurs who are aware of the processes or those who have failed in their attempt to obtain capital from the deposit taking institutions, often seek out other sources to secure funding.  According to the GEM Jamaica (Glasgow et.al, 2006), entrepreneurs obtain capital from sources such as close family members, relatives, work colleagues, friends, government programmes, in addition to banks and other financial institutions (Table 6) 

Table 6

Percentage Distribution of Source of Financing for Start-Ups

	Source of Financing
	n =305

Percentage

	Banks or other financial institutions
	35

	Close family member, such as a spouse, parent or sibling
	29

	Government programs
	12

	Other relatives, kin, or blood relations
	10

	Other 
	8

	Work colleagues
	4

	Friends or Neighbours
	2


The survey revealed that only 35% of respondents obtain start-up capital from banks and other financial institutions.  The remaining 66% obtain their financing from various sources.  Close family members and other relatives provide 39% of the funding for new entrepreneurs, 12% access their funds through government programmes, and 6% through work colleagues and friends.   This suggests that the financial sector is minimally involved in micro financing. 

DISCUSSION OF FINDINGS

It was important to elicit experts’ views on what factors contributed to or inhibited entrepreneurial activity in Jamaica.  Based on recent policies and programmes in the educational sector, post-secondary institutions are being encouraged to offer entrepreneurial studies to their students.  In some programmes, this is mandatory.  The assumption is made that students should see entrepreneurship as an alternative to employment.  The GEM Jamaica study (2005) revealed that Jamaicans were mainly motivated by opportunities to engage in entrepreneurship.  Students graduating from tertiary institutions may therefore want to explore opportunities in the economy rather than seeking employment.  The government has also implemented policies and programmes that promote entrepreneurship as a viable alternative to employment through traditional sources and as a means of wealth creation.  In a world bank study on financing and entrepreneurship in developing countries by Cull, Davis, Lanoreaux and Resenthal (2006), it was presumed that one possible explanation for the relative absence of SMEs in poor economies is the difficulty of obtaining access to finance.  It was further proposed that it was easier for larger firms in such countries to secure financial assistance because of their asset base which may serve as collateral or because board members and other officers in the companies were known by the lending institutions.  This also seems to be the case for Jamaica.  

According to the experts, financial support is a major inhibitor. On further examination of the policies and programmes by the two leading commercial banks and other financial institutions in Jamaica, it was apparent that the views of experts were founded.  

In assessing the extent of the involvement of the deposit taking institutions in micro financing, it would be fair to say that they are involved but only to a limited extent.  With regard to the commercial banks, NCB is more involved than BNS but both are only involved peripherally. Neither of these banks has set aside funds for small business development despite their acclamation of Small Business Banking and SME facility.  BNS carries an impressive loan portfolio of J$59 billion of which only J$1,009 million or 1.68% represent non-performing loans. NCB’s loan portfolio is J$44.9 billion of which J$1,700 million or 3.73% are non performing loans.  It is therefore safe to assume that funds are available for lending against the background of a well managed loan portfolio, to the extent that sometimes the banks find themselves in a much too liquid position and “beg” persons to come and borrow. These banks have an established presence and brand loyalty in the country.  The reach exists in BNS’ 47 office locations and NCB’s 45 offices in all major towns throughout the country. The populace is looking to these two institutions for assistance because this is where they deposit their money. Merchant Banks on the other hand cater to corporate clients and do not extend their services to the small entrepreneur.  The services offered by Credit Unions are directed toward the working class, but the criteria for a budding entrepreneur to access these loans  also pose a challenge.

Therefore, financial institutions are seemingly unwilling to undertake the risks that go with the MSE sector. The high transaction costs relative to the small sums being disbursed and the costs and time involved in establishing creditability have contributed to their reluctance in becoming more involved.  Of great significance is the institutions’ demand for collateral in order to access loans.  Holden & Holden (2005), are of the view that, “the current system inhibits the growth of businesses, prevents commercial opportunities from being fully exploited and especially disadvantages the poor among the Jamaican population who wish to operate as sole proprietors.  The difficulty of purchasing equipment on credit harms productivity and inhibits growth”. 

The APS survey revealed that many persons do seek out and find alternate sources of funding, from family members and close friends in particular.  The inability to provide collateral for securing funds from major financial institutions  seem to be a major deterrent to entrepreneurs.   If the financial institutions are seemingly so averse to taking risks and refusing to consider unsecured loans for start-ups as perceived by the experts and implied in banks’ stated policies and programmes,  how then are entrepreneurs expected to finance their businesses?  

In an economic environment where unemployment is a major concern, other alternatives for funding must be identified.  Commercial banks and other such institutions must re-evaluate their policies and programmes and present a credible picture to their customers. This should be a case where consumers are not deceived by advertisements and statements of support only to find out that the criteria are so stringent that they cannot access funds.  Such financial institutions must review their objectives and liaise with other stakeholders who may be better able to manage portfolios which target small businesses.

 CONCLUSIONS AND RECOMMENDATIONS

The institutions discussed above have answered the call to become involved in micro and small business financing but only to a limited extent.  They are all on the periphery. The research shows that the entrepreneur’s access to capital for start-up, working capital and developmental purposes  remains a major challenge.  The main encumbrances are:

· The high cost of capital.  New businesses cannot afford to take loans at such high interest rates.  Debt servicing often becomes burdensome and this may lead to business failure. 

· The continuous demand by the institutions for collateral that most prospective business owners do not possess, prevent them from qualifying for loans.

· Seeming unwillingness by the banks to take on additional risk by lending to the SME sector.

· The high transaction costs incurred by the banks for processing and maintaining small loan accounts.

· The absence of, and the time it takes institutions to establish the credit worthiness of clients.

As Holden & Holden (2005) have declared, “the possibility of a small entrepreneur with limited means of starting a business and expanding until it becomes large is extremely limited”.  The following recommendations can therefore be made:

· Commercial Banks along with the other deposit taking institutions should undertake some of the risks and become more involved in lending to the MSE sector.  Based on their profitability and other financial achievements, these institutions can afford to do so.  

· Much of the micro financing in Jamaica is currently being channelled through government agencies.  The government should rather facilitate development of the sector rather than being involved in financing businesses. Financing would be best handled by the private sector; a view that was supported by experts.

· The lending institutions need to review their requirements for collateral.  Holden & Holden (2005) are of the view that the current framework is outmoded and does not serve the needs of businesses. They recommended a reform of the collateral framework.

· A credit bureau needs to be established whereby the credentials of entrepreneurs among other clients are stored in a database and may be accessed by institutions when they apply for loans or other forms of credit when necessary.  This process has already begun with funding from one of the international agencies.

· More Private Sector institutions such as the Micro Enterprise Finance Limited (MEFL) whose object is micro financing, need to be established.

All of these measures, if implemented, should increase access to credit by entrepreneurs.  
This in effect, will enhance the development and growth of small businesses, create wealth and ultimately lead to economic development.  Access to credit speeds up growth and a lack of access slows it down (Holden & Holden, 2005).
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