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Abstract 

 

The financial constraints that exist for SME has received increased attention in recent 

years. Intervention programmes by governments to improve access to finance for 

businesses has mainly focused on supply side measures, through seeking to stimulate 

supply, by creating new financing channels and easing regulatory barriers in the supply of 

finance. This is based on general assumption that the issue of access to finance is as a 

result of insufficient supply of external finance for businesses; however, there is increasing 

recognition that demand side issues also hinder access to finance, and these demand side 

deficiencies impede the effectiveness of supply side interventions.  

This study focuses on the demand side perspective, it builds on the Theory of Planned 

Behaviour (TPB) and proposes and validates an adapted model that examines the 

relationship between attitudinal factors and the intention of SMEs to use bank loans in 

Nigeria. The adapted TPB model used attitudinal variables (perceived trust, attitude, 

perceived social norm, and perceived behavioural control) to understand SME financial 

decision (intention use bank loans), and captures various antecedent variables that 

influence these attitudinal factors. The cross-sectional survey study was conducted in 

Nigeria.  

The study used Structural Equation Modelling (SEM) to analyse the data. PLS SEM was 

used to test the hypothesized relationships between the antecedents, attitudinal factors, and 

intention to use bank loans. The findings indicate that attitudinal factors which consist of 

attitude, perceived behavioural control, perceived social norm, and perceived trust predicts 

SME intention to use bank loans in Nigeria. The result also showed that key antecedent 

factors such as financial literacy, perceived risk, normative beliefs, self-efficacy, perceived 

quality of loan information are antecedents to these attitudinal factors.  

The study successfully implemented a psychology-based theory in SME financing decision 

context. It highlights the importance of incorporating psychology theories to gain further 

understanding on noneconomic factors that impact decision making of SMEs. 

Traditionally, capital structure research adopts capital structure theories to understand and 

explain the determinant of SME financial decision making. However, this study argues that 

psychology based theories provide a more robust understanding of the judgement and 
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behaviours of these actors (SMEs) especially in developing countries, because these 

theories examine causal influences and explain relationships.  

The study also makes empirical contribution by providing empirical evidence on the 

noneconomic determinant to SME financial decision making, demand side perspective, and 

emerging country context. The implication of the result for practise and policy is that local 

and international intervention agencies tasked with the responsibility of easing access to 

finance for small businesses in Nigeria can use these findings to develop more robust and 

effective intervention programs. In addition, the findings can inform policy direction at 

government level, government policies can benefit from this study by incorporating the 

results to inform long term policies that can address the institutional and structural factors 

that creates barriers SMEs financing in Nigeria. The study can also be used to formulate 

policies that can assist in modifying the behaviour of discouraged finance seekers and 

stimulate demand for external finance with the aim of reducing the financing gap and 

enhancing growth of small businesses in particular and economic growth in general in 

Nigeria. 
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CHAPTER ONE: INTRODUCTION 

1.0 Introduction 

This thesis takes a demand side perspective to examine the factors that impact the financial 

decision-making of SMEs in Nigeria. The study used an adapted theory of Planned 

Behaviour (TPB) framework to examine the attitudinal factors that influence SME 

financial decision, and the key underlying antecedents driving these factors. This chapter 

presents the background of the study, the research objectives, and the significance of the 

study. The remainder of the chapter is structured as follows: 

• Background of the study  

• The research aims and objectives  

• The rationale and significance of the research   

• Overview of the research methodology  

• Structure of the thesis  

1.1 Background to the research 

This section presents background discussions. It discusses supply and demand side 

perspectives to SME financing constraints. It presents discussion on the two key 

perspectives to SME financial decision making, it gives an overview of Nigeria, and 

provides a discussion on the importance of SMEs to economic growth in Nigeria. 

1.1.1 Supply versus demand side perspectives to SME financing and constraints 

Financing for SMEs is a fundamental issue that has received increased attention in recent 

years from policy makers, academics, and governments in developing countries. This 

increased focus has generally been linked to the financing gaps that exist for SMEs in these 

countries, and the challenges these businesses report. SMEs generally report more financial 

constraints compared to large firms, financial constraint is believed to be one of the most 

significant factors that impact the growth and contribution of these businesses (Beck et al., 

2005b, Berger and Udell, 1998, Beck and Demirguc-Kunt, 2006).  

Prior empirical studies have shown that SMEs in developing countries report more 

financial constraint compared to developed countries (Beck and Cull, 2014, Ayyagari et 

al., 2007, Beck et al., 2005b).  According to IFC (2010) about 55% of SMEs in developing 

countries lack access to finance, and approximately 84% of SMEs in Africa are financially 
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constraint. In Nigeria, access to finance is reported as one of the biggest obstacles to 

growth and development of SMEs (Okpara, 2011, Gbandi and Amissah, 2014). With the 

general belief that SMEs play a significant role in the growth and development of 

developing countries, understanding and addressing the issues and constraints that exist for 

these businesses is a key priority for governments and developmental agencies.  

The financial constraints that exists for SMEs is generally linked to supply and demand 

side factors (Claessens, 2006). From the supply side, studies have identified issues such as 

the unattractiveness of SME financing for banks due to the opacity that characterises SME 

operations, agency risk, asymmetry of information, limited profitability of these firms, and 

lack of adequate collateral (Stiglitz and Weiss, 1981, Ayyagari et al., 2007, Berger and 

Udell, 1998). Banks and other providers of funds generally find financing SMEs more 

expensive and unprofitable because of the complexities that characterise these businesses. 

SMEs tend not to have adequate management skills for keeping standard accounting 

records, they tend not to have a comprehensive business plan and quality project 

management, and they tend not to have business track record.  

In addition, SMEs in most instances do have the required assets to post as collateral, for 

these reasons lenders believe the high transaction cost linked to lending to this businesses, 

low prospect for profitability, and the riskiness of SMEs makes it too costly lending to 

SMEs. Within the supply context, prior research have also indicated that the determinant of 

financial constraints SMEs face can include firm age, firm size, ownership structure, 

industry or the legal and macro environmental factors (Degryse et al., 2013, Berger and 

Udell, 2006, Beck et al., 2005b). These supply side studies have generally argued that the 

key factor in SME financing decisions is the cost factor, and this has been the dominant 

narrative driving intervention policies and programs aimed at supporting SMEs in 

developing countries over the years. However, the supply side perspectives alone do not 

provide a complete understanding of the issues that determine financial constraints and 

SME financing decision. This is in view of the fact that the targeted approach needed for 

supply side issues differ from demand side issues. Tackling access to finance mainly 

through supply of finance without understanding the demand side constraints only creates a 

disparity that increases the deadlock and difficulties in formulating effective policies to 

support SMEs.  

Therefore, it is important to examine the issue of financing gaps and access to finance from 

the demand side perspective for a deeper understanding on financing constraints, and 
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financial decision making from the SME owners/managers point of view. The fact that the 

financial decision of SMEs is usually made by an individual who is the owner or manager 

means studies can gain relevant insight from these individuals that own and manage these 

firms. Furthermore, a key demand side issue is the issue of voluntary exclusion or 

“discouraged borrowers”. Studies (Brown and Lee, 2014, Xiang et al., 2015, Chakravarty 

and Yilmazer, 2009) have demonstrated that SMEs are increasingly excluding themselves 

from the use bank loans and other external sources of finance voluntarily. In the UK for 

instance, the number of SMEs who intend to reduce the proportion of external finance or 

decide not to seek for external loans (or other forms of external finance) has increased in 

recent years. The issue of discouraged borrowers and the factors driving this behaviour is 

also a significant issue that requires attention in developing countries (Xiang et al., 2015).  

The implication of such exclusions is that SMEs might not have the required capital to 

fund profitable projects and investments that will drive the growth of their businesses, and 

they might continue to report constraints. This could have resultant impact on country 

growth and development, through limiting the contribution of these businesses to the 

overall economic growth. Despite evidence that indicate that there are significant demand 

side and deep seated cognitive and behavioural factors driving the financial decision 

making of firms, the demand side of financing for SMEs has received less policy 

intervention and resources over the years (OECD, 2015).  

1.1.2 SME Financial Decision Making  

A key aspect of the demand side perspective is the financial decision making of firms. 

SME financial decision can be considered a strategic decision due to the possible impact 

such decision could have on the future survival and growth of the business. Understanding 

the financial decision making of these businesses therefore is important because it can 

inform approaches to tackling the access to finance issues, and help bridge the financing 

gaps that exist for SMEs especially in developing countries. It can also provide further 

insight into the underlying processes to financial decision making in SMEs compared to 

large firms, and the key determining factors that influence financial decision making for 

SMEs  

From strategic decision-making perspective, it is traditionally argued that business usually 

follow a systematic and rational approach to making decisions that will affect the future of 

the business (Nutt, 2008). Meaning businesses will usually identify choices and 

alternatives, analyse the economic cost and benefits linked to all available choices, and 
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decide based on the best economic outcomes. However, the traditional approach to 

strategic decision making provides limited understanding on the underlying decision-

making process in SMEs (Gibcus et al., 2004). This is due to the unique circumstances and 

environment that characterise SMEs and their decision making. With the characteristic 

differences between SMEs and large firms in their decision-making protocols, structures, 

and resources, SMEs tend to deviate from the traditional decision-making process. Also, 

the context of decision-making in SMEs differ from large firms due to the fact SMEs do 

not have access to same level of information compared to large firms, and they lack the 

technical and operational resources to process available information in a systematic and 

rational manner as described in traditional approach to decision making (Gibcus and 

Hoesel, 2008, Gibcus et al., 2004). In addition, the decision making in the SME 

environment have higher level of uncertainty compared to large firms because large firms 

can reduce uncertainty in the decision process through access to past trends and 

performance. With the uncertain environment and unique characteristics, it is generally 

challenging for SME owners/managers to make rational decision, therefore they are more 

likely to rely on heuristics and biases to simplify the decision-making process, to give them 

the ability to work within the information and resources they have (Busenitz and Barney, 

1997). The works of (Tversky and Kahneman, 1974) support the role of biases and 

heuristics in the decision making of individuals in uncertain environment, these scholars 

argue that heuristics serves as shortcuts for decision making and explains the variation in 

the decision making of individuals. The arguments of (Tversky and Kahneman, 1974) is 

valid within in SME decision making because the decision is made by an individual 

(owner/manager), therefore the experience and knowledge, personal biases, perceptions, 

and other cognitive influences becomes vital  in the decision making in SME domain. 

1.1.3 Capital structure (economic) paradigm 

Over the years, studies on SME financing decision have employed traditional capital 

structure theories (e.g. pecking order theory, trade-off theory) to explain the financial 

decision of firms including SMEs. These theories have contributed to the understanding of 

the capital structure decision for these businesses, they have identified economic factors 

that determine the financial decision-making firms. Prior research (Matias and 

Serrasqueiro, 2017, Hall et al., 2004, Degryse et al., 2013, Abor and Biekpe, 2009, 

Serrasqueiro and Caetano, 2015) have identified economic factors such as SME 

profitability, tangibility of assets, growth potential, firm size and age, and industry as some 

of the key determinants SME financial decision. Similarly, these studies have also noted 
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that the level of impact of these factors could vary across industries and countries. Beck et 

al. (2008) posits that country variations could be attributed to the weak legal and financial 

environment of some countries compared to others. The weak institutional, legal and 

financial environment that generally characterise developing countries, is usually a key 

factor that causes variation between SMEs in developed and developing countries. 

1.1.4 Behavioural (noneconomic) paradigm  

Despite their contribution to understanding of SME decision, capital structure theory 

approach to SME financial decision making do not adequately address the complexities 

that characterise the decision making of SMEs. These theories do not explain the 

noneconomic and nonrational factors play a vital role in SME decision making. scholars 

(Pearson et al., 2008, Matthews et al., 1994, Barton and Gordon, 1987) have called for the 

integration of perspectives from social psychology, strategic management, and decision 

making literatures to explain the noneconomic factors that are not captured in capital 

structure models, This is in line with the arguments on the role of biases and heuristics in 

the decision making of SMEs due to the unique environment of these firms, and 

uncertainty that characterise their decision making. Matthews et al. (1994) postulate that 

such multidisciplinary approach will provide further insight into vital attitudinal and 

managerial influences that needs to be considered in a bid to fill in the puzzle surrounding 

SME decision making. Within the context of noneconomic factors in financial decision 

making, there are three major paradigms (decision making paradigm, strategic choice 

paradigm, and social psychology model theory-based models) that have been used to 

explain the SME financial decision making, and decision making of these businesses in 

general. The decision-making paradigm is based on bounded rationality, which recognises 

the role of cognitive factors in SME financial decision making, this is based on argument 

that that due to the limited time and resources owners/managers have to process 

information, and their personal preferences and biases, they usually will not be in a 

situation to make optimal rational decision. The strategic choice paradigm emphasizes the 

role of managerial characteristics (owner/manager experience) and other situational factors 

in the financial decision making of SMEs. Social psychology-based approach 

psychological theory such as Theory of Reasoned Action (TRA) or Theory of Planned 

Behaviour (TPB) to provide explanation for SME financial decision making. These 

different perspectives all aim to recognise and understand the unique factors that influence 

the financing preference of SME owners/managers, and to explain the complex 

noneconomic and nonrational factors that play key role in the decision-making process. In 
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their study (Busenitz and Barney, 1997, Gibcus et al., 2004) used decision making 

perspective to explain SME decision making, (Barton and Gordon, 1987) demonstrated the 

role of managerial characteristics based on strategic choice paradigm, and studies 

(Matthews et al., 1994, Koropp et al., 2014, Al Balushi et al., 2018, Romano et al., 2001) 

have used psychology based models (TRA/TPB) to understand and explain the financial 

decision making of SMEs in different research domains. 

Despite the increase in studies that have adopted the interdisciplinary approach to 

understanding the SME financial decision making in recent time, research on SME 

financial decision making is still dominated by studies based on capital structure paradigm. 

Studies exploring the noneconomic factors seems scarce and fragmented. This is even 

more so for financial decision-making studies in developing country context. 

Understanding the SME decision making in developing country context is not only 

required to gain better insight on the severe financial constraints SMEs report in these 

countries, it also provides understanding on the how the unique environment that 

characterise these countries impact SME financing behaviour.  

1.1.5 Overview of Nigeria  

Nigeria is a key economy in West Africa, the country is generally considered one of the 

largest economies in sub Saharan Africa. As the case with most developing countries, 

Nigeria faces a range of socio-economic challenges. The country’s economy is mired in 

recession in recent years. Nigeria’s GDP has shown negative growth since 2016 amidst 

slump in oil prices, infrastructural and institutional challenges, rising public debt, and 

increasing unemployment and poverty levels. Recent unemployment figures from the 

Nigerian Bureau of Statistics (NBS) indicate that unemployment rate in the country is 

around 23% one of the largest the country has experienced in recent time. Nigeria’s 

population is about 180million, poverty is key issue for the country. According to a 2018 

report from the World Poverty Clock the country has the largest number of people living in 

poverty in the world (86.9million). Lack of jobs has been identified as a key source of 

poverty in Nigeria. Being one of the biggest economy in Africa, the economic challenges 

the country currently face not only impact its citizens, it has significant implication for the 

overall growth and development of the sub Saharan African economy in general.    
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1.1.6 The importance of SMEs to the economic growth in Nigeria 

SMEs are widely considered the backbone of the economies of developing countries. This 

is also the case with Nigeria, as SMEs are the key drivers of Nigerian economic growth 

and development (Mordi et al., 2014). The Small and Medium Enterprises Development 

Agency of Nigeria (SMEDAN), notes that majority of the businesses in Nigeria are SMEs, 

which contributes about 47.8% to Nigeria’s GDP. These businesses contribute to economic 

growth through creating employment opportunities, driving innovation in manufacturing 

and service sectors, and boosting production of goods and services.  However, their 

contribution is impeded by factors that constrain their growth and survival. Studies 

(Okpara, 2011, Gbandi and Amissah, 2014) show that key constraints for these businesses 

include poor infrastructure, financing constraints, corruption, and management constraints. 

Financing constraints rank as the most cited barrier after poor infrastructure. With these 

challenges, SMEs in Nigeria find it difficult to play their role of income generation, 

poverty alleviation, and employment generation. The fact that SMEs, though vital to 

Nigerian economic growth and development, are yet reporting financing constraints as a 

major barrier to their own growth and survival, means there is need to understand the 

underlying issues affecting these businesses. Understanding such issues will help efforts 

aimed at providing Nigerian SMEs with effective and strategic policies, interventions, and 

support. This becomes even more important given the current economic challenges facing 

the country, and the need to generate more jobs to ameliorate high poverty rates. 

Over the years, Nigeria, supported by international developmental agencies, have 

implemented a number of intervention funding initiatives and policies to support SMEs or 

ease their financial constraints. However, an assessment of these interventions indicates 

that they have generally achieved low level of success (Gbandi and Amissah, 2014, Etim, 

2010, Mordi et al., 2014). These programs, in some instances, have either failed to achieve 

their targeted levels of disbursement, or failed to meet their goals over the years. The 

mixed results for these interventions have been generally linked to low level of awareness 

about the existence of these programs, the issue of trust between financial institutions and 

SMEs in Nigeria, and poor design of intervention policies and programs (which is an 

indication that there is a lack of balance between supply and demand side perspectives in 

the approach to these intervention programs).  
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Furthermore, despite identifying financing constraints as a key issue for SMEs in Nigeria, 

there seems to be a limitation of empirical studies on SME financing, even more so for 

studies that aim to understand this issue from the perspective of SME owners/managers.  

SME studies in Nigeria (Ololade and Olagunju, 2013, Okpara, 2011, Gbandi and Amissah, 

2014, Etim, 2010) have mostly demonstrated the importance of these businesses and the 

factors that impede their growth in the country, highlighting financing constraints as a 

general barrier to their survival and growth. Research on the financing decision of firms in 

Nigeria has mainly used capital structure theory perspectives and mostly focused on large 

listed firms (Salawu and Agboola, 2008). To this end, the aims and objectives of this 

current research are presented in the following sections. 

Research aim and objectives  

The aim of this research is to examine the impact of attitudinal factors that influence the 

financial decision of SMEs in Nigeria. The study draws upon insights from social 

psychology to understand the role of noneconomic factors in the financial decision making 

of SME owners/managers. It used an adapted Theory of Planned Behaviour model as its 

foundation to empirically examine the attitudinal influence on the intention to use bank 

loans in Nigeria, and to understand the key underlying antecedents driving these attitudinal 

factors. The study has the following objectives:  

1.2.1 Research objectives 

1. To investigate the attitudinal factors that influence SME owners/managers’ 

intention to use bank loans in Nigeria. 

2. To examine the key antecedents driving the attitudinal factors that influence SME 

owners/managers’ intention to use bank loans in Nigeria. 

3. To examine the relationship between perceived trust and the intention of SME 

owners/managers to use bank loans in Nigeria. 

4. To validate an adapted theory of planned behaviour model in the SME and 

financial decision-making domain in Nigeria. 

1.3 Research Questions 

RQ1: To what extent can the adapted TPB framework predict the financial decision of 

SMEs in Nigeria? 
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RQ2: To what extent does SME owners/managers’ attitude towards bank loans influence 

their intention to use bank loans in Nigeria? 

RQ3: To what extent do the perceived social norms of SME owners/managers influence 

their intention to use bank loans in Nigeria? 

RQ4: To what extent does the perceived behavioural control of SME owners/managers 

influence their intention to use bank loans in Nigeria? 

RQ5: To what extent does perceived trust of SME owners/managers influence their 

intention to use bank loans in Nigeria? 

RQ6: To what extent do the key antecedent factors influence the attitudinal variables in the 

adapted TPB framework? 

1.4 Rationale of research 

This researcher decided to study SME financial decision making in Nigeria for the 

following three reasons: Firstly, research on capital structure decision in Nigeria has 

focused mainly on large listed firms. There is a dearth of studies on SME financial decision 

despite the fact that majority of the businesses in Nigeria are SMEs. Studies on large firms 

provide useful insight. However, they have limited value for understanding the decision 

making of SMEs due to the unique circumstances that characterise SMEs. Therefore, there 

is need to research financial decision making within the SME context, in a bid to gain 

deeper insights on the financial decision making of these businesses in Nigeria. 

Secondly, empirical research on the capital structure of SMEs is still largely dominated by 

studies in the developed country context. This has meant that there are still knowledge 

gaps in understanding SMEs in developing countries. Knowledge gaps exist in how the 

unique environment in developing countries influence the behaviour of SMEs. It is argued 

in the literature that country differences could play a significant role in the capital structure 

decisions of firms. Therefore, it is important to understand how the weak regulatory and 

institutional environment that usually characterise developing countries influence the 

behaviour of SMEs in Nigeria. The current research aims to fill part of that knowledge gap 

by providing empirical evidence from a developing country perspective.  

Thirdly, research on SME financial decision making traditionally relies on the capital 

structure theory perspective. These studies provide useful insights on the economic factors 

that determine the capital structure decision of SMEs. However, research has shown that 
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these perspectives do not account for the complexities and uniqueness in the SME financial 

decision-making environment. There are increasing interdisciplinary studies that draw on 

perspectives from social psychology to understand the behavioural factors that influence 

the decision making of SMEs. Despite calls, studies based on social psychology theories 

and perspective are still scarce and fragmented. Therefore, there is a need to further 

examine the noneconomic and non-rational factors that influence SME decision making. 

By adapting the TPB framework in the current research context, this researcher aims to 

contribute to filling knowledge gaps that exist in understanding on the behavioural 

influences on SME financial decision making. 

Lastly, the framework presented in this research can provide useful guidelines and 

template for providers of SME finance, such as banks and other financial institutions in 

Nigeria. It can inform the designing of SME financing packages and improve penetration 

within the target SME population. The framework can also inform the development of 

policies and intervention programs that are aimed at easing the financial constraints SMEs 

face in Nigeria.   

1.4 Contribution of this research 

Firstly, this research contributes to SME finance and entrepreneurial research by focusing 

on financial decision making of SME owners/managers. By integrating insights from social 

psychology into the current research context, the study contributes to knowledge in the 

SME finance research domain.  

Secondly, to the best of the author’s knowledge, this is one of the first studies that have 

examined the influence of the attitudinal factors adapted in the TPB model on the use of 

bank loans in Nigeria. The successful application of this model will mark a positive 

contribution to this research area in Nigeria and the literature in general. It will also 

provide further understanding for policy makers on the behaviour of SMEs.  

1.5 Justification for Location of study  

Nigeria was chosen as the location of the current study for the following reasons: Firstly, 

Nigeria is the largest country in Africa by population and economy, and one of the largest 

developing countries in the world. This provides an ideal context for understanding the 

influence of the weak regulatory, institutional and legal environment that usually 

characterises developing countries, and how these influence the operations and behaviour 

of SMEs in developing countries. With its status as a very significant country to growth 
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and development in Africa, coupled with the socio-economic challenges the country is 

currently facing, the SME sector in Nigeria is of utmost importance in achieving the UN’s 

Sustainable Developmental Goals in Africa. Therefore, an understanding of these issues in 

the Nigerian context could provide further insight for other developing countries, making 

the current study more important in the current context. 

Secondly, it was noted from earlier sections that despite the importance of SMEs to the 

overall growth of the Nigerian economy—and despite reports on the financing constraints 

that exist for these businesses—there is still a dearth of studies aimed at understanding the 

underlying financing issues from the SME perspective in Nigeria. The Nigerian 

government, in its Economic Recovery and Growth Plan (ERGP), has highlighted its goal 

of reducing dependence on oil, focusing rather on SMEs. Understanding the financial 

decision making for SMEs in Nigeria feeds into the future growth plan of the country. 

Results from the Nigerian context could provide further insight for the design and 

development of effective intervention policies to address access to financing issues in 

developing countries. 

Thirdly, the researcher’s cultural roots to Nigeria and understanding of the financial and 

business environment increases the prospect for access to participants for the current study. 

Access to participants for survey studies is always a key concern to researchers. Therefore, 

the personal network of the researcher in the environment and easy access to SME 

owners/managers were also a motivation for choosing Nigeria. 

1.6 Structure of the thesis   

The chapters of the thesis are structured as follows:  

Chapter one: this is the introduction chapter, it provides a background and aim and 

objectives to the study. The chapter also discussed the significance and rationale of the 

study.   

Chapter two: this is the literature review chapter. The chapter provides a definition for 

SMEs. Discussed key concepts and theories in SME financing research, and review 

empirical literatures  

Chapter three: this chapter provides the theoretical framework that underpins the study, 

and hypothesis development. The chapter discusses the theory of planned behaviour as the 
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theoretical foundation for this study and provides justification for this theory. It also 

defines key variables of the modified model and presents the hypothesis for the research. 

Chapter four: this chapter presents the methodology of this research. It discusses the 

philosophical underpinning of the research and presents the research methods and 

approaches. It also discusses ethical considerations of the research, and data generation and 

analysis. 

Chapter five: presents the analysis of the results for this study. 

Chapter six: This chapter discusses the findings of the and test the hypotheses of the study 

Chapter seven: presents the summary, conclusion, and limitations and considerations for 

further research.  
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Chapter Two: Literature Review 

2.0 Introduction  

Chapter two reviews definitions of SMEs and other SME related concepts. The chapter 

discussed key theories in SME financial decision making, it reviews literatures on strategic 

decision making, capital structure, SME financial decision making. The chapter concludes 

with a discussion on gaps identified in the literature.  

2.1 Definition of SMEs  

Despite the consensus on the economic importance of SMEs and their contributions in 

general, there is considerable variation in the definition of SMEs across the world. The 

varying definitions can be divided into three perspectives, definitions by international 

institutions, definition by national laws, and industry definitions (Berisha and Shiroka Pula, 

2015). According to Ardic et al. (2012) the heterogeneity of SMEs and the nature of their 

operations across various sectors in the economy makes it difficult to establish a globally 

acceptable definition. This lack of standard definition for SMEs makes it difficult to 

perform cross country analysis (Ardic et al., 2012).  

Some of criteria used to define SMEs includes number of employees, total net assets, sales 

and investment level, however, employment is the most common used indicator. Ardic et 

al (based on a new database collected through World Bank group) noted that out of the 

sixty-eight countries that provided information on the criteria used by regulators in these 

countries to define SMEs, fifty of them used number of employees. However, there are still 

significant variations in defining the upper and lower limits in various countries across the 

globe.  Based on the varying criteria, definitions of SMEs tend to be divided according to 

quantitative or qualitative indicators used.  

2.1.1 Quantitative approach 

The quantitative approach involves the use of quantifiable indicators to determine business 

that should be categorised as SMEs, they are generally seen as transparent, objective and 

can easily be processed statistically (Curran and Blackburn, 2001). One of the widely used 

quantitative indicator is the number of employees, it was noted in earlier sections that 

regulatory authorities of countries generally use this indicator, and it is widely popular 

among researchers and other policy makers. The European Commission in its 2003 

recommendation asserted that number of employees is undoubtedly one of the most 
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important criterion, making its use mandatory for regulatory institutions across the 

European Union, and most implemented in SME studies (Berisha and Shiroka Pula, 2015). 

This criterion is widely used because of its advantages for researchers, according to Curran 

and Blackburn (2001) the use of employee numbers provides some advantages for 

researchers however these advantages need to be set against some of the limitations of this 

indicator. Firstly, employee data is convenient because it can be collected easily from 

national database or directly from businesses. Secondly, it is generally considered a 

transparent and simple parameter since it allows comparability across businesses.  

Despite these advantages the use of employee numbers is becoming problematic because 

of changing employment pattern, and changes in the work environment in recent years. For 

instance, the UK has seen increasing use of part time employees, casual workers, and self-

employed, while full time is increasingly less common, this makes using number of 

employees more complex especially across industries with a mixture of temporary and 

part-time labour (Curran and Blackburn, 2001). The use of employee numbers also face 

significant limitation in developing countries, Gibson and Van der Vaart (2008) asserted 

that in developing countries, high employee and social security taxes encourage the use of 

part time labour, these type of employees are generally not reflected in the database 

researchers often rely on for their research. With the limitations in using number of 

employees, Curran and Blackburn therefore warns that it is imperative to use this criterion 

with caution.  

Other quantitative criteria have also been suggested as an alternative to number of 

employees, The European Commission identified financial turnover as one alternative to 

number of employees, the Commission asserts that introducing a financial criterion is 

necessary to have a good understanding of the scale of and performance of business 

compared to their competitors. However, sector characteristics creates more limitation for 

the use of turnover compared to number of employees, for instance turnover in 

manufacturing industry will differ significantly from turnover in trade and distribution 

industry, in addition to this, determining the turnover of a firm could be difficult and the 

reporting practise could differ across sectors (Curran and Blackburn, 2001). 

Notwithstanding, Gibson and Van der Vaart (2008) believes turnover provides a more 

accurate parameter for determining SMEs.  

The European Commission recommends that researchers should combine turnover 

criterion with that of balance sheet total, in other words, researchers should also identify 
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SMEs by their total assets. This criterion is suggested based on the assumption that it 

provides a reflection of the value of the firm, however Gibson and Van der Vaart (2008) 

believes that this criterion does not recognise capital efficiency. The authors noted that 

firstly SMEs usually reduce the value of their fixed assets for tax purposes and they hardly 

have an accurate estimate, secondly, there are inconsistencies in the accounting 

conventions used to classify assets resulting in challenges in cross-country comparisons, 

and the true value of assets might have been impacted by inflation and local currency 

fluctuations. Apart from these quantitative measures, there are arguments in the literature 

that qualitative measures should be used to define SMEs.  

2.1.2 Qualitative approach 

Qualitative definition of SMEs focuses on the characteristics of SMEs, this is based on 

assumption that it is easier to identify SMEs by the characteristics of their operations. 

Bolton Report (1971) offers widely accepted qualitative approaches to defining SMES, the 

Committee Report highlighted three key characteristics of SMEs, firstly market share, 

secondly level of independence, and thirdly management style. The report argues that 

SMEs have relatively small market share in their sectors, they are managed according to 

the style and manner of the owner, and these firms are independent from large 

organizations and free from external control. The aim of the definition offered in the 

Boston Report was to capture the key differentiating elements between SMEs and large 

firms, however a key limitation of this definition is the difficulty in operationalising the 

qualitative definition across different countries and industries (Curran and Blackburn, 

2001). Other qualitative characteristics that have been recommended for defining SMEs 

includes uncertainty, innovation, and evolution.  Wynarczyk et al. (1993) explains these 

characteristics, they noted that firstly, SMEs unlike large firms face uncertainty because 

they have very limited ability to influence price in their respective industries because they 

have limited customer base, lack of resources, and they cannot withstand external forces in 

the business environment. Secondly, SMEs are generally linked to innovation, however 

they are less likely to be linked to expensive research-based breakthrough innovations. 

Lastly, as SMEs evolve, they are more likely to experience a higher range of changes 

compared to large firms. Given the challenges in providing a generally acceptable 

definition for SMEs, researchers have supported combining qualitative and quantitative 

measures in defining SMEs.  
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2.1.3 Review of SMEs definitions  

Various organizations and empirical research have mostly used quantitative measures in 

defining SMEs, the aim to facilitate easy comparison and analysis within the various 

context, regions and industries. Table 2.1 below presents definitions provided by 

international organizations such as World Bank, European Commission, World Trade 

Organization (WTO). 

Table 2.6: Definition of SMEs by various International Organizations  

Organization SME definition  Indicators  

World Bank Small enterprise: <50 employees, Total asset value < 

$3million or Turnover < $3million 

Medium: <300 employees, Asset value < $15million or 

Turnover < $15million. 

No. of employees,  

Asset value or Annual 

Turnover (2/3 

indicators) 

European 

Commission  

Small enterprise: < 50 employees, Total asset value 

<€10million or Turnover < €10 million  

Medium enterprises: < 250 employees, Total asset value 

<€50 million or Turnover <€50million  

No. of employees,  

Asset value or Annual 

Turnover (2/3 

indicators) 

WTO Small enterprise: < 50 employees 

Medium: < 250 

No. of employees 

(main indicator) 

APEC Small enterprise: < 10 employees 

Medium: < 100 employees  

No. of employees 

(main indicator) 

 

The above table shows that most international organizations use quantitative measures for 

reasons discussed in earlier sections, the table shows that World Bank uses a higher 

threshold of 300 employees to categorise medium size employees, in addition World Bank 

and the European Commission use similar financial indicators, however the financial 

threshold for these two organizations differ in currency (€ &$) and in value of turnover or 

assets both organizations adopt. Furthermore, WTO acknowledges the difficulty in having 

a unified definition, the organization in its official programs and reports adopts the use of 

employee numbers as a criterion and advise that specific countries can add other indicators 

that fit the country context.  

Table 7.2: definition of SMEs across countries 

Country  SME definition  Note  

United 

Kingdom 

Small: employees <50, turnover <£2.8million, asset 

value <£1.4million 

Medium: employees <250, Turnover <£25million, 

Asset value <£12.5million 

No. of employees, turnover, 

and asset value 

(Two out of the three 

characteristics must be met) 

Australia Small: Employees <20, Medium: Employees <200 No. of employees 

China Small: Employees <100, Medium: Employees <500 No. of employees 
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Nigeria Small: Employees <50, Asset value <50 million Naira  

Medium: Employees <200, <500million 

No. of employees, and asset 

value (excluding land and 

buildings) 

Canada Manufacturing  

Small: Employees <100, turnover < $5million 

Medium: Employees <500, turnover <$20million 

Services  

Small: Employees <50, turnover < $5million 

Medium: employees <500, turnover <$20million 

No. of employees and Turnover  

 

Table 2.2 presents definitions of SMEs across countries, in the UK definition by the 

Department for Business, Innovation Skills is generally used, the threshold suggested for 

numbers of employees aligns with the threshold from European Commission, however the 

threshold on financial criterion required differ significant between the EU and UK, two of 

the three thresholds must be met for a business to be categorised as SME. Australia and 

China use only the number of employee criterion; however, the thresholds differ between 

both countries with China having higher threshold <100 for small and <500 for medium 

categorisation. The definition for SMEs in Nigeria as suggested by the Small and Medium 

Enterprise Development Agency of Nigeria (SMEDAN)- the agency in charge of 

stimulating SME development in Nigeria- use number of employees and value of assets, 

the threshold for small firms <50 is like the UK, but Nigeria uses a lower threshold for 

<200 employees to classify medium firms compared to <250 in the UK. The difference in 

currency and value of the assets and turnover makes reemphasizes why it is challenging to 

have a universally applicable definition. 

The definitions used in most empirical studies on SMEs (Okpara, 2011, Beck and 

Demirguc-Kunt, 2006, Ayyagari et al., 2007, Abor and Biekpe, 2006a) also vary according 

to the researcher’s context.  For instance Beck and Demirguc-Kunt (2006) used a threshold 

of 250 employees to define SMEs similar to Ayyagari et al. (2007). In a study on UK firms 

Lee adopted number of employees, to capture high growth SMEs, the scholar only 

included SMEs with more than ten employees with a higher threshold of 250, and changes 

in employee numbers because the study focused mainly on high growth SMEs. Other 

empirical studies (Pissarides et al., 2003, Hashi, 2001) that also used number of employees 

to define SMEs adopted a lower threshold of less than 200 employees compared to 

SME250 adopted by Ayyagari et al. In a study on SMEs in Nigeria, Okpara (2011) 

provided detail on the specific thresholds used to define SMEs in this study context, 

however the author collected data on number of employees and turnover of these 

businesses, this provides an indication that these were the key indicators used to measure 



18 

 

SMEs. Lastly, Abor and Biekpe (2006a) in their study in Ghana used employee size, 

however they used a lower limit of firms less than 100 employee, this criteria was based on 

the criteria used by the National Board of Small Scale Industries in Ghana to define SMEs.  

The varying approach to defining SMEs as shown in the diversity of definitions and 

criteria used in different countries and research context reemphasizes the challenge in 

defining SMEs, therefore it is imperative for researchers to use a definition that suits the 

specific country or research context. 

2.2 Sources of SME financing in Nigeria 

SMEs need financing for daily business operations or for expansion and growth. They can 

seek finance internally (retained earnings) or externally (equity or debt). According to the 

Pecking Order Theory, SMEs will initially look internally in the form of retained earnings 

or savings before seeking external finance, which could either be from formal or informal 

sources. The channels SMEs choose as sources of finance have significant consequences 

on their financial conditions and possible growth. Therefore, SME financing decision 

remains one of the most strategic and vital decisions owner/managers have to make (Blach, 

2011). SMEs can maintain control and financial independence with internal financing 

because this does not require any financial obligation or giving up part of the business. 

External financing sources for SMEs include issuing equity, debt, or funding through 

government initiatives and interventions. The decision to use any of these sources can be 

determined by a range of economic and non-economic factors.  

Sources of SME finance in Nigeria are generally categorised under formal and informal 

sources. Ayyagari et al (2010) notes that informal sources of finance (such as 

moneylenders, pawn brokers, loan brokers, savings groups, trade credit, and lending from 

friends and relatives) play a key role especially in developing economies like Nigeria. On 

the other hand, financial institutions such as commercial banks, developmental agencies, 

the Central Bank, and other non-banking institutions constitute the formal channels that 

provide finance for Nigerian businesses. Both forms of financing have their advantages 

and disadvantages for businesses, and the varieties of financing channels also represent the 

diverse characteristics and specific needs of these businesses. Informal finance provides 

less information asymmetry and lighter procedure, while on the other hand formal finance 

offers a cheap source of financing in developing economies (Degryse et al., 2013). Formal 

financing is considered a cheap source of finance for developing economies. The fact that 

formal lenders lack effective mechanisms to gather soft information about SMEs provides 
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little incentive for them to lend to small and medium firms (Degryse et al., 2013). The 

decision on the specific financing channel is largely driven by internal and external factors. 

These factors include the preferred capital structure mix of the business, financing needs of 

firms, business life cycle, competition, and cost of the specific financing option. 

Scholars like (Ayyagari et al., 2010) have shown that there is a relationship between firms 

that utilise formal bank financing and growth. In their study, Ayyagari et al (2010) found 

that firms that use formal finance (like bank loans) grow faster and have higher 

reinvestment rates than businesses that rely on alternative types of informal finance. They 

suggested that their findings (which are based on analyses of firms in China) also reflect 

the situation in developing economies. However, their result differs from the findings from 

Allen et al. (2005), which suggest that alternative financing and corporate mechanisms 

(such as reputation and relationships) play a key role in firm growth compared to formal 

financing—though these findings have been faulted for the study’s approach in the 

definition of informal finance which, in this case, includes retained earnings and equity; 

and also for unrepresentative data. 

SMEs in Nigeria rely mainly on internal finance as the main source of capital for their 

operations unlike SMEs in developed countries. When in need of long-term capital, SMEs 

in developed countries traditionally rely mostly on loans from family and friends, bank 

loans, venture capitalists, or angel investors. But this is hardly the case for SMEs in 

Nigeria because these sources of finance are hardly available (Giuseppe et al., 2009). 

Figures from a World Bank (2008) study showed that 70% of SMEs in Nigeria rely on 

internal sources of finance or retained earnings; 25% rely on supplier credits or advance 

payments from customers; 4% borrow from family and friends, and 1% rely on banks and 

other financial institutions. A study by Mordi et al. (2014) conducted for the Central Bank 

of Nigeria (CBN) showed that the major sources of finance for SME operations in Nigeria 

are 70% own funds, 22% equity, and 15% bank loans. In addition, recent CBN data 

showed that total credit to SMEs have been reducing drastically in recent years. According 

to the data, total credit disbursed to SMEs as a ratio of private sector credit between 2006 

and 2011 reduced significantly to an average of 0.41% compared to 6.02% between 2000 

and 2005 (Mordi et al., 2014). These authors argue that the fall in credit available to SMEs 

since the consolidation of the banking sector in Nigeria provides evidence that the 

consolidation program had adverse effects on the SME sector, given that Nigerian banks 

prefer to lend to the oil and gas sector. These banks consider SMEs risky due to the 

asymmetry of information that characterise these businesses, which makes it too expensive 
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for banks to gather information or monitor these firms. By relying mostly on internal 

finance, SMEs in Nigeria are faced with the limitations that characterise this source of 

finance, and with limited availability of capital from external sources, these businesses face 

difficulty in financing their daily operations, or funding investment projects, this hinders 

their growth and survival and overall contribution to the Nigerian economy in general. 

2.3 Government Interventions and SME funding initiatives in Nigeria 

Government funding initiatives and interventions is generally considered a key source of 

finance for SMEs. Interventions and funding initiatives forms a key part of the 

developmental strategy of governments and developmental organizations (Kersten et al., 

2017). Over the years, Nigerian government have developed various policies and programs 

to support SMEs and enhance their growth through providing access to capital, but the 

success of these programs has received mixed result (Etim, 2010). Government 

intervention in Nigeria has seen the establishment of credit institutions such as Nigerian 

Bank of Commerce (NBCI), National economic reconstruction fund (NERFUND), 

Nigerian industrial development bank NIDB), Small medium equity investment scheme 

(SMEEIS) and Small and medium enterprise guarantee scheme (SMECGS) with the sole 

aim providing capital for SMEs. International developmental agencies such as World Bank 

over the years have provided funding through World Bank SME I and World Bank SME II 

loan schemes, the International Financial Corporation has also invested over $400 million 

in Nigerian banks over the years with the main aim of helping banks provide funding for 

SMEs. In addition, the African Development Bank over the years has approved over $700 

million for loan programs for small businesses in Nigeria, despite these intervention 

programs and initiatives, SMEs in Nigeria still consider access to finance a main barrier to 

their businesses and growth. 

Furthermore, the Nigerian government reconstructed the NBCI, NERFUND and NIDB to 

form the Bank of Industries (BOI) in year 2000. The new bank was tasked with the 

responsibility of integrating Nigerian SMEs into the global economy and assisting 

businesses with cheap funds and business support to enable them to boost their capabilities, 

to produce attractive goods and services both for local and international markets. The new 

BOI was charged by the then government to ensure funds made available for SME loans 

are effectively channelled to these businesses. In addition to BOI, SMEEIS was also 

formed to support small businesses with cheap funds, participating banks pooled funds 

together with the main objectives of eliminating the interest rate and other financial 
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barriers for these small businesses, providing managerial and advisory support, and liaising 

with small businesses to mitigate any challenges in the lending process. In a study that 

assessed the performance of SMEEIS Akingunola (2011) suggested that SMEs that are 

supposed to be the main focus of this scheme have been completely abandoned in the 

scheme. The author noted that there has been a dismal disbursement/investment of the 

funds made available by participating banks due to the inability of small businesses to 

draw from the funds as a result of stringent requirements. Studies (Akingunola, 2011, 

Gbandi and Amissah, 2014, Etim, 2010, Mordi et al., 2014) have suggested that SME 

intervention programs and strategies fail due to several factors which includes low level of 

awareness amongst SMEs about the existence of these  programs, lack of trust as a result 

of the moral hazard and adverse selection problem that exist in relationship between SMEs 

and financial institutions, weak governance structure that characterises these institutions, 

political instability, and financial mismanagement by administrators. Lack of trust between 

SMEs and institutions that provides capital for SMEs is severe in developing countries 

compared to develop countries due to inadequate institutional framework and weak legal 

and regulatory environment that characterise developing countries. Quartey et al. (2017) 

suggest that the lack of trust between SMEs and providers of funds in developing countries 

can also be linked to the lack of mutually beneficial contract that can lead to a balance 

between demand and supply of funds, these scholar believe such contract will incentivise 

both parties to act in the best interest for a more mutually beneficial relationship. 

2.4 The role of SMEs in economic growth  

The role and importance of SMEs in developed and developing countries is widely 

acknowledged in academic literatures and policy documents. They are generally 

considered the main job creators and the driver of the national economic growth, this 

explains why interventions to support SMEs and promote their financial access forms an 

integral part of the development strategy of most governments and international donor 

agencies over the years (Kersten et al., 2017, Beck et al., 2005b). SMEs play a vital role 

especially in developing countries; they contribute 60% of the total employment, and about 

40% of the national GDP of these countries (World Bank, 2014).  

In Europe, The European Commission yearly report on SMEs 2015-2016 stated that in 

2015 SMEs contributed 66.8% of the total employment by employing over 90 million 

people, they also contributed over half of the value created businesses (Muller et al., 2016).  

The role of SMEs in enhancing growth and development can be examined through three 



22 

 

main pro SME perspectives. Beck et al. (2005a) discussed these perspectives, they asserted 

that firstly SMEs are believed to enhance competition and entrepreneurship, therefore they 

have more impact on the overall efficiency of the economy, innovation and aggregate 

productive growth. Secondly, they enhance job creation and boost employment more than 

large firms, because they are more labour intensive, and lastly, they can be more 

productive than large firms if not impeded by financial markets and other institutional 

failures. 

The dynamic and important role of SMEs in the economy is usually linked to their ability 

to drive competition and productivity through innovation. Kongolo (2010) postulate that 

SMEs provide the highly needed sustainability and innovation in the economy overall. 

Innovation is generally seen as a key factor that drives competition and dynamic efficiency 

in the business environment (Hall et al., 2009). Scholars  (Johnson and Turner, 2007, 

Audretsch, 2002, Acs and Audretsch, 1990, Kongolo, 2010) have argued that SMEs are 

drivers of change, they are more willing to take risks and become more innovative 

compared to larger firms, this increases the ability of SMEs to enhance innovation and 

reduce productivity gap in both developed and developing economies. Furthermore, 

Johnson and Turner (2007) opines that in the increasingly globalized business 

environment, SMEs create increased level of competition in the input market thereby 

promoting innovation and spread of new ideas, and they increase the degree of diversity 

within the business environment.  

SMEs tend to be more flexible, this gives them the ability to easily adapt to the changing 

market condition and enable them withstand adverse economic condition, thereby giving 

them a comparative advantage compared to large firms (Kongolo, 2010). SMEs generally 

employ young individuals who are efficient and are more willing to learn and adapt to new 

skills, this enables them add more value (Johnson and Turner, 2007). Empirical evidence 

from Acs and Audretsch (1988) showed the innovative contribution of small firms 

compared to large firms in the US. This study used measures of new products and process 

to measure innovation compared to older indicators such as R&D. The results indicated 

that within the period examined, the innovation rate of small firms was 322 per million 

employee, compared to the rate of 225 innovation per million employee for larger firms. 

The study showed that small firms have more innovative advantage in “high technology” 

skill driven industries while large firms have innovative edge in “lower technology” capital 

intensive sectors. In highlighting the role of SMEs in innovation, Audretsch (2002) cited 

Silicon Valley as an example of hotbeds for SME innovation and a reflection of SME 
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contribution to innovation and productivity to industries, and evidence of their dynamic 

role in a developed economy. Despite the arguments that SMEs are change agents that 

intensify competition which have external effects on national productivity, the evidence at 

firm level is still inconclusive especially in developing countries (Beck et al., 2005a). 

SMEs are generally acknowledged as a tool for job creation and poverty reduction, and 

growth in both developed and developing countries. They can be used to boost 

employment generation, increase incomes/earnings, facilitate the reduction of poverty, and 

enhance overall economic prosperity (Quartey et al., 2017). Empirical studies (Ayyagari et 

al., 2011, Beck et al., 2005a, Ayyagari et al., 2007, Klapper et al., 2006) have shown that 

SMEs boost job creation and alleviate poverty through their contribution to GDP growth. 

Beck et al (2005) in their study provided cross-country evidence on the links between 

SMEs and poverty alleviation and economic growth. The study used sample data on total 

manufacturing employment contributed by SMEs across countries from 1999-2000, these 

authors showed the importance of SMEs in terms of contribution to manufacturing 

employment between countries, for example in Zimbabwe SMEs contribute 15% while 

SMEs in Thailand contributed 87%. The figures indicate that SMEs in Zimbabwe 

contribute less to manufacturing employment compared to SMEs in Thailand. The authors 

noted this difference in the level of employment contribution can be linked to the level of 

education, and the level of financial, institutional, and infrastructural development for each 

country. Beck et al highlighted that countries with higher level of education, and more 

stable business and financial environment showed more contribution, in other words SMEs 

in more developed countries contributed more to the manufacturing employment 

contribution compared to SMEs in developing countries. Using regression analysis of GDP 

per capital growth on SME contribution the manufacturing employment, the authors 

showed that a statistical significance that SMEs contribute to growth and poverty 

alleviation through job creation, however when controls for various country characteristics 

was accounted for this significance was eroded. The authors explained that this result does 

not mean the SMEs do not foster poverty alleviation and economic growth; it only 

indicates that there is a failure to confidently reject the hypothesis that SMEs do not 

significantly influence the poverty alleviation and economic growth. A key limitation of 

this study is that it examines cross country regression and does not trace the experience of 

any single country in depth (Beck et al., 2005a). 

Klapper et al. (2006) in their cross-country study showed that SMEs contribute over 50% 

of the total employment opportunities in 11 out of the 15 countries samples. These authors 
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noted that overall SMEs contribute significantly to the employment of these countries. 

However, there is considerable variation between the countries, the study finds that in 

Russia for instance SMEs contributed 8% while in Estonia they contributed 71%, the 

authors attributed this variation to population size across the sampled countries, level of 

development, and the fact that the data only focused on formal sectors and excluded 

informal sectors.  

A more recent study by Ayyagari et al. (2011) based on World Bank database provided 

evidence that SMEs are the biggest contributors of employment across the 99 countries 

studied, they noted that these firms accounted for 66.76% of the total permanent, full-time 

employment in the countries examined. Their result showed that SMEs contribute more to 

low income countries compared to high income countries, this contrasts with earlier 

findings from Beck et al (2005) which showed more contribution in mostly developed 

countries. Ayyagari et al (2011) noted that SMEs generate new jobs across various income 

groups in these countries, providing indication that SMEs sector is strongly associated with 

growth, however, there is no evidence that this relationship is causal. These authors noted 

that the contribution of SMEs in terms of productivity is not as high as large firms; this can 

be linked to the arguments that SMEs face more constraints in the business environment 

compared to large firms.  

The literature provides evidence that SMEs create more jobs, they tend to be more 

innovative in some sectors than larger firms, and they enhance employment opportunities 

and GDP per capital growth thereby alleviating poverty. All of these are considered key 

factors for economic growth, however, the empirical evidence on the relationship between 

SMEs and faster economic growth especially in developing countries remains 

inconclusive.  

2.5 Challenges and constraints for SMEs in developing countries  

Despite the impact SMEs have on job creation, poverty reduction and general economic 

growth, there is a consensus that a range of factors impedes SME growth and development. 

The factors that constraint SMEs is usually linked to financial constraints, regulatory and 

legal constraints, corruption, lack of managerial skills, infrastructure and technological 

constraints (Okpara, 2011, Beck et al., 2005b, Wang, 2016). These constraints are common 

among SMEs, but the level of constraint could differ according to countries, regions, 

sectors and between individual firms (Tambunan, 2008). Hashi (2001) in a study in on 

SMEs in Albania asserted that the SMEs are impeded by fiscal constraints, financial 
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constraints, and the institutional environment. The study provided evidence that tax system 

in developing countries like Albania creates huge burden for SMEs through constant 

changes in the tax system and social and health insurance contributions which takes a 

significant proportion of the revenue of these businesses. The regression analysis from 

Hashi’s study also confirms that financial constraint is one of the most significant factors 

impeding the growth of businesses in this country. A similar study in Russia and Bulgaria 

provided further evidence that availability of finance is considered one of the most 

common constraints for SMEs in developing. The study by Pissarides et al. (2003) showed 

that the SMEs access to external finance is a very important constraint for businesses in 

these countries. The study surveyed 437 top managers in of SMEs in Russia and Bulgaria, 

these authors examined the frequency with which respondents select a specific constraint, 

the most reported constraints for SMEs in both countries examined supplier’s ability to 

deliver, financing constraints, access to land, and production constraints. Tax burden did 

not prove to be a constraint for SMEs in Russia and Bulgaria, unlike the SMEs in Albania 

as indicated in the study by Hashi.  

Empirical cross-country studies confirmed that SMEs are more constrained than large 

firms. Beck et al., (2005b) in a study examined the financial and legal constraints to 

growth, and the role of firm size. The study did not specifically focus on SMEs; however, 

the results showed significant implication for SMEs. These researchers found that the size 

of the firm, and the level of institutional development determine the obstacles businesses 

report. In other words, smaller firms report more challenges and obstacles compared to 

large firms. This study collected survey data from 4000 firms across 54 countries and 

analysed perceived constraints and the resultant impact on growth of these businesses. 

Their result also showed that reported obstacles tend to be lower in developed countries 

like United Kingdom and United States compared to developing countries. This was 

attributed to the fact that developed countries have stronger institutional environment 

compared to developing countries. Beck et al’s study provided evidence that financing, and 

corruption obstacles were the two biggest constraints for small firms in countries with less 

developed financial and legal system. Financing constraints such as collateral 

requirements, bank paperwork and bureaucracy, high interest rate were identified as key 

obstacles to firm growth, and corruption obstacles such as proportion of revenue paid as 

bribes and corruption of bank and government officials highly hinder the growth of 

businesses in developing countries.  
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A key issue for Beck et al’s study is the potential for data bias because obstacles were self-

reported by firms, this could mean that firms could misestimate the obstacle and effect on 

growth, however the study managed this issue by conducting robustness checks to identify 

if reverse causality problem exist in the specified model. Beck et al provided empirical 

evidence confirming that SMEs face greater financial, legal and corruption constraint and 

these obstacles have more adverse impact on the growth of SMEs compared to large firms.  

Focusing specifically on developing countries, Wang (2016) identified top five barriers for 

SMEs in these countries to include access to finance, tax rate, competition, electricity, and 

political factors. Using cross country survey enterprise data from 2006 to 2014 and 

econometrics analysis, Wang showed that SMEs perceive competition as an obstacle more 

than large firms, and high growth SMEs are more impacted by access to finance compared 

to firms growing at a slower rate. Wang noted that as well as internal factors, other external 

factors such as high interest rate, collateral requirement of providers of fund, complexities 

in the application process, and perception of SMEs owner/managers towards the success of 

their application are key barriers to access to finance for these businesses. Similar to the 

limitations in Beck et al’s study, the analysis in Wang’s study relied on self-reported data 

of managers of SMEs, which could be subject to bias. In addition, Wang noted that 

aggregating countries together in the econometrics analysis might not adequately account 

for country differences, despite these limitations, the findings and conclusion are consistent 

with prior studies and they provide further insight for understanding barriers SMEs report.  

SMEs in Africa report similar challenges, and the impact is believed to be severe compared 

to other continents. Kongolo (2010) support that the challenges reported severely impact 

SMEs in Africa due to the lack of adequate support these businesses receive from the 

government in the region, instability in these countries, and underdeveloped financial and 

institutional environment. Challenges SMEs in Africa generally face includes access to 

finance, lack of management skill, low production capacity, complex bureaucratic process, 

unavailability of appropriate technological capacity (Kongolo, 2010). According to Okpara 

(2011) the constraints SMEs in Africa face can be categorised as strategic constraint, 

operating constraints, administrative constraints, and exogenous constraints. Okpara in a 

study on 211 SMEs in Nigeria examined the impact of these constraints on SME growth in 

Nigeria. The result indicated that the inability of SMEs in Nigeria to raise finance to fund 

their business activities is a key factor that impede their growth, the study showed that one 

of the constraining factor is that owner/managers of SMEs lacked the required training and 

experience to manage their business, corruption of private and public officials is a 
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significant factor, and poor infrastructure such as power failure are among the top five 

factors business in Nigeria see as obstacle. Unlike SMEs in Albania, SMEs in Nigeria did 

not report tax system as a key constraints, however the result from Okpara’s study 

reinforces earlier findings from prior studies (Beck et al., 2005b, Hashi, 2001, Beck and 

Demirguc-Kunt, 2006) that access to finance, corruption, management experience, and 

infrastructure are among the  most cited barriers to growth of SMEs in developing 

countries. 

A key part of the debate on constraints for SMEs is the link between characteristics of 

SME owners-managers and obstacles to growth. Tambunan (2008) showed that gender 

play a key role in the challenges SMEs face. The author noted that SMEs in Indonesia all 

face financing constraints, however this obstacle is more problematic for women in 

Indonesia compared to men (Tambunan, 2008). The restrictions in ownership rights which 

deprives women of property ownership in Indonesia, impedes their ability to provide the 

required collateral to access bank loans compared to their male counterpart. Further to this, 

cultural and other religious factors constraints female owners-managers of SMEs more 

compared to male (Tambunan, 2008).  Abor and Biekpe (2006) found evidence that gender 

can play a key role as part of the constraints SMEs face in Africa. The scholars compared 

access to external finance for male-owned and female-owned businesses in Ghana using 

data from 110 SMEs in the country. They showed that female-owned SMEs are less likely 

to use external finance due the greater difficulty they face compared to male-owned SMEs. 

These authors noted that male SMEs in Ghana are significantly more likely to use more 

debt compared to female SMEs, due to the adverse level of discrimination in the lending 

process which put women in a disadvantage position in Ghana. This study did not identify 

any religious restrictions on women in Ghana unlike the case of Indonesia, however 

women in Ghana lack the necessary collateral to access debt compared to men because 

their businesses tend to be smaller hence they do not have the level of assets usually 

required to access these loans.  

2.6 Theoretical foundations for the financing behaviour of SMEs  

Research on the financing decision of SMEs have suggested various theories for explaining 

the behaviour of SMEs regarding their financing decision. These theories are usually 

divided between the rational and irrational decision-making paradigm or economic and 

noneconomic theory divide. Capital structure theories generally used includes pecking 

order theory and trade off theory, while decision making theory and theory of planned 
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behaviour (TPB) are used in studies in the on non-economic or irrational decision-making 

paradigm. The following subheadings provides brief explanation of these theories.   

2.6.1 Pecking order theory  

The role of asymmetry of information in the financial decision-making process of firms 

forms the basis of pecking order theory (POT). Asymmetry of information is reflected in 

the fact that owner/manager have higher information on the general operations and growth 

potential of the firm compared to investors and lenders.  The arguments in the pecking 

order theory by Myers (1984) and Myers and Majluf (1984) does not take optimal capital 

structure as a beginning point, rather it postulates that the financing decision of managers 

follow a financial hierarchy, and the preference for the different sources of finance will be 

based on cost. As a result, preferences for the different sources of finance will follow 

retained earnings, issuing debt, and issuing external finance, this is with the aim of 

minimizing cost of financing. The order of preference for the various financial sources is 

also reflective of the relationship between managers and the providers of capital, the 

asymmetry of information and agency cost in this relationship allows providers of capital 

to charge a premium, all of which creates problems when raising debt capital but even 

more severe when raising external equity (Hall et al., 2004), therefore managers prefer to 

use less risky debt compared to equity when retained profits is not enough to meet their 

financing needs. The arguments in POT suggests that the capital structure decision are 

influenced by the firm characteristics including age, profitability, firm size, potential for 

growth, risk, availability or tangibility of assets, and tax incentives. Serrasqueiro et al. 

(2011) postulate that since some of these characteristics are more peculiar to SMEs, it is 

expected that the financing behaviour of SMEs will differ from other types of firms. This is 

because their smaller size coupled with inadequate tangible assets makes the issue of 

asymmetry of information between these firms and providers of capital more severe, 

thereby leading to creditors imposing stringent conditions on SMEs. Studies on 

determinants of SME financing decision (Serrasqueiro et al., 2011, Beck et al., 2008, Hall 

et al., 2004, Abor and Biekpe, 2009, Rao et al., 2018, Degryse et al., 2012, Ayyagari et al., 

2010) have confirmed the applicability of POT in the SME domain with varying results, 

the results from studies suggest that the impact of the determinants on the financing 

decisions of SMEs as identified in POT differ according to industry, and other external 

country specific factors. For instance Serrasqueiro et al. (2011) showed differences 

between manufacturing and service firms. Furthermore, institutional arrangements and 

financial market differences between developed and developing countries are shown to 



29 

 

play significant role in the financing behaviour of SMEs within the POT context  

(Ayyagari et al., 2010). The issue of asymmetry of information is more likely to be severe 

for SMEs in developing countries compared to developed countries because of the weak 

institutional environment, lower availability of credit information, and weak regulatory 

environment, hence these SMEs are more likely to rely more on internal sources of finance 

compared to SMEs in developed countries (Chavis et al., 2010, Ayyagari et al., 2010). The 

main strength of POT is that highlights that owner/manager of SMEs are focused on 

maintaining control of the firm, and enables researchers explain the changes linked to the 

capital structure of firms.  

2.6.2 Trade-off theory  

The term trade-off theory is generally used to describe a family of related theories. The 

original version of the trade-off theory is based on the debate that trailed the Modigliani 

and Miller theorem when corporate income tax was added to their original irrelevance 

proposition. Trade-off theory postulates that firms have optimal capital structure therefore 

manager-owners seek to achieve this optimal level, which is the point whereby the 

marginal benefit using debt is equal the marginal cost. Trade-off theory focuses on the 

“tax-bankruptcy trade-off” that the trade-off between taxes and bankruptcy costs 

determines the use of debt by a firm, Frank and Goyal (2009) noted that by evaluating the 

costs and benefits of debt, firms are able to find a solution through balancing the marginal 

cost and benefits additional debt. By following trade-off theory, firms will usually have a 

target debt to equity ratio-determined by the tax advantages from debt and the cost of 

bankruptcy- and seek to achieve this target.  

Research on SME financing behaviour have investigated the applicability of trade-off 

theory compared to pecking order theory in explaining the financial decision of these 

firms, however Serrasqueiro and Caetano (2015) asserts that both theories are not mutually 

exclusive. Studies (Fama and French, 2002, Adair and Adaskou, 2015, López-Gracia and 

Sogorb-Mira, 2008) have shown that pecking order theory is useful in explaining the 

financial decision of SMEs. The results from Adair and Adaskou (2015) suggest that trade-

off theory explains the financial structure of French SMEs with regards to the use of debt, 

they concluded that both trade-off theory and POT explains the financial behaviour of 

these SMEs, POT had a slightly better performance in the test conducted compared to 

trade-off theory. López-Gracia and Sogorb-Mira (2008) in a separate study on 3569 

Spanish SMEs presented evidence that both POT and trade-off theory models explain the 
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financial behaviour of these firms, however these authors observed a greater performance 

for trade-off model hence they suggested that greater trust should be placed on the trade-

off theory.  

2.6.3 Behavioral decision theory  

Decision theory is concerned with determining the optimal course of action when faced 

with several alternatives that have unknown consequences (Tryfos, 2001). It is a theory of 

beliefs, desires, and other preference attitudes that determine the decision of the decision 

maker (Steele and Stefánsson, 2015). Decision theory is generally distinguished between 

descriptive, normative, and more recently behavioural decision theory.  

Behavioural decision theory (BDT) departs from normative standards, a key theme of BDT 

is that individuals have limited ability to process information, hence they lack the 

computational and predictive skills and knowledge required, to achieve the level of 

rationality identified in rational or normative approaches. Therefore individuals develop 

shortcuts or “Heuristics” that enable them make a generally reasonable decision 

notwithstanding their cognitive limitations (Lau and Levy, 1998, Tversky and Kahneman, 

1974). In BDT theory individuals still make calculated decision, however this is made 

within certain boundary which makes the behaviour of individuals characterised by 

“bounded rationality” as against the type of rationality suggested in economic theories on 

decision making (Simon, 1955).  

Within the context SME decision making, the theory is concerned with how preference 

attitudes affect and influence the decision of SME owner/manager. It implies that 

managers-owners lack the required skills and resources to process the information needed 

to make optimal decision, therefore they rely on their beliefs and heuristics in a bid to 

achieve a reasonable or acceptable decision. Studies  (Tversky and Kahneman, 1974) have 

identified some key heuristics which includes representativeness, overconfidence, and 

availability heuristics (these are discussed further in later section of this chapter). BDT 

postulates that the context within which the decision is being made is vital in the decision 

behaviour, also, contingent factors such as the complexity of the decision, the nature and 

structure of the information, decision timeframe, expertise and ability of decision maker to 

process information play a key role in the decision making process and the behaviour of 

decision maker, therefore studies and theories on decision making should take into 

consideration these context and contingent factors (Lau and Levy, 1998, Simon, 1955).  

Within the SME decision making domain several studies (Matthews et al., 1994, Gibcus et 
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al., 2004, Busenitz and Barney, 1997) have successfully incorporated arguments from 

decision theory to show that the decision making in SMEs differ from large firms due to 

the boundaries and uncertainties in the SME environment. The varying results from these 

studies based on different context reinforces the arguments on the role of contingent and 

contextual factors in the decision-making process and behaviour of individuals. 

2.6.4 The theory of planned behavior  

 

 

 

 

 

 

The theory of planned behaviour is a well-established social psychology theory widely 

used across various fields to predict behaviours, it helps understand and explain the role of 

beliefs, perception, attitude, in the behaviour of individuals. The theory, which was 

originally adapted from Theory of Reasoned Action by (Ajzen, 1991, Ajzen, 1988) is one 

of the most influential theories predicting behaviours (Ross et al., 2015). The theoretical 

framework (figure 2.1 above) postulates that attitude, subjective norms, and perceived 

behavioural control (PBC) are key factors influencing the intention of individuals to 

engage in a specific behaviour, it further supports that the intention to engage in a 

behaviour is an antecedent for engaging in the actual behaviour. TPB also suggest that 

these key factors are influenced by behavioural, normative, and control beliefs, which can 

be considered as antecedents to attitude, subjective norms, and PBC.  

Ajzen (1991) asserts that the TPB can be adapted to fit different research domains and 

additional predictors can be included in the model, however any additional predictor needs 

to differ from the traditional TPB predictors, such variable needs to be empirically 

justified, and there should be reason to believe that such predictor will have causal effect 

on the intention of behaviour. Johnston and Lewin (1996) have argued that TPB is not 

suitable for predicting the behaviour in organizational settings due to the unique, multi-

departmental and multi person, and complex nature of organizational process and 
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environment. However, Southey (2011) postulates that TPB theory is suitable for 

predicting the decision making behaviour of small businesses due to the fact that decisions 

in SMEs are usually taken by an individual (the owner or manager), therefore the values 

and beliefs of the owner/manager is significant in the strategic decision making in the 

business. This author asserted the need to further explore how other variables fit within the 

TPB framework in modifying or constraining the behaviour of SMEs with regards to 

decision making in the organization. 

Prior empirical studies (Ross et al., 2015, Koropp et al., 2014, Al Balushi et al., 2018, 

Brettel et al., 2009, East, 1993, Lee, 2009, Makpotche et al., 2015, Ghouri et al., 2016) 

have successfully adopted the TPB framework within various SME financing decision 

domain. Al Balushi et al. (2018) in their study successfully adapted the TPB theory and 

included religiosity and awareness as predictors for the SME behavioural intention in 

Islamic financial decision making for SMEs in Oman (this study is discussed further in 

later section of this chapter). Similarly, Koropp et al. (2014) successfully adapted the TPB 

theory to explain the financial decision making behaviour of family firms in Germany, they 

combined predictors from in the TPB theory and determinants identified in classical 

finance theory. In their study, Makpotche et al. (2015) adapted the TPB theory adding 

cultural factors to predict the intention for entrepreneur’s to use bank loan in Benin and 

Mauritania, their study showed that the main predictors in the TPB theory mediates the 

impact of conservatism and secrecy (cultural factors) on the intention to use bank loans. 

These studies have been able to use TPB theory to provide non-economic and non-rational 

explanation for the behaviour of SMEs within the different research contexts.  

2.7 Strategic Decision-Making in SMEs 

Strategic decision making in SMEs remains a key focus for research over the years. 

Strategic decisions are defined as planned choices or systematic responses about issues that 

significantly affect the survival and wellbeing, and nature of the organization 

(Schoemaker, 1993, Busenitz and Barney, 1997). These decisions are vital to the overall 

success of small businesses as they shape the future direction of these businesses. With this 

definition, business financing decision being a key decision for SMEs can be considered 

strategic decision due to the potential impact such decisions can have on the future survival 

and growth of these businesses. Much of the research on decision making process (Nutt, 

2008, Papadakis and Barwise, 2002, Eisenhardt and Zbaracki, 1992) has focused mainly on 

decision making within large organizations. These studies traditionally focused mostly on 



33 

 

“procedural rationality” of large companies, thereby having limited value in explaining 

decision making of small entrepreneurs, because decision making process in smaller firms 

differ from large, due to the fact that small businesses are extremely limited in terms of the 

breadth, and scope of their economic and technical resources  (Xueli and Wang, 2012, 

Gibcus et al., 2004, Brouthers et al., 1998). Despite the contributions from prior studies 

(Brouthers et al., 1998, Eisenhardt and Zbaracki, 1992), there is still limited understanding 

of the underlying decision processes of SME entrepreneurs especially in financial decision 

making (Lucas et al., 2008, Al Balushi et al., 2018). This has led to calls for further 

exploration of assumptions that underlie the existing studies on decision making.   

Furthermore, the characteristic differences between SMEs and large firms regarding their 

decision making protocols, structures, and tools tend to make decisions in SMEs depart 

from traditional rational decision making process (Gustafsson, 2009). The financial 

reasoning and decision making of small firms is influenced by both economic and 

noneconomic motives, hence they have distinctive approach to financing decision.  

Despite this distinctive approach to the capital structure decision of SMEs, a great deal of 

studies on SMEs financing decision adopts traditional theories like pecking order theory or 

trade-off theory as their analytical framework (Serrasqueiro et al., 2011). These theories 

have enhanced the understanding of capital structure decision making, however they fail to 

address the unique nature of SMEs, and the complexities surrounding their financing 

decision. They do not provide sufficient explanation of the actual financing decisions nor 

do these theories explain the key critical factors that influence the financing decision of 

small business owners and managers (Al Balushi et al., 2018). The pure rationality 

perspective and traditional theories to decision making mostly examine the exogenous 

factors to decision making that are external to the firm, this has meant that for long 

endogenous subjective factors such as managerial bias, beliefs, and preference remain 

widely neglected because these external approaches cannot explain endogenous factors that 

are internal to the firm (Lucas et al., 2008, Zellweger et al., 2005). Researchers have 

therefore been advised to adopt a broader “managerial perspective” which takes into 

consideration nonfinancial and behavioural factors, and specific managerial biases and 

perceptions, especially within the SMEs business financing domain.  

Gibcus et al (2008) decision making for SMEs differ from large firms due to limited 

availability of resources for SMEs, uncertainty of SME environment, complexity of the 

decision-making process for SMEs, all of which makes these businesses more likely to rely 
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on biases and heuristics more than large firms. The increased recognition of the unique 

circumstances surrounding SME decision making has led to increasing research, however 

there is still a lot to understand in the decision-making process of SME owners-managers 

(Gibcus et al., 2008). prior empirical studies (Busenitz and Barney, 1997, Xueli and Wang, 

2012, Gibcus and Hoesel, 2008, Brouthers et al., 1998) have examined the strategic 

decision-making process of SMEs with a view of understanding the role noneconomic 

factors such as biases and heuristics. The following paragraph reviews some empirical 

studies that have focused on understanding the decision processes of SMEs.  

The argument that SMEs are more likely to rely on personal biases and heuristics in their 

decision making was explored in a quantitative study by Busenitz and Barney (1997). 

Their study used decision making theory to examine non-rational factors in the decision-

making processes used by SMEs owners-managers, and how this vary from large 

organizations. These scholars focused on how SMEs owners-managers differ in their 

display of two key biases and heuristics (representativeness and overconfidence) as 

suggested by (Tversky and Kahneman, 1974). The survey study collected data from SME 

owners-managers and divisional or general managers in publicly owned organizations. 

These authors controlled for risk conformity among respondents and used other control 

variables such as age and education of respondents. Their result showed that there is a 

significant difference between SME owners/managers and managers of large organizations 

with regards to their decision-making process, the study noted that SMEs owners-managers 

deviate from strict econometrics approach in decision making and the degree to which they 

display their bias vary according to individuals. SME owners-manager are more willing to 

generalize in their decision making and they are more likely to overestimate the 

correctness of their decision thereby limiting their ability to process new information or 

update their knowledge. Though this study only examined overconfidence and 

representative heuristics (as defined in earlier section), it however provides useful premise 

and justification for the study of nonrational factors that impact the decision making of 

SMEs. 

Rationality in the decision making of small firms and the role of bias was empirically 

examined in a study by (Brouthers et al., 1998). These authors collected quantitative 

survey responses from 233 Dutch SMEs in a bid to understand the strategic decision-

making process in these firms. The study reported that SMEs consider quantitative analysis 

less important in the decision-making process compared to large firms, quantitative 

analysis form the basis of rational perspective in the decision making, the authors argue 
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that this result reinforces the argument that SMEs are less rational in the decision-making 

process compared to large firms. Brouther et al also provided some empirical evidence that 

these SMEs rely on their gut feelings and beliefs, and overall the result indicates that large 

firms display significant rational behaviour compared to SMEs. The findings of Brouthers 

et al provides some insight on the role of human biases in the decision of SMEs, and the 

influence of groups and individuals within and outside the firms. The study also highlights 

the key role owner/manager’s use of information play in the decision process for SMEs. 

These owner/managers tend to make limited use of available information because they 

sometimes find it challenging to process huge amount of information, or they are 

overwhelmed by the information available.  

Adopting a different approach, Gibcus and Hoesel (2008) examined the decision-making 

process of SMEs in Netherlands, with a view of mapping the decision-making process of 

these SMEs. These researchers adopted a qualitative approach unlike Busenitz and 

Barney’s study which was quantitative. Gibcus and Hoesel interviewed owners-managers 

of SMEs about the key moment and most important factors in their decision-making. The 

two-part study showed that SMEs have access to numerous opportunities for which they do 

not recognise for a range of reasons. The result from this study also indicated that the 

knowledge and experience of the entrepreneur determines how they process information, 

and entrepreneurs do not usually use all available information at their disposal, because 

they believe too much information confuses them; hence they need less information in the 

decision-making process. This aligns with some of the earlier findings in Brouthers et al. 

(1998) study, despite the fact that their study took a quantitative approach. This current 

study also showed that the entrepreneurs studied were risk averse rather than risk lovers 

and they will not accept any risk that creates a threat to the continuity of SMEs. Gibcus and 

Hoesel concluded that there is a need to further understand the important distinctions in 

different environmental dynamics and sectors. 

A study by Xueli and Wang (2012) conducted in Australia focused on how SMEs make 

decisions. The argument of these authors was similar to arguments from previous studies, 

that the SME decision making vary compared to large firms, and according to various 

contextual factors. Xueli and Wang in this case study research examined how 40 

Australian SMEs make strategic decisions. The study found that a key factor in the 

decision making for SMEs in Australia is the fit between the internal competence of the 

SME and other external factors. In addition, the knowledge SME owners/managers have 

about the specific environment, and their ability to process new information play a key role 
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in the decision-making process for these SMEs in Australia. The study indicated that SMEs 

in Australia generally do not follow a systematic approach when gathering information for 

systematic decision making, they use simplistic process in analysing data, and mostly rely 

heavily on their knowledge, as they do not have the resources and capabilities to conduct a 

more rigorous approach. These findings reaffirm the arguments of Tversky and Kahneman 

(1974) on the role of heuristics and biases in decision making process due to uncertainty. 

With the uncertainty in the decision-making process for these SMEs in Australia as a result 

of the limitations in the resources and capabilities for these businesses, they tend to rely 

more on simplistic processes, and their knowledge and personal understanding which is a 

reflection of the bias of the owners/managers. Xueli and Wang’s findings also emphasised 

some of the key findings from previous research that the competencies of the 

owner/managers of SMEs play a key role, and SMEs use simplistic procedural techniques 

in gathering and analysing information for decision making. A key limitation of these 

studies is that despite the fact that they provide useful empirical knowledge and 

understanding on SMEs decision making, the representativeness of the results is limited 

because the findings are limited to specific country and context. Francioni et al. (2015) 

posits that contextual factors reflective of specific countries or industries limits the 

generalizability of SME studies, therefore these studies need to be adapted to fit various 

country and industry context. 

2.8 Decision making in large firms versus small firms  

Empirical studies show that decision making in small firms differ significantly from large 

firms. Busenitz and Barney (1997) assert that small businesses rely more on biases and 

heuristics in decision making compared to large organizations. In other words, managers- 

owners of SMEs vary from large businesses in the extent to which biases and heuristics 

influence their decision making. Furthermore, studies (Brouthers et al., 1998, Busenitz and 

Barney, 1997, Xueli and Wang, 2012, Gibcus et al., 2004) support that the context for 

strategic decision making in SMEs differs significantly from large organizations. 

According to Gibcus et al. (2004) SMEs face a more hostile environment, and higher 

uncertainty compared to large firms, this is due to the fact that managers of large firms 

have more access to information, and they have the necessary staff and resources required 

to effectively process such information. On the other hand, SMEs are limited in the sense 

that the management process of SMEs cannot be considered the same as larger 

organization with regards to professionalism. SMEs often lack the resources required in 

decision making because the management of these firms are generally linked an individual 
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(owner/manager) who influences the decision-making process. Therefore, the attributes 

(personality, experiences and knowledge) of the SME owner/manager becomes a key part 

of the decision making process, and the perception of the decision maker becomes vital in 

the decision and the decision outcome (Gibcus et al., 2004, Vermeulen and Curseuurseu, 

2010).  

Empirical studies (Brouthers et al., 1998, Bandura and Wood, 1989) showed that 

individual attributes and perceptions such as self-efficacy, controllability of beliefs, 

managerial perceived abilities, and individual goals shape decision making and overall 

strategic behaviour. This implies that it is difficult to dissociate these factors from 

individual decision making especially in the SME environment, which is generally 

considered hostile. Furthermore, Busenitz and Barney (1997) noted that the level of 

uncertainty in decision making for SMEs differ compared to large firms because managers 

of large firms have access to information that can allow them reduce the uncertainty, they 

have access to historical trend and past performance information, while SMEs on the other 

hand have to make decision with no previous performance information and limited market 

information, and efforts by these SMEs to reduce their uncertainty will usually be 

ineffective and with huge cost implication. The uncertainty with SME environment makes 

rational decision difficult for SME managers and owners, hence they are more likely to 

rely on simplistic decision making heuristics and biases than managers of large firms 

(Busenitz and Barney, 1997). SME reliance on heuristics and biases gives them a 

perceived sense of overall understanding, and feeling that they have good understanding of 

the “rules of the game” it allows them manage the decision making process within the 

limits of the available information and resources (Busenitz and Barney, 1997).  

Tversky and Kahneman (1974) identified three key heuristics individuals adopt in an 

uncertain environment, firstly they tend to base their decision on past outcome and 

experience and tend not scan the environment for new information thereby “anchoring” 

their decision on assumptions that are not accurate. Secondly entrepreneurs in uncertain 

environment tend to base their decision on “availability heuristic”, they make decision 

based on most easily recalled information, or information they acquired most recently, 

however such information may not reflect the full range of expected outcomes (Tversky 

and Kahneman, 1974). Thirdly, entrepreneurs tend to rely heavily on small number of 

occurrence rather than a representative sample, this is called the “representative heuristic” 

(Tversky and Kahneman, 1974), the implication is that relying on fewer observations 

results in entrepreneurs underestimating the risk involved in the decision.  
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In addition to the uncertain environment, the complexity of the decision made by SMEs is 

also a key contextual factor which differentiates decision making in large versus small 

firms. Decision making in SME tend to be more complex compared to large firms (Covin 

and Slevin, 1991), larges firms often have set policies and procedures, and organizational 

charts which managers can reply upon for decision  making, also areas of decision making 

responsibility are clearly defined, all of these help simplify the decision making process for 

managers in large firms, thereby limiting the use of heuristics and biases in the decision 

making process  (Gibcus et al., 2004, Busenitz and Barney, 1997).  

On the other hand, SMEs tend to have less developed decision making policies and 

procedures, faced with this reality, simplifying bias and heuristics allows SMEs effectively 

make decision within limited window of opportunity (Gartner et al., 1992). Busenitz and 

Barney (1997) emphasized that it is important to note that decisions in large organizations 

are often complex and uncertain, therefore the argument is not that decision making in 

large companies are not uncertain and complex, but on average SME decision tend to be 

more complex and uncertain compared to large firms. The complexity in SME decision 

making tends to reduce the comprehensiveness of strategic decision process for SMEs, 

which makes biases and heuristics more valuable for these types of firms (Fredrickson and 

Mitchell, 1984).  

Furthermore, empirical studies have shown the characteristic differences between 

owners/managers of SMEs and managers of large companies also makes their decision 

making differ. SMEs and the managers of large firms differ in the extent to which they 

manifest specific bias and heuristic (Busenitz and Barney, 1997). Studies  (Busenitz and 

Barney, 1997, Forbes, 2005) showed that SME owners and managers are more likely to 

manifest overconfidence in decision made compared to managers in large organizations, 

also representativeness heuristic is more common in SME environment compared to large 

companies. According Busenitz and Barney (1997, p.10) overconfidence refers to 

“overestimating the probability of being right”, Forbes (2005) describes overconfidence as 

the tendency for individuals to overestimate the correctness of their initial assessment of a 

particular situation and are reluctant in reviewing their initial assessment as a result of 

overconfidence. In other words, overconfidence is the ability of SME owners/managers to 

overestimate their knowledge, and their reluctance to update their knowledge with new 

information. Busenitz and Barney (1997) demonstrated in their study that overconfidence 

is manifested more among managers in smaller firms compared to managers in large firms. 

Forbes (2005) identified comprehensiveness as a key organizational factor that can be 
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associated with overconfidence; the author noted that overconfidence tends to be higher for 

firms with less comprehensive framework for decision making, this is in line with the 

argument that managers in large firms have the necessary decision-making tools and 

resources therefore to a greater extent they do not have to rely on their confidence when 

making decisions. Overconfidence generally have negative impact on SMEs (Shepherd et 

al., 2015), it impacts the behaviour of managers of small businesses, and can have 

significant strategic implication for SMEs (Forbes, 2005). Guth et al. (1991) demonstrated 

that the performance of businesses can negatively impacted if there is a lack of alignment 

between the perceptions of owners-managers regarding the environment and the actual 

environmental conditions, also it impacts the overall success of SMEs because it limits 

their access to necessary resources (such as external finance) (Hayward et al., 2006).   

Another key characteristic difference between owners-managers of SMEs and managers of 

large firms is their use of representativeness heuristic and bias (Busenitz and Barney, 

1997). Representativeness bias as described in earlier sections is the overgeneralization 

from limited available (Tversky and Kahneman, 1974), it is the willingness of owners-

managers of SMEs to overgeneralize available information from small unrepresentative 

sample size or fewer observations. Busenitz and Barney demonstrated that entrepreneurs 

are more likely to manifest representativeness in their decision making compared to 

managers of large firms, their research noted the prevalent lack of resources to 

systematically gather and analyse information in the SME settings, and limited availability 

of information makes owner/manager in these small firms rely on few of their past and 

current personal experience to guide them in the decision making. They tend to use this as 

a shortcut to decision making, the implication of relying on limited information from 

unrepresentative sample or observation is that, compared to managers in large 

organizations SMEs tend to underestimate the risk involved, or the error in the decision 

being made. To this end, findings from the literature suggest that owner/manager of SMEs 

will most likely generalise based on unrepresentative observation such as limited 

experience, and they tend to overestimate their success in the decisions made.  

These differences in decision uncertainty, decision making complexities in SMEs, and 

characteristic differences in how cognitive and heuristic bias manifest in small firms 

compared to large firms has led to the need to focus on decision making in SME. 

Especially in developing countries with weak infrastructural and institutional environment 

settings, in a bid to provide deeper understanding on how strategic decision is made in 

these firms in various national context (Gibcus et al., 2004, Forbes, 2005).  
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2.9 Determinants of SME financing decision (Capital structure theory paradigm) 

Since the contributions of Modigliani and Miller (1958) on firm’s financing decision, there 

have been various studies aimed at understanding the factors that impact financing decision 

of or capital structure of firms, these studies traditionally focused on large firms, however 

studies within the SME domain has increased over the years. Researchers on SME 

financing decision mainly adopt the capital structure perspective which is based on the idea 

of economic approach in the financing decision making, or noneconomic perspective 

which is usually linked to psychological and behavioural related perspectives. Prior studies 

(Dada and Ukaegbu, 2015, Hall et al., 2004, Serrasqueiro et al., 2011, Matias and 

Serrasqueiro, 2017, Rao et al., 2018, Abor and Biekpe, 2009, Romano et al., 2001, Beck et 

al., 2008, Degryse et al., 2012) have provided useful insight on the factors that determine 

the financing decision of SMEs based on the capital structure theories approach.  

Hall (2004) argued that a major gap in the literature on the capital structure of SMEs is the 

lack of research on the international difference on the factors that influence the financing 

decision of SMEs, the study therefore examined if there are country specific determinants 

or differences between countries in firm-specific factors. Using Pecking Order and Trade 

Off theory as the theoretical foundation of the study, Hall collected data from 4000 SMEs 

across eight countries in Europe. The study found that significant differences exist in the 

capital structure of SMEs, and the determinants of the SMEs financing decision varies 

between the countries surveyed in the study. This author showed that the capital structure 

of SMEs differs across the countries studied, and that profitability of SMEs impacts their 

use of debt in UK while it doesn’t in other countries. Hall argues that these variations 

could be due to difference in attitude towards debt, SMEs relationship with banks, social 

and cultural differences, taxation and other institutional and financial developments.  

The impact of institutional and financial development difference in financing decision in 

countries and among firms was explored by Beck et al. (2008) in a study. These authors 

argue that countries with weak legal system and weak financial system have less access to 

external finance thereby reflecting in their financing decision. The study examined how the 

institutional and financial environment impact the financing decision of large and small 

firms across 48 countries. Using survey data, Beck et al showed that financial development 

(which was measured by private credit, value traded, and protection for property rights) is 

significantly linked to the use of external finance. The study also showed that inflation 

significantly impact the decision to use external finance, these authors explored these 
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institutional and financial factors impact firms of different sizes. They found that in 

countries like Uruguay with stronger property rights, small firms tend to use more external 

finance for their investment compared to countries like Venezuela with weak property 

rights. They concluded that small firms benefit more from stronger institutional and 

financial environment compared to larger firms because the factors impact their financing 

decision more for smaller firms compared to large firms. Beck et al also confirmed firm 

level variations in financing decisions. They showed that small firms tend to use more 

internal finance compared to external finance due to operating and industry characteristics, 

Beck et al asserts that this in line with arguments in Pecking Order Theory, suggesting that 

this theory holds true in different countries.  

Prior literature has shown that apart from difference in country level, there are also 

differences in the financing decision of SMEs at industry level. Serrasqueiro et al. (2011) 

showed these differences in their study which focused on industry level. The authors 

argued that peculiar characteristics for service SMEs makes their financing decision differ 

compared to other firms. The empirical work collected data from SMEs across different 

industries, and developed hypothesis based on Pecking Order Theory, and Trade off 

Theory. The study found that age is determinant for the use of debt in service firms 

compared to manufacturing or other SMEs, the authors confirmed that the higher the age 

of a service SMEs the less likely that they will rely on debt. The result indicated that SMEs 

in the service sector give lower importance to achieving a specified debt ratio compared to 

SMEs in the manufacturing industry. Serrasqueiro et al showed that service SMEs tend to 

align more with Pecking Order Theory compared SME in other industries. The study 

posited that financing decision in service firms aligns more with Pecking Order Theory 

than financing decision of SMEs in other industries. The authors attributed the variation in 

the financing behaviour of service SMEs and other SMEs to the effect of size and tangible 

assets, thereby reemphasizing the importance of these factors in the financing decision 

making of SMEs. Serrasqueiro et al’s study highlighted the role of asymmetry of 

information between owner/managers of service SMEs and how this creates difficulty 

these business businesses thereby impacting their decision to use debt finance. From the 

Pecking Order and Trade-off theory paradigm, profitability, size, age, assets structure, and 

growth have generally identified as the key factor in the decision making of SMEs, Matias 

and Serrasqueiro (2017) showed that these determinants explain the financing decision of 

SMEs in Portuguese SMEs and corroborate earlier results in prior literature (Degryse et al., 

2012, Beck et al., 2008) on the firm level and regional level variations in capital structure 
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decision, however these authors acknowledged in their study that the traditional capital 

structure theories seem to be incomplete in explaining the financing decisions of SMEs 

(Matias and Serrasqueiro, 2017). These authors suggest that there is a need to explore 

theories and factors that are related to the personal characteristics and beliefs of SME 

owner/managers, and ownership structure and management of SMEs. 

In a recent study, Rao et al. (2018) observed the variation of determinants of capital 

structure for SMEs in India. The scholars explored the most significant factors that drive 

the decision of Indian SMEs, based on the determinants identified from prior studies and 

capital structure theories. Rao et al used panel data to explore how these factors drive the 

decision of SMEs in India to use debt. Their result showed that use of debt amongst SMEs 

in India vary according to industry. The results indicated variation on the impact of 

profitability, previous level of debt, proportion of tangible, and size in the financing 

decision of Indian SMEs in the service and manufacturing sector. While profitability 

proved to be a significant factor for SMEs in the manufacturing sector in India, it had no 

statistical significance for SMEs in the service sector, in addition the previous level of debt 

does not influence the financing decision of SMEs in this country unlike the manufacturing 

sector. Tangibility of assets was less relevant for services SMEs because they have fewer 

tangible assets compared to firms in the manufacturing sector, and the result indicates that 

larger SMEs in the service sector tend to use more debt compared to larger SMEs in the 

manufacturing sector which uses less debt. Despite the general acknowledgement of key 

determinants of financing decision based on traditional financing theories, there are more 

complex range of factors that can influence the financing decisions of SMEs (Romano et 

al., 2001).  

There has been limited attempt in the literature to integrate a range of theories for a more 

robust understanding of the factors in SME financing decision. Romano et al. (2001) 

asserted that the dynamic interaction of internal and external factors is vital in 

understanding the financing decision of SMEs. In their study these scholars adopted a 

multidisciplinary approach and integrated divergent framework to capture determinants 

within different paradigms. The study collected questionnaire responses from 5000 

businesses across Australia, Europe, Asia and USA, and used a combination of analysis 

including Structural Equation Modelling (SEM) to analyse collected data. Their result 

showed that the decision of SMEs to use a source of finance is based on combination of 

social, behavioural, and financial factors. Their model demonstrated that the objectives and 

beliefs of the owner/manager, and the level of family control plays a vital role in the 
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financing decision of family SMEs. This is in addition to factors like CEO and firm age, 

industry, and business planning that have been identified in prior empirical studies. 

Some studies have provided empirical evidence on the financing decision of firms in sub 

Saharan Africa, however, there seems to be a dearth of empirical studies focusing 

specifically on the financing decision of SMEs in Nigeria and the factors that influence 

these decisions. Notable studies in this area within the sub-Africa context include works 

done by Abor and Biekpe. In one of their studies, Abor and Biekpe (2009) argued that the 

underdeveloped nature of sub-Sahara Africa countries makes it imperative to understand 

the factors that influence the capital structure decision of SMEs within their specific 

societal and environmental context. Focusing on Ghanaian SMEs, and using key 

determinants identified in the traditional capital structure literature (profitability, age, asset 

structure, firm growth, and firm risk), the authors collected data from the financial 

statements of 160 SMEs. The findings align with results from earlier studies (Hall et al., 

2004) and the result shows that from a capital structure perspective the determinants of 

SMEs financing decision in Ghana is generally consistent with arguments from pecking 

order theory. Abor and Biekpe showed that older firms use more debt compared to younger 

firms in Ghana, and there is significant link between the asset structure or these SMEs and 

their decision to use bank loan. This is based on arguments in the literature that older 

SMEs in Ghana tend to have better reputation than younger SMEs hence they will have 

more incentive to use external debt finance. Furthermore, the study also showed that 

smaller firms in Ghana rely less on debt especially short-term debt, this the authors 

attributed to the underdeveloped nature of the financial system in Ghana which creates 

credit constraints for these businesses thereby influencing their financing decision, also as 

SMEs in Ghana become more profitable they rely more their internal finance just a 

theorised by pecking order theory. The findings from these authors provides useful insights 

on how underdevelopment impacts SMEs in Ghana, and in Africa in general. 

Within the Nigerian context, prior SME studies (Okpara, 2011, Gbandi and Amissah, 

2014, Akingunola, 2011, Lawal et al., 2014, Mambula, 2002) has explored strategic 

importance of SMEs to the Nigerian economy, and identified constraints these business 

face including financing constraints, some studies (Dada and Ukaegbu, 2015, Salawu and 

Agboola, 2008, Akinyomi and Olagunju, 2013) have examined the determinants of capital 

structure decision of listed firms in Nigeria. Overall, there seems to be a dearth of studies 

focusing on the financing decision of firms in general, and SMEs in particular in Nigeria 

(Salawu and Agboola, 2008). The studies on the determinants of capital structure decision 
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in Nigeria have provided some insight on listed firms in Nigeria. Salawu and Agboola 

(2008) showed that financing decision of listed firms in Nigeria is consistent with the 

suggestions by trade off theory. In their analysis which used panel data from 1990-2004 for 

33 large firms in Nigeria, the result indicated that the profitability of large firms in Nigeria 

is positively correlated with their total debt however these firms prefer short term debt. The 

result also indicated that availability of tangible assets determines the financing decision of 

these firms, this is because having tangible assets provides more ability to borrow because 

they are less subject to information asymmetries.  The study also observed that non-debt 

tax shield is positively and significantly linked with the financing decision of these firms, 

this implies that Nigerian businesses that enjoy non-tax shields use less debt. In a later 

study, Dada and Ukaegbu (2015) showed results consistent Salawu and Agboola (2008) 

using the pecking order theory arguments. Dada and Ukaegbu showed that  the capital 

structure of firms in Nigeria is positively linked to the asset structure, negatively related 

with profitability and liquidity. These authors in their study explored the relevance of 

pecking order theory to firms in Nigeria and established that pecking order theory is 

generally relevant to Nigerian businesses. Despite the insights these studies provided on 

the financing decision of firms in Nigeria, a key limitation is that the studies focused on 

large firms (listed and non-listed), thereby providing limited understanding for SME 

context. Following the arguments from previous sections on the unique nature of SMEs 

and the need to conduct studies that are suited specifically for this sector, and the fact that 

by over 90% of the businesses in Nigeria are SMEs, it is therefore imperative to bridge the 

gap in knowledge on the determinants of the financing decision for these businesses in 

Nigeria.  

2.10 Determinants of SME financing decision (socio-psychological theory 

approach)  

Literatures reviewed in previous sections examined the determinants of SME financing 

decision from capital structure theories perspective which are usually applied in economic 

frameworks, aligning largely with the concept of rationality in the decision-making 

process. However, it was argued in earlier sections based on SME strategic decision-

making literatures (Xueli and Wang, 2012, Gibcus et al., Brouthers et al., 1998) and SME 

financing decision literatures (Al Balushi et al., 2018., Lucas et al., et al 2008., Elbanna 

2006) that with the uncertainty in the decision-making process, and unique nature of these 

businesses, and limitations in the breadth and scope of their technical and economic 

resources, means that theories grounded in rational perspectives and economic paradigms 
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do not adequately address the complexities involved in the financial decision making of 

SMEs, hence there is a need to explore noneconomic and nonrational perspectives to gain 

better understanding on the decision making of these firms (Brettel et al., 2009).  

In line with the above, studies (Al Balushi et al., 2018, Koropp et al., 2014, Brettel et al., 

2009, Matthews et al., 1994) have adopted the nonrational approach in understanding the 

role of managerial choices and beliefs in the decision-making process. Koropp et al, (2014) 

argues that the financing choices of small firms are not homogenous and could vary across 

businesses, since decision making in SMEs can sometimes be dependent on an individual 

who is either the owner/manager therefore the personal beliefs and attitude of such 

individual will influence the decision. Furthermore, Brettel et al. (2009) posit that agency 

problem and agency cost linked to debt are less relevant in SME context because SMEs are 

not usually quoted in stock markets like large companies, they tend to have lower level of 

transparency leading to higher level of asymmetry on information between owners and 

investor, and the role of owner and manager is in most cases occupied by same individual, 

therefore there is no agency problem from the financial decision made or choice of capital 

structure.  

Traditional finance theories argue that the key goal of managers is to maximize value, 

however Brettel et al emphasized that owner/managers in general lack the required skills to 

implement value maximizing strategies, hence they rely on their heuristics and beliefs as 

highlighted in the strategic decision-making literature. These scholars assert that it is more 

beneficial to focus on the actual financing preference of SMEs owner/managers rather than 

focusing on preferences they should have if they act according to certain assumptions as 

prescribed in traditional capital structure theory. In their study Brettel et al. (2009) adopted 

the Theory of Planned Behaviour (TPB) arguing that this theory provides more scope to 

investigate the actual micro-level factors that impacts the financing decision of SMEs. The 

study applied a decomposed approach by developing and integrating hypotheses reflecting 

antecedents to the main constructs in the TPB theory. These scholars integrated 

antecedents in their analysis in a bid further analyse the respective influences, drawing 

upon existing literatures they hypothesized that five antecedents (1- evaluation of the 

suitability of a particular sources of capital for their financial needs, 2- evaluation of the 

perceived value the source of finance contributes, 3- evaluation of perceived cost of 

financing, 4- evaluation of perceived risk, and 5- evaluation of perceived loss of control 

through financing) can be significantly linked to the attitude of SMEs towards the use of 

private equity in Germany.  
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The study also hypothesized that perception of SME manager/owners about the normative 

influence of their external consultants, and perception of influence of internal consultants 

is positively linked to the perceived social norm towards the use of private equity. With 

regards to the antecedents of perceived behavioural control this study hypothesized that 

SMEs level of understanding of financing and perceived access to financing are positively 

related to the perceived behavioural control towards financing with private equity in 

Germany. Using data collected from 281 German SMEs and PLS SEM analysis. The 

results showed that attitude, perceived social norm, and perceived behavioural control are 

positively and significantly related to the intention for German SMEs to use private equity 

finance, and perceived value and perceived loss of control have the highest impact on the 

attitude of German SMEs toward private equity finance. 

Brettel et al was able to find significant antecedents for attitude and perceived social 

norms, they were not able to successfully explain the drivers of perceived behavioural 

control and its resultant impact on SMEs in Germany within the context of their study. In 

using TPB theory, these authors highlighted the relevance of attitude and social norms in 

the financing behaviour of SMEs and reconfirm the applicability of this theory within the 

context of SME financing decision. Their results also suggested that these factors play 

significant role in the success of private equity offers for SMEs in Germany, by 

understanding these preferences from the demand side there is a higher likelihood of 

success of such programs, though it does not necessarily imply that there will be more 

active use of private equity in German SMEs since there are variety of factors that interfere 

in the process (Brettel et al., 2009). 

The arguments regarding the role of socio-psychological factors in the financing decision 

of SMEs presented in the study of Brettel et al’s (2009) reflects and aligns with arguments 

from earlier work by Matthews et al. (1994). However, unlike Brettel et al’s study, 

Matthews et al offered an integrated model of decision making paradigm and theory of 

reasoned action (TRA), and focused on use of debt in privately held firms, in a bid to 

understand the determinants of capital structure in these firms. Matthews et al. (1994) in 

their work posited that the decision to use debt in privately held firms is influenced by the 

owner’s attitude to debt, and attitude towards debt is positively related to owner/manager’s 

need for control, risk propensity, social norms, experience, and their personal worth. This 

study emphasized the need to search for the missing pieces of the puzzle in the capital 

structure decision of firms. This warrants a broader perspective of non-financial and 

behavioural factors and a conceptual model that integrates factors in TRA and other factors 
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from decision making theory provides sound foundation for empirical research on the 

capital structure decision (Matthews et al., 1994).   

Prior research have also focused on the impact of socio-psychological factors on the 

financial decision making of family firms. Koropp et al. (2014) in their study focused on 

family firms, the focus of their work on family firms is based on the assertion in the 

literature that family firms use more debt compared to non-family firms. They believe that 

the financial decision making in family firms is unique due to the properties they possess, 

and they argued that the traditional capital structure theories do not take into consideration 

the preferences and norms in the decision-making process of these firms.  

Koropp et al adopted theory of planned behaviour to explain the decision making in family 

firms, their study modelled and analysed the influence of the three main attitudinal factors 

in TPB theory on the behavioural intention to of family firms in Germany to use internal or 

external finance. To test their modelled relationships the survey study collected data in two 

waves from 362 German family firms in the first wave and 235 firms in the second wave. 

Using a two-step analysis approach, the result from the SEM analysis in this study 

indicated that family norm has the most significant impact on the behavioural intention of 

family firms in Germany, followed by the attitude of these firms towards these sources of 

finance. This implies that more favourable family norm towards the various sources of 

finance leads to stronger positive behavioural intention, on the other hand, the result also 

indicated that perceived behavioural control have limited influence on these businesses, 

though there was a positive relationship, but the relationship was not significant. 

Recent studies (Al Balushi et al., 2018, Jaffar and Musa, 2014, Abdesamed and Wahab, 

2015) have examined the role of socio-psychological factors in SME financing decision 

within non-conventional financing context. Al Balushi et al. (2018) adapted the TPB 

theory to examine the factors that determine the Islamic financial decision in Oman. The 

study argued that the main factors in TPB theory (attitude, subjective norms, perceived 

behavioural control) and religiosity significantly impact the decision Islamic financial 

decision-making in Oman. Using data collected from 385 SMEs, the results from this study 

showed that in the first model when only attitude and subjective norm was analysed, 

attitude was a key predictor for the use of Islamic finance in Oman, further analysis also 

suggested that the perception of control SME owners/managers regarding their use of 

Islamic finance significantly influence the actual financial decision making. Al Balushi et 

al also showed that religiosity plays significant role in the financial decision within the 



48 

 

current research context. Al Balushi et al’s result on the role of perceived behavioural 

control differ from Korrop et al’s result in that the former found a significant relationship 

while the later reported an insignificant relationship. The variation in results reinforces 

Ajzen (1991) submission that predictive capacity of perceived behavioural control will 

depend the decision to be made, and other situational or contextual factors. Overall the 

studies from socio-psychological perspective have shown that at various levels and context 

these factors are relevant in the financial decision-making process, and they can be a 

successful predictor for the financing behaviour in an uncertain decision-making 

environment within which SMEs operate. 

2.11 Research gaps  

The literature review indicated that economic theories have been used traditionally to 

explain the decision making by individuals within organizational settings, these theories 

have argued that decision making follow a pure rationality perspective which holds that the 

best decisions is arrived based on rational analysis of alternatives hence the judgement of 

the decision maker is guided by rationality. However, it is argued in the literature that 

neither the choices nor the process of decision-making meets the assumptions of economic 

theories therefore there is need to explore the role of other contextual factors in the 

decision-making process of individuals. Furthermore, traditional studies on strategic 

decision making has mainly focused on decision making in large organisational settings 

hence these studies have limited value and understanding within SME settings, the 

literature indicates that the decision process in SMEs differ because the owners/managers 

in these firms do not possess the same resources and skills available to managers in large 

organizations therefore there is a distinctive approach to decision making in SME settings. 

Furthermore, SMEs operate in a more hostile environment and decision making in most 

SMEs is done by the owner/manager which increases the role of heuristics, biases, and 

other behavioural factors therefore there is a need to further understand the underlying 

decision process within SME domain to determine how strategic decisions is made in 

SMEs. 

Within SME financing decision domain, the literature review indicated that prior research 

on determinants of SME financing decision have mainly adopted economic theories like 

pecking order theory or trade-off theory. Research models based on these theories have 

been used to explain factors that influence SME financing decision, while these theories 

have provided some useful understanding of the capital structure decision of SMEs from 
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the economic perspective, it is argued in the literature that these theories fail to account for 

the other critical factors that influence financial decision making of these firms. Taking 

into consideration the distinctive nature of these firms and the uncertainty that 

characterises the decision they make, there is a need to further understand the complexities 

surrounding their financial decision making. Therefore, there are calls in the literature for 

models that adopt different approaches and incorporates the noneconomic and other 

contextual factors such as personal biases, beliefs and values in SME financial decision-

making process. Despite several interdisciplinary studies that have adopted theoretical 

models from the field of psychology within SME financing decision domain, studies 

exploring non-rational and noneconomic elements in the decision making of SMEs seems 

to still be scarce and fragmented. 

It was also suggested in the literature that the behaviour of SMEs and their financial 

decision can be based on contextual factors that is reflective of industry or national 

context. Therefore, it was noted that it is imperative to operationalise studies on SME 

financial decision within specific country context to gain better understanding on the 

determinants of their behaviours within that specific social-environmental context. From 

the literature it was observed that research on SME strategic decision making, and SME 

financial decision is still dominated by studies conducted in developed countries, these 

studies provides useful results however they are limited in providing value in developing 

country context. The argument is made in the literature that due to the weak infrastructural, 

financial, and institutional environment that characterises developing countries, SMEs in 

these countries report more financial constraints and the impact on their growth is severe 

compared to their counterparts in developed. With studies traditionally focused on SMEs 

in developed countries, and despite research in developing country context emerging in 

recent years, studies (Elbanna, 2006, Gibcus et al., 2004, Beck et al., 2005b, Dong and 

Men, 2014, Beck and Demirguc-Kunt, 2006) have emphasized the need for more research 

in developing countries to provide better understanding on how the unique characteristics 

in these countries influence the decision making and behaviours of SMEs. Research within 

developing country context is required to understand the reoccurring issue of financing 

obstacles that limits the potentials of SMEs in these countries and develop strategies and 

interventions that are tailored to fit the unique factors in these countries. Therefore, this 

current research provides further understanding on the financial behaviour of SMEs in a 

developing country context thereby adding to the growing literature in this area. 
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In continuation, prior studies on SMEs in Nigeria have highlighted the importance to these 

firms to the Nigerian economy and identified access to finance as a key barrier to these 

businesses. Despite identifying financing constraints as a key issue of SMEs in Nigeria, 

there seems to be a dearth of studies focused on understanding these issues and identifying 

the factors that determine these constraints. Overall, studies incorporating insights from 

social psychology within the context of SME financing decision to show the role of 

noneconomic factors seems to be very scarce. The limited focus on financing challenges 

for SMEs in Nigeria is also evident in the fact that prior studies focused on challenges of 

SMEs in general with limited attention to financing barriers. This creates a knowledge gap 

in understanding the factors that creates barriers or determine the demand and supply of 

finance for SMEs in Nigeria. Furthermore, the literature indicated that the few studies that 

have focused on the determinants of firm financing decision in Nigeria have focused on 

listed firms and have developed their hypotheses based on traditional economic theories. 

Therefore, insights from these studies provide little value in understanding the financing 

decision of Nigerian SMEs due to the unique difference in the business environment for 

these small firms compared to listed firms. There is a need to broaden the understanding of 

factors that impede financing for SMEs in Nigeria, therefore this current study fills a gap 

by providing a theoretical framework that can be used to further understand the 

noneconomic factors that influences financing decision for these firms. Understanding 

these factors is important of developing effective intervention strategies to enhance SME 

growth and boost their contribution to the Nigerian economy. 

2.12 Chapter summary  

The literature reviewed indicated that there are a range of definitions of SMEs, however 

number of employees, asset value, or turnover are generally used to categorise these 

businesses. It was also shown in the literature that SMEs in Nigeria rely more on internal 

source of financing using their retained profit or personal income, this is largely attributed 

to lack of innovative external funding sources and the asymmetry of information that exist 

between SMEs and traditional providers of external finance like banks. The literature 

argued that heavy reliance on internal finance impedes the growth of SMEs in Nigeria, and 

limits their potential contribution to the economy due to the limitations that characterises 

internal source of finance. It was also asserted in the literature that intervention programs 

to enhance financing for SMEs in Nigeria have failed due to lack of awareness of these 

programs and poor design and management of such programs. The literatures reviewed 

discussed the contributions of SMEs to economic growth through job creation, enhancing 
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competition, and enhancing productivity. However, their contribution is impeded 

especially in developing countries where they face a range of challenges including 

infrastructural and legal constraints, financial constraints, and lack of adequate managerial 

skills.  

It was also suggested in the literature that these firms are more constrained than large 

firms. From the literature it was determined that theories that explain the financial 

behaviour of SMEs is divided between the irrational or rational decision-making paradigm 

or economic or noneconomic factors divide. Traditional theories like Trade-off and 

Pecking order theory based on economic perspective have been used to explain the 

financial decision of SMEs, however social psychology theories like behavioural decision 

theory and theory of planned behaviour have also been adopted to explain the 

noneconomic factors in SME financial decision. It is argued that the complexities and 

uncertainties in SME decision environment, resources and skills available for decision 

making, and other distinctive factors that differentiate SMEs from large firms makes 

decision making in these firms depart from traditional rational decision-making protocol. 

Therefore, it is imperative to draw on insights from social psychology to understand the 

financial decision making of these businesses from noneconomic and nonrational 

perspective. It was established in the literature review that decision making in SMEs is 

usually done by the manager/owner, therefore their personal biases, beliefs and values will 

play a role in the decision process therefore studies drawing on theories from social 

psychology and focused on SMEs are still needed especially in developing country context 

to provide broader understanding for factors that determine the financial decision of SMEs, 

in a bid to develop strategies to tackle the reoccurring issue of financial challenges these 

businesses face. The next chapter presents the theoretical framework of the study. 
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Chapter three: Theoretical Framework and Hypotheses Development  

3.0 Introduction 

The previous chapter reviewed theories and concepts within the current research domain. 

This chapter aims to develop the theoretical model and hypotheses for this study. 

According to Swanson and Chermack (2013) the theoretical framework in a research is the 

foundation upon which a study can be conducted, it provides a structure through which 

phenomena can be understood, analysed, and investigated. The chapter builds upon 

discussions from the literature review chapter. The chapter discusses the key constructs in 

the TPB framework and the selected number of other constructs that have been integrated 

into the model, it develops the hypotheses of the study based on the research model and 

provides a summary of the chapter in the concluding section.  

From chapter one it was highlighted that the main aim of this study was to examine the 

influence of attitudinal factors and beliefs on the financial decision making of SME 

owners/managers in Nigeria. In chapter two it was established that prior studies on the 

determinants of SME financing decision have generally been based on financial theories, 

despite the fact these theories have provided some insight on the capital structure decision-

making, they do not fully account for the unique circumstances that characterise the 

decision making in SME environment, and they do not explain the nonfinancial factors that 

influence the behaviour of SME owner/managers (Matthews et al., 1994). These traditional 

theories fail to account for the influence of the preferences, biases and values of SME 

owners/managers who usually make the financial decision these firms. Taking a demand 

side perspective based on the view of owners/managers, the model proposed in this study 

is based on the Theory of Planned.  

3.1 Rationale for Applying Theory of Planned Behaviour in This Study 

The TPB theory is widely used social psychology theory to explain how attitudes, beliefs, 

and biases influence the behaviour of individuals. This theory has been validated across 

different study domains. The theory postulates that the behavioural decision and proximate 

behaviour primarily determined by the behavioural intentions of the decision maker, and 

behavioural intention is influenced by three factors including attitudes, perceived norms, 

and perceived behavioural control. The TPB theory has been selected for this study based 

on the following reasons.  
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Firstly, TPB is one of the most established models in psychology used to predict and 

understand the behaviour and intention of individuals. The ability of the theory to predict 

the behavioural intention and behaviour, and the wide applicability of this model within 

various research domains makes it suitable to meet the current objectives of this study. 

Within SME financing decision-making research context, TPB provides an ideal 

framework because it enables the researcher to examine noneconomic and nonrational 

factors that influence the financing behaviour of SMEs in Nigeria.  

Secondly, despite being successfully applied in SME financing decision making research 

and across various fields and the general support for the theory, the adoption of this theory 

within SME financial decision-making domain is still scarce and fragmented. The 

application of this theory in this research area especially within developing country context 

can provide a wider perspective to understanding the SME financing decision, and provide 

further evidence of the efficacy of this theory within finance and SME research domain.  

Thirdly the flexibility of the theory in accommodating more determinants within the 

existing model makes it fit for purpose for this research.  In operationalizing the theory 

within the current research context, the study aims to extend the theory of planned 

behaviour by adding relevant variables to the existing construct based on other supporting 

theories and literature, and in a bid to provide more explanatory power for the factors the 

influence the financial decision of SME owners/managers in Nigeria. The addition of 

variables in the traditional TPB framework is supported by Ajzen (1991) who asserts that 

the TPB theory is opened for additional variables, after accounting for the key constructs in 

the traditional theory, especially if such variables enable the researcher capture significant 

portion of the factors that influence behaviour within the specific research context. 

Lastly, in chapter two, it was shown that Prior studies (Al Balushi et al., 2018, Brettel et 

al., 2009) have successfully applied the TPB theory and integrated other variables. The 

review provided further evidence which supports the arguments in the TPB theory that 

attitude, perceived social norms, and perceived behavioural control, collectively influence 

the intention of individuals and suggestions of antecedents to these main factors. Using the 

TPB theory, the argument within the current research context is that attitude, perceived 

social norms, and perceived behavioural control are key factors that collectively influence 

the financial behaviour of SME owner/managers through their intention to use a specific 

source of finance. Put differently, the stronger the beliefs of owner/managers in Nigeria 

regarding attitude, perceived social norm, and perceived behavioural control about a source 
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of external finance, the higher their intention to use that source of finance—and the more 

likely that they will actually use that source of capital.   

Based on research objectives, prior empirical studies, and reasons provided in the 

preceding sections, it can be argued that the use of the TPB theory within the current 

research context is justified. Subsequent sections provide discussion on each variable in the 

TPB theory and some antecedents linked to these variables and present the hypothesis to be 

tested in the current study.   

3.2 Influence of Behavioural Intention  

Ajzen (1991) defines intention as the indication of how much effort an individual will put 

into performing a specific behavior, or how hard they will try to engage in such behavior. 

Ajzen asserts that if there is a strong intention to engage in a certain behavior, there will be 

a higher likelihood to perform that behavior. Ajzen suggests that behavioral intention is the 

most influential variable in predicting the behavior of individuals. It is considered an 

antecedent to actual behavior in the TPB framework.  

Prior empirical studies (Conner et al., 2007, Shanmugham and Ramya, 2012, Cordano and 

Frieze, 2000, Ajzen and Driver, 1991, East, 1993) have confirmed the predictive validity of 

behavioral intention. Conner et al. (2007) confirmed the validity of intention in predicting 

the actual behavior of breaking speed limits. The study indicated that intention accounted 

for 35% of the variance in drivers’ speed. East (1993) and Shanmugham and Ramya 

(2012) support the positive impact of intention on investment and trading behavior. 

Cordano and Frieze (2000) indicated the positive impact of intention on pollution 

reduction. Ajzen and Driver (1991) showed the positive impact of intention on leisure 

participation.  

Within the financial decision making research context, very limited studies (Koropp et al., 

2014, Xiao et al., 2011) applied the complete TPB framework which includes confirming 

the impact of behavioral intention on the actual behavior. Koropp et al. (2014) support the 

impact of intention on the actual use of debt or equity in family firms. Xiao et al. (2011) in 

their study indicated that intention has a positive impact on risky credit behavior. Other 

studies that adopted the TPB in the SME context (Al Balushi et al., 2018, Brettel et al., 

2009, Makpotche et al., 2015) excluded actual behavior from their study; their model did 

not include behavioral action as a variable.  



55 

 

This current study focused on SME decision to use bank loans. The study used bank loan 

as an indicator for external debt since bank loans are traditionally considered important 

source of capital for SMEs. 

In line with the above, behavioral intention in this study is the measurement of the amount 

of effort SME owners/managers will make to use bank loans in Nigeria. The study did not 

include the behavioral action of SME owners/managers.  

 

3.3 Attitude  

Attitude is a key construct used in the TPB framework and in social psychology in general, 

it is used to predict the intentions and behaviors of individuals. According to Ajzen and 

Fishbein (2000) attitude is the degree of favourableness or unfavourableness reflected in 

the feeling of an individual towards a particular object or situation. It is a reflection of 

feelings, beliefs, and emotional factors that influence the decision of individuals to engage 

in a certain behaviour (Ajzen, 2005). The Theory of Planned Behaviour asserts that attitude 

as a key construct has a direct predictive capacity for intention of individuals to perform 

certain behaviour. This is due to the fact that an individual’s attitude towards certain 

behaviour is a reflection of the product of the core beliefs representing perceived outcomes 

or other key attributes of such behaviour (Conner et al., 2007). Despite attitude being a key 

construct in understanding the behaviour of individuals, studies aimed at explaining the 

‘financing gap’ that exists for SMEs have paid limited attention to the attitude of 

owners/managers of these firms (Landström and Winborg,1995). Given the fact that 

decision making in SMEs is done by the owners/managers, it is expected that the decision 

on the source of finance will be shaped by the beliefs and values of the individuals who 

make the decision on behalf of the SMEs (Al Balushi et al., 2018, Landström and 

Winborg, 1995). 

Prior empirical studies (Landström and Winborg, 1995, Pattarin and Cosma, 2012, Koropp 

et al., 2014, Borgia and Newman, 2012, Brettel et al., 2009) have reported the relationship 

between attitude and intention. Landström and Winborg (1995) in their study indicated that 

attitude plays a key role in the decision to use different financial sources for Swedish 

SMEs. They showed that Swedish SMEs in general have a positive attitude towards bank 

loans, and majority of these businesses are financed by bank loans, which is an indication 

of the positive relationship between these Swedish SMEs and their use of external sources 

of finance. In another study, Borgia and Newman (2012) demonstrated that attitude 

provides explanations for variations in the capital structure of SMEs in China. Their result 
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indicated that managerial attitudes of SME owners/managers strongly influence SME use 

of debt in China. Similarly, Pattarin and Cosma (2012), in a study, provided further 

evidence that attitude influences debt financing decisions in individuals. They argue that 

the demand for credit is often driven by psychological factors like attitude rather than 

utility maximization. The study, which focused on consumer credit of households, 

classified attitude in three categories: (emotional, behavioural, and cognitive). These 

authors demonstrated that attitude play a positive role in the credit decision of 1856 Italian 

households. Makpotche et al. (2015) demonstrated that attitude is important in explaining 

the intention to use bank financing in the developing country context. Their study in Benin 

and Mauritania showed significant positive relationship between attitude and the intention 

of SMEs in these countries to use bank financing. The study further indicated that 

entrepreneurs are less likely to use bank debt if they anticipate negative consequences and 

vice versa.  

From the discussion above, it is shown that studies have generally found that attitude plays 

a key role in intention of individuals, and there is strong empirical support for the 

relationship between attitude and the intention to use bank loans. Therefore, it is expected 

in this current study that attitude of owners/managers of SMEs in Nigeria will have a 

relationship with their intentions to use bank loan, thus the following is hypothesized in 

H1. 

H1: The attitude of owners and managers of small businesses has a positive significant 

influence on their intentions to use bank loans in Nigeria. 

3.4 Subjective norm (Perceived social norm)  

Subjective norm is another key variable in the traditional TPB framework. Subjective norm 

comprises individuals’ beliefs on whether people that are important to them (family, 

friends, colleagues) think they should engage in a particular behavior (Conner and 

Armitage, 1998). It reflects the impact of society’s influence and values on individuals, 

which is instigated by the need for an individual to act in line with societal thinking 

(Ajzen, 1991). In other words, it is the perceived social pressure to comply with a 

particular behavior. The aim of this construct is to capture the normative component of the 

predictors of behavioral intention. Within the context of this study, it is the degree to which 

SME owners/managers assess how their decisions regarding use of bank loan might be 

approved or disapproved by their family, friends, and colleagues. The subjective norm is a 

key construct in this study because of its influence on the perception of the social pressure 

owners and managers will derive from their decision. Ajzen (1991) argues that there is a 
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higher chance that an individual will have the behavioral intention to perform a particular 

behavior, if such individual expects closet relatives and peers to approve the behavior. 

Within the SME financing research domain studies, prior empirical studies (Koropp et al., 

2014, Brettel et al., 2009, Makpotche et al., 2015) have applied subjective norm to fit the 

specific contexts of their research and demonstrated the ability of subjective norm to 

successfully predict behavioral intention. In their study, Koropp et al. (2014) captured 

subjective norm as perceived family norms and showed that perceived family norms have 

the highest effect on the behavioral intention for family firms to use equity. Similarly, 

Brettel et al. (2009) also in their study captured subjective norm as social norm and 

demonstrated the ability of social norm to determine intention to use private equity. Based 

on the arguments in the TPB theory, and the empirical support in SME financing and other 

research domains, it is expected that the perceived social norm of SME owners/managers 

in Nigeria will have a relationship with behavioral intention, thus the following can be 

hypothesized in H2: 

H2: the perceived social norms of SME owners/managers in Nigeria have a positive 

significant influence on their intention to use bank loans 

3.5 Perceived Behavioural Control (PBC)  

Perceived Behavioral Control is another key variable in the TPB framework. It is defined 

as the individual’s perception of how easy or difficult it would be to perform a behavior to 

the expectations of the decision maker (Ajzen and Fishbein, 2000, Ajzen, 1991). Ajzen 

noted that PBC reflects the subjective degree of control an individual has over performing 

the behavior and not the possibility that such behavior will lead to a desired outcome. It is 

a combination of barriers anticipated in performing the behavior and past experience. 

Ajzen (1991) supports that a high level of PBC should lead to higher level of behavioral 

intention and actual behavior. This is based on the argument that if individuals have 

confidence that they are in control, in the sense that they have all the resources and 

opportunities and they feel there are no obstacles, they will have the intention of 

performing such behavior. The predictive capacity of perceived behavioral control was 

confirmed by several empirical studies (Koropp et al., 2014, Chudry et al., 2011, Al 

Balushi et al., 2018, Makpotche et al., 2015) that have applied the TPB in financial 

decision making research. Chudry et al. (2011) demonstrated that the PBC was a 

significant predictor of intention for university students in the UK to borrow. These authors 

showed that among the traditional constructs in the TPB framework, the PBC has 

explained the most variance in intention to borrow.  In SME financial decision making 



58 

 

research,  Al Balushi et al. (2018) showed that the PBC can successfully predict the 

intention of SMEs to use Islamic finance in Oman. However,  Koropp et al. (2014), in their 

study, found that the relationship between the PBC and  financial decision making in 

family firms was not statistically significant. Koropp et al’s varying results on the impact 

of the PBC might be attributed to specific situational factors or decision to be made, Ajzen 

noted that these factors might affect the level of impact this construct will have on 

intention or actual behavior. Based on the arguments in the TPB theory and empirical 

evidence, it is expected that in the current study, the PBC will have a positive relation with 

the intention of SME owners/managers to use bank loan in Nigeria. Thus, the following is 

hypothesized in H3: 

H3: Higher owner/manager’s perceived behavioral control will positively influence the 

intention to use bank loan in Nigeria. 

3.6 Antecedents of the intention drivers in the TPB framework 

In line with the objectives to adopt a decomposed approach to the TPB theory, the study 

integrated antecedents influencing the main variables that predict intention. Therefore, sub-

hypotheses will be developed for each of the constructs in the TPB model. This study does 

not make the claim that antecedents selected in this study are exhaustive. However, these 

antecedents have been identified and selected based on the fact that they have been 

validated in empirical literatures that have used extended TPB models across different 

research contexts. 

3.6.1 Financial literacy  

One of the antecedents to attitude that have been identified in the empirical literature is 

financial literacy. Financial literacy is a widely used construct in business research to study 

the decision making of individuals and businesses. It is also used to explain the variation in 

financial outcomes and behavior. Financial literacy measures the degree to which an 

individual understands important financial concepts, possessing the ability and confidence 

to manage own finance through effective short-term decision making and sound long-term 

financial planning (Remund, 2010). It is the ability of an individual to understand and use 

finance-related information (Huston, 2010). Financial literacy is concerned with the 

cognitive abilities of individuals. It is about the use of one’s cognitive abilities for optimal 

financial planning with the aim of making an optimal decision or gaining higher benefits. 

Carpena et al. (2011) postulate that financial literacy is a key element of financial attitude, 

which in turn impacts the financial choices and behaviour of individuals. According to 

Atkinson and Messy (2012), if individuals have negative attitude towards a particular 
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financial service based on their level of financial literacy, they will be less inclined to use 

such service. For instance, if an individual has a negative attitude towards saving or 

towards use of bank loan due to their level of financial literacy, they will less likely save or 

use bank loans. In their study, Atkinson and Messy (2012) found a strong positive link 

between financial literacy, attitude and financial behaviour. The results indicated that 

respondents with positive attitude towards the longer term show more positive behaviour 

compared to individuals with negative attitude towards the short term.  There seems to be a 

dearth of studies that have examined the relationship between financial literacy and attitude 

within the SME financial decision-making domain. However, other studies (Juris and 

Raymond, 2017, Zachary Finney and Finney, 2018, ANZ Bank, 2008, Carpena et al., 

2011) have suggested a relationship between financial literacy and attitude in different 

financial research contexts. In the SME research domain, Juris and Raymond (2017) 

demonstrated that financial literacy is positively correlated with the financial attitude and 

financial behavior of small business owners in the Philippines. The study used financial 

knowledge to capture financial literacy. Zachary Finney and Finney (2018), in their study, 

indicated the relationship between financial literacy and attitude of college students 

towards providers of student loans. Results from their factor analysis showed that financial 

literacy is a significant predictor of college students’ attitude to the providers of student 

loans. Carpena et al. (2011) found similar positive impact of financial literacy on attitude at 

the individual level. Their randomized experiment of 1200 individuals showed that 

financial literacy impacts the attitude of respondents towards purchasing and 

recommending formal financial services or financial planning tools. In the current research 

context, the prediction is that financial literacy will have significant influence on the 

attitude of SME owners/managers towards bank loans in Nigeria. Thus, the following is 

hypothesized in H1a: 

H1a: the financial literacy of SME owners/managers will have significant positive influence 

on their attitude towards bank loans in Nigeria 

 

3.6.2 Perceived risk 

Another antecedent to attitude towards financing choices for SMEs is the risk that such 

sources impose on the business. Risk perception has been conceptualized in diverse ways 

in the literature. According to Sjoberg et al (2004), risk perception is a subjective 

assessment of individual concerns about the consequences of a specific decision and the 

possibility of such consequences occurring. Perceived risk is a subjective assessment of the 
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magnitude of the potential loss in a situation whereby the outcome of the decision is 

unfavourable, and the individual feelings of certainty that the decision will not lead to a 

favourable outcome (Cunningham, 1967). Within the current research context, risk 

perception is the fear that using bank loan will pose significant consequences for the 

business, which could lead to a huge personal loss or financial distress—and the feeling 

that it is highly certain that this could happen. Prior studies (Lee, 2009, Brettel et al., 2009) 

have integrated perceived risk in their TPB framework as an antecedent to attitude. Lee et 

al (2009), in their study, hypothesised that perceived risk will negatively impact the 

attitude of individuals towards adoption of internet banking. Their survey study 

demonstrated that perceived risk directly predicted the attitude of individuals towards 

adoption of internet banking in Taiwan. Within the SME financial decision context, Brettel 

et al. (2009) argued that owner/managers’ evaluation of effects of perceived risk in the use 

of private equity will negatively influence their attitude towards using private equity 

financing. Their result demonstrated that perceived risk has a significant negative impact 

on attitude, thereby confirming that perceived risk is a key factor that drives SME attitude 

towards private equity. Based on findings from the literature, it is expected that perceived 

risk will significantly impact the attitude of SME owners/managers in Nigeria towards 

bank loans. Thus, the following is hypothesized in H1b: 

H1b: The perceived risk of SME owners and managers regarding the use of bank loans has 

a significant impact on their attitude towards bank loans in Nigeria 

3.6.3 Normative belief 

Normative belief is the perception of the individual on the social normative pressures that 

one should or should not perform a given behavior (Ajzen, 1991). It constitutes the 

foundational determinant of subjective norm. Ajzen supports that normative beliefs, with 

regards to important people such as family members, spouses, close friends, business 

partners and religious leaders, may lead to a generally perceived social pressure or 

subjective norm for an individual. Therefore, this variable allows researchers see how these 

norm bearers influence the social norms of individuals. Studies have been conducted to test 

the predictive capability of normative beliefs.  Conner and Armitage (1998), in their meta-

analytic review of 185 published studies on the Theory of Planned Behavior, found a 

strong relationship between normative beliefs and subjective norms. However, the study 

highlighted that overall, normative beliefs and subjective norm are the weakest constructs 

in the TPB theory because of their low predictive capability compared to other variables. 

Ross and McLaws (1992), in a study on intention to use condoms, provided evidence that 
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normative beliefs have very predictive impact on perceived social norms.  In the SME 

financial decision research context, Brettel et al. (2009) demonstrated the ability of this 

construct to predict the perceived social norm of SME owners and managers. However, 

their result showed that the impact could differ depending on if the SME is a family or 

non-family firm. Based on arguments from the TPB theory and evidence from the 

literature, it is expected that the normative beliefs of SME owners/managers will have 

positive impact on their perceived social norms. Thus, the following is hypothesized in 

H2a: 

 H2a: Normative beliefs of SME owners/managers in Nigeria will have a significant 

influence on their perceived social norm 

3.6.4 Self-efficacy beliefs  

Bandura (1977) defines self-efficacy as an individual’s judgment of their ability to deal 

with a particular situation or to successfully perform a particular behavior. According to 

Bandura, self-efficacy beliefs influences how individuals think, the types of activities they 

engage in, their preparation for such activities, the amount of effort they put into 

performance, and their emotional reactions when faced with certain situations. Self-

efficacy is generally believed to be a key factor that determines perceived behavioral 

control in the TPB framework. Ajzen (1991) argues that self-efficacy is an appropriate 

predictor for perceived behavioral control, because the extent to which an individual 

believes in their ability to carry out a task, or perform a behavior, is linked to their 

perception about the control they have in performing the behavior. Self-efficacy in the 

current research context can be the perception of SME owners/managers regarding their 

ability to overcome any constraints they face in the process of accessing and applying for a 

bank loan. Application of self-efficacy as a predictor to the PBC within business research 

and SME financial decision-making research domains seems to be scarce and fragmented. 

However, prior studies (Kraft et al., 2005, Trafimow et al., 2002, Shih and Fang, 2004, 

Zolait, 2014, Liu et al., 2007) have demonstrated self-efficacy as a predictor of perceived 

behavioral control in health and banking research. Kraft et al, in their study which 

examined college students’ behavior relating to undertaking exercise and recycling cartons, 

used confirmatory factor analysis to provide evidence that self-efficacy as a factor is linked 

to Perceived Behavioral Control (PBC). However, Kraft et al (2005) argue that self-

efficacy might not be an adequate measure of PBC in some instances because it might lead 

to overestimating the role of PBC as a predictor of behavior. Despite the observation by 

Kraft et al, their study generally supports the findings from previous studies (Trafimow et 
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al., 2002) on the existing link between self-efficacy and perceived behavioral control., Shih 

and Fang (2004), in their study, also demonstrated that self-efficacy can successfully 

predict PBC in the adoption of online banking. The study used an extended theory of 

planned behavior framework and the results indicated that self-efficacy is significantly 

linked to the PBC towards adoption of internet banking in Taiwan. In a similar study on 

intention of customers to adopt internet banking, Zolait (2004) demonstrated the significant 

importance of self-efficacy in predicting PBC. The author showed results that supported 

that self-efficacy of customers in Yemen is positively related with their perceived 

behavioral control over the use of internet banking. Based on the arguments from the TPB 

theory and the evidence from empirical literature, self-efficacy is expected to positively 

impact perceived behavioral control in the current research context. Thus, the following is 

hypothesized in H3a: 

H3a: There will be a positive relationship between self-efficacy of SME owners/managers 

in Nigeria and their perceived behavioural control for the use of bank loans 

 

From the above discussions, the first decomposed theory of planned behaviour model for 

financial decision making among SME owners/managers in Nigeria is presented in figure 

3.1 below 

 

 

 

 

 

  

 

 

 

 

A key aim of this study is to provide further understanding on the non-financial and 

behavioural factors that influence the financial decisions of SME owners/managers in 

Nigeria. In line with this, the study extends the traditional TPB model and proposes a 

model that includes perceived trust and its antecedents. This study makes the argument that 

integrating perceived trust into the traditional TPB framework will add significant strength 

to the efficacy of TPB framework within the current research context. The theoretical and 
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empirical justification for perceived trust and its antecedents is discussed in the following 

sections. 

3.7 Perceived trust  

Trust is generally considered a crucial factor in financial services due to the fiduciary 

nature of relationships in the financial and business environment (Devlin et al., 2015). 

According to Anderson and Narus (1990), trust is the belief that a company will carry out 

actions that will lead to positive outcomes, and not engage in unexpected activities that 

will result in negative consequences. In other words, it is a combination of attitudes and 

beliefs about the trust financial services consumers (which, in the current research context, 

would be SME owners/managers) have on the financial service organizations. It is 

considered when one party has confidence in the integrity and reliability of an exchange 

partner (Morgan and Hunt, 1994).   

It is imperative to clarify the fundamental difference between trust and trustworthiness. 

Trust reflects the beliefs and attitude of the trustor while trustworthiness is the 

characteristics of the trustee (which, in the current research context, would be financial 

institutions). With the agency relationship that characterises interactions in the business 

and financial environment, the existence of trust and information is principal to financial 

decision making (Stolowy et al., 2011). Trust can be distinguished between cognitive and 

affective trust. Cognitive trust is concerned with the reliability and honesty of the trustees 

(financial institutions), that these institutions have the capability to keep to their word and 

deliver on their promises. On the other hand, affective trust is the significance of being 

concerned that the trustees (financial institutions) have the trustor’s best interests at heart 

(Devlin et al., 2015). In the current research context, trust is about the concerns of SME 

owners/managers that providers of bank loans have their best interests at heart. Scholars 

like McKnight et al. (1998) have also emphasized the importance of institutional trust as a 

factor that influences trust in the financial environment in general. Institutional trust 

reflects the concerns individuals have for the system and captures their perception of the 

legal and regulatory environment that characterises their financial environment. The mis-

selling scandals involving financial institutions over the years continue to increase the 

spotlight on the importance of trust and perception of trust in financial services and 

products. It is generally believed that trust is positively linked to the behaviours and 

attitude of individuals in the financial environment. Higher level of trust is usually linked 

to greater level of engagement from customers. With the complexity and long-term nature 
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of financial products and services, individuals find it challenging in making the decision to 

use or purchase a financial service or product. Therefore, they require trust in the financial 

services institutions such as banks (Ennew and Sekhon, 2007). Trust-based models are 

mostly applied in decision making in e-commerce studies (Corbitt et al., 2003, Gefen et al., 

2003). However, the positive influence of trust on the intention and behaviour of 

individuals has also been confirmed in other research domains. Gefen et al. (2003) 

examined the importance of trust in the e-commerce research domain. The authors 

explored the role of the impact of perceived trust on intention to purchase from an online 

shop. The study used data from graduate and undergraduate students to demonstrate that 

trust has a significant impact on the intention of experienced consumers to purchase from a 

website. In a similar study, Kim et al. (2008) investigated the role of trust in the decision 

making of online shoppers. These researchers demonstrated that perceived trust positively 

influences the intention to purchase online. They also confirmed that information quality is 

an antecedent to perceived trust.  

Despite the important role of trust in decision making within the SME domain, there seems 

to be a dearth of literature integrating trust in business decision making by SMEs. In a 

study, Brunetto and Farr‐Wharton (2007) investigated the importance of trust in the SME 

decision making research domain. They examined the role of trust in the intention of SME 

owners/managers to collaborate in networks. The findings from their study in Australia 

demonstrated that trust has a significant impact on the intention of Australian SME 

owners/managers to participate in networking and experience the benefits of networking. 

In a separate study, Moro and Fink (2013) examined the role of trust in access to credits for 

SMEs. They argue that trust reduces the constraints for access to finance for SMEs because 

trust reduces agency cost and transaction cost in the banking environment. And by relying 

on trust, loan managers can better evaluate the creditworthiness of SMEs. Moro and Fink 

(2013) demonstrated that loan managers rely on trust in addition to facts and figures in 

their decision to lend to SMEs. They believe this is due to a knowledge gap that exists on 

the operations of SMEs. Hence, trust in the owners/managers play a key role. Based on the 

findings from Moro and Fink, one can also conceive that SME owners/managers are likely 

to rely on trust in making their decisions about bank loans due to the informational gap that 

exists on the bank processes and procedures.  

Studies (Hasbullah et al., 2014, Giampietri et al., 2018) support integrating trust into the 

TPB model, with a view to enhancing the predictive capability of the model. Giampietri et 

al. (2018), in their study, advocated integrating trust into the TPB framework to predict 
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purchasing decision related to short food supply chain. These authors found that not only 

does trust have a positive impact, it was the second main predictor of intention to purchase 

after perceived behavioural control.  

To this end, integrating perceived trust can be justified based on the following. Firstly, 

there is empirical support in various research domains for the positive impact of trust on 

the decision making of individuals. Secondly, empirical literatures support and have 

successfully integrated trust into the TPB framework. Lastly, literature supports the 

importance of trust in SME financial decision making. This study makes these arguments 

based on the postulation in the behavioural decision theory, and arguments from scholars 

like (Tversky and Kahneman, 1974) on the role of heuristic in the decision making of 

individuals faced with uncertainty and limited expertise and resources. Trust can 

potentially be used as a form of heuristic by SME owners/managers in financial decision 

making since they generally do not have the required skills, expertise and resources to fully 

understand the financial products like loans, and information relating to these products. 

Their decision to use such product will mostly be based on their concerns if the bank or 

financial institution will act in their best interests. Furthermore, as with most developing 

countries, the business and financial environment in Nigeria is characterised by a weak 

legal, institutional, and regulatory environment. It is generally argued that the monitoring 

framework and structures obtainable in developed countries which ensure that financial 

institutions do not exploit the limited knowledge and resources of SME owners/managers 

and provide avenues to seek redress in the appropriate channels in case of grievances, may 

not be available in developing countries. Then it becomes imperative for SME 

owners/managers to base their relationship with these institutions mainly on trust. 

Therefore, perceived trust can be a reflection of the sociocultural environment and societal 

conditions which make it an important construct whose impact on the business and 

financial environment needs to be examined within the developing country context. Based 

on the literature and discussions above, it is conceivable that trust is a causal factor in 

determining the intention of SME owners/managers to use bank loan, and that perceived 

trust, together with the other TPB constructs, will provide more predictive capability, thus 

the following is hypothesized in H4: 

H4: Perceived trust will significantly impact the intention of SME managers/owners in 

Nigeria to use bank loans 
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3.8 Trust Antecedents  

Pirson and Malhotra (2008) identified some antecedents to trust to include transparency 

and quality of information. These factors are generally believed to be key determinants of 

trust that are considered relevant to the current research context. Subsequent section 

provides a discussion on these two antecedents 

3.8.1 Quality of loan information  

Information quality is a construct that is widely used in information systems, purchase 

intention and behavioral research. According to Gao et al. (2012), information quality can 

be defined as the level of useful information available to customers about key features of a 

product or an organization, which helps customers judge and evaluate such product or 

organization. Perceived quality of information is the cognitive beliefs about favorable and 

unfavorable features, currency, accuracy, reliability, completeness, and relevance of 

information (Nicolaou and McKnight, 2006). The definition of information quality covers 

a wide range of dimensions. However, Nicolau and Mcknight, (2006) suggest that 

researchers need to choose aspects that are more relevant within the context of a study. 

Information quality allows customers to judge key features and attributes of a product or 

service, and such evaluation can be a key factor in the purchase behavior or intention of an 

individual (Milan et al, 2015). In the SME financial decision-making context, information 

quality plays a key role in the level of information asymmetry available between banks and 

SMEs, because from the perspective of SME owners/managers, it facilitates evaluation of 

the features and attributes of products like loans and other financial services banks offer. It 

is generally believed that with quality information, SME owners/managers, despite their 

limited resources, can evaluate the cost of a loan, the implication of the repayment 

schedule, and cost of bureaucratic processes involved in the loan application process. Thus, 

they can make an informed decision about such product or service.  

In this study, information quality is defined as the perception of SME owners/managers 

about the accuracy and completeness of information banks in Nigeria provide about loans 

and loan application processes. Prior studies (Milan et al, 2015; Nicolaou and McKnight, 

2006; Gao et al 2012; Kim and Niehm, 2009) have examined the impact of perceived 

information quality on trust and behaviour in various contexts and domains. Milan et al 

(2015) proposed a theoretical model that captures the relationship between information 

quality, distrust, perceived risk, and intention to purchase online. The study hypothesized 

based on existing literature that there is a positive relationship between quality of 
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information, trust and purchase intention. Milan et al called for further investigation and 

testing of the proposed theoretical model. In another study, Kim and Niehm (2009) 

investigated the relationship between perceived information quality, perceived value, and 

loyalty intention in the retail sector. The study hypothesized a positive relationship 

between perceived information quality and the behavioural intentions of customers of 

online apparel retailers. Results from SEM analysis in Kim and Niehm’s study indicated 

that customers who have high perception about the quality of information in a website tend 

to have perceived high loyalty intentions to purchasing from such website.  

Nicolaou and McKnight, (2006), in their study, proposed a model that captured the 

relationship between perceived information, perceived trust, and intention to use. The 

study proposed a positive relationship between perceived information and trust (perceived 

trust), and a positive relationship between perceived trust and intention to use data 

exchange provided in inter-organisational settings. The experimental research 

demonstrated the relationship between perceived information quality and perceived trust. It 

showed that perceived trust positively impacts the intention to use exchange provider. 

There seems to be very limited studies in the SME financial decision-making context, but 

since SME owners/managers are customers to banking products like loans, it is 

conceivable that in this context, perceived quality of information will have positive impact 

on their trust for banks. Thus, it can be hypothesized in H4a that:  

H4a: Perceived quality of loan information will have a significant impact on the perceived 

trust SME owners/managers have for banks in Nigeria.  

3.8.2 Transparency 

Gärling et al. (2009) identified transparency as an important determinant and antecedent of 

trust in financial decision making. Within the financial decision making research domain, 

transparency can be defined as the openness and use of understandable information 

regarding complex products, and offering products that are easily understandable (Gärling 

et al., 2009). It relates to providing clear information on liability, rules, procedures, and 

consequences related to economic and financial related activities. The demand for 

transparency in the modern business environment has increased significantly in recent 

times; it is considered a key condition for building positive relationship between businesses 

and organizations in today’s global business and environment (Hustvedt and Kang, 2013).  

Kitchin (2003) postulates that the relationship between businesses and individuals is not 

only impacted by the actions taken to enhance transparency; it is also impacted by 

customers’ subjective estimation of the transparency of a firm. In line with this thought, 
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Bhaduri and Bookshire (2011) argue that perceived transparency not only impacts the 

relationship between businesses and consumers, but also affects the behavior of consumers 

towards products and services offered by a company. In the current research context, 

perceived transparency is defined as the perception of SME owners/managers about the 

clarity and accessibility of information regarding bank loan applications, loan policies, 

processes, and procedures in Nigeria. 

 

Several empirical literatures have demonstrated the positive impact of transparency on 

trust. Moreno and Molina (2014) examined the impact of transparency on trust and the 

intention of students to continue the use of services offered by the Spanish Open 

University. The study surveyed postgraduate degrees and continuing education students of 

the Spanish Open University, demonstrated that there is a positive relationship between 

transparency, trust and intention to continue the use of services offered by this university. 

It concluded that perceived transparency of students positively impacts the trust students 

have for the university, and trust for the university has a positive significant impact on the 

intention to continuously use the service of the university. Another study within the finance 

and accounting domain conducted by (Van der Cruijsen and Eijffinger, 2010) examined 

the impact of perceived transparency on trust for the European Central Bank, and how it 

affects the behaviour of economic actors. These authors argued that perceived transparency 

influences the actions of households. The survey, which was conducted in June 2007, 

demonstrated that higher level of perceived transparency is related to high level of trust, 

and higher level of trust for the European Central Bank positively impacts the expectations 

and actions of economic actors who rely on the information from the ECB. Perceived 

transparency has also been found to significantly impact trust and purchase intention in the 

brand management and business ethics domain. A study by Kang and Hustvedt (2013) 

demonstrated that perceived transparency positively impacts trust, and trust positively 

impacts Word of Mouth and intention to purchase. Kang and Hustvedt’s study used data 

from a survey conducted in the US, and respondents were asked questions about perceived 

trust and purchase intentions for footwear brands like Nike, New Balance, and TOMS. The 

results from this study showed a good fit: it found that perceived transparency strongly 

influences trust positively, and transparency indirectly impacts intention through its 

influence on trust. Though there seems to be limited studies that have integrated perceived 

transparency within the SME financial decision domain, it is conceivable based on 

empirical literature from other research contexts and domains that perceived transparency 
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will positively impact the trust SME owners/managers have for banks in Nigeria. Thus, the 

following is hypothesized in H4b 

 

H4b: Perceived transparency will positively impact SME owners/managers’ perceived 

trust for banks in Nigeria 

 

3.9 Adapted theory of planned behaviour model 

Guided by theoretical arguments in literature and empirical findings from prior studies, this 

current study presents model 2 which integrates perceived trust and its antecedents. 

Integrating perceived trust is in accordance with the arguments presented in the TPB 

structure and the importance of this factor in the SME research context. Guided by 

theoretical and empirical literature, it is conceivable that the adapted TPB model will 

provide more explanatory power in this research context compared to model one. Thus, the 

following is hypothesized in H5 

 

H5: perceived trust together with the original TPB constructs in model 2 will provide more 

explanatory power for intention to use bank loans compared to model 1. 
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Table 3.8: Summary of proposed hypotheses 

H1 

 

The attitude of owners and managers of small businesses will have a positive 

significant influence on their intention to use bank loans in Nigeria. 

H2 the perceived social norm of SME owners/managers in Nigeria will have a 

positive significant influence on their intention to use bank loans 

H3 Higher owner/manager’s perceived behavioural control will positively influence 

the intention to use bank loans in Nigeria. 

H4 Perceived trust will significantly impact the intention of SME managers/owners in 

Nigeria to use bank loans 

 

H5 perceived trust together with the original TPB constructs in model 2 will provide 

more explanatory power for intention to use bank loans in Nigeria compared to 

model 1. 

H1a the financial literacy of SME owners/managers will have significant positive 

influence on their attitude towards bank loans in Nigeria 

H1b The perceived risk of SME owners and managers regarding the use of bank loans 

will have a significant impact on their attitude towards bank loans Nigeria 

H2a Normative beliefs of SME owners/manager in Nigeria will have a significant 

influence on their perceived social norm 

H3a There will be a positive relationship between self-efficacy of SME 

owners/managers in Nigeria and their perceived behavioural control for the use of 

bank loans 

H4a Perceived quality of loan information will have a significant impact on the 

perceived trust SME owners/managers have for banks in Nigeria.  

H4b Perceived transparency will positively impact SME owners/managers perceived 

trust for banks in Nigeria 

H5 perceived trust together with the original TPB constructs in model 2 will provide 

more explanatory power for intention to use bank loans compared to model 1. 
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3.10 Chapter Summary  

The chapter presented the theoretical framework and the proposed hypotheses for the 

study. The study drew upon the theory of planned behaviour to develop an adapted TPB 

financial decision-making framework. The framework was developed based on arguments 

in the TPB theory, and guidance from empirical literature. Two models were presented in 

this chapter: model 1, which is a decomposed theory of the planned behaviour model, 

which captured key antecedents to the TPB attitudinal constructs. An adapted TPB 

financial decision-making model which integrated perceived trust into the original TPB 

model (model 2) was also presented. Both models were specified with the aim of 

determining if the adapted model will provide more predictive capability than the 

decomposed model with the original TPB constructs. The integration of perceived trust and 

its key antecedents into the traditional TPB model was justified based on prior theoretical 

and empirical literatures discussed in the chapter. 

The TPB theory was justified for this study based on its wide applicability and success in 

explaining and predicating behaviours across various research contexts, including the SME 

financial decision-making domain; the flexibility of the model in accommodating other 

constructs within specific research context; and the overall fit for purpose of the theory in 

capturing the aim and objectives of this study. Overall, eleven hypotheses were developed 

in the chapter; three hypotheses were developed to test the influence of traditional TPB 

(attitude, perceived social norm, perceived behavioural control) constructs on intention. 

One hypothesis was developed to test the influence of perceived trust on intention; six 

hypotheses were developed based on key antecedents of the attitudinal constructs; and one 

hypothesis was developed to test the predictive capability of the adapted model (model 2) 

compared to the decomposed original TPB model (model 1). The next chapter introduces 

the research methodology for this study. 
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CHAPTER FOUR: RESEARCH METHODOLOGY  

4.0 Introduction 

This chapter presents the methodology of the study; it discusses the research method, the 

strategy of the study including data collection, sampling, questionnaire design, data 

presentation and analysis. Kothari (2004) opines that research methodology is the 

systematic approach a researcher adopts in solving a research problem. It is a combination 

of the various methods and procedures used in a research, and their underlying principles 

and assumptions (Collis and Hussey, 2013). Research method on the other hand is a 

specific technique or tool the researcher uses in gathering data in a bid to achieve the 

objectives of a research. The methodology chapter provides the overall plan for this 

research. The remainder of the chapter is structured as follows 

• Research Philosophy  

• Research Method 

• Data analysis procedures 

• Ethical consideration  

• Summary conclusion  

4.1 Research Philosophy and Paradigm  

The practise of research and methodology adopted in a research is usually influenced by 

the research philosophy and paradigm. Research philosophy refers to “a system of beliefs 

and assumptions about the development of knowledge” (Saunders et al., 2015). The 

research philosophy is a combination of the ontological assumption (assumptions about 

nature of reality), epistemological assumptions (researchers’ view on how knowledge 

should be acquired and what constitutes knowledge), and axiological consideration (the 

influence of values and ethics in the research), these determine the methodological choice, 

the strategy adopted in the research, and the techniques used in the collection of data 

(Saunders et al., 2015, Bryman and Bell, 2015). The philosophy of research can be 

differentiated based on the research paradigm. A research paradigm is the framework that 

guides how research should be conducted. It is a reflection of the philosophy of the 

researcher and their assumptions about the world and nature of knowledge (Collis and 

Hussey, 2013). In other words, the research paradigm reflects the ontological (belief about 
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reality) and epistemological (the theory of acquiring knowledge) stance of the researcher 

and directs the actions of the researcher when conducting a study. 

This study adopts the positivist philosophy as a foundation for this quantitative research. 

Positivists believe that there is an external reality independent from the researcher, 

phenomena can be understood and explained in through logical observation, and 

researchers can gain knowledge through quantitative methods such as surveys, experiments 

and statistical analysis (Creswell and Clark, 2011)  

4.1.1 Ontological position of this study  

The ontological position of a research is about the researchers’ relationship with reality. 

According to Saunders et al (2015) it is the assumption about the nature of reality. The 

ontological assumption of a research shape how the researcher sees the world and studies 

the research phenomena. The central debate in ontological assumptions is the question 

whether there is an existing reality external to social entities or phenomena which should 

be considered objectively, or social entities or phenomena can and should be seen as social 

constructions that are developed based on the perceptions and actions of social actors 

(Bryman, 2015). In other words, social phenomena have external facts that are beyond the 

reach and influence of social actors and as such should be studied objectively, or social 

phenomenon is a product of social interaction hence should be studied from a subjective 

point of view whereby social actors are part of the process.  

The ontological position of positivism is that of realism, meaning from the positivist point 

which holds that there is an absolute reality independent of social actors, it is also contrary 

to the interpretivist ontological stance which holds that of relativism, meaning reality is 

individually constructed; therefore it is subjective and differs from one individual to 

another (Crotty, 1998, Frowe, 2001).  

This current study assumes the positivist ontological position. It holds that there is an 

objective reality which can be studied independently of the researcher. To this end, the 

researcher focused on understanding how SME financing decision is influenced by 

attitudinal factors. Due to the unique circumstances that characterise the business  activities 

in each country, the study needed to understand the impact of the attitudinal factors and the 

antecedents that influence these factors, in order to gain better understanding of these 

factors in a developing country context.  

4.1.2 Epistemological position this study  
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The epistemological position of a study concerns the assumptions about what constitutes 

knowledge, it is concerned with how knowledge is formed, acquired, and communicated to 

the wider public (Scotland, 2012). The epistemological position in research is generally 

divided into positivistic and interpretive epistemologies. The positivist epistemology is 

driven by objectivism, a positivist researcher believes in an independent and impartial 

approach towards acquiring knowledge about the phenomena that is being researched. The 

positivist approach towards acquiring knowledge involves systematically collecting of data 

based on literature and theoretical framework, and conducting a robust analysis to provide 

a reliable and valid meaning and explanation on the relationships between the variables 

under study. The aim of the researcher in a positivist approach is to provide knowledge that 

is backed by factual data based on scientific empirical research process. This differs from 

the interpretive epistemology which is driven by subjectivism based on the phenomena in 

the real world. From the interpretive epistemology perspective, researchers argue that 

knowledge is constructed through the interactions between consciousness and the real 

world (Scotland, 2012). Therefore, to acquire knowledge researchers need to experience 

and participate in the real world. This implies that in the interpretive epistemology the 

researcher is part of the research process; therefore they generate knowledge through 

interactions between researcher and the research participants (Guba and Lincoln, 1994). 

Accordingly, knowledge and meaningful reality are formed based on the constant 

interaction between the researcher and the participants, and further developed and 

communicated in a social context, thereby exposing the hidden social forces and structures 

that influence the real world (Scotland, 2012).  

The epistemological position adopted in this study is the positivist position. In line with 

this; the researcher aims to gain knowledge on the factors that influence SME financial 

decision making through systematic research procedure that is backed by an existing 

theoretical framework. To achieve this, the researcher maintains an impartial and 

independent position in verifying the extended theoretical framework based on the theory 

adopted for the study, and in the testing of hypothesis through empirical hypothesis testing.  

4.2 Research Method 

It was highlighted in earlier sections that quantitative method is the adopted method for 

this study. Quantitative method  involves examining relationships between variables and 

testing hypotheses (Creswell and Clark, 2011). In quantitative research, researchers are 

concerned with the predicative relationship between variables examined, they aim to 

exploit the objectivity, replicability, and generalizability of findings due to the objective 
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and systematic approach to data collection and analysis. Quantitative method holds that 

there is a reality that could be understood through systematic approach (Saunders et al 

2015). 

 

4.3 Research design  

Research design aims to show how the researcher intends to achieve the aims of the 

research (Saunders et al., 2015). It is the blueprint for the collection, measuring, and 

analysis of data, with a view of answering the research question (Kothari, 2004). Research 

designs can be differentiated into five different types including experimental design, cross 

sectional design, longitudinal design, case study design and comparative design.  

4.3.1 Cross sectional research design  

Cross sectional design involves collecting data on multiple cases and variables at a single 

point in time in a bid to gather quantitative data that can be used to examine the patterns or 

relationships between these variables (Bryman and Bell, 2015).  Cross sectional study aims 

to establish variation in the phenomenon under investigation, through studying the patterns 

in a systematic and standardized method, with a view of concluding on the relationship 

between examined variables. In using this research design the researcher needs to ensure 

that reliability of and measurement validity by adopting quality measures for the variables 

or concepts being investigated. Cross sectional research can largely be replicated if same 

data gathering and analysis procedure is followed. This research design is widely used in 

social sciences and business management research because of its simplicity of use in 

investigating why individuals behave or think in a particular way (Hall and Hall, 2008). 

Cross sectional design is the most common form of research design in business 

management and social science research, however, a key weakness in this design is the 

issue of obtaining a representative sample size and the validity of responses collected from 

participants (Hox and Beoije, 2005).This design is generally criticised for not providing in-

depth information on the phenomena that is being studied, and critics argue that this 

research design poorly predicts actual behaviour especially in complex dimensions (e.g. 

race relations). Despite the identified weaknesses of cross-sectional survey, this method is 

largely favoured for its ease, flexibility, and the ability to collected huge amount of data on 

large number of variables for further analysis of relationships and variations.   

4.3.2 Research design for the current study  
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The aim of this study is to examine the attitudinal factors that influence SME financial 

decision in Nigeria. The research design adopted for this study is the cross-sectional survey 

design. The decision to use this design is based on its suitability and practicability for the 

objectives of this research, and the advantages it presents to the study. Cross sectional 

survey in this study enables the researcher collect data and present findings that can be 

generalised in Nigeria. It also allows for the collection of significant amount of data within 

a limited time period from business owners and managers in Nigeria. Lastly the cross-

sectional survey enabled the researcher gather data on the various variables that will be 

used to test hypothesis proposed in the extended TPB framework.  

Data collection  

There are different methods that can be adopted in the collection of data for analysis in a 

study. The data collection technique adopted by a researcher is usually guided by the 

research question, objectives of the research, the chosen research method and design for 

the study, and the data needs of the researcher (Bryman, 2015). Strategies that can be used 

for the collection of quantitative and qualitative data for research includes experiments, 

surveys, interviews, participant observations, and focus groups (Hox and Boeije, 2005). In 

this present study, quantitative data were collected through questionnaire survey.  

4.4 Quantitative data collection process  

Cross-sectional survey was also chosen to gather quantitative data that can be used to 

empirically examine the patterns and relationship between the endogenous and exogenous 

variables in the framework. This data will be used to examine the relationships and test 

hypothesis related to the attitudinal factors and underlying influences as specified in the 

adapted TPB model. The cross-sectional survey enables the researcher to examine the 

subjective characteristics of the chosen population, and the fact that the population of 

SME’s in Nigeria is very large makes survey suitable for gathering a representative data.  

The following section discusses the survey process. 

4.5 Population and Sample  

A key step in survey research determining the appropriate sample size is identifying the 

population of the study. The population for this study is composed of small businesses in 

Nigeria. The Central Bank of Nigeria estimates that 99% of businesses in Nigeria are 

SMEs resulting to about 17 million SMEs; however, there is lack of clear census on the 

total number of small and medium businesses in Nigeria. There was a need therefore to 
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identify an appropriate sample frame from which the sample for this research will be 

selected, since the entire population cannot be surveyed. Bryman and Bell (2015) noted 

that the sample frame is listing of units in the population used for the selection of sample 

for a study. The researcher retrieved an appropriate sample frame of 5000 businesses 

across major cities in Nigeria from the Yellow Pages data base. Yellow pages Nigeria 

maintains a comprehensive data base of businesses across Nigeria, including phone 

numbers and email addresses that have been provided by these businesses during 

registration to be listed on the Yellow Pages Nigeria website and publications.  

4.5 Sample Size  

The moderate sample size required for multivariate analysis continues to be a source of 

debate in business management research. This is the case especially in studies that adopt 

the use of Structural Equation Modelling approach for analysis. Kline (2015) opine that 

SEM requires reasonably large sample size for a more robust analysis. However, Herzog 

and Boomsma (2009) assert that there is no rule of thumb for the minimum sample size 

that should be used for SEM analysis. Nevertheless, Kline (2015) concludes based on 

reviews of studies that used SEM in different disciplines that 200 cases can be considered a 

suggested minimum sample size for SEM analysis with complex models. Similarly, 

Saunders et al (2012) in providing a suggested sample size for traditional regression 

analysis opines that with a margin of error of 5% and confidence level of 95%, a minimum 

sample size for a population over 10000 is 370. Furthermore, using the Creative Research 

Systems sample size calculator, the sample size for large population size of over 10000 

was suggested to be 312, with a confidence level of 95%.  

In this study, the researcher used a simple random technique in which every SME in the 

population had same opportunity to be selected. The use of simple random sampling 

technique is favoured in a large population survey because it reduces bias and significantly 

reduces sampling error (Black, 2011). A key goal of survey study especially with the use 

of SEM is to collect data that is representative of the target population (Kotrlik and 

Higgins, 2001).  

4.6 Questionnaire development and distribution  

Systematic development of questionnaire used for data collection is vital to ensure that 

measurement errors is minimized in the research (Radhakrishna, 2007). The process of 

developing the questionnaire (questionnaire attached in appendix 1) deciding the 

questionnaire format, measuring and scaling of items in the survey, pretesting, and test for 
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validity and reliability. These processes as it applies to the current study are discussed 

further in the following sections 

 

4.6.1 Measurement and scaling of constructs for the study  

The theoretical framework of this research presented in chapter three contains 12 latent 

constructs. According to MacCallum and Austin (2000) latent constructs are hypothetical 

constructs that cannot be measured directly. In other words, these constructs can only be 

measured indirectly through indicators with the right scale. The constructs for the study 

include 5 traditional TPB constructs (Intention, attitude, subjective norm, perceived 

behavioural control, normative beliefs), and 7 additional constructs (perceived trust, 

financial literacy, perceived risk, perceived obstacle, perceived quality of loan information, 

self-efficacy beliefs, and perceived transparency). These additional constructs were 

selected based on arguments from TPB model and empirical literature. In addition, 

indicators for each construct were adapted from past access to finance studies, and studies 

that have adopted the TPB framework. In total, 54 items were used to measure the 12 

constructs, these items were adapted from prior studies, in addition to this, demographic 

data was gathered with 9 questions. Table 4.1 below presents the constructs for the 

proposed model in this study. Subsequent sections discuss the measurement and 

operationalization of these constructs within the current research context. 

Table 4.1: Constructs for the proposed model  

Construct Code Type of 

indicators  

No. of 

Indicators  

Source of 

measurement  

Attitude  ATT Reflective  4 items  (Kraft et al., 2005, 

Koropp et al., 2014) 

Perceive Social Norm PSN Reflective  3 items  (Ajzen, 2002, Lee, 

2009) 

Perceived Behavioural 

Control  

PBC Reflective  6 items  (Makpotche et al., 

2015, Ajzen, 1991) 

Perceived trust  Ptrust Reflective 6 items  (Kim et al., 2011, 

Gefen et al., 2003),  

qualitative Interviews  
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Financial Literacy FinLit Reflective 4 items  (Huston, 2010), 

qualitative interviews 

Perceived Risk PercRisk Reflective 4 items  (Simon et al., 2000) 

Normative Beliefs NB Reflective 3 items (Francis et al., 2004, 

Ajzen, 2002) 

Perceived obstacles in 

accessing bank loans  

PerObst Reflective 5 items  (Beck et al., 2006), 

qualitative interviews 

Self-Efficacy beliefs  SelfEff Reflective 4 items  (Kraft et al., 2005) 

Perceived Quality of loan 

information  

PercQual  Reflective 6 items  (Cheng and Huang, 

2013),  

Perceived Transparency  PTran  Reflective 4 items  (Kang and Hustvedt, 

2014),  

Intention to use bank loans  Intn  Reflective 5 items (Francis et al., 2004, 

Koropp et al., 2014) 

 

Demographic Variables  

The questionnaire also captures demographic data of respondents, nine questions was used 

to gather data on the age, gender, number of employees, respondent position in the 

company, and activity of the business. Other demographic data capture includes number of 

years the business has been operating, estimated value of asset, and average annual 

revenue.  

4.6.2 Pretesting 

Pretesting is considered a key part developing a questionnaire instrument. The main goal of 

the pretesting stage is to ensure the instrument yields reliable, valid, sensitive, unbiased 

and complete data that can be used for robust and accurate analysis (Collins, 2003). Collins 

advised researchers to pre-test their questionnaire instruments multiple times in order to 

achieve high quality data.   

Pretesting in this study was done two times with the aim of checking for inconsistencies, 

minimising measurement error, and establishing validity. The first pre-testing involved 
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sending a draft questionnaire to five expert colleagues (three of whom are research active 

academics in business and finance, while the other two are business professionals). The 

purpose of the first pre-test was to solicit for critical review from these experts. They were 

requested to identify any biases, grammatical error, ambiguity, misleading questions, and 

determine relevance of the questions asked in the survey instrument. This first stage of pre-

test yielded valuable feedback and suggestions, for instance specific feedback on some 

indicators for the perceived obstacles led to the rephrasing indicators for PBC1, PBC2, in 

additions PercRisk1, PercRisk2, SelfEff1, SelfEff2, SelfEff3, FinLit1 and FinLit2 was also 

reworded for more clarity and less ambiguity.  Few grammatical errors were spotted and 

corrected at this stage.  

In the second pre-testing a draft of the edited questionnaire was sent to 10 participants, the 

aim of this pre-test was to check for clarity of the question, to determine if participants 

understood the questions, determine how much time it took participants to complete the 

questionnaire, and identify any form of ambiguity from participants perspective. Feedback 

from these participants was mostly positive, however few comments were made on the 

need to provide more clarity for indicators on Intention to use bank loan. Also, feedback 

from participants highlighted that it took an average of 30 minutes for participants to 

complete the survey. All of the feedbacks from the pre-testing were incorporated into the 

final draft thereby establishing face and content validity in preparation for a pilot study.  

4.6.3 Administering the questionnaire   

In this study, the survey questionnaire was administered through Qualtrics web based 

online survey link. The survey questionnaire was designed on the Qualtrics platform and a 

link was generated and forward to participants through email, Whats App, and social 

media platforms (such as Facebook, Twitter), for businesses that have provided these 

information in their yellow pages listing. Web based survey enables a researcher reach 

wider and larger number of participants, provides flexibility for researcher and 

participants, is convenient for participants, enhances easy data entering and minimizes data 

entry error, reduces administration cost, and is easy to follow up, (Evans and Mathur, 

2005). However, a key limitation with web-based survey is low response rate as 

respondents tend to ignore request for survey since they are bombarded daily with 

marketing and other information and request. Despite the limitations of this method, the 

benefits made it a suitable method for administering the questionnaire in this study.  
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Questionnaire was sent to 1200 targeted participants as discussed, as noted earlier 

questionnaire was sent through emails, social media channels (Whats App, Twitter, and 

Facebook) for businesses that provided this information in their Yellow Pages Nigeria 

listing. To manage the risk of low response, the researcher called majority of the business 

and explained the importance of the research, in addition to this the researcher also 

solicited the support of a team 4 research assistants in Nigeria who assisted in reaching out 

to the targeted participants through phones calls and emails as a form of follow up. The 

survey was opened from July 2017 to October 2017, within this time the researcher was 

constantly following up sample participants, and businesses that indicated that they are not 

willing to partake in the survey was replaced randomly. The progress of the survey was 

tracked in real time on the Qualtrics platform, upon close of the survey data 469 responses 

was retrieved and exported to excel for data screening, preparation and cleaning for further 

analysis on SmartPLS 3 software.  

4.7 Data analysis  

Prior studies on financial inclusion and access to finance for businesses have mostly used 

first generation regression analysis techniques as shown in the literature review chapter. 

These studies use these techniques to test proposed hypothesized relationships and analyse 

models related to the factors influencing access to finance and financial inclusion. 

However, (Demirgüç-Kunt et al., 2008) asserted the need for new methodological direction 

for empirical studies on access to finance in other to gain better insight into the factors that 

create barriers for businesses. They noted that current regression models have been able to 

identify the significance of these barriers, but these regression models are limited because 

they do not provide better understanding on the impact of these barriers, or how 

perceptions about these barriers are formed.  

To this end, this study used Structural Equation Modelling. The use of Structural Equation 

Modelling (SEM) has increased in business and management research in recent years. 

SEM is an advanced version of general linear modelling process, it is used to test and 

estimate causal relationships among hypothetical relationships, and latent variables 

simultaneously. Cunningham and Wang (2005) supports that a key advantage of using 

SEM for analysis in business and social science research is the clear understanding of  

patterns of correlational/covariance among a set of variables. Kline (2015) noted that SEM 

can explain as much variance as possible in a specified model, this gives the researcher 

more flexibility in the analysis.  
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4.7.1 Justification for the use of SEM in this study  

SEM was chosen as the method for analysis based on the following reasons. Firstly, the 

use of SEM in this study is based on the fact that this approach is suitable for latent 

constructs. This makes SEM an appropriate method of analysis for this study because the 

constructs in the proposed TPB framework are all latent variables.  

Secondly, SEM can simultaneously compare the causal relationship between constructs, 

and adequately reduce error in measurement, thereby improving the accuracy of the 

findings (Kline, 2015). The use of SEM in this study will enable the researcher 

simultaneously to examine the hypothesized relationships with a view of addressing the 

research objectives and achieving the overall research aims.  

Thirdly, SEM facilitates the analysis of mediating effect in a specified model (Astrachan et 

al., 2014). In this study, attitude, perceived social norm, perceived behavioural control, and 

perceived trust act as mediating constructs for the antecedent constructs. Traditional 

regression analysis is limited in its ability to assess the interaction between mediating 

constructs and the exogenous and endogenous constructs in a model.  

Despite the benefits of SEM, the methodology has faced some criticisms in recent years. 

Astrachan et al. (2014) opines SEM makes it easy for researchers with limited statistical to 

execute and apply this method, however a review of studies indicates that this gives rise to 

methodological flaws in the execution of SEM in these studies. Therefore, these authors 

noted that it is imperative to understand how and when to use SEM appropriately, and 

researchers need to understand the requirements and interpretations linked to this 

methodology. In addition to this, the application of this methodology can be limited by 

sample size requirements, especially if CBSEM is being applied. Notwithstanding these 

criticisms and limitations, the use of structural equation modelling in this study provides a 

more robust approach to understanding the mediating relationship between constructs in 

the proposed model.   

4.7.2 Covariance Based SEM versus Variance Based (Partial Least Square- PLS) 

SEM 

Researchers can apply Covariance Based SEM or Variance Based SEM when adopting 

SEM as an approach for analysis. CB SEM is widely applied approach across various 

disciplines, both approaches differ in their estimation procedure, assumptions, and 

outcome, however they both aim to achieve same outcome which is to examine the cause 
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and effect relationship between latent constructs (Astrachan et al., 2014, Hair et al., 

2014a). PLS SEM is an evolving approach that is generally considered as an alternative 

approach to CB SEM (Jöreskog, 1978, Hair et al., 2014b). PLS SEM is a variance based 

approach because it uses regression based ordinary least square (OLS) method to estimate 

the relationship between constructs, in a bid to maximize the R2 values of the endogenous 

constructs, on the other hand CB SEM adopts a covariance base maximum likelihood 

procedure with the aim of confirming theory and replicating the covariance based matrix 

with less attention to the explained variance (Hair et al., 2011, Kline, 2015). A researcher’s 

decision on which of the approaches to apply depends on the research context and an 

understanding of the characteristics and objectives that differentiates both approach (Hair 

et al., 2014a). These authors advice that in situations whereby the research is more 

exploratory than confirmatory, and the researcher is looking to extend theory PLS SEM is 

more suitable. The characteristics and objectives of both methods can be discussed with 

regards to data and algorithm, analytical focus, model evaluation. The following section 

discusses the objectives and characteristics of both methods followed by a justification for 

the chosen method. 

Data characteristics  

 Data characteristics are a key parameter that differentiates PLS SEM and CB SEM. Since 

CB SEM adopts a maximum likelihood approach, it require normally distributed data, in 

other words data needs to meet the strict assumption of multivariate normality (Kline, 

2015, Hair et al., 2011). Non normal  data can result in underestimated standard errors and 

goodness of fit matrix that are inflated when evaluating path model on CB SEM (Lei and 

Lomax, 2005). In addition CB SEM require large sample size, this is an issues in CB SEM 

because a large sample size is required for model convergence and stable estimation of 

parameters (Shaojing et al., 2011). CB SEM does not accommodate limitations in 

measurement scales and data collection (for instance missing data). It also faces difficulties 

in handling complex models. Chin (2010) assert that the algorithm nature of CB SEM 

requires the inverting of matrices, therefore method faces difficulties in handling complex 

models with 50 or more items.  On the other hand PLS SEM is able to handle non normal 

data, this approach can provide robust estimates with data that are normal and extremely 

not normal (Hair et al., 2014a).  

Data collected in many social science studies including studies in business, accounting and 

finance often fail to achieve multivariate normality (Hair et al., 2014b), in such instance 

PLS SEM is the recommended method because it makes no assumption on the normality of 
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data. PLS SEM can handle non normal and normal data because non normal data is 

transformed by PLS algorithm in line with the central limit theorem (Cassel et al., 1999, 

Hair et al., 2014b), however these authors caution that highly skewed data can reduce the 

power of statistical analysis therefore researchers need to evaluate the data and result for 

these issues. With regards to sample size CB SEM requires large sample because it takes a 

full informational approach and assesses the relationship between all the variables, on the 

other hand PLS SEM works perfectly well with small sample size even with highly 

complex models because it separates the model in smaller component (Astrachan et al., 

2014, Hair et al., 2014b). PLS SEM provides higher levels of statistical power in models 

with complex structure and smaller sample sizes compared to covariance based approaches 

(Hair et al., 2014a).  

Analytical focus  

The analytical focus of both methods is also a key differentiating factor between PLS SEM 

and CB SEM. CB SEM is a confirmatory approach that requires a full theoretical model 

that is correctly specified, this is the case because this approach estimates the model 

parameters in with the aim of minimizing the discrepancies between the observed and 

sampled covariance matrix in the theoretical model (Hair et al., 2014a, Astrachan et al., 

2014), therefore the parameters can only be estimated when the model is correctly 

specified. On the other hand, PLS SEM is a theory development and explanatory approach, 

which permits analysis of the relationship between constructs, and facilitates prediction of 

the direction of the relationship especially in complex models (Astrachan et al., 2014). The 

constraints for model fit in CB SEM makes it more suitable for testing and confirming 

established theory with correctly specified relationships and well developed measurement 

items, therefore if the objective of the research is to develop theory or predict relationships 

PLS SEM is more suitable (Astrachan et al., 2014, Hair et al., 2014a, Hair et al., 2011). 

Despite the differences in the analytical approach of both methodologies, Chin (2010) 

argues that it should not be construed that PLS SEM cannot be used in confirmatory 

domain or in instances when theory is well researched. The author noted that PLS SEM is 

well suited for incremental study whereby the study builds on existing model by 

developing new measures and structural part. In such instances PLS SEM allows the 

researcher to constrain the new construct and measures to its immediate nomological 

neighbourhood of construct with the aim of avoiding the estimation bias that can arise from 

CB SEM as a result of minor modelling or item selection error (Chin, 2010)   

The model evaluation  
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The model evaluation techniques differ in line with the confirmatory and exploratory 

dimensions of both methods. CB SEM uses Global goodness of fit criteria to determine the 

overall model fit, in other words to examine how well the theory fits the data. On the other 

hand there is no goodness of fit criterion for PLS SEM, instead this method uses 

nonparametric evaluation based on bootstrapping and blindfolding (Hair et al., 2014a). The 

structural model in PLS SEM is assessed based on heuristic criteria that are determined by 

the predictive capabilities of the model. The lack of Global goodness of fit criteria for PLS 

SEM has been traditionally considered a key limitation for this method; however, the 

approach uses multiple criteria assess reliability and validity, and variance. The concept of 

fit cannot be transferred fully to PLS SEM because the model focuses on predicting and 

explaining relationships and accounting for the explained variance in the endogenous 

construct (Hair et al., 2014a, Hair et al., 2014b). These authors concluded that PLS SEM is 

a suitable approach if the researcher needs to test variance in the model, while if the 

researcher needs fit statistics to confirm the model then CB SEM is more appropriate 

approach to adopt.  

Table 4.2: Summary of characteristics for CB SEM and PLS SEM  

Criteria CB SEM PLS SEM 

Research objectives Theory testing, confirming theory, 

and comparing alternative theories 

Predicting and explaining 

relationships, Exploratory, 

theory development, 

incremental studies 

Data  characteristics  Requires large data especially for 

complex models, requires normally 

distributed data, very sensitive to 

missing data and limitations with 

measurement items.  

 

Effective with small and large 

sample size even with 

complex models, makes no 

assumption on normality of 

data. Robust analysis can be 

achieved with reasonable level 

of missing values. 

Model complexity  Difficulties in handling complex 

models with significantly large 

indicators 

Effectively handles complex 

models with multiple 

relationships 

Model Evaluation  Global goodness of fit measures  2 step model valuation process 
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(measurement model 

reliability and validity 

analysis), and significance of 

path coefficient.   

 

 

4.7.3 Justification for selecting PLS SEM method 

The advantages PLS SEM presents for the current study, and the suitability of the criteria 

of PLS SEM makes this method preferred for the current study compared to CB SEM. 

Firstly, PLS SEM is suitable for this study because of the complex nature of the proposed 

model. Chin (2010) defines complex models as any model with more than 10 constructs 

and over 50 measurement items. The model proposed in the current study consists of 12 

constructs with over 50 indicators, this makes PLS suitable for the study. 

Secondly, the current study is an incremental study that adds a new construct (perceived 

trust) to the existing TPB model and incorporated antecedent variables in a bid to further 

understand the demand side factors. The goal of the current study is to predict the 

relationship between these constructs, therefore based on the analytical focus of the current 

study PLS SEM was considered a more effective analysis method for this study. 

Thirdly, data characteristics with regards to sample size and constraints surrounding with 

normality of data makes PLS SEM a preferred method for this study. The current study 

recorded 437 case after data screening, this sample size is generally considered sufficient 

for CB SEM based on recommendations from Kline (2015), however with the complex 

nature of the current model in terms of the hypothesized relationships,  a higher number of 

case will be required for a more effective analysis in CB SEM. Further to this, the large 

sample size of the current study makes it difficult to meet the strict requirement of 

normality, Hair et al. (2014a) supports that data collected in many social science surveys 

with large sample size rarely meet the multivariate normality of CB SEM. PLS SEM 

effective handles normal and non-normal data with small or large sample size, this makes 

it a more suitable method for the current study. 

Lastly, PLS SEM is significantly underutilised in this area of research, prior access to 

finance and financial inclusion studies mostly rely on traditional regression analysis which 

have significant limitations with regards to the robustness of analysis, PLS SEM provides a 
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flexible and more robust analysis tool compared to traditional regression analysis. 

Adopting this method in the current study provides a different approach to analysis and 

evidence that PLS SEM can be applied successfully in this area research. Demirgüç-Kunt 

et al. (2008) highlighted the need for a more rigorous and robust methodological approach 

in access to finance studies.  

 

4.7.4 Data Analysis Method 

From earlier sections, it was noted that validity of the questionnaire was partly established 

through pre-testing. The pre-testing of the questionnaire established face validity and 

content validity. However, it is imperative for researchers to test for reliability and validity 

of their survey instrument (Saunders et al, 2015). Analysis in PLS SEM follows a two-step 

analysis processing which involves assessing the measurement model, and structural 

model. The first step uses set criteria to assess reliability and validity of items in the 

measurement model. This is to ensure that the items used correctly and adequately 

measures the constructs in the model. The second stage in PLS SEM analysis path model 

analysis is the analysis of the inner model (structural model). At this stage the researcher 

takes steps to evaluate the relationships hypothesized in the proposed framework within the 

inner model. PLS SEM unlike CB SEM does not have a goodness of fit measure, it 

assesses the model quality using criteria such as the Coefficient determination (R2), Cross-

validated redundancy (Q2), Path Coefficients, and Effect Size (F2). These measurements 

are discussed briefly in the following sections.  

4.7.5 Measurement Model Analysis  

The measurement model analysis in PLS SEM differs according to type of measurement 

model. Hair et al. (2014a) assert that there are two types of measurement model researchers 

must consider in a researcher this includes reflective and formative models. In reflective 

model the indicators are a representation of the construct, therefore the direction of 

causality flows from the construct to the indicators. Since the indicators in the reflective 

model share a common theme, they should be highly correlated and interchangeable, and 

items can be deleted without changing the conceptual meaning of the construct (Jarvis et 

al., 2003, Coltman et al., 2008, Hair et al., 2014a). Reflective models require assessment of 

internal consistency and reliability. On the other hand, in formative models the relationship 

or causality flows from the indicators to the construct, in other words the construct is a 

determined by the indicators, therefore omitting an indicator alters the conceptual meaning 
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of the construct and items are not interchangeable as is the case with reflective models, in 

addition items in a formative need not share a common theme. Formative models cannot be 

assessed same way as reflective models due to the difference in their construct formation, 

quality of the model can only be assessed by the weights and directionality of the items and 

the construct (Hair et al., 2014a, Coltman et al., 2008, Jarvis et al., 2003) 

The proposed model of this study presented in chapter three consist of only reflective 

constructs therefore the researcher assessed following the set criteria for assessing 

reliability and validity of reflective constructs. Hair et al. (2014b) assert that researchers 

should verify reliability of a reflective model by assessing internal consistency reliability, 

and validity by assessing convergent and discriminant validity.  

4.7.5.1 Reliability  

Indicator reliability and Internal consistency reliability checks if the indicators that make 

up the construct are consistent, and if the measurement scales are reliable (Bryman and 

Bell, 2015). Indicator reliability can be assessed by examining the factor loadings of each 

indicator. Factor loadings above 0.70 are generally considered satisfactory, however Hair 

et al. (2010) opines that factor loadings above 0.50 can be considered a minimum 

threshold. Hair et al. (2010) supports that items with low factor loadings can be eliminated 

if it improves the composite reliability and AVE (Average Variance Extracted). Internal 

consistency reliability can be assessed using Cronbach’s alpha, however composite 

reliability is a more robust measure of internal consistency because it does make the 

assumption that all indictor loadings are equal in the population in line with the 

foundational principles of PLS SEM, and it is not sensitive to number of items in the scale 

as is the case in Cronbach’s alpha (Hair et al., 2014b). A composite reliability score 0.7 

and above is generally considered satisfactory, however a composite reliability score of 0.6 

can also be considered acceptable in exploratory and incremental research (Hair et al., 

2014a, Bagozzi and Yi, 2012).  

4.7.5.2 Validity  

Assessing construct validity involves checking if the indicators adequately measures same 

concept and the extent to which measures in each construct correlate (Bryman and Bell, 

2015, Hair et al., 2014a). Validity analysis focuses on examining the convergent validity 

and discriminant validity of the construct. Average Variance Extracted (AVE) is a 

generally used measure of convergent validity, a threshold of 0.5 or higher AVE is 

considered adequate for convergent validity to be established. 0.5 or higher AVE is an 
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indication that the construct accounts over half of the variance of its indicators (Hair et al., 

2014b, Hair et al., 2014a).  

Discriminant validity is also another measure of validity, it checks to see the extent to 

which an indicator differ from other latent constructs in the model (Bryman and Bell, 2015, 

Hair et al., 2010). Discriminant validity is assessed by examining the cross loadings by 

correlating the component score of individual constructs and their indicators with other 

constructs and indicators in the model. The second approach in establishing discriminant 

validity is to use the Fornell-Lacker Criterion analysis which compares the square root of 

all the AVE values with the correlations in the latent variables. The square root of the AVE 

for each variable should be higher than its highest correlation with other constructs(Hair et 

al., 2014a). These analyses are conducted in PLS SEM using the Bootstrapping procedure. 

4.7.6 Analysis of structural model 

The next step after analysing the measurement model and establishing reliability and 

validity is to analyse the hypothesized relationships in the structural model.  The aim of 

this analysis is to test the predictive power and stability of the model estimates. The 

following criteria facilitate the assessment of the structural model: Coefficient of 

determination (R2), Cross-validated redundancy (Q2), Path Coefficients, and Effect Size 

(F2). 

4.7.6.1 Coefficient determination (R2) 

The R2 value is a measurement of the predictive accuracy of the model; it represents the 

joint effect of the exogenous variables on the endogenous variables. In other words, it 

measures the level of influence the independent variable (exogenous construct) have on the 

dependent variable (endogenous construct). A larger R2 is an indication that a larger 

percentage of variance is explained, Hair et al. (2014b) suggested the following threshold 

can be considered 0.75 (substantial), 0.5 (moderate), 0.25 (weak), however there is no 

generally acceptable guideline for acceptable threshold figure.  

In addition to R2 values, the effect size F2 is also used to assess if an exogenous construct 

significantly influences the endogenous construct. F2 is a representation of how the R2 of 

the endogenous construct changes when a specified exogenous latent construct is used or 

omitted from the model. The higher the F2 value the greater the influence exogenous 

construct on the endogenous construct. A guideline of 0.02, 0.15, and 0.35 respectively is a 

representation of small, medium, and large effects(Cohen, 1988, Hair et al., 2014a).  
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4.7.6.2 Cross Validated Redundancy (Q2) 

The next step of analysis after determining the R2 for the structural model is the Q2 

analysis. This measure is an indicator of the predictive relevance of the model. It evaluates 

the predictive capacity of the model through cross validation redundancy for each of the 

constructs in the model. The blind folding procedure is used in PLS to obtain the Q2 value, 

a Q2 value larger than zero for a specific latent construct is an indication of the path 

model’s predictive relevance for this specific construct. A Q2 > 5 is generally considered 

an adequate predictive model (Chin, 2010). 

4.7.6.3 Path Coefficient analysis  

PLS SEM also provides estimates for the path coefficient of the hypothesized relationships 

in the model. The values for path coefficient are standardized on a range of -1 to +1, 

coefficients closer to +1 indicates strong positive relationship, while coefficients closer to -

1 indicates strong negative relationship. PLS SEM uses bootstrapping procedure to test for 

significance. 

4.8 Ethical considerations  

Bryman and Bell (2015) postulates that key ethical concerns in business management 

research includes consent, data collection, privacy and confidentiality, and engaging in 

research activities in line with the codes and guidelines of the institution the researcher is 

affiliated with. These concerns have been given due consideration in the research process, 

participants were informed of their ability to withdraw their consent at any stage of the 

survey or interview. Furthermore, the researcher has ensured that the data collection 

instrument does not require collecting any personal information of participants; this was to 

ensure that the confidentiality of participants is maintained throughout the research 

process. In addition, no sensitive data is required in this research hence there was no 

significant privacy concerns, however participants were clearly informed of what the data 

collected will be used for, and how the data will be stored. Also, data collected for this 

research was stored in memory stick which was passworded. Finally, necessary ethical 

approval (attached in appendix 2) was received from the University of Bedfordshire’s 

ethical approval committee in line with the guidelines and requirements of the university, 

and a cover letter was approved by the committee for the researcher to present to 

participants for this research. This cover letter was presented to Yellow Pages Nigeria who 

facilitated access to the Yellow Pages Nigeria database, thereby allowing the researcher 

gain access businesses sample for this research.  
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CHAPTER FIVE: Result and Analysis  

5.0 Introduction  

The aim of this chapter is to present and analyse the results of this study.  The chapter 

provides an overview of the survey instrument and data screening procedures and presents 

the results of the analysis of the measurement and structural models of this study. The 

chapter concludes with the testing of hypothesized relationships in this study.  

5.1 Summary of survey design 

In Chapter Four, the data collection process for the study was discussed. As noted in that 

chapter, questionnaire for this study was distributed to 1,200 small and medium businesses 

in Nigeria. The questionnaire for this study (attached in appendix 1) contained a total of 12 

constructs earlier considered for the adapted theory of planned behaviour model. Fifty-four 

items were used to measure these constructs, and measurement items were developed from 

prior empirical literatures. However, perceived obstacle as a construct was not included in 

the final analysis due to lack of adequate theoretical justification for its inclusion in the 

adapted model.  A link to the electronic copy of the questionnaire was sent to respondents 

through email and social media channels for businesses which provided such information 

in their listings on the Yellow Pages database. A total of 469 responses were retrieved at 

the end of the survey. However, only 437 were usable after data screening, representing 

36% response rate. Further 15 responses were also excluded from the threshold of 100 

employees finally adopted for inclusion. This means that a total of 422 studies were used 

for the analysis. There is no generally agreed minimum standard for response rates for 

quantitative surveys currently, as response rate can vary considerably (Saunders et al., 

2015). However Baruch and Holtom (2008) assert that response rate of over 35% is 

considered an acceptable benchmark for questionnaire survey. 

5.2 Pretesting 
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Pretesting in this study was conducted in two phases: the first phase was to check for 

inconsistencies and minimize measurement error; the second phase was to check for clarity 

of survey questions--in other words to check if respondents understood the questions in the 

survey instrument. Also, pretesting in the second stage also helped determine the average 

time it would take participants to complete the questionnaire. Feedback was collected from 

expert colleagues in the first pre-test stage. These feedbacks led to the rewording of 

indicators PercRisk1, PercRisk2, SelfEff1, SelfEff2, SelfEff3, FinLit1 and FinLit2, 

including correction of grammatical errors. In the second pre-test stage, feedback from 

potential participants centred on clarity of few indicators, and it was determined based on 

feedback that the average time it took participants to complete the survey was 30 minutes. 

After pretesting, the final questionnaire was designed on the Qualtrics survey platform, and 

a link to the survey was generated for distribution to participants. 

5.3 Data cleaning and screening  

Data collected for this survey were recorded in real time on the Qualtrics survey platform 

as respondents filled the question. Data were then exported to SPSS and Excel for 

screening and cleaning. The screening and cleaning process checked for missing data, 

outliers, and test for normality. These preliminary procedures are discussed in the 

following paragraphs. 

5.3.1 Missing data  

The researcher first adopted the visual inspection method to check for missing data. This 

aligns with the suggestions of (Schivinski, 2017). Data were loaded on Microsoft excel and 

the researcher used the count blank function to inspect extreme cases of missing data--

which involved counting the number of missing data points with this function. Responses 

with highly inconsistent data (above 7 missing data points) were deleted at this stage. Also, 

standard deviation was used to identify respondents who endorsed only one anchor point 

throughout the whole survey. Schivinski (2017) noted that respondents with zero standard 

deviation is an indication that they answered just one anchor point through the whole 

survey, and for respondents with close to zero standard deviation, there was very little 

variation in their responses. These data were considered unusable and therefore deleted at 

this stage. A total of 20 responses were deleted as a result of these inconsistences. Hair et 

al. (2010) suggest that inconsistent data can cause issues of generalizability, therefore 

researcher should consider eliminating cases with more than 10% missing data points. 

Further checks for missing data were conducted on SPSS using the MCAR test. The 
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checks showed that data was Missing Completely At Random as seen in the MCAR test 

result (Chi-Square = 1697.062, DF = 1785, Sig. = .931). Upon satisfying the assumptions 

of MCAR, the remaining cases with missing data were removed, making a total of 28 

cases. Kang (2013) postulates that case deletion is known to produce unbiased estimates 

and conservative results if MCAR is satisfied, especially when there is a large sample size.  

 

5.3.2 Outliers and Normality  

Cases of outliers were inspected by monitoring Mahalanobis distance on SPSS. The study 

identified 4 outliers that were considered influential as they did not meet the ± 1.96 or ± 

2.58 degrees of freedom as suggested by (Hair et al., 2010). The offending cases were 

deleted from the study, and a check on skewness and Kurtosis indicated that majority of 

the constructs were within ± 2.58 thresholds. Hair et al. (2014a) support that non-normality 

of data is not an issue in PLS SEM, because it is difficult to achieve normality in surveys 

with latent variables. And PLS SEM effectively handles normal and non-normal data, 

hence the impact of non-normality of few constructs was not considered a significant issue 

by the researcher.  

5.4 Demographic characteristics of respondents 

Table 5.9: demographic characteristics of respondents 

Demographic variable Measure N N% 

Owner/manager Age 18 – 24 26 6.2 

25 – 34 154 36.5 

35 – 44 126 29.9 

45 - 54 68 16 

55 - 64 33 7.8 

65 - or older 15 3.6 

Total 422 100 

Position  Owner 96 23 

Manager 171 41 

Both 155 36 

Total 422 100 

Gender Female 203 48.1 
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Male 219 51.9 

Total 422 100 

No. of Employees 1-4 98 23.2 

5-9 148 35.1 

10-19 114 27.0 

20-49 48 11.4 

50-99 14 3.3 

Total 422 100.0 

Sector Wholesale and retail trade 94 22.3 

Transportation and storage 60 14.2 

Accommodation and food service 

activities (Hotels, restaurants) 

74 17.5 

Information and communication 54 12.8 

Education 44 10.4 

Arts, Entertainment and Recreation 50 11.9 

Others  46 10.9 

Total 422 100 

 

Table 5.1 presents the demographic characteristics of respondents. Demographic 

information includes age, position, gender, number of employees, and sector. The result 

indicates that majority of the respondents are between 25 and 44 years at 66.4%; 27.5% of 

the respondents are over 45 years, and the rest are between 18 and 24 years. For the 

position of respondents, approximately 41% are managers, 23% are owners, and 36% are 

both managers and owners.  Male respondents were slightly more than female respondents. 

The result indicates that 51.9% of the respondents are male, while 48.1% are female. With 

regards to number of employees, 58% of the respondents have between 1-10 employees; 

38.4% have between 10-49 employees; and the rest have between 50-100 employees. 

Respondents were also asked to indicate sector or industry. The table shows that 22.3% of 

the respondents are in wholesale and trade; 14.2% are in transportation and storage; 17.5% 

are in accommodation and hotels; 12.8% are in information and communication; 10.4 % 



95 

 

are in education; and arts, entertainment and recreation are 11.9%, while other sectors 

accounted for 10.9%.  

5.5 Data Analysis 

It was stated in chapter four that analysis in PLS SEM was conducted in a two-step 

process, which involved analysis of the measurement model, and analysis of the structural 

model. The first step used set criteria to assess reliability and validity of items in the 

measurement model. This is to ensure that the measurement items were used correctly, and 

to establish that they adequately measured the constructs in the model. The second stage in 

PLS SEM path model analysis is the analysis of the inner model (structural model). At this 

stage, the researcher took steps to evaluate the relationships hypothesized in the adapted 

framework. PLS SEM, unlike CB SEM, does not have a goodness of fit measure; it 

assesses the quality and explanatory power of the model using set criteria such as the 

Coefficient Determination (R2), Cross-validated Redundancy (Q2), Path Coefficients, and 

Effect Size (F2). The second stage of path model analysis was done in a hierarchical order. 

Firstly, model 1 was used to examine the extent to which the decomposed TPB model 

predicts the intention of SME managers/owners to use bank loans. Secondly, model 2 

(which was adapted to include perceived trust) was used to determine if the added 

constructs increase the predictive capability of SME owners/managers’ intention to use 

bank loans in Nigeria. Following the discussion in Chapter Four on the difference between 

analysis of a formative and reflective model, a reflective model assessment criteria was 

used for this study because all the constructs in the study are reflective constructs--

meaning causality flows from the constructs to the indicators. The measurement (outer) 

model for this study was assessed for indicator reliability and internal consistency, and for 

convergent and discriminant validity. The results of the analysis are presented in the 

following sections.  

5.6 Measurement (Outer) model analysis  

The analysis of the outer model involved specification of the model in PLS SEM, based on 

the TPB theory and the hypothesized relationships in Chapter Three. After specification of 

the model, indicators for each latent construct were assessed for their reliability and 

validity. Following the guidelines from Hair et al. (2014b), the study assessed the 

measurement model for indicator reliability, internal consistency (composite reliability), 

convergent validity (AVE), and discriminant validity. The analysis applied the generally 

accepted thresholds for each of these measures. Measurement analysis was done in a two-
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stage trimming process: firstly, the reliability and validity of all indicators were analysed, 

and indicators that did not meet the required thresholds were then removed; secondly, 

reliability and validity were analysed after the trimming process.  

 

 

 

5.6.1 Indicator and construct reliability before trimming  

Table 5.2 below presents the assessment for reliability for the attitudinal constructs before 

the trimming process. Indicator and construct reliability were assessed using the 

Cronbach’s Alpha, composite reliability, and average variance (AVE) measures. The 

analysis used the recommended thresholds for indicator loadings > 0.6 (Hair et al, 2014a, 

Hulland 1999, p. 198), Cronbach Alpha > 0.6 (Hair et al, 2014a), composite reliability 

(CR) > 0.7 (Gefen, et al, 2000), and AVE > 0.5 (Hair et al, 2014a). The result of the 

assessment of the attitudinal measurement constructs indicated that Perceived Behavioural 

Control (PBC) and Perceived Trust (Ptrust) did not initially meet the thresholds for 

reliability. This was due to low factor loadings for PBC_3, Ptrust_4, and Ptrust_5, which 

also meant that these constructs recorded values below the threshold for Cronbach’s Alpha 

and CR. 

In table 5.3, the assessment of the antecedent factors indicated that Perceived Risk 

(PercRisk), Normative Beliefs (NB), Self-Efficacy (SelfEff), Perceived Transparency 

(Ptran) and Perceived Quality (PercQual) did not initially achieve the required thresholds 

for some of the assessment criteria. This was also due to low loadings or some of the 

indicators; PercRisk_1, PercRisk_3, NB_2, SelfEff_3, Ptran_2, and PercQual_2 were all 

below the threshold of > 0.6 for factor loadings.  

Table 5.10: Reliability assessment of attitudinal (measurement) constructs before trimming 

Constructs  
Items Loadings 

Cronbach 's 

Alpha CR AVE 

Attitude Att_1 0.777 0.755 0.845 0.577 

 Att_2 0.724    

 Att_3 0.757    
  Att_4 0.778       
Perceived Social Norm PSN_1 0.731 0.666 0.805 0.584 

 PSN_2 0.652    

 PSN_3 0.89    
Perceived Behavioural PBC_1 0.776 0.630 0.758 0.431* 



97 

 

*Items not meeting required threshold  

 

 

 

Table 5.11: Reliability assessment of antecedents (measurement) constructs before trimming 

Constructs  Items Loadingsa Cronbach 's Alphab CRc AVEd 

Financial Literacy  FinLit_1 0.746 0.671 0.801 0.502 

 FinLit_2 0.717    

 FinLit_3 0.671    

 FinLit_4 0.699    
Perceived Risk PercRisk_1 0.060* 0.552* 0.601* *0.343 

 PercRisk_2 0.886    

 PercRisk_3 0.382*    

 PercRisk_4 0.661    
Normative beliefs NB_1 0.968 0.593* 0.726 *0.495 

 NB_2 0.441*    

 NB_3 0.786    
Self-efficacy SelfEff_1 0.622 0.633 0.778 *0.470 

 SelfEff_2 0.785    

 SelfEff_3 0.597*    

 SelfEff_4 0.721    
Perceived 

transparency  PTran_1 0.764 0.612 0.744 *0.465 

 PTran_2 *0.505    

 PTran_3 0.702    

 PTran_4 0.711    
Perceived quality of 

loan information  PercQual_1 0.665 0.728 0.817 *0.446 

 PercQual_2 *0.229    

 PercQual_3 0.758    

 PercQual_4 0.707    

Control 

 PBC_2 0.749    

 PBC_3  0.062*    

 PBC_4 0.625    

 PBC_5 0.772    
Perceived Trust Ptrust_1 0.744 0.584  0.715  0.373*  

 Ptrust_2 0.753    

 Ptrust_3 0.787    

 Ptrust_4 0.080*    

 Ptrust_5 0.008*    

 Ptrust_6 0.719    
Intention to use bank 

Loan Int_1 0.822 0.837 0.885 0.607 

 Int_2 0.779    

 Int_3 0.829    

 Int_4 0.782    
  Int_5 0.672       
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 PercQual_5 0.731    
  PercQual_6 0.758    

*Items not meeting required threshold  
a) All Item loadings > 0.6 indicates indicator reliability (Hair et al, 2014a, Hulland 1999, p. 198) 

b) All Average Variance Extracted (AVE) > 0.5 indicates convergent reliability (Hair et al, 2014a) 
c) All Composite reliability (CR) > 0.7 indicates internal consistency (Gefen, et al, 2000) 

d) All Cronbach ‘s Alfa > 0.6 indicates indicator reliability (Hair et al, 2014a) 

 

The items that did not meet the required thresholds were considered for deletion in line 

with the suggestion by Hair et al (2014a). A relevance testing approach suggested by Hair 

et al (2014a) in figure 5.1 indicated that items with loadings below the set thresholds 

should be considered for deletion if this deletion will increase the reliability above the 

thresholds. The authors supported the deletion of items in a reflective construct since, by 

definition, causality flows from the construct to the items, and all the items in the construct 

are interchangeable. Based on the above, the offending items were deleted during the 

trimming process. Table 5.4 and 5.5 presents the reliability result after the trimming 

process.
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Figure 5.4: indicator loading relevance testing 

 

Source: (Hair et al, 2014a, Pg. 104). 

 

5.6.2 Indicator and construct reliability after trimming 

In the trimming process, three items (PBC_3, Ptrust_4, and Ptrust_5) that fell below the 

loading thresholds in the attitudinal measurement constructs were deleted. This improved 

the AVE of PBC above the threshold to 0.538, and Ptrust to 0.559. All of the retained items 

in the attitudinal constructs as shown in figure 5.4 meet the threshold requirement for factor 

loadings, and all CR and AVE scores were above the threshold after trimming.  
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Table 5.4: Reliability assessment of attitudinal (measurement) constructs After trimming 

*Deleted items PBC_3, Ptrust_4, and Ptrust_5 

Table 5.5 presents the reliability measures after the trimming of indicators with low loadings 

in the antecedent constructs. The AVE, CR, and Cronbach’s Alpha were all above the 

threshold after the trimming process. A total of 9 items (PBC_3, Ptrust_4, and Ptrust_5, 

PercRisk_1, PercRisk_3, NB_2, SelfEff_3, PTran_2, and PercQual_2) were dropped in the 

trimming stage. Though the Cronbach Alpha for normative beliefs, perceived risk, and self-

efficacy were slightly below the suggested threshold of > 0.6, reliability and consistency are 

still established since the composite reliability for all of the variables exceeds the threshold. 

In Chapter Four, it was highlighted that composite reliability is considered a more robust 

measure of internal consistency because it assumes that all indictor loadings are equal in the 

population in line with the foundational principles of PLS SEM. And it is not sensitive to 

number of items in the scale as is the case in Cronbach’s alpha (Hair et al., 2014b) 

Indicator reliability, and internal consistency and reliability, were established based on the 

factor loadings in Cronbach Alpha, exceeding the threshold. 

 

 

Constructs  
Items Loadings 

Cronbach 's 

Alpha CR AVE 

Attitude Att_1 0.777 0.755 0.845 0.577 

 Att_2 0.724    

 Att_3 0.757    
  Att_4 0.778       

Perceived Social Norm PSN_1 0.731 0.666 0.805 0.584 

 PSN_2 0.652    

 PSN_3 0.89    
Perceived Behavioural 

Control* PBC_1 0.776 0.681 0.806 0.538 

 PBC_2 0.749    

 PBC_4 0.625    

 PBC_5 0.772    
Perceived Trust* Ptrust_1 0.744 0.736  0.835  0.559 

 Ptrust_2 0.753    

 Ptrust_3 0.787    

 Ptrust_6 0.719    
Intention to use bank 

Loan Int_1 0.822 0.837 0.885 0.607 

 Int_2 0.779    

 Int_3 0.829    

 Int_4 0.782    
  Int_5 0.672       
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Table 5.5: Reliability assessment of antecedents (measurement) constructs After trimming 

Constructs  Items Loadingsa Cronbach 's Alphab CRc AVEd 

Financial Literacy  FinLit_1 0.746 0.671 0.801 0.502 

 FinLit_2 0.717    

 FinLit_3 0.671    

 FinLit_4 0.699    
Perceived Risk   0.559 0.806 0.678 

 PercRisk_2 0.886    

 PercRisk_4 0.661    
Normative Beliefs NB_1 0.968 0.587 0.726 0.655 

 NB_3 0.786    
Self-efficacy SelfEff_1 0.622 0.569 0.778 0.535 

 SelfEff_2 0.785    

 SelfEff_4 0.721    
Perceived 

Transparency  PTran_1 0.764 0.609 0.794 0.563 

 PTran_3 0.702    

 PTran_4 0.711    
Perceived Quality of 

loan information  PercQual_1 0.665 0.777 0.849 0.529 

 PercQual_3 0.758    

 PercQual_4 0.707    

 PercQual_5 0.731    
  PercQual_6 0.758    

 Deleted items: FinLit_1, PercRisk_1, PercRisk_3, NB_2, SelfEff_3, PTran_2, and PercQual_2 

5.6.3 Convergent Validity and Discriminant Validity  

The convergent validity of the constructs was assessed using the Average Variance 

Explained (AVE) measure. It was noted in Chapter Four that the AVE is a generally used 

measure to assess convergent validity. A threshold of 0.5 or higher is an indication that over 

half of the variance is accounted for in that specific construct (Hair et al, 2014b). All the 11 

constructs in the adapted model exceeded the threshold of 0.5 after the trimming process as 

highlighted in the tables 5.4 and 5.5. Therefore, convergent validity was established.  

Discriminant validity was assessed based on the examining of the Cross loadings, and by the 

Fornell-Lacker Criterion. Discriminant validity is established when each construct loads 

higher on its own construct compared to other constructs. The indicator item cross loadings 

matrix shown in table 5.6 indicates that all items load higher on their own construct 

compared to other constructs. In addition, the Fornell-Lacker Criterion matrix presented in 

5.7 shows that all the square roots of the AVE of the latent variables indicate the highest in 

any column or row, which shows that there is discriminant validity for the constructs.  
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The summary of the reliability and validity results for both the attitudinal and antecedent 

constructs presented in tables 5.8 and 5.9 shows that item reliability, internal consistency 

and reliability, and discriminant validity of all the constructs meet the required thresholds. 

After establishing reliability and validity, the study moved to the next stage of analysis, 

which is analysis of the structural model since all criteria for a robust measurement model 

have been achieved. The results for the analysis of the structural model are presented in 

subsequent sections.  
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Table 5.6: Cross loadings for indicator items 

 Att Finlit Int NB PBC PSN Ptran PercQual PercRisk Ptrust SelfEff 

Att_1 0.757 0.215 0.345 0.181 0.22 0.065 0.325 0.258 -0.132 0.256 0.21 

Att_2 0.707 0.301 0.276 0.027 0.072 -0.136 0.186 0.13 -0.206 0.167 0.087 

Att_3 0.742 0.203 0.386 0.144 0.261 0.012 0.365 0.267 -0.104 0.331 0.19 

Att_4 0.772 0.253 0.271 0.019 0.158 -0.104 0.267 0.221 -0.167 0.222 0.116 

FinLit_1 0.263 0.746 0.171 0.061 0.152 -0.098 0.283 0.288 -0.044 0.174 0.118 

FinLit_2 0.245 0.717 0.178 0.094 0.153 -0.127 0.258 0.288 0.063 0.248 0.095 

FinLit_3 0.218 0.671 0.146 0.052 0.202 -0.068 0.3 0.276 0.022 0.245 0.122 

FinLit_4 0.191 0.699 0.069 -0.013 0.072 -0.201 0.192 0.236 -0.027 0.126 0.028 

Int_1 0.338 0.144 0.814 0.265 0.303 0.159 0.337 0.348 0.012 0.425 0.258 

Int_2 0.284 0.15 0.768 0.228 0.265 0.099 0.256 0.31 -0.014 0.345 0.206 

Int_3 0.39 0.166 0.824 0.22 0.283 0.044 0.31 0.29 -0.011 0.359 0.217 

Int_4 0.366 0.131 0.78 0.201 0.263 0.083 0.286 0.303 -0.056 0.305 0.179 

Int_5 0.28 0.22 0.677 0.155 0.184 0.035 0.223 0.255 0.068 0.278 0.107 

NB_1 0.123 0.063 0.263 0.978 0.325 0.161 0.277 0.282 0.133 0.348 0.408 

NB_3 0.071 0.08 0.207 0.594 0.225 0.041 0.197 0.277 0.197 0.295 0.236 

PBC_1 0.179 0.151 0.221 0.278 0.778 -0.066 0.432 0.44 0.197 0.471 0.362 

PBC_2 0.157 0.03 0.298 0.328 0.747 0.022 0.409 0.433 0.206 0.493 0.334 

PBC_4 0.183 0.202 0.178 0.159 0.632 -0.168 0.255 0.3 0.099 0.351 0.304 

PBC_5 0.184 0.236 0.287 0.215 0.768 -0.091 0.467 0.411 0.127 0.479 0.35 

PSN_1 0.041 -0.084 0.039 0.051 -0.091 0.654 0.011 0.023 -0.199 -0.016 0.09 

PSN_2 -0.063 -0.112 0.009 0.126 -0.196 0.704 -0.028 -0.048 -0.163 -0.107 -0.034 

PSN_3 -0.062 -0.167 0.151 0.144 -0.013 0.918 0.048 0.048 -0.088 -0.012 0.082 

PTran_1 0.252 0.216 0.267 0.321 0.437 0.131 0.82 0.502 0.093 0.461 0.262 

PTran_3 0.337 0.246 0.318 0.192 0.394 0.007 0.741 0.398 0.13 0.398 0.205 

PTran_4 0.281 0.373 0.249 0.128 0.385 -0.095 0.685 0.446 0.015 0.414 0.231 

PercQual_1 0.215 0.283 0.388 0.234 0.419 0.069 0.384 0.672 0.099 0.429 0.285 

PercQual_3 0.216 0.327 0.304 0.298 0.422 0.051 0.458 0.77 0.08 0.512 0.246 
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PercQual_4 0.239 0.285 0.235 0.145 0.365 -0.014 0.474 0.701 0.038 0.452 0.291 

PercQual_5 0.144 0.259 0.265 0.238 0.405 0.018 0.439 0.737 0.059 0.471 0.201 

PercQual_6 0.254 0.251 0.242 0.215 0.372 -0.046 0.428 0.752 -0.022 0.506 0.247 

PercRisk_2 -0.208 0.023 -0.06 0.114 0.148 -0.162 0.043 0.032 0.926 0.097 0.018 

PercRisk_4 -0.11 -0.03 0.104 0.184 0.254 -0.083 0.179 0.106 0.706 0.169 0.118 

Ptrust_1 0.294 0.276 0.364 0.271 0.447 -0.05 0.45 0.482 0.135 0.743 0.263 

Ptrust_2 0.229 0.221 0.31 0.298 0.513 -0.057 0.438 0.503 0.107 0.755 0.328 

Ptrust_3 0.239 0.179 0.336 0.295 0.457 0.034 0.425 0.463 0.117 0.79 0.223 

Ptrust_6 0.217 0.165 0.325 0.256 0.424 -0.072 0.379 0.504 0.067 0.701 0.272 

SelfEff_1 0.114 0.176 0.189 0.258 0.28 0.021 0.162 0.192 0.048 0.173 0.627 

SelfEff_2 0.125 0.011 0.168 0.392 0.425 0.089 0.278 0.308 0.116 0.348 0.831 

SelfEff_4 0.226 0.153 0.224 0.227 0.276 0.005 0.228 0.248 -0.065 0.248 0.722 
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Table 5.7: Discriminant validity (Fornell-Larcker Criterion)  
Att Finlit Int NB PBC PSN PercQual PercRisk Ptran Ptrust SelfEff 

Att 0.745 
          

Finlit 0.327 0.709 
         

Int 0.43 0.205 0.774 
        

NB 0.125 0.073 0.28 0.81 
       

PBC 0.238 0.207 0.34 0.339 0.733 
      

PSN -0.055 -0.169 0.113 0.151 -0.096 0.768 
     

PercQual 0.294 0.386 0.391 0.312 0.544 0.02 0.727 
    

PercRisk -0.205 0.006 -0.004 0.163 0.217 -0.158 0.068 0.824 
   

Ptran 0.383 0.368 0.369 0.29 0.541 0.025 0.6 0.106 0.751 
  

Ptrust 0.328 0.283 0.447 0.374 0.616 -0.049 0.653 0.143 0.567 0.748 
 

SelfEff 0.202 0.132 0.256 0.415 0.461 0.062 0.347 0.062 0.311 0.364 0.731 

Diagonals are the square roots of the AVE of the latent variables and indicate the highest in any column or row
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Table 5.8: Summary of reliability and validity results for attitudinal constructs 

 

Table 5.9: Summary of reliability and validity results for attitudinal constructs 

Constructs  Items Loadings 

Cronbach 's 

Alpha CR AVE 

Discriminant 

Validity? 

Financial Literacy  FinLit_1 0.746 0.671 0.801 0.502 Yes 

 FinLit_2 0.717     

 FinLit_3 0.671     

 FinLit_4 0.699     

Perceived Risk   0.559 0.806 0.678 Yes 

 PercRisk_2 0.886     

 PercRisk_4 0.661     

Normative beliefs NB_1 0.968 0.587 0.726 0.655 Yes 

 NB_3 0.786     

Self-efficacy SelfEff_1 0.622 0.569 0.778 0.535 Yes 

 SelfEff_2 0.785     

 SelfEff_4 0.721     

Perceived 

transparency  PTran_1 0.764 0.609 0.794 0.563 

Yes 

 PTran_3 0.702     

 PTran_4 0.711     

Perceived quality of 

loan information  PercQual_1 0.665 0.777 0.849 0.529 

Yes 

 PercQual_3 0.758     

 PercQual_4 0.707     

Constructs  
Items Loadings 

Cronbach 's 

Alpha CR AVE 

Discriminant 

Validity? 

Attitude Att_1 0.777 0.755 0.845 0.577  

 Att_2 0.724    Yes 

 Att_3 0.757     

  Att_4 0.778        

Perceived Social 

Norm PSN_1 0.731 0.666 0.805 0.584 

Yes 

 PSN_2 0.652     

 PSN_3 0.89     

Perceived 

Behavioural Control PBC_1 0.776 0.681 0.806 0.538 

Yes 

 PBC_2 0.749     

 PBC_4 0.625     

 PBC_5 0.772     

Perceived Trust Ptrust_1 0.744 0.736  0.835  0.559 Yes 

 Ptrust_2 0.753     

 Ptrust_3 0.787     

 Ptrust_6 0.719     

Intention to use bank 

Loan Int_1 0.822 0.837 0.885 0.607 

Yes 

 Int_2 0.779     

 Int_3 0.829     

 Int_4 0.782     

  Int_5 0.672        
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 PercQual_5 0.731     

  PercQual_6 0.758     
 

 

5.7 Structural Model Analysis 

The aim of the structural model analysis is to test the predictive power and stability of the 

model estimates. The following criteria facilitate the assessment of the structural model: 

Collinearity assessment, Model Path Coefficients analysis, Coefficient of Determination 

(R2) analysis, Cross-validated Redundancy (Q2) analysis, and Effect Size (F2) analysis.  The 

procedure for these analyses in PLS SEM included the use of bootstrapping and 

blindfolding techniques to determine significance of relationships, predictive relevance and 

(F2), and effect size (R2). These results are presented below. 

5.7.1 Collinearity assessment   

Multi-collinearity occurs when there is high correlation between two or more exogenous 

variables, which can increase the estimates of the parameter of variance (O’brien, 2007). It 

is imperative to check if there are significant levels of collinearity between each of the 

exogenous variables. The Variance Inflation Factors (VIF) measure is applied to check for 

any collinearity issues. VIF below 5 is an indication that there are no collinearity issues 

(Hair et al., 2014a). Analysis of collinearity using the VIF measure is presented in table 5.10 

below. The result shows that the VIF scores are below the threshold of 5.00, meaning there 

are no collinearity issues.  

Table 5.10: VIF Results  
Att PBC PSN Ptrust Int 

Att 
    

1.125 

Finlit 1.00 
   

 

Int 
    

 

NB 
  

1.000 
 

 

PBC 
    

1.628 

PSN 
    

1.011 

PercQual 
   

1.564  

PercRisk 1.00 
   

 

Ptran 
   

1.564  
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Ptrust 
    

1.71 

SelfEff 
 

1.00 
  

 

 

5.7.2 Variance Explained (R2 Value) 

The R2 value is the most used measure to evaluate predictive accuracy of a structural model 

(Hair et al., 2014a). It represents the joint effect of the exogenous variables on the 

endogenous variables. In other words, it measures the level of influence the independent 

variable (exogenous construct) have on the dependent variable (endogenous construct). A 

larger R2 is an indication that a larger percentage of variance is explained (and there is a 

larger effect). There is no generalisable threshold for R2. Hair et al. (2014b) suggested the 

following thresholds can be considered: 0.75 (substantial), 0.5 (moderate), 0.25 (weak). 

However, Gaur and Gaur (2006) noted  R2 value of 0.10 to 0.20 is considered acceptable 

value in social science research. Furthermore, Armitage and Conner (2001), in their study, 

found that the average predictive power of the traditional TPB constructs on behavioural 

intention is 0.39 (39%).  

5.7.3 R2 Values for Model 1 

The R2 values for each of the endogenous variables in Model 1 (developed in Chapter 

Three) are presented in table 5.11 and figure 5.2 below. The results show that together, 

ATT, PBC, and PSN, account for 0.27 (27%) of the Intention to use bank loan (Int). An R2 

of 27% for intention to use bank loans can be considered reasonable based on the 

suggestions of (Armitage and Conner, 2001, Gaur and Gaur, 2006), meaning that these 

factors have a reasonable predictive power on intention. The R2 value for attitude indicates 

that PercRisk and FinLit accounted for about 14.9% variance of ATT construct. This can be 

considered a fairly reasonable level of predictive power. The R2 for PSN was very weak at 

0.022, which falls far below the thresholds suggested by scholars--meaning NB accounted 

for just 2.3% of the variance. Thirdly, the R2 values for PBC showed reasonable predictive 

power at 21%, which demonstrates that SelfEff significantly predicts PBC. 

Table 5.11: R2 Values for the endogenous constructs in model 1 

Constructs  R2 values 

Att 0.149 

Int 0.270 

PBC 0.212 

PSN 0.023 
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5.7.4 Path Coefficient analysis for model 1 

PLS SEM provides estimates for the Path Coefficient of the hypothesized relationships in a 

model. The values for path coefficient are standardized on a range of -1 to +1. Coefficients 

closer to +1 indicate strong positive relationship, while coefficients closer to -1 indicate 

strong negative relationship. Table 5.12 below presents the path coefficients and 

significance level of model 1. 

The results showed that all the attitudinal constructs in Model 1 have a significant effect on 

intention to use bank loans. The result demonstrates that Attitude has the highest effect on 

intention with a path coefficient of 0.377, and a significance level of P<0.01. The result also 

indicates that the PBC has the second highest impact intention in Model 1 with a path 

coefficient of 0.265 and a significance level of P<0.01. The PSN has the weakest effect 

amongst the three traditional TPB constructs, with a path coefficient of 0.158 and a 

significance level of P<0.05. 

Analysis of the antecedent variables shows that all of these variables have significant 

correlations. Analysis of the antecedent factors shows that FinLit has the largest positive 

effect on attitude, with a path coefficient of 0.328 and a significant level of P<0.01, 

followed by PercRisk, which has a negative effect on attitude with a path coefficient of -

0.207 and the significant level at P<0.01. The results also demonstrate that the NB has a 

positive effect on PSN, with a path coefficient of 0.151 and the significant level at P<0.05. 

And SelfEff has a positive effect on PBC, with a path coefficient of 0.461 and a significant 

level of P<0.01.  

5.7.5 Post Hoc (controls) Analysis  

The research suggests that a range of firm and owner/manager’s demographic characteristics 

can impact the financial decision making of SMEs. Therefore, this researcher included 

control variables as proxies in a post hoc analysis in model 1 and model 2 to compare the 

impact of firm characteristics in each model. This study controlled for owner/manager age, 

firm size, and gender, in a post hoc analysis. Firm size was selected as a proxy for firm 

characteristics, as this is generally controlled for in prior studies on financial decision 

making (Landström and Winborg, 1995, Koropp et al., 2014). Since owners/managers in 

SMEs are the main decision makers, the study also controlled for demographic 
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characteristics of respondents. The gender of respondents was controlled for based on 

suggestions from research (Schubert et al., 1999, Powell and Ansic, 1997) that gender plays 

a role in financial decision making of individuals, and owner/manager’s age was also 

controlled for based on suggestions from prior studies (Busenitz and Barney, 1997) on 

strategic decision making in SMEs. In the results from Model 1 with the controls (see 

appendix 3), the added variance R2 is 0.274, and P values did not indicate a significant 

effect. Therefore, the characteristics controlled for did not show any significant effect on the 

results presented.  

Table 5.12: Path coefficient for Model 1 

Attitudinal  Path Coefficients [t-values] P Values 

Att -> Int 0.377** 7.066 0.000 
PSN -> Int 0.158* 2.148 0.032 
PBC -> Int 0.265** 5.098 0.000 

Antecedents     
Finlit -> Att   0.328* 6.059 0.000 
PercRisk -> Att  -0.207* 4.403 0.000 
NB -> PSN     0.151** 2.034 0.042 
SelfEff -> PBC   0.461* 10.575 0.000 

**P< 0.01, *P < 0.05 

Figure 5.2: Path Coefficient Analysis of Model 1 
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5.7.6 R2 Values for Model 2 

The R2 values for each of the endogenous variables in Model 2 (developed in Chapter 

Three) are shown in 5.13 and figure 5.3 below. The results indicate that together, ATT, 

PBC, PSN, and Ptrust account for 0.318% of the Intention to use bank loan (Int). This shows 

significant increase in predictive power compared to model 1. It also means that Ptrust, 

combined with the original TPB constructs, influences the intention to use bank loans. A 

predictive power of 31.8% variance for intention to use bank loans indicates a reasonable 

effect. The R2 value for attitude in model 2 is 15%, which did not show any significant 

change compared to model 1. The R2 for PSN for model 2 is 0.023 similar to model 1, 

meaning there were no significant changes, and the R2 value for PBC for model 2 is 0.212 

similar to figures in model 1. The R2 for Ptrust in Model 2 indicates that PercQual and Ptran 

account for 47.5% of the variance in Perceived Trust. The following section presents the 

path coefficient and test of significance results for model 2.  

Table 5.13: R2 Values for the endogenous constructs in model 2  

Constructs  R2 values 

Att 0.150 

Int 0.318 

PBC 0.212 

PSN 0.023 

Ptrust 0.475 

 

Path Coefficient analysis for model 2 

Table 5.13 below presents the path coefficient for the attitudinal and antecedent constructs 

in model 2. The result demonstrates that Attitude still has the highest effect on intention 

with a path coefficient of 0.320, and a significance level of P<0.01, which is similar to 

Model 1. However, it was observed in model 2 that Ptrust, with a path coefficient of 0.278 

and a significant level of P<0.01, became the factor with the second largest effect on 

intention to use bank loans. The results also demonstrate that figures for PSN with a path 

coefficient of 0.154, and significant at P<0.05, are similar with model 1, but PSN became 

third among the attitudinal factors that have effect on intention in model 2. This is as the 

results show that in model 2, the path coefficient of PBC dropped to 0.101, and not 

significant at the specified significance levels.   
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The results for the antecedent variables in model 2 that were in model 1 posted similar 

figures. In model 2, FinLit has the largest positive effect on attitude with the same path 

coefficient as model 1, and PercRisk has a negative effect on attitude same as model 1. The 

level of effect NB has on PSN in model 2 is same as the results in model 1. This is also 

same with the effect SelfEff has on PBC. In the antecedents for Ptrust, the results 

demonstrate that PercQual has the largest effect on Ptrust, with a path coefficient of 0.489, 

significant at P<0.01; and Ptran also has significant effect on Ptrust with a path coefficient 

of 0.273, significant at P<0.01.  

The analysis also conducted post hoc analysis in model 2 using same control variables. The 

results (see appendix 4) indicated that the added variance R2 for intention to use bank loan is 

0.324 from 0.318 (without controls), meaning there was no significant effect on the model, 

and P values did not indicate a significant effect. Therefore, it was concluded that the 

characteristics controlled for did not also show any significant effect on model 2.  

Table 5.14: Path coefficient for Model 2 

Attitudinal  Path Coefficients [t-values] P Values 

Att -> Int  0.320** 5.668 0.000 

PSN -> Int               0.154* 2.313 0.021 

PBC -> Int               0.101 1.751 0.080 

  Ptrust -> Int       0.287**      4.623      0.000 

Antecedents     
Finlit -> Att 0.328** 5.749 0.000 

PercRisk -> Att -0.207** 4.529 0.000 

NB -> PSN 0.151* 2.108 0.035 

SelfEff -> PBC 0.461** 11.108 0.000 

  PTran -> Ptrust      0.273**     5.222      0.000 

  PercQual -> Ptrust      0.489**      9.889      0.000 
**P< 0.01, *P < 0.05 
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Figure 5.3: Path Coefficient Analysis of Model 2 

 

5.7.7 Effect size (F2) in the Adapted financial decision-making model (Model 2) 

In addition to the path coefficients R2 analysis, effect size (F2) analysis provides further 

insight on the influence of each exogenous construct on the endogenous construct. The 

effect size is a representation of the effect of changes in each exogenous construct on the R2 

of the endogenous construct. The application of F2 is discussed in Chapter Four of this 

thesis. Table 5.15 below presents the effect size in the adapted financial decision-making 

model (model 2). The results indicate that in the main constructs, Att has the biggest effect 

with F2 of 0.134, meaning Att has substantially impacted Int, followed by Ptrust with F2 of 

0.091 having the second largest effect. PSN and PBC have the lowest impact with F2 0.034 

and 0.009 respectively. 

The table also indicates that in the antecedent constructs, all of the constructs have effects 

on their respective endogenous constructs. Finlt has the largest effect on Att with F2 of 

0.127, PercQual has a strong effect on Ptrust with F2 0.291. The F2 results corroborate the 

path coefficient analysis from the earlier section. 
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Table 5.15: Effect size(F2) in the adapted financial decision-making model (Model 2) 

Attitudinal constructs  Effect Size F2 

Att →Int 0.134 

PSN →Int 0.034 

PBC →Int 0.009 

Ptrust →Int 0.091 

Antecedent constructs  

Finlit →Att 0.127 

PercRisk→Att 0.05 

NB→PSN 0.023 

SelfEff →PBC 0.27 

PTran →Ptrust  0.091 

PercQual→Ptrust  0.291 

 

5.7.8 Predictive Relevance (Q2) analysis 

The Q2 analysis is used to evaluate the relevance of the model. Values are obtained through 

a blindfolding procedure in PLS SEM. The application of Q2 was discussed in Chapter Four. 

Q2 larger than zero generally indicates predictive relevance for that specified construct. 

Table 5.16 below presents the results of the Q2 analysis. The results show that Q2 for Int is 

0.174, which confirms the predictive relevance of Att, PSN, PBC, and Ptrust on Intention 

towards bank loans. The Q2 for Att construct is 0.074, indicating that Finlit and PercRisk are 

relevant in predicting attitude towards bank loans. The results demonstrate that the 

antecedents for Ptrust have a higher predictive relevance of 0.247, compared to antecedents 

in other attitudinal constructs. Overall however, the predictive relevance of the antecedent 

constructs was confirmed. 

Table 5.16: Predictive relevance of adapted financial decision-making model 

Attitudinal Constructs Q2 

Int 0.174 

Att 0.074 

PSN  0.08 

PBC  0.106 

Ptrust  0.247 
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5.8 Summary of results and Hypothesis testing  

 

Table 5.17: Summary of results and hypotheses testing  

Hypothesis Relationships Path 

Coefficient 

(Beta) 

[t-

values] 

P Values Effect 

Size 

F2 

Decision 

H1 Att -> Int  0.320** 5.668 0.000 0.134 Supported 

H2 PSN -> Int  0.154* 2.313 0.021 0.034 Supported 

H3 PBC -> Int  0.101 1.751 0.080 0.009 Rejected 

H4 Ptrust -> Int  0.287** 4.623 0.000 0.091 Supported 

 
    

  

H1a Finlit -> Att 0.328** 5.749 0.000 0.127 Supported 

H1b PercRisk -> Att -0.207** 4.529 0.000 0.05 Supported 

H2a NB -> PSN 0.151* 2.108 0.035 0.023 Supported 

H3a SelfEff -> PBC 0.461** 11.108 0.000 0.27 Supported 

H4a PercQual -> Ptrust 0.489** 9.889 0.000 0.291 Supported 

H4b PTran -> Ptrust 0.273** 5.222 0.000 0.091 Supported 

**P< 0.01, *P < 0.05 

Table 5.18: Combined effect hypothesis testing  

Hypothesis Combined Effect  Variance Explained 

R2 

Decision  

 Model 1 (Decomposed traditional TPB 

model) 

 

Model 2 (Adapted financial decision-

making model) 

0.270  

H5 0.318 Supported 

  

To achieve its objectives, this study postulated several hypotheses in Chapter Three. The 

hypotheses were based on the adapted model theory of planned behaviour model used to 

explain the financial decision making of SMEs in Nigeria (model 2), which was developed 

in that chapter. Table 5.17 and 5.18 link the results to the hypotheses postulated, with the 

aim of determining which hypothesis is supported in the analysis. The hypotheses in table 

5.17 were tested based on their path coefficients and P values, and the effect size F2 was also 

considered for further insight. Table 5.18 was tested based on the R2 of model 1 and model 

2. The results in table 5.17 indicate that 9 of 10 hypotheses in the table were supported, and 

the hypothesis in table 5.18 was also supported. Overall, 10 out of the 11 hypotheses in the 

study were supported and 1 was rejected. The following paragraph discusses each 

hypothesis.  
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Hypothesis 1 evaluated the relationship between attitude (Att) of SME owners/managers 

and their intention (Int) to use bank loans. The hypothesis stated that Att will have a positive 

significant influence on intention (Int). The result (Beta= 0.320, p<0.01) supports the 

hypothesis. It shows a positive and significant influence of attitude on intention to use bank 

loans, and the effect size F2 provides further confirmation of this influence. This is 

consistent as theorised in the TPB framework, and also with findings from prior SME 

financial decision making studies (Koropp et al., 2014, Al Balushi et al., 2018, Brettel et al., 

2009, Makpotche et al., 2015). 

Hypotheses 1a and 1b evaluated the relationship between financial literacy (FinLit) and 

attitude (Att), and perceived risk (PercRisk) and attitude (Att). Both hypotheses were tested, 

and the results for 1a (Beta=0.328, P<0.01) and 1b (Beta=-0.207, P<0.01), indicate that 

FinLit positively and significantly influences ATT as hypothesized, and PercRisk has a 

negative impact on Att as hypothesized. The effect size F2 exceeds the minimum threshold 

of 0.02, and the Q2 Att (in table 5.12) provides further confirmation of the relevance of the 

impact of FinLit and PercRisk. The results of the path coefficients and other statistics 

provide support for hypotheses 1a and 1b. 

Hypothesis 2 stated that the perceived social norm (PSN) of SME owners/managers in 

Nigeria will have a positive significant influence on their intention (Int) to use bank loans. 

The results (Beta=0.154, P<0.05) displayed that PSN positively and significantly impacts 

Int. This implies that the more SME owners/managers value the approval by close family 

and friends of their choice to use bank loans, the more they will be motivated to use bank 

loans. This is consistent with the arguments in the TPB theory, and corroborates findings 

from (Al Balushi et al., 2018, Koropp et al., 2014, Brettel et al., 2009). 

Hypothesis 2a examined the relationship between normative beliefs (NB) and perceived 

social norm (PSN). It stated that the NBs of SME owners/managers have a significant 

influence on their PSN. The results indicated a positive and significant influence with 

positive path coefficient (Beta=0.151, P<0.05), and the F2 exceeded the minimum threshold, 

providing further confirmation of this influence. Therefore, hypothesis 2a was supported.  

Hypothesis 3 addressed the relationship between perceived behavioural control (PBC) with 

SME owners/managers’ intention (Int) to use bank loans in Nigeria. It stated that PBC will 

positively and significantly influence intention. The results (Beta=1.751, P=0.080) indicate 

that despite having some positive influence, the impact of PBC on Int is not significant.  The 
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F2=0.009 provides further confirmation of the insignificance of the influence. Therefore, 

there is no statistical justification supporting this hypothesis, hence it was rejected. This 

outcome suggests that PBC may not have effect on the intention of SME owners/managers 

to use bank loans. This is contrary to the arguments in the TPB theory, but corroborates the 

findings from (Koropp et al., 2014).  

Hypothesis 3a examined the influence of self-efficacy (SelfEff) on perceived behavioural 

control. It hypothesized that the self-efficacy (SelfEff) of SME owners/managers in the 

current research context will positively influence their perceived behavioural control (PBC) 

over the use of bank loans. The results suggest that there is a strong positive influence of 

SelfEff on PBC, with positive path coefficient (Beta=0.461, P<0.01); the F2 figures (0.27) 

support the strong impact and confirm the positive and significant influence. Therefore, 

hypothesis 3a was supported.  

A key objective of this study was to examine the relationship between SME perceived trust 

for banks and their intention to use bank loans. Hypothesis 4 evaluated the influence of 

perceived trust (Ptrust) on intention (Int). The hypothesis stated that the perceived trust of 

owners/managers for the banks will positively influence their decision to use bank loans. 

This hypothesis was supported as the results indicated a positive relationship, with a path 

coefficient of (Beta= 0.287, p<0.01), and effect size (F2) of 0.091, which also provided 

further confirmation of the effect of perceived trust. This result implies that the more trust 

SME owners/managers have for banks, the more likely they will intend to use bank loans.   

Hypotheses 4a and 4b evaluated the influence of perceived quality of loan information 

(PercQual) and perceived transparency (Ptran) on perceived trust (Ptrust). Hypothesis 4a 

stated that SME owners/managers PercQual will positively influence their Ptrust, and 

hypothesis 4b stated that SME owners/managers’ Ptran will positively influence their Ptrust. 

Both hypotheses were tested, and the results suggested a significant positive relationship, 

with a path coefficient of 4a (Beta=0.489, p<0.01) and 4b (Beta=0.273, P<0.01), meaning 

that both PercQual and Ptran significantly influence Ptrust. The F2 figures (4a=0.291, 4b= 

0.091) is a further indication of the effect and support for the hypothesized relationship. 

Another key objective of the current study was to validate the efficacy of the adapted theory 

of planned behaviour in model 2 in explaining the financial decision making of SMEs. To 

achieve this, hypothesis 5 stated that the adapted model (model 2), which includes perceived 

trust, will provide more explanatory power for intention to use bank loans in Nigeria 
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compared to model 1. This hypothesis was tested with the variance explained R2 results for 

model 1 and model 2. The result shown in table 5.18 indicated that model 1 had an R2 of 

0.271 (27%) of variance explained, while model 2 had an R2 0.318 (31.8%) of variance 

explained. The result not only confirms the efficacy of TPB framework within the current 

research context, but also supports hypothesis H5 that Ptrust adds more predictive power to 

the TPB framework in explaining the factors that influence the financial decision making of 

SMEs. 

5.9 Chapter Summary  

This chapter presented and analysed the results of the study. It stated that an analysis of the 

measurement model and structural model was conducted, and the analyses were conducted 

in a hierarchical order, meaning the decomposed theory of planned behaviour model (model 

1) was first analysed, before the adapted theory of planned behaviour model for financial 

decision making (model 2) was analysed. This was with the aim of determining difference 

in explanatory power of both models, and to test the hypotheses based on the adapted TPB 

financial decision-making model. 

The Structural Equation Modelling (SEM) analysis technique adopted for this study 

generally involves a two-step procedure. The first was to assess the measurement model, 

and the second was to assess the structural model. Assessing the measurement model 

involved determining the reliability and validity of measurement items through key 

measures, including Composite Reliability (CR), Cronbach Alpha, AVE, and assessing the 

cross loadings and using the Fornell-Larcker Criterion to determine the discriminant 

reliability. After a trimming process, the measurement items met all the required thresholds, 

thereby establishing the integrity and adequacy of the measurement models. In the second 

step, the structural model and the hypothesized relationships were assessed. The analysis of 

the structural model used measures like strength of the variance explained (R2), path 

coefficient (beta), effect size (F2), and predictive relevance of specified models and 

relationships (Q2). The analysis of the structural model determined that constructs in the 

adapted TPB model for financial decision making (model 2) adequately predicted the 

intention to use bank loans in Nigeria. The model explained 31.8% of the variance, and the 

F2 and Q2 figures showed adequate effect and predictive relevance.  

The analysis also linked the results to the hypotheses postulated in Chapter Three. It showed 

that adapted model with perceived trust (model 2) provided more explanatory power 
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compared with model 1.  Overall, 10 out of the 11 hypotheses were supported and 1 was 

rejected because there was not enough statistical justification. The next chapter discusses the 

findings of the study.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

CHAPTER SIX: Discussion and Implication of the study  

6.0 Introduction 

The aim of this chapter is to discuss the findings of the research. The aim of this study was 

to investigate factors that influence the financial decision making of SMEs in Nigeria. This 

is in line with the demand side perspective (view of SME owners/managers) to 

understanding the issues that create financial constraints for SMEs in Nigeria. The current 

study argued that understanding the issues from the perspective of SME owners/managers is 

important because their preferences and viewpoints will provide significant insight for 
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providers of SME finance, government, and other developmental institutions saddled with 

the responsibility of enhancing access to finance and bridging the financing gap that exists 

for SMEs in a developing country like Nigeria. The knowledge gained from the financial 

decision making of these businesses is significant because of the possible direct impact such 

decisions could have on the growth of the business, and the overall impact on the 

effectiveness of SME intervention policies and programs.  

Despite numerous studies over the years on the financial decision making of SMEs, 

understanding the factors that determine the financing policy of these businesses, especially 

in developing countries like Nigeria, continues to be a challenge. This is due to the 

uniqueness of the SME environment in these countries, and the uncertainties that usually 

characterise the SME financial decision-making process. From strategic decision making 

literatures mentioned in earlier sections (Gibcus et al., 2004, Brouthers et al., 1998), it was 

asserted that SMEs lack the technical and economic resources available for large 

organizations in the decision making process. Compared to large businesses, SMEs in 

Nigeria generally lack the resources and skills required for effective operations (Okpara, 

2011). Therefore, they face significant limitations in making decisions about their financing 

policy. It is also believed that these limitations tend to be more severe for SMEs in 

developing countries like Nigeria, due to the limited infrastructure and weak regulatory and 

institutional environments in these countries. Hence, there is need to understand financial 

decision making within both the SME and developing country contexts, in a bid to gain 

better understanding on how the uniqueness of these businesses influences their financial 

decision making. 

The current study argued that, over the years, capital structure theories (pecking order 

theory, trade-off theory) have provided useful insights on the factors that influence financial 

decision making for businesses. They have enhanced understanding on the economic 

determinants of the financial decision making for mostly large businesses. And studies (Hall 

et al., 2004, Abor and Biekpe, 2009, Serrasqueiro and Caetano, 2015) have applied these 

theories in the SME context with varying results on the determinants of the financing policy 

of these businesses. However, the capital structure theory perspectives are limited because 

they assume that SMEs make rational decisions by selecting the source of capital that will 

minimize cost or provide the highest tax benefit. Furthermore, it was asserted in the 

literature that these capital structure theories do not capture non-financial and behavioural 

factors, and other complexities that are important in the capital structure decisions of SMEs. 
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Since SME owners/managers in Nigeria are usually the main decision makers in their 

businesses, the current study argued that their preferences, heuristics, and biases play a key 

role in their financial decision making. This is in line with arguments in behavioural 

decision-making theory from scholars (Tversky and Kahneman, 1974) that have postulated 

that with limited skills and resources to process information needed for optimal decision 

making, SME owners/managers will rely on their preferences, beliefs, and heuristics which 

will be largely influenced by contingent and contextual factors. Within the financial 

decision making domain, several scholars (Matthews et al., 1994, Pattarin and Cosma, 2012, 

Koropp et al., 2014) have noted the need to integrate social psychological and attitudinal 

factors in understanding the non-economic factors that influence the decision of individuals 

involved in the decision making for SMEs. 

Based on the arguments and perspectives on the need to understand noneconomic factors 

that influence the financial decision of SMEs, the current study took an interdisciplinary 

approach, drawing from the behavioural theory of planned behaviour to understand the 

psychological factors that influence owners/managers of SMEs in Nigeria in their decision 

to use external finance such as bank loans. The study examined the level of impact each 

factor has on the intention to use this source of finance, and key underlying antecedents 

behind these factors. From the onset, it was noted that the current study focused on the use 

of bank loans because banks are the largest source of external finance for SMEs in Nigeria. 

It was highlighted earlier from studies (Giuseppe et al., 2009, Mordi et al., 2014) that SMEs 

in Nigeria tend to rely mainly on internal finance. This provides some indication that SMEs 

are voluntarily excluding themselves from the use of external finance. By relying mainly on 

internal finance, these SMEs are faced with the limitations that are linked to internal 

finance, which can have significant consequences for their productivity and growth, and 

their overall contribution to the Nigerian economy. Subsequent sections discuss the main 

findings of the research against the key objectives of the study.   

6.1 The efficacy of adapted TPB model for SME financial decision making in 

Nigeria  

One of the objectives of this study was to determine the efficacy of the adapted theory of 

planned behaviour model for SME financial decision making in Nigeria. It was aimed at 

testing if the adapted model adequately predicts the behaviour of SMEs with regards to their 

decisions to use bank loans. Though the model focused on intention to use and not the actual 
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use of bank loans, it is believed that the intention to use bank loans is an antecedent for the 

actual use of bank loans based on arguments from the TPB theory. The study argued that the 

application of the TPB model in the current context will provide further insight on factors 

influencing SME financial decision making in Nigeria, because these owner/managers tend 

to rely on their preferences, heuristics and biases due to limitations in the decision-making 

process and in the SME environment.  

Despite the wide applicability of the TPB theory in psychology and other research domains, 

and its success in providing insights on the factors that influence behaviours, it was noted 

from the literature review that studies applying the TPB to SME financial decision making 

are still scarce and fragmented. Also, even though majority of the businesses in Nigeria are 

SMEs, studies on the financial decision making in Nigeria still focus mainly on large firms, 

and generally rely on the capital structure theory perspective. Despite the limited 

understanding of the factors that influence the financing decision of these firms in Nigeria, 

the application of the TPB theory, and other behavioural perspectives and theories in general 

to understand the financing policy of SMEs in Nigeria, is still rare. Therefore, applying the 

adapted TPB theory and determining its efficacy in explaining the financial behaviour of 

SMEs in Nigeria is a significant step towards enhancing knowledge on the role of these 

noneconomic factors in the SME financial decision-making process in Nigeria. 

The findings from the analysis chapter indicated that the factors specified in the adapted 

model together have a significant impact on intention to use bank loans in Nigeria. The 

results showed that model 2 had an R2 of 0.318, which is an indication that the model 

accounts for 31.8% of the factors that influence intention. Armitage and Conner (2001), in a 

sample of 154 TPB study research domains, found an average R2 score of 39%. Therefore, 

the variance explained in this current study implies that the model has a significant 

predictive validity within the current research context. The predictive validity of the model 

was also supported with a Q2 significantly above the minimum threshold of zero. The result 

is consistent with TPB studies in other research domains (Ajzen, 1991, Conner et al., 2007). 

It is also consistent with TPB studies in the SME financial decision making domain (Koropp 

et al., 2014, Al Balushi et al., 2018, Brettel et al., 2009, Makpotche et al., 2015). The result 

not only confirms the efficacy of the adapted TPB model in explaining the financial decision 

of SMEs in Nigeria, but also supports the arguments of scholars (Pattarin and Cosma, 2012, 

Matthews et al., 1994) that behavioural factors play a key role in the financial decision 

making process of individuals. Therefore, there is a need to also focus on these factors 
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towards understanding the driving influences, especially for SMEs that are generally 

characterised by limited resources and skills, and uncertainties in the decision-making 

process. 

Within the current research context, the link shown between the attitudinal factors and 

intention to use bank loans in the result implies that since SME managers/owners in Nigeria 

are the sole decision makers for businesses, they generally do not have the necessary access 

to information and operational and technical skills required to process available information 

effectively when formulating a financing policy. They will usually rely more on their 

personal beliefs, preferences or biases which are also influenced by their personal attributes. 

Therefore, incorporating this perspective into policy aimed at addressing the financing gaps, 

and intervention programs targeted at enhancing access to finance for these businesses, are 

as important as providing SME funding. Integrating the behavioural and social 

psychological factors of SME financial decision making ensures that the demand side 

factors are adequately captured in such interventions, thereby providing a balanced approach 

that addresses both supply and demand side issues for a more effective intervention. The 

result also has implication for the design of loan offerings for SMEs in Nigeria. As well as 

focusing on the economic aspects of these offerings, loan providers need to take into 

consideration the complexities that characterise these businesses from the owners/managers 

perspective, in a bid to develop strategies that, to a large extent, address these biases and 

beliefs. Though the current study uses bank loan as a proxy to measuring external finance, 

prior studies (Brettel et al., 2009, Koropp et al., 2014) have shown that these factors can also 

play significant roles in the use of equity and other forms of external finance. Therefore, 

providers of private equity finance and emerging forms of external financing need to 

understand how these factors will impact the acceptability of these products.  

Another objective of this study was to investigate the attitudinal factors that influence the 

financial decision of SMEs in Nigeria. The following sections discuss the results of the 

attitudinal factors and key underlying antecedents influencing these factors. 

6.2 The role of attitude in the financing decision of SMEs in Nigeria  

Attitude is a one of the key factors in the TPB framework that have influence on the 

behavioural intention of individuals. In this study, attitude is a reflection of the degree to 

which SME owners positively or negatively evaluate the consequences of using bank loans 

in Nigeria. It reflects SME level of favourableness or unfavourableness towards the use of 
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bank loans in Nigeria. This implies a higher level of favourableness will most likely lead to 

higher intention to use bank loans, and possibly actual usage. The attitude of SME 

owners/managers is generally believed to be an important factor in their financial decision 

making. It was hypothesized in this study that attitude will have a significant and positive 

impact on the intention to use bank loans as argued in the TPB theory. The results from the 

analysis chapter indicated that attitude has a significant positive effect on the intention of 

SME owners/managers to use bank loans in Nigeria. In the adapted model, attitude did not 

only show a positive significant impact, but also had the highest predictive influence on 

intention with a stronger and more significant path coefficient. This is further supported by 

the F2, which reflects that this factor has a larger effect size amongst the attitudinal 

constructs in the model. 

The finding is consistent with the arguments in the TBP theory and studies which support 

the role of attitude in the intention of individuals. The result corroborates findings from 

prior SME financial decision making studies (Landström and Winborg, 1995, Koropp et al., 

2014, Al Balushi et al., 2018). Koropp et al. (2014) found that attitude has the largest 

influence effect on the SME intention to use external debt in Germany. Similarly, Al 

Balushi et al. (2018) demonstrated that attitude has the largest predictive influence on the 

intention of SMEs to adopt Islamic finance in Oman. The strong path correlation of attitude 

on intention provides further support for arguments in the empirical literature (Pattarin and 

Cosma, 2012, Matthews et al., 1994), also demonstrating the crucial importance of attitude 

on the financial decision of individuals and SMEs. The result suggests that it is important to 

examine the attitude of SMEs towards bank loans in Nigeria since banks are the key source 

of external finance for these businesses. Equally important is to examine the attitude these 

businesses have towards other emerging innovative capital sources, because it will also 

impact their behaviour towards these sources. 

 

 

6.2.1 Antecedents to SME attitude towards bank loans in Nigeria 

The study, in a bid to gain further insight on attitude as a construct, identified two key 

factors that are generally believed to have underlying influence on attitude in the financial 

environment. The study identified financial literacy and perceived risk from literatures 

(Zachary Finney and Finney, 2018, Lee, 2009, Brettel et al., 2009, Carpena et al., 2011).  
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Financial literacy was defined in this study as the assessment of SME owner-managers’ 

ability to generally understand and use finance related information for decision making in 

Nigeria. On the other hand, perceived risk reflects SME owners-managers’ subjective 

assessment of the consequences of the potential loss if the use of bank loan becomes 

unfavourable, and the feeling of uncertainty that the decision to use bank loan will lead to 

unfavourable outcome for the business. In this study, the two sub hypotheses for attitude 

hypothesized that both financial literacy and perceived risk will have significant impact on 

the attitude of SME owners/managers towards bank loans in Nigeria. The outcome of the 

study showed that financial literacy had a positive impact on the attitude of SME 

owners/managers in Nigeria. It also indicated that perceived risk has a negative significant 

impact on the attitude of these businesses in Nigeria. The results of the study revealed that 

though both factors, combined, showed an R2 of 15% and the Q2 above the minimum 

threshold of zero, financial literacy has a larger influence compared to perceived risk as 

shown in their path coefficient and effect size analyses.  

The outcome of the result on financial literacy is consistent with outcomes of studies in the 

finance domain (Zachary Finney and Finney, 2018, Carpena et al., 2011). Similarly, the 

outcome of the result for perceived risk is also consistent with findings from studies in the 

finance domain (Lee, 2009) and in SME financial decision making studies (Brettel et al., 

2009). 

The outcome of these results implies that the higher the ability of SME owners/managers to 

understand and use financial information, the more likely that they will have a positive 

attitude towards bank loans. On the other hand, the more SME owners/managers assess the 

consequences of using bank loan as negative, and the higher their feelings about the 

uncertainty surrounding the use of loans, the less likely that they will have positive attitude 

towards use of bank loans. The results on the impact of financial literacy and perceived risk 

provide further insight on the ability of these factors to shape the attitude of these business 

owners in the SME financial environment in Nigeria—and they highlight the need to 

examine these factors further. These results have significant implication for the design of 

loans for SMEs in Nigeria, and the development of policies to bridge financing gaps in 

Nigeria. Funds provided to be distributed as loans to SMEs through banks need to examine 

the attitude of the target SMEs towards such funds, for effective disbursement of such funds 

to SMEs. Similarly, bank loans aimed at supporting SMEs need to examine and assess the 

attitude of the target SMEs and, in instances where a generally negative attitude is 
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discovered, they could, in developing this product, integrate strategies or plans that will 

assess the level of financial literacy of the target SMEs and understand their concerns about 

consequences or uncertainty with the use of bank loans. Furthermore, intervention programs 

and policies aimed at addressing financial constraints and the widening financing gap for 

SMEs will benefit from integrating approaches that support regular examination of SME 

attitude towards external finance, and an assessment of the level of financial literacy, with a 

view to supporting and enhancing a more positive SME attitude towards external finance. 

Such intervention will ensure that there is a balance between the supply side and demand 

side approach to addressing the issue of financing gap that exists for SMEs in the country. 

6.3 The influence of perceived social norm on the financing decision of SMEs in Nigeria 

The perceived social norm is another factor that has direct influence on intention according 

to the TPB theory. In this study, perceived social norm reflects the perceived social pressure 

SME owners/managers face with regards to their decisions to use bank loans in Nigeria. It is 

SME owners/managers’ beliefs of how their important referents (close family, friends, and 

business associates) perceive their decision to use bank loans. It was argued in this study 

that perceived social norm will have positive and significant impact on the intention to use 

bank loans in Nigeria. The outcome of the study revealed that perceived social norm has a 

significant positive impact on the intention to use bank loan in Nigeria, which was evident 

in the path coefficient and p-score for the level of significance. This implies that perceived 

social pressure has a direct effect on SME owners/managers’ intention to use bank loans in 

Nigeria. The higher the beliefs of SME owners/managers on how these important referents 

approve their use of bank loans, the more likely that they will intend to use bank loans. The 

result is consistent with findings from studies within the SME financial domain (Koropp et 

al., 2014, Al Balushi et al., 2018, Brettel et al., 2009). It is also consistent with findings from 

(East, 1993), who examined investment decision making with the TPB theory. The outcome 

of the study suggests that it is important to consider these social influences in the design and 

promotion of loan packages for SMEs. It is also very important for government and non-

governmental agencies to understand and constantly monitor the changes in these influences 

on sectors or groups, with the aim of gaining further insight that could inform target policies 

to promote SME financing and overall growth of these businesses. 

6.3.1 Antecedent to SME perceive social norm about bank loans in Nigeria 
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According to the TPB theory, perceived social norm is mainly driven by normative beliefs 

and important referents. Normative beliefs in this study is SME managers/owners’ 

assessment of the normative behaviour (regarding the use of bank loans) of the people that 

are important to them. Based on arguments from the TPB theory and guidance from relevant 

literature, the study argued that a positive assessment of the behaviour of these important 

referent groups will lead to a positive perceived social norm for SME owners/managers in 

Nigeria. The outcome of the study showed that normative belief has a significant effect on 

perceived social norm, as evidenced in the path coefficient and variance explained R2, 

which met the required threshold—though this factor showed a lower R2 on its construct 

compared to the R2 of other antecedent variables on their constructs. Notwithstanding the 

low variance explained, the result indicates that normative belief is a significant predictor of 

the perceived social norm for SME owners/managers in Nigeria. The result is consistent 

with findings from studies in the SME financing decision making domain (Brettel et al., 

2009). It also aligns with studies from health research (Ross and McLaws, 1992). With the 

result supporting the relationship between normative beliefs and perceived social norm, and 

perceived social norm and intention, it is important to educate the important referent groups 

identified on the key features of a loan package or the loan policy of the bank or financial 

institution. Educating small business owners and their important referents may reduce the 

social pressure and enhance the intention to use loan packages offered. Despite the fact that 

the result is linked to the use of bank loans, the study argues that this finding could also 

have implications for use of other external finance sources like private equity, anger 

investor, crowdfunding sources, etc. SME owners/managers need to be educated on the 

features of these sources, and supported to identify why or how a specific source is 

beneficial for the financing needs of small and medium firms in Nigeria. 

 

6.4 The impact of perceived behavioural control on the financing decision of SMEs 

in Nigeria  

Perceived behavioural control is the third attitudinal variable theorised in the TPB 

framework to have influence on intention. In this study, it measures SME owners/managers 

belief on how easy or difficult it is for them to get bank loan, and the level of confidence 

and control they have in their decisions to use bank loan for their businesses. It reflects the 

ability of SMEs toward the use of bank loans. The study argued that perceived behavioural 
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control will have positive and significant effect on intention, postulating that SME 

owners/managers with high perceived behavioural control will have high intention to use 

bank loans. The results from the study showed that perceived behavioural control has a 

positive effect on the intention to use bank loans as evidenced in the path coefficient. 

However, the study missed the significance level for the construct. The P value was higher 

than the threshold of P<0.05. This meant that there was enough statistical support for this 

influence. Taking into consideration the statistical significance levels adopted for this study 

(P<0.01 and P< 0.05), the P value of perceived behavioural control (P=0.08) suggests that 

the current finding varies from the arguments made in the TPB theory. However, if the 

result were to be revaluated at a significance level of P<0.10, it would be consistent with the 

argument. The current finding varies from findings in SME financial decision making 

studies (Al Balushi et al., 2018, Brettel et al., 2009), and in the financial decision making of 

university students (Chudry et al., 2011). On the other hand, the result is consistent with 

Koropp et al. (2014) who, in their study, demonstrated a significant relationship between 

perceived behavioural control and intention to use external finance. These authors attributed 

the inconsistencies in perceived behavioural control results to situational factors which 

Ajzen (1991) asserted could affect the level of impact the perceived behavioural construct 

will have on intention. Despite the fact that the result for this construct was not significant at 

the threshold adopted for this study, its positive path coefficient indicates that perceived 

behavioural control for the use of bank loans in Nigeria has some implication for the 

intention to use bank loans.  

6.4.1 Antecedents to SME perceived behavioral control in Nigeria 

In continuation, the study, in a bid to gain further insight on the perceived behavioural 

control construct, identified and examined self-efficacy as an antecedent to perceived 

behavioural control. Ajzen (1991, 2002) postulated that self-efficacy is a key determinant of 

perceived behavioural control, because the extent to which SME owners/managers believe 

they have the ability to apply for and use bank loan will depend on their perception on the 

level of control they have in their use of bank loans, and the confidence they have in their 

ability. Self-efficacy in this study reflects the confidence SME owners/managers have in 

their ability to overcome the constraints in accessing and using bank loans. The current 

study postulated in a sub hypothesis that self-efficacy will have positive impact on 

perceived behavioural control of SME owners/managers, which implies that the higher the 

confidence SME owners/managers in Nigeria have in their ability to overcome constraints in 
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the application and access of bank loans, the more they will perceive that they have control 

over the successful use of bank loans in their businesses. The outcome of the study 

supported that self-efficacy has a positive and significant impact on the perceived 

behavioural control of SME owners/managers in Nigeria. This relationship is evidenced in 

the path coefficient of 0.461, which is second highest Beta amongst all the relationships 

examined in the adapted model. The influence of Self-efficacy was also confirmed by the 

predictive relevance (Q2) and effect size (F2) statistics. The result is consistent with findings 

from studies in psychology (Ajzen, 2002), studies on online banking research (Shih and 

Fang, 2004, Zolait, 2014), and health related studies (Liu et al., 2007).  

These results can have significant implication for banks, developmental agencies, and 

authorities with the responsibility of formulating SME finance policies, in the design of loan 

products and policy intervention. In designing loan products, banks and other providers of 

such products need to take measures to ensure that SME owners/managers have confidence 

in the application process and the criteria used to determine their eligibility for such 

products. Owners/managers need to feel that the application process is fair and 

straightforward, and their applications will be successful if they meet a clear requirement set 

by the banks. Furthermore, intervention programs need to understand factors that impact the 

confidence of SMEs with regards to the use of bank loans, and provide targeted support for 

these businesses. Such interventions also could consider how policy can be used to address 

some of the factors that breed the feeling or lack of control or lack of confidence for SMEs.  

6.5 The role of perceived trust on the financing decision of SMEs in Nigeria  

One of the main objectives of this study was to examine the relationship between perceived 

trust and SME owners/managers in the intention to use bank loans, and the underlying 

antecedents behind the construct. The study identified perceived trust as a key factor in 

financial decision making based on guidance from behavioural decision theory, and 

arguments in the literature (McKnight et al., 1998, Devlin et al., 2015, Stolowy et al., 2011) 

on the role of trust in financial decision making. The study argued that the fiduciary nature 

of relationships in the financial environment, the complexity of financial information, and 

long-term nature of financial products make trust a crucial factor for SME owners/managers 

in Nigeria. The issue of trust becomes even more important in developing countries with 

weak legal and regulatory structures that SMEs would rely on in their dealings with banks 

and other financial institutions. It is generally believed that SMEs in developed countries 
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have more protection in their dealings in the business and finance environment because of 

the strong regulatory environment and legal institution where SMEs can seek redress in case 

of dispute with financial institutions.  

Perceived trust in this study reflected the perception about the reliability and honesty of 

banks, and whether banks in Nigeria have the best interests of SMEs at heart. The 

integration of perceived trust into the model adopted for this study was informed by the 

suggestions of Ajzen (1991) on the flexibility of the model to accommodate context-specific 

factors; guidance from empirical literatures (Brunetto and Farr‐Wharton, 2007, Moro and 

Fink, 2013) in the SME domain; and studies in other research contexts that have integrated 

trust into the TPB framework (Giampietri et al., 2018, Hasbullah et al., 2014). The study 

argued that perceived trust will have positive and significant impact on the intention to use 

bank loan in Nigeria. In other words, the higher the perceived trust SME owners/managers 

have for banks, the higher their intention to use bank loans. The outcome of the study 

supports this argument as seen in the results which showed that after attitude, perceived trust 

had the second largest effect on the intention to use bank loans in the adapted model.  The 

significant path coefficient influence of perceived trust was further supported with the effect 

size F2 score. In addition to the positive relationship observed, perceived trust also added 

more explanatory power to the adapted model as discussed in earlier section of this chapter. 

The result is consistent with findings from (Giampietri et al., 2018, Hasbullah et al., 2014) 

on the predictive capability of perceived trust on intention, and the ability of this factor to 

enhance the explanatory power of the TPB framework. The result also corroborates findings 

from empirical SME literature (Brunetto and Farr‐Wharton, 2007, Moro and Fink, 2013), 

that perceived trust plays a key role in the decision making in the SME environment. 

The implication of the result is that the higher the trust owners/managers have on bank 

loans, the more likely they will intend to use bank loans. A possible explanation for this 

result is that perhaps SME owners/managers generally do not believe that there is adequate 

regulatory and legal protection for them if something goes wrong in their transactions with 

banks. This is usually the case in most developing countries. With the huge financial 

resource banks possess, it is generally believed that, in developing countries like Nigeria, 

they can easily manipulate the legal process in their favour, and easily absorb any cost that 

could arise from a dispute with SMEs, thereby putting SMEs at a disadvantaged position. 

SME owners/managers in this environment, therefore, tend to rely on the honesty of banks 



131 

 

and expect that banks will be in their best behaviour to avoid any possible negative 

consequences.  

This suggests that loan products and processes need to be designed in ways that will 

reinforce trust in them. Providers of external loans need to examine and understand the level 

of trust for their product among the different target SMEs, investigate SME 

owners/managers’ expectations on honesty and reliability, and ensure that steps are taken to 

meet such expectations. This is in a bid to gain greater penetration with loan products in the 

target SMEs. Similarly, the role of perceived trust in the use of bank loans puts the spotlight 

on the level of protection available for SMEs in the legal environment. Policy makers need 

to ensure that intervention policies aimed at enhancing finance for SMEs, bridge the gaps 

that create the lack of trust in financial products. For instance, policies that will strengthen 

the legal and judicial environment to make it easier and cheaper for SME owners/managers 

to seek redress against banks when they are aggrieved using the judicial and legal process, 

could play a vital role in reinforcing the trust for financial products. Two key factors that are 

generally linked to trust (especially with regards to intention to use or consumer decision 

making) are quality of loan information and transparency. These two factors are generally 

believed to be antecedents to consumer trust. Literatures (Pirson and Malhotra, 2008, Gao et 

al., 2012) discussed in Chapter Three identified these factors as key determinants of trust. 

Subsequent sections discuss the role of these factors in influencing perceived trust.  

6.5.1 Antecedents to perceived trust   

It was argued in this study that the perceived quality of loan information and perceived 

transparency about process and policies of bank loans will influence the perceived trust of 

bank loans in Nigeria. This argument was guided by theoretical arguments and empirical 

findings from literatures across various domains (Gao et al., 2012, Nicolaou and McKnight, 

2006, Kim and Niehm, 2009, Gärling et al., 2009). In this study, perceived quality of loan 

information measures the SME owners/managers’ perception on the accuracy and 

completeness of loan information in Nigeria. The study believes that the quality of loan 

information will enable these businesses assess the key features of the loan with the aim of 

determining the suitability of such product or service for SME use. On the other hand in this 

study, perceived transparency measures perception of SME owners on how open and easy 

loan products are for SMEs in Nigeria. Based on arguments from the literature, this study 

postulated sub hypotheses for perceived trust to capture the influence of perceived quality of 
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loan information and perceived transparency. It hypothesized in H4a and H4b that both 

factors will have positive significant influence on the perceived trust of SME 

owners/managers in Nigeria.  

The result, R2 0.475, showed that perceived quality of loan information and perceived 

transparency, together had a huge influence on perceived trust. It indicated that these factors 

explain about 47% of the variance in perceived trust for loan products in Nigeria. The path 

coefficient results showed that perceived quality of loan information has the largest impact 

compared to perceived transparency. This was also further supported by the effect size 

which exceeded the threshold for both factors. What the result on perceived quality on loan 

information means is that the more SME owners/managers perceive bank information 

regarding loans to be complete, accurate and reliable, the more trust they will have trust for 

bank loans—and the more they will intend to use bank loans. Similarly, the more SME 

owners/managers perceive that banks are transparent with their financial products and 

processes, the more they will have trust for banks—and the higher their intention to use 

bank loans in Nigeria. The finding on the perceived quality of loan information is consistent 

with findings from studies discussed in earlier in Chapter Three (Kim et al., 2008, Nicolaou 

and McKnight, 2006) that demonstrated the positive impact of perceived quality on 

intention across different research domains. The finding on perceived transparency is 

consistent with findings from previous studies across finance, higher education, and 

marketing contexts (Van der Cruijsen and Eijffinger, 2010, Moreno and Molina, 2014, 

Hustvedt and Kang, 2013). The finding reveals the importance of these factors in enhancing 

trust within the SME and developing country context. The findings have significant 

implication for the design and marketing of SME loans, and the development of policies to 

support SMEs. For the design of SME loans, it is important that the key features of these 

products are as open as possible, and SME loans should be designed in ways whereby key 

features such as interest rates, repayment period, and other costs are transparent and easily 

understandable. 

Furthermore, marketing material and information about SME loans provided by loan 

officers and product marketers for banks need to be clear and easily understandable. The  

information needs to be reliable and easily accessible, and SMEs should be able to verify 

such information from other independent sources. This will help build trust in the products 

offered by providers of external loans, thereby increasing the penetration of these SME 

loans within the target SMEs. To design effective SME loan products that meet the demands 
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of SME owners/managers, banks need to examine the information SME owners/managers 

consider more important for their understanding. Banks need to also investigate any source 

of discrepancies in the information provided to these businesses, such as  might impact the 

trust they have for the banking product and services. Intervention programs need to also 

ensure that the information about the specific support or finance package they provide for 

SMEs is easily accessible and understandable. Strategies to increase awareness about these 

intervention programs need to be considered from the development stage of such 

intervention programs and implemented in a methodological manner for a more effective 

impact. Abor and Biekpe (2006a) noted that lack of awareness is one of the key factors that 

have impacted the effectiveness of initiatives aimed at addressing  SME financial challenges 

in Ghana. Similarly,  Mordi et al. (2014) also highlighted that lack of awareness is a key 

factor for the low use of bank loans in Nigeria. These observations, coupled with the 

findings on the perceived quality of loan information, further support the need for 

intervention programs and policies to step up campaigns aimed at providing reliable 

information for SMEs on the packages and services available to them, and how these could 

benefit and impact their overall growth and productivity. 

6.6 Chapter Summary  

This chapter discussed the key findings from the study on factors that influence the use of 

bank loans in Nigeria, and the efficacy of the adapted TPB model for financial decision 

making. Firstly, the study demonstrated that the TPB model provides explanatory power for 

the financial decisions of SME owners/managers in Nigeria, measured by their intention to 

use bank loans. The adapted TPB model (model 2) showed more predictive power than the 

decomposed model (model 1). This indicates that integrating perceived trust into the TPB 

model provides more explanation for the financial behaviour of SME owners/managers in 

Nigeria. The discussion noted that demonstrating the efficacy of this model within the 

current research context further highlights the importance of noneconomic and socio-

psychological factors in determining financial decision making for SMEs in Nigeria. 

Therefore, these factors require attention as much as the factors argued in the capital 

structure theories. The discussion also focused on the role of specific attitudinal constructs 

on SME financial decision. The findings from the specific relationships specified in the 

adapted model were generally consistent with prior literatures, except for perceived 

behavioural control, which showed a positive relationship as hypothesized, but missed the 

statistical significance threshold specified. The discussion highlighted attitude and perceived 
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trust as the factors with the largest influence on the intention to use bank loans in Nigeria 

based on the findings of the study. The chapter discussed the implication of attitudinal 

influences and their antecedents on the design of SME loan packages, and the development 

of intervention programs and policies for the development and growth of SMEs in Nigeria 

Chapter Seven: Summary, Conclusion, Limitation, and Recommendations 

7.0 Introduction 

This chapter provides a summary of the research objectives. It presents a summary of the 

methodology and findings of the research and discusses the contributions study. The chapter 

also discusses the limitations of the study, provides direction for further research, and 

conclusion section where the author reflects on personal learning. The chapter is structured 

as follows 

• Review of research objectives 

• Review of research methodology  

• Summary of findings  

• Research contribution 

• Generalizability of study  

• Limitation of study 

• Suggestions for further research 

• Conclusion  

7.1 Review of research objectives  

The aim of this study was to examine the attitudinal factors that influence the financial 

decision making of SMEs in Nigeria. The study used an adapted theory of planned 

behaviour to examine how attitudinal factors such as how attitudinal factors such as 

perceived trust, perceived social norm, perceived behavioural control, and attitude influence 

the intention of SME owners/managers to use bank loans in Nigeria. The adapted TPB 

financial decision-making model also integrated and examined the impact of key 

antecedents to the main attitudinal factors. The objectives of the study were (1) To 

investigate the attitudinal factors that influence SME owners/managers intention to use bank 

loans in Nigeria (2) To examine the key antecedents driving the attitudinal factors that 

influence SME owners/managers intention to use bank loans in Nigeria (3) To examine the 

relationship between perceived trust and the intention of SME owners/managers to use bank 
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loans in Nigeria (4) To validate an adapted theory of planned behaviour model in the SME, 

and financial decision-making domain in Nigeria 

7.2 Research methodology  

 The study adopted a positivist approach, it used quantitative method measure examine the 

relationships between latent variables specified in the adapted model. The adapted model 

was developed based on arguments from TPB theory and guidance from empirical 

literatures. A total of 469 survey response were collected from 1200 SMEs Nigeria. The 

survey instrument included 12 latent construct and 54 items. An online link to the 

questionnaire was generated through Qualtrics survey platform and distributed to 

respondents through emails. A total of 422 responses were usable after data cleaning, and 

data was analysed on PLS SEM based on set thresholds for assessing structural and 

measurement model.  

7.3 Summary of findings 

The first objective of the study was to investigate the attitudinal factors that influence SME 

owners/managers intention to use bank loans in Nigeria. The findings suggest that attitude 

have a significant influence on the SME owners/managers intention to use bank loans in 

Nigeria as evident in the path coefficient. Attitude had the highest influence on intention 

among the attitudinal constructs in the model. The findings also revealed that perceived 

social norm have a significant influence on the intention to use bank loan, the result supports 

the hypothesized relationship. It was also shown in the result that perceived behavioural 

control have a positive relationship, but this construct was slightly below the threshold of 

significance used in this study, so the hypothesized relationship was not adequately justified 

statistically. The findings further revealed that perceived trust have a positive significant 

influence on intention to use bank loans in Nigeria. Perceived trust had the second largest 

influence on intention amongst the attitudinal constructs in the adapted model for this study. 

Together these four factors explained a significant variance of intention to use bank loan 

based on R2, and showed a significant effect size based F2, overall the influence of these 

factors exceeded the threshold for predictive relevance Q2 from the PLS SEM analysis. 

Objective two of the study was to examine the impact of the key antecedents to the 

attitudinal constructs. In the antecedents to attitude the findings reveal that perceived risk 

and financial literacy have significant influence on attitude toward bank loans in Nigeria. 

The results indicated that financial literacy has a higher influence on attitude compared to 
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perceived risk, however together both factors demonstrated effect size significantly higher 

than the recommended threshold. The findings on the relationship between normative 

beliefs and perceived social norm was supported. The result demonstrated that normative 

belief is a valid antecedents to SME perceived social norm regarding the use of bank loans 

in Nigeria. It was hypothesized that self-efficacy will have significant relationship with 

perceived behavioural control towards the intention to use bank loans in Nigeria. This 

relationship was also supported in the findings, as self-efficacy showed significantly high 

impact on the perceived behavioural control towards the use of bank loans in Nigeria. The 

finding also supported the two key antecedents for perceived trust. It revealed that perceived 

quality of loan information and perceived transparency have significant influence on 

perceived trust for banks loans. Objective three of the study was to examine how perceived 

trust impact intention to use bank loans when integrated in the TPB model, the result 

hierarchical order analysis revealed that the R2 for the adapted model with perceived trust 

was larger than the R2 for the model without perceived trust. This suggests that perceived 

trust adds significant variance to TPB financial decision-making model. 

The last objective was to validate the adapted TPB model in SME financial decision-making 

domain. The findings revealed that this adapted model was supported and validated. The 

variance explained for the adapted TPB model (model 2) with perceived trust was higher 

than the decomposed TPB model without perceived trust. The effect size (F2), and 

predictive relevance statistics all indicated that the model significantly exceeds the required 

thresholds thereby confirming the capability for this model to predict SME intention to use 

bank loans in Nigeria. 

7.4 Research contribution 

Firstly, this research contributes to theoretical literature. the research further confirms the 

applicability of TPB theory to SME financing behaviour with regards to the use of bank 

loans. The successful integration of perceived trust in the TPB model further confirms the 

role of attitudinal factors in financial decision of SMEs. This extends the literature and 

research on the role of noneconomic factors that determine the capital structure decision of 

SMEs. Secondly, the research fills the gap in knowledge that exist in SME financial 

decision-making research in Nigeria. It provides additional insight on the behaviour of 

SMEs in Nigeria and demonstrates that researchers can use social psychology framework to 

gain further insight. Lastly, study provides further insight on the link between the key 
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antecedents examined and the attitudinal factors, an understanding of the influence of these 

antecedents is relevant understanding the direct and indirect factors that impact financial 

decision in particular, and SME demand for external finance in general.   

7.5 Implication for Policy and Practise 

The study has practical implications for policy. Firstly, the result of the research can be used 

to understand the issues of discouraged borrowers and factors that drive this attitude on the 

demand side. It can provide insight for policymakers in understanding why SMEs are 

voluntarily excluding themselves in the use of external finance despite reporting constraints. 

Policymakers and monitor the attitudinal factors among discouraged borrowers identify the 

factors that drive this behaviour, with the aim of developing strategies that can seek to 

modify these behaviours. 

Secondly, the result has implication for the design of loan packages or financing options 

from banks. Banks and other providers of external funds can gain insight from the findings 

of this research and recognise the possible impact of attitudinal factors on the acceptance of 

the products offered to SMEs. Insights from this research can help banks address the 

concerns of SMEs in the design and promotion of financing products. For instance, the 

result indicate that perceived trust has positive influence on intention, and perceived quality 

and perceived transparency are its antecedents. Banks can investigate the perceived trust 

target SMEs have for their products and in the design of new loan packages ensure that the 

information provided about these products and the transparency of the process match the 

expectations of the target SMEs. This way banks can maintain trust among its SME 

customers and increase penetration for its loan packages. An understanding of these factors 

can help banks also better promote their products to target SMEs, by developing advertising 

materials that highlights how they drive they meet the attitudinal expectations of SMEs. 

Thirdly, the findings have implication for the design policies to support SMEs in Nigeria. 

The research demonstrated that demand side issues are as important as supply side issues. 

Therefore, resources and policy focus need to be given to demand side issues with the aim 

of developing implementing targeted policies that can modify attitude and behaviour in the 

long run. With the important role of SMEs in Nigeria, existing policies supporting SMEs 

especially with regards to their use of external finance, can be reviewed to identify areas 

where such policies can be extended to integrate these demand side biases. 
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Fourthly, the findings from this research have significant implication for the design of 

intervention programs. Intervention programs need to consider the role of the attitudinal and 

antecedent factors and how it will affect the way SMEs accept such support or programs in 

Nigeria. Intervention will need to understand the attitude for the target SMEs and how such 

attitude is changing over time with the aim of integrating strategies that can be used to 

modify SME attitudes into the intervention programs. For instance, the result showed that 

attitude have the biggest influence on intention to use and financial literacy is a key factor 

for attitude, intervention programs can use such information and integrate programs to 

improve SME financial literacy as part of the intervention. Integrating strategies and 

approaches based on deep understanding of these behavioural factors will allow for effective 

and strategic intervention for SMEs. 

7.6 Limitations of study  

As with survey studies a number of potential limitations need to be considered in the 

interpretation of the results. 

Firstly, the current study only measured the intention to use and not the actual use of bank 

loan. TPB argues that intention is an antecedent to behaviour, however the result of on the 

relationship between intention and the actual behaviour can be impacted by contextual 

factors, therefore not measuring actual behaviour creates a limitation for the current study. 

Secondly, the survey research relied on self-reported questionnaire for the collection of data. 

This approach has been criticised that dishonesty and respondent bias can significantly 

impact the reliability and validity of results. Triangulation of data through in-depth 

interview could have given deeper understanding to the responses from participants. 

Thirdly, the limitation in the sample size can have significant implication for the 

generalizability of the result to the whole SME population. The results though provide 

useful insights, but it might have limited generalizability for the entire SME population in 

Nigeria. The influence of attitudinal factors might differ according to industries therefore 

industry specific factors need to be accounted for. The study might also have limited 

generalizability for developing country context for instance UK. The strong institutional, 

legal and regulatory environment in the UK compared to developing country like Nigeria 

might have different impact on the attitude and level of trust between SMEs and banks in 

both countries. This contextual difference might mean that the result might not be consistent 

in developed country context. 
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Lastly, perceptions of respondents might change overtime, collecting data at a specific time 

period creates a limitation in that subsequent changes in perceptions and attitudes was not 

captured in this study. 

7.7 Suggestion for further research  

Firstly, further research could consider measuring actual behaviour in a bid to provide 

further insight on the relationship between intention and behaviour. Secondly, further 

studies could conduct comparison in behaviour between industries with aim of providing 

further understanding on how specific industry factors could influence the behaviours of 

SME owners/managers. Thirdly further studies could adopt a qualitative approach to 

provide a more in-depth insight into the constructs and antecedents, such approach provide a 

robust discussion more meaning for the current findings. Lastly, further studies should 

consider integrating variables that other variables into the TPB framework to fit the specific 

research SME research context, however there should be reasonable expectation that such 

variables have a relationship with behaviour. 
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Appendices 

1) Questionnaire survey 

 

  

Survey Questionnaire  

Survey on the factors influencing business intention to use bank loans in Nigeria 
 

Thank you for participating in this survey. The purpose of this survey is to gain better 

understanding on the factors that influence businesses intention to use bank loans in Nigeria. 

The survey seeks to know how these factors impact behaviour of business owners/managers 

in Nigeria. Therefore, your participation is very valuable. 

 
The statements in the following pages reflect some opinion regarding use of bank loan. 

Please indicate below your level of agreement with the statements by ticking the appropriate 

box 

Code  Perceived Risk  Strongly 

Agree 

   Strongly 

Disagree 

PercRisk_1 The actions conducted by banks regarding loans 

may cause problems and uncertain consequences 

for me in future  

     

PercRisk_2 There is a chance that use of bank loan for my 

business will negatively affect my business  

     

PercRisk_3 The decision to use bank loan in my business 

creates significant risk  

     

PercRisk_4 The use of bank loan could potentially cause 

damage to the image or reputation of my business  

     

 Normative beliefs Strongly 

Agree 

   Strongly 

Disagree 

NB_1 Most people who are important to me generally 

make use of bank loan in their business 

     

NB_2 Other small business owners I know generally 

make use of bank loan in their business 

     

NB_3 My close family members make use of bank loan 

in their business 

     

 Perceived Obstacle No 

Obstacle 

   A Major 

Obstacle 

PercObst_1 How problematic is interest rate for small 

business’ use of bank loan in Nigeria? 

     

PercObst_2 How problematic is collateral requirement for 

small business’ use of bank loan in Nigeria? 

     

PercObst_3 How problematic is loan terms for small business’ 

use of bank loan Nigeria? 

     

PercObst_4 How problematic is bank bureaucracy for small 

business’ use of bank loan Nigeria? 

     

PercObst_5 How problematic is loan repayment schedule for 

small business’ use of bank loan in Nigeria? 

     

 Self-Efficacy Strongly    Strongly 
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Agree Disagree 

SelfEff_1 I believe I can provide the necessary documents 

banks require for loan application  

     

SelfEff_2 I am confident I that I will get a bank loan 

whenever I apply despite challenges. 

     

SelfEff_3 I believe I can deal with challenges generally 

associated with bank loan application  

     

SelfEff_4 I believe I can cope with the challenges of 

securing a bank loan 

     

 Perceived Quality of loan Information Strongly 

Agree 

   Strongly 

Disagree 

PercQual_1 I believe the loan information banks provide to 

potential borrowers is reliable 

     

PercQual_2 Use of bank loan causes me to be concerned with 

experiencing some kind of loss in future  

     

PercQual_3 I believe the information banks provide about 

loans is understandable 

     

PercQual_4 I think the information banks provide to potential 

borrowers is in-depth  

     

PercQual_5 I believe the information banks provide about loan 

is clear 

     

PercQual_6 I believe banks provide sufficient information 

about loans for small businesses 

     

  

Financial Literacy 

Strongly 

Agree 

   Strongly 

Disagree 

FinLit_1 I can understand loan terminologies (e.g interest 

rates, collateral requirement) with ease 

     

FinLit_2 I am able to comfortably discuss about banking 

products and services 

     

FinLit_3 I am able to discuss bank processes and 

operations  

     

FinLit_4 I am able to make financing decision for my 

business with ease  

     

 Perceived Transparency Strongly 

Agree 

   Strongly 

Disagree 

Ptran_1 I believe banks do not have anything to hide 

regarding loans offered to small businesses 

     

Ptran_2 If I wanted, I could easily find out details about 

the policy and process of banks regarding loans. 

     

Ptran_3 I can rely on banks to swiftly solve problems that 

might arise regarding my loan 

     

Ptran_4 Banks will make any effort to ensure loan 

processes are clear and transparent  

     

 Attitude Strongly 

Agree 

   Strongly 

Disagree 

Att_1 I consider the use of bank loans a good idea      

Att_2 I believe bank loan is a useful way of financing 

businesses 

     

Att_3 In my opinion the use of bank loan is wise      

Att_4 Financing investments through bank loan is      
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beneficial 

 Perceived Social Norms Strongly 

Agree 

   Strongly 

Disagree 

PSN_1 Most people who are important to me would think 

that I should not make use of bank loan to finance 

my business 

     

PSN_2 Most business owners I know would think that it 

is not a good idea for me to use bank loan 

     

PSN_3 My close family members believe it is not a good 

idea for me to use bank loan 

     

 Perceived Behavioural Control Strongly 

Agree 

   Strongly 

Disagree 

PBC_1 I think bank processes makes it easy for 

businesses like mine to access loans  

     

PBC_2 I believe bank requirements make it easy for 

businesses like mine to access bank loans 

     

PBC_3 I believe the repayment plan for bank loans 

creates uncertainty for businesses seeking bank 

loan  

     

PBC_4 I know people who work in the bank that can help 

me secure a bank loan 

     

PBC_5 I believe it is easy for me to get a bank loan if my 

company needs it. 

     

PBC_6 I have full control over the decision to use or not 

to use bank loan 

     

 Perceived Trust Strongly 

Agree 

   Strongly 

Disagree 

Ptrust_1 I believe that most banks are reliable      

Ptrust_2 I believe that most banks are trustworthy      

Ptrust_3 I believe that most banks are sincere      

Ptrust_4 I believe most banks will try to take advantage of 

my firm if they have the chance to do so 

     

Ptrust_5 I use a cautious approach when dealing with 

banks 

     

Ptrust_6 I believe most banks care about its customers      

 Intention to use bank loan Strongly 

Agree 

   Strongly 

Disagree 

Int_1 I intend to continue using bank loan for my 

business projects in future  

     

Int_2 I will make an effort to use bank loan for 

investment projects in the nearest future  

     

Int_3 I intend to use bank loan for most of my business 

projects in future 

     

Int_4 I will try to use bank loan for my business 

projects in future  

     

Int_5 In future, I intend to check with different banks on 

their conditions for granting a loan for my 

business 
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Demographics (please tick as appropriate) 

 

Which of the following best describes your current position in the company? 

Owner                            

        Manager                                          

        Both  

What is your gender? 

Female                      

Male  

How many people are employed in your company? 

1-4  

5-9  

10-19   

20-49  

50-99  

100- or more  

Please indicates your age category? 

18 - 24  

25 - 34   

35 - 44  

45 - 54  

55 - 64  

65 - or older  

 

Which activity closely describes your company? 

        Wholesale and retail trade  

        Transportation and storage  

        Accommodation and food service activities (Hotels, restaurants)  

        Information and communication  

        Education  

       Arts, Entertainment and Recreation  

       Others (Please Specify) ________________________________________________ 

How long has your company been in business? 

0-5  

6-10  

       11-15  

16-20   

Over 20 years  

 

What is the estimated value of the asset of your company? 

Up to 19 million Naira  

20-39 million Naira   

40-59 million Naira   
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60-79million Naira  

80-99million Naira  -90-99million  

100 million and above  

 

 What is the average annual revenue for your company in the last three years? 

        0 - 9.9 Million Naira  

        10 - 19.9million Naira 

        20 - 29.9million Naira  

 30 - 39.9million Naira   

 40 - 49.9million Naira  

 50 - 59.9million Naira  

 60 million Naira and above  

 

 

 

 

Email address………………………………………………………………… 

 

Thank You.  
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2) Ethical Clearance  

 

Appendix 2: ethical clearance  

 

 

Appendix   3 

Appendix 3: Decomposed TPB model with controls  
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Appendix 4 

Appendix 4: Adapted TPB model with controls  

 

d 
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