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L. Objectives of the paper

While Africa is often described as a continent whose economic growth is promising, it is very
difficult to find studies on the survival rate of young African businesses. Moreover, factors
explaining the influence of initial creation conditions of on the survival of these companies are
not clear. In literature, various works have focused on company survival and highlighted factors
likely to encourage it (Boyer and Blazy, 2014; Simén-Moya et al., 2012), such as market factors,
financial factors, factors related to life-cycle, personal characteristics of the entrepreneur, access
to external financing, regional specificities, and social capital. Among the reasons for
discontinuation of young businesses, the Global Entrepreneurship Monitor report (2014) stresses
that the lack of external financing is still more important in the African economies than in the rest

of the world. Thus, while the large privatization of the Sub-Saharan banking sector stimulates the
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creation of easily mobilizable savings, promotes an efficient allocation of capital and raises the
total factor productivity (Montfort et al., 2016), Beck and Cull (2013) indicate that Sub-Saharan
African enterprises are less likely to use financial services than their peers in other developing
countries. Therefore our study explores the factors explaining why Sub-Saharan entrepreneurs are

prone to reject debt financing of their ventures.

II. Methodology

The qualitative research approach we conduct allows us to understand how Cameroonian
entrepreneurs interpret their experiences, how they construct their worlds, and what meaning they
attribute to their experiences. The choice of this methodology is also justified by its ability to
generate comprehensive information to determine entrepreneur perceptions of the impact of bank

loan at the early stage of a firm and the factors needed to access it.

In this context, extensive interviews were conducted between November 2014 and February 2015

with 18 entrepreneurs selected according to three criteria:

- Survival

following Dumez (2009) we differentiate Entrepreneurs whose company’s survival is less than
three years, from three years to five years, and more than five years. Our sample contains six

entrepreneurs for each category,

- The amount of bank loans

we chose at least one entrepreneur per category that did not have recourse to bank loans during

the creation phase of his (her) venture,

- Firm size



based on sales, each category is composed of companies with sales below XOF 10 million
(16 5009), two having sales between XOF 10 and 100 million, and two with sales above XOF

100 million.

Each interview took place over a period of one hour on average. At the beginning of every
interview, interviewees were given a guarantee of confidentiality regarding their identity and data
provided. All interviews were recorded and reviewed several times before being transcribed in
full. Four areas were addressed: (1) the reason for the use or non-use of bank loans at the time of
the creation of their companies; (2) the bank loan procedure at the company creation time; (3)
relationships with a banker at the company creation time; (4) the role of bank loans and their
volume at the time of company creation and their impacts on firm survival. To analyse the data,
we applied best practices in qualitative research, such as those promoted by Miles and Huberman
(1994). We followed the following four steps: (1) coding of the interviews: codes were assigned
to units of meanings, which could be phrases, sentences, or even paragraphs. This step permitted
us to identify emergent themes through the use of NVivo; (2) defining tabulation: we used a
tabular display to facilitate the analysis of our qualitative data. We built a matrix using our codes
to cluster information around topics; (3) comparison and identification of patterns: our matrix
enabled us to identify patterns and contrast and compare between entrepreneurs’ perceptions; (4)
closing of the study and analysis. We reached theoretical saturation at around 14 interviews. To

make sure we were not missing any key elements, we conducted additional interviews.

I1I. Results

The analysis of semi-structured interviews with entrepreneurs resulted in for main categories of
perceptions that influence the entrepreneur willingness to resort to external financing: (1) self-
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censorship; (2) reluctance to meet banks requirements; (3) absence of profit maximization

concern; and (4) importance of the entrepreneur social capital to access bank loan.

Self-censorship

A non-bank loan is, most of all, a choice of the entrepreneur. In the reasons given for non-bank
loans, refusal of a request for loan by banks is discussed in a limited manner. Entrepreneurs note
a type of self-censorship (i.e. they believe that bank loans are not adapted to their case or that
their bank is going to deny them funding), a lack of borrowing need, or a refusal to go into debt.
The entrepreneurs who say they voluntarily do not use bank financing because they do not have
the need or desire to enter debt usually develop small projects with their personal funds. This
censorship is much stronger for very small businesses (VSBs) than other SMEs. These
entrepreneurs acknowledge, however, that they often underestimated their financing needs and
have had to make additional investments in the first six months of company creation. By
investing the bulk of their savings, the company creators run out of ‘reserves’ to cope with

unforeseen events.

Reluctance to meet banks requirements

Entrepreneurs have divergent opinions on access to bank loans. On one hand, Entrepreneurs often
find personal questions from bankers regarding their motivations to create, and their life, which
are designed to glean information and thus have a better understanding of their customers, to be
intrusive. In fact, the banker in his first interactions seeks for tangible and intangible elements

allowing him to reach a minimum confidence level to establish a loan record having a reasonable



chance of acceptance in order not to waste time. Moreover, VSB entrepreneurs note that access to
bank loans is difficult because banks require detailed information about a business plan,
management of the future company, forecasts, and how the loan will be repaid, which they are
not able to provide. They perceive a particular pressure from banks on their ability to pay debts in
the short term. Banks also request information on project stakeholders mobilized within the social
network, and whose reputation will shed light on the quality of the approach and the seriousness
of the entrepreneur. On the other hand, larger-sized entrepreneurs believe that the requirements of
banks to form their loan applications have helped them better financially structure their project.
Particularly, they often had to amend provisional elements and improve financial projections in
their business plans. The involvement and reputation of their accountants in this process also play
an important role. These results are consistent with those of Basti¢, Cieply, and Cussy (2011), in
the French context. This indicates the need for involvement of entrepreneurs in their firm
financing. The disciplinary role of banks is also highlighted in Minnis and Sutherland (2016) and
Diamond (1991). Access to bank loans also depends on the amount of capital raised initially by
the entrepreneur and his/her family. This must reach a certain level to be credible, and has to

make possible loan access.

Absence of Profit maximization concern

For VSB entrepreneurs, the rational maximization of profit is not their main concern. They seek
to ensure the survival of their firms than achieve profitability, and have suboptimal behavior
towards partners with which they ‘like’ to work. The importance of the networks formed by these
entrepreneurs is also reflected in the choice of bank for their loans. They remain loyal to their

banks, and they do not seek the best offer by putting banks in competition.



According to our analysis, the human dimension in the first two conversations between banker
and entrepreneur, at the time of the request for loans for business creation, is an important
element influencing the continuation of the relationship and the procedure for loan applications.
Our discussions also mentioned the problem of trust in the relationship between the banker and

the entrepreneur, except for serial entrepreneurs.

As noted by the literature in this area, trust builds with the interactions between the players, but
the paradox of the need for a minimum trust level to initiate the actors’ interactions is almost
never discussed (Jayawarna et al., 2011). This trust level is based on a minimum level of

knowledge of the players.

Access to bank loan is conditioned by the entrepreneur’s social capital

The entrepreneurs view social capital as an element used to convince bankers of the success of
their businesses. Particularly they think that the banker is especially sensitive to financing
networks, the integration of entrepreneurs in business networks, and their ability to recruit the
right people. Therefore, financing networks will determine the future financing structure. The
banker seeks to assess the future sources of funding available and possible risk transfers from
shareholders to borrowers. The social capital thus lends credibility to the project, to create trust in

the banker, and, ultimately, improve loan access.
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