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ABSTRACT The paper investigated the need for and access to debt finance by young entrepreneurs. In addition,
the study examined the obstacles to access to debt finance by young entrepreneurs. This study was conducted at
Polokwane, South Africa. Forty nine young SME owners participated in the study. Convenience and snowball
methods were used to select the study participants. The self-administered questionnaire method was used for data
collection. Descriptive statistics was used for data analysis. The results indicated that although there is a strong
need for external debt finance by young entrepreneurs, however, access to debt finance is limited.  Obstacles to debt
finance by young entrepreneurs include lack of collateral and bad credit history. Recommendations to improve
access to debt finance by young entrepreneurs are suggested.

INTRODUCTION

Small and medium enterprises (SMEs) play
an important role in the economy of many coun-
tries. SMEs contribute to job creation, poverty
reduction and economic growth of many coun-
tries (Subhan et al. 2013). South Africa’s current
unemployment rate is 26.7 percent. Youth unem-
ployment is much higher at 54.5 percent (Statis-
tics South Africa 2016). SMEs are expected to be
one of the solutions to the high levels of youth
poverty and unemployment in South Africa (Fin-
Mark 2010). The SME sector contributes sixty-
one percent of employment and fifty-two to fif-
ty-seven percent of South Africa’s gross do-
mestic product (Abor and Quartey 2010).

According to De Clercq and Honig (2011)
and Sharma and Madan (2014), one of the solu-
tions to the high levels of youth unemployment
in many countries is the entrepreneurship. How-
ever, the failure rate of SMEs including those
owned by young entrepreneurs is very high in
South Africa (Scheers 2010). Many factors af-
fect the performance of SMEs. Inaccessibility to
external debt is one of the principal causes of
SME failure in South Africa (Cant and Wiid 2013).

Objectives of the Study

The objectives of the study are:
• To investigate if SMEs owned by young

entrepreneurs need external debt finance
from trade creditors and commercial banks.

• To examine if SMEs owned by young en-
trepreneurs have access to external debt
finance from trade creditors and commer-
cial banks.

• To explore the obstacles to demand and
access to external debt finance by young
entrepreneurs.

Literature Review

Definition of Youth Entrepreneurship

The National Youth Policy 2015 of South
Africa defined youth development as: “an in-
tentional comprehensive approach that pro-
vides space, opportunities and support for
young people to maximise their individual and
collective creative energies for personal devel-
opment as well as development of the broader
society of which they are an integral part.”
Youth refers to “young people falling within
the age group of 14 to 35 years” (National Youth
Commission Act 1996).  Chigunta (2006) defined
youth entrepreneurship as “the practical ap-
plication (by youths) of enterprising qualities,
such as initiative, innovation, creativity, and
risk-taking into the work environment (either
in self-employment or employment in small start-
up firms), using the appropriate skills neces-
sary for success in that environment and cul-
ture.” Young people become entrepreneurs be-
cause of necessity factors such as lack of jobs
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or opportunity factors such as the desire to pro-
vide innovative products and services (Riahi
2010). The benefits of youth entrepreneurship
include employment creation, provision of goods
and services, improving business competition,
innovation and the revitalising of communities.
The challenges facing young entrepreneurs in-
clude, lack of experience, lack of extensive net-
work and lack of capital (Riahi 2010; Uddin et al.
2015). Funding constraint for small businesses
may cause low productivity and poor perfor-
mance. This can lead to close down or exit from
the market (Faulkender and Peterson 2006). In-
adequate internal finance is one of the reasons
why SMEs need external finance (Blumberg and
Letterie 2008).

RESEARCH  METHODOLOGY

The study was conducted at the Polokwane
Central Business District in the Limpopo prov-
ince of South Africa. The survey method was
adopted for data collection. Self-administered
questionnaire was used to collect data from the
study participants. According to Cooper and
Schindler (2006), self-administered question-
naires are research questions directed to respon-
dents to complete with no external involvement
of any party. There is no list of young entrepre-
neurs in the study area, therefore, convenience
and snowball sampling methods were used to
identify the study participants. Young entrepre-
neurs were selected based on their convenient
accessibility and proximity for the purpose of their
participation in the study. Reliability is concerned
with the consistency of measures. The Cronbach’s
alpha was used to measure reliability. Descriptive
statistics was used for data analysis.

RESULTS  AND DISCUSSION

Response Rate and Biographical Information

One hundred twenty questionnaires were dis-
tributed to young entrepreneurs in the study area
and 49 returned.  The response rate was forty-
one percent.  There were 35 male respondents
and 14 female respondents. Seventy-one percent
of the respondents obtained matric or post-mat-
ric qualifications.

Need and Access to External Finance

Out of 49 respondents, 37 needed bank loans
whereas only 12 respondents did not demand

debt finance from commercial banks. In addi-
tion, 40 respondents needed trade credit and 9
respondents did not need trade credit.  Howev-
er, only 8 young entrepreneurs were able to ac-
cess commercial bank credit. In addition, fifteen
young entrepreneurs were able to access trade
credit. Osano and Languitone (2016) found that
only about five percent of SMEs are financed
by commercial banks. Many SMEs finance their
projects through their own funds or contribu-
tion from family and friends. Inaccessibility to
external debt capital can negatively impact the
performance of SMEs.

Reasons for the Rejection of SMEs’ Credit
Applications

The most cited and common reasons for in-
accessibility to debt finance are lack of collater-
al. 29 respondents agreed that it is a problem, 27
out of 49 respondents agreed that lack of mana-
gerial skills is an obstacle in obtaining external
finance. Another important reason for the rejec-
tion of credit application by commercial banks is
bad credit history. In addition, inability to pro-
vide a credible business plan is one of the rea-
sons for the rejection of credit applications of
young entrepreneurs by commercial banks.
Kwaning et al. (2015) agreed that lack of accept-
able collateral is one of the major reasons for
inaccessibility to debt finance by SMEs. In ad-
dition, banks are very strict in vetting the credit
application of SMEs.

CONCLUSION

Young entrepreneurs are one of the drivers
of the South African economy. Access to finan-
cial resources is one the major factors that im-
pact on the growth and success of SMEs owned
by young entrepreneurs. The primary objective
of the study was to investigate if SMEs owned
by young entrepreneurs need and have access
to external debt finance from trade creditors and
commercial banks. In addition, the study inves-
tigated the obstacles to access to debt finance
by young entrepreneurs. The results indicated
that there is a strong need for debt finance by
young entrepreneurs. However, access to debt
finance is limited. Many applications for debt
finance are rejected by commercial banks and
trade creditors. Lack of collateral, bad credit
record and lack of business plan are the major
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obstacles to access to debt finance by young
entrepreneurs.

RECOMMENDATIONS

It is highly recommended that government
and financial institutions should assist young
entrepreneurs with finance. In addition, young
entrepreneurs are encouraged to utilise the net-
working platform as it would improve access to
financial resources especially trade credit. Com-
mercial banks and trade credit providers should
also provide consistent information about fi-
nancing procedures and also make the criteria
and requirements clear to young entrepreneurs.

Young entrepreneurs should visit financial
institutions and find out the requirements need-
ed to obtain external debt finance. The informa-
tion will help business owners to gather all rele-
vant documents needed to obtain finance. Gov-
ernment agencies that support small business
development (that is, Small Enterprise Finance
Agency, Small Enterprise Development Agency
and the Department of Small Business Develop-
ment) should include young entrepreneurs as
part of their strategic plans. Young entrepreneurs
should visit these agencies and find relevant
information on how to access finance.
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