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Abstract - Research presented here focuses on small enterprises working in Kurdistan Regional and its comparison with the 
small enterprises of Poland. Small enterprise is a sector of the economy that needs Kurdistan Region government attention 
and other developing nations due to the role it plays in job creation and economic growth in the nation's economy. In many 
developed countries, the government assists them with favorable policies, plans and programs in reversion of the older 
practices of giving interest to the big businesses. Obtaining financing for your small business can be an important element in 
building your company into a strong and thriving organization. The main impediment of entering into this market or 
developing further is the initial startup capital for the small enterprises largely secured through family. In addition, the 
problem here is the shortage of financial sources which has limited their abilities to grow, invest more, and think 
innovatively. A more open economy after removing Saddam’s regime has not supported the growth of financial structure, 
including E-finance. This limited further expansion and increased risks associated with it, particularly when corruption 
activities have replaced market efficiency. Consequently, developing small enterprises has been difficult. Broadly speaking, 
the borrowers-lenders behavior is an important issue that should be taken into account in studying small enterprises. It can be 
noted that small enterprises owners are suffering from lack of loans having the collateral too because of being Islamic 
economy. 
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I. INTRODUCTION 
 
Small business enterprise is a sector of the economy 
that needs Kurdistan Region government attention 
and other developing nations due to the role it plays 
in job creation and economic growth in the nation's 
economy. In many developed countries, the 
government assists them with favorable policies, 
plans and programs in reversion of the older practices 
of giving interest to the big businesses. Obtaining 
financing for your small business can be an important 
element in building your company into a strong and 
thriving organization. Broadly speaking, the 
borrowers-lenders behavior is an important issue that 
should be taken into account in studying SBs. It can 
be noted that SB owners are suffering from lack of 
loans, collateral requirements, and high interest rates. 
But this is not the end of the story. Asymmetrical 
Information between lenders and borrowers and 
Agency Problem (AP) between managers and 
shareholders has made the situation even more 
difficult for the owners of SBs. This is accompanied 
with unregulated market by the government. On the 
one hand, the KRG financial policies are not friendly 
enough to offer SB owners required loans. On the 
other hand, the financial sector in the Kurdistan 
Region is remarkably controlled by lenders who are 
often located in the centre of Iraq, Baghdad. An 
expanding business and improvements in finance 
aspects of small business offers the potential for 
numerous growth opportunities. Employees benefit 
from business growth through increased earnings and 
promotions. Customers benefit from expanded 

products and services. Owners benefit through 
increased profit potential. Society benefits through 
the new jobs created. Managing this growth, although 
rewarding can challenge your skills and financial 
resources. Financial management involves all the 
activities that enable a company to obtain capital for 
growth, allocate resources efficiently, maximize the 
income potential of the business activity and monitor 
results through accounting documents. Such 
management requires a well-written, comprehensive 
financial management plan clearly outlining the 
assets, debts and the current and future profit 
potential of your business. 
 
This research discusses the how to approach to 
finance new small enterprises (i.e., method that 
makes the growth process easier to understand and 
implement), in addition to providing general 
information on the challenge of managing financial 
growth, because successfully managing financial 
resources is important in new and expanding 
businesses. Independence is another advantage of 
owning a small business. One survey of small 
business owners showed that better of those who left 
their jobs at other companies said their main reason 
for leaving was that they wanted to be their own 
bosses. Freedom to operate independently is a reward 
for small business owners. In addition, many people 
desire to make their own decisions, take their own 
risks, and reap the rewards of their efforts. Small 
business owners have the satisfaction of making their 
own decisions within the constraints imposed by 
economic and other environmental factors. However, 
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entrepreneurs have to work very long hours and 
understand that ultimately their customers are their 
bosses.Small and Medium Scale Enterprises (SMEs) 
is accepted globally as a tool for empowering the 
citizenry and economic growth. It has been associated 
with the rapid economic growth of countries in Asia 
and North America. In Kurdistan Region efforts have 
been made by successive governments to reduce 
poverty and accelerate economic growth by 
increasing foreign direct investment, diversifying the 
economy, enacting policy frameworks which favor 
small business ownership and sometimes initiating 
employment and entrepreneurship programs. 
 
II. LITERATURE REVIEW 
 
The barriers can be internal or external. Internal 
environment is more related to firms’ owners and 
managers’ behavior and policies. External 
environment is more connected with lenders and 
governments’ behavior and policies. The barriers are 
many. Business plan knowledge is one of them. For 
example, finding a breakeven point which relies on a 
proper cost-benefit analysis is a main step to inter the 
mark. Hence, the weaknesses of the educational 
system in general and training programs in particular 
restrict the imagination of building a business and 
developing it (Butler 2006). In Iraqi Kurdistan, Ali 
(2010) has found that around 41.66 % of owners have 
not taken any training courses and 24 % has taken 
only one course. Another problem is to simply follow 
others because they have already succeeded (Lee- 
Ross and Lashley 2009). of course, one can mention 
many more problems facing owners/managers of 
SBs, but it is of interest in this work to concentrate on 
FBs. 
Despite the importance of small firms, Niskanen and 
Niskanen (2010) argue that the SBs’s capacity of 
borrowing is limited by interest rates or/and 
asymmetry of information. In Blackpool in the UK, 
32.5 % of funding to purchase their business (a hotel) 
was paid by sale their house, and 31.7 % by sale of 
house and mortgage, only 4.2 per cent by affording 
loans (Lee- Ross and Lashley 2009). Madrid-
Guijarroet. al (2009) emphasize the fact that debt 
financing may lead to lower innovation activities. 
With higher cost which may result due to debt, there 
will be a fear of investing more. Butler (2006) 
explains that unlike large corporations, new small 
firms have less power to discuss financial conditions 
set by lenders. In Italy, the share of small enterprises 
in bank loans was only 32.8% between 1989 and1998 
and declined to 23.3% in 2000-2006. The biggest 
fraction of these enterprises, more than 60 %, refers 
to “internal finance to run their businesses” (Magri 
2009, p. 402). Turing to the Middle Eastern (ME) 
countries, Hamdan(2004, p. 4) reports that“securing 
initial capital for business start-up and high tax rates” 
is the most prominent constraint of developing SBs in 
Lebanon, reporting that around 24 % of medium and 

SBs’ access to financial services is the major 
constraint. The same problem confronts SMBs 
(SMBs) in Turkey. Although there have been 
improvements in banking systems and polices 
regarding SMEs, “loans still only cover about 10% of 
SME's financing needs. Access to credit is even lower 
in the case of Micro and Small enterprises” (Ozar 
2004, p.9). If there are any, Ozar argues, they suffer 
from high interest rates, in addition to inflexibility of 
repayment arrangements attached to these loans. In 
Egypt, Lebanon and Morocco, around 546 micro 
firms were found to be shut in 2002 (Davutyan and 
Özar 2006) due to many obstacles, but financial 
shortages were one of the most crucial factors. 
Many studies have mentioned that AI is preventing 
both SBs from getting loans and lenders from giving 
them money. Essentially, AI is related “to any 
transaction in which one of the parties is better 
informed than the other” (Ricketts 2002, p.31). 
Stiglitz (2000) writes that with imperfect information, 
demand for capital in the credit market could be 
characterized by credit rationing. More than two 
centuries ago, a great economist Adam Smith wrote 
that increasing interest rates push the best borrowers 
out of the market. But the trouble is firms do not 
know perfectly the destiny of their loans and suffers 
from lack of information about the borrower’s 
behaviour; therefore the process of adverse selection 
has important consequences. On the borrower’s side, 
the borrowers know more about the risk of their 
business enterprise than the creditors do (Stiglitz 
2002). Berger and Frame (2007) have mentioned that 
the inadequacy of providing data by SBs, unlike large 
businesses, and the high cost of collecting 
information about them are the core of the problem. 
Consequently, it is difficult to know good quality and 
bad quality firms (Brewer III 2007).  SBs may not be 
informed or do not have a clear idea about the sources 
of lending. Once they get older and collect more 
experience, they will be able to get low cost loans. 
Magri (2009) affirms that uncertainty is positively 
related to the size and age of the business and the 
educational level of the owner/manager. The reason is 
these features give the lender a sense of certainty. It 
should also be noted that SBs may ignore preparing 
convincing business plans. A clear business plan is 
“an essential prerequisite of any dialogue with the 
bank manager, and forms the core means of assessing 
the prospects of survival and growth of any business” 
(Butler 2006, p. 22). However, as it will be seen, it is 
not an important condition within this case study. 
Another issue to be addressed is the AP. The AP 
exists when the ownership of the company is different 
from the management (Chrisman et al. 2004). They 
also add that the conflict often arises between two 
parties when they do not have the same interest. 
Thus, the conflict occurs between the principal and 
the agent. Usually, it arises because the agent is has 
more information than the principal regarding the 
actions, decisions, and consequences. Conflicts 
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between managers and investors can affect the 
willingness of both debt and equity holders to provide 
capital. “... if the firm raises debt, the manager may 
increase risk to undesirable levels. Because providers 
of capital recognize these problems, outside investors 
demand a higher rate of return than would be the case 
if the funds were internally generated”(Jensen and 
Meckling 1976). Hence, adverse selection occurs 
again due to this conflict. The conflict between 
managers and owners arises because it is hard for 
them to determine the right rate of interest and the 
good quality of firms. In other words, decisions on 
lending are complex and may be accompanied by the 
fear of bankruptcy. 
Public policies are chiefly responsible for market 
regulation, including SBs. It mainly consists of 
monetary policy, fiscal policy, and the general legal 
framework.Dennis Jr. (2011) argues that it is 
policymakers who mainly develop the competition 
environment, design public support programs, and 
give finance facilities. Niskanen and Niskanen (2010) 
note that the bank may be affected oppositely in 
competition when the number of banks increases in 
the same area where firms exist. As a result, the loan 
availability increases and less collateral would be 
required. The opposite is true, too. Interference by the 
government by restricting competition is a constraint 
for SBs. Moreover, an unfriendly environment 
prepared by policymakers will certainly cause trouble 
for SBs to grow up. It cannot be denied that for the 
growth of SBs, it is necessary to reform a general 
climate, such as political and social factors, but 
reducing transaction costs is always a way to 
approach the destination which is the growth of the 
SBs. Butler (2006) mentions that the legislation 
system, the burden of bureaucracy, and financial 
environment result in an ever negative impact on 
increasing SBs. Again, the moral hazard problem 
appears in the public sector. It occurs when the 
government gives money to lenders to circulate to 
borrowers; however, borrowers may not receive it as 
lenders may invest it in risky projects (e.g. 
mortgages). Or when the rate of uncertainty is high 
and pessimistic expectations prevail, lenders avoid 
lending to borrowers at all. An issue such as bailouts 
is an example of moral hazard. The government’s 
target is to send money to borrowers through bankers, 
but only a fraction is received. Stiglitz (2002) states 
that “[The] bailout...attenuated incentives for lenders 
cover to engage in due diligence in their lending for 
risks of exchange rate changes.” 
 
III. RESEARCH OBJECTIVES 
 
 To know what degree Kurdish small enterprises 

take in consideration the finance aspects when 
building their enterprises. 

 To know for what extent the Kurdish managers 
have knowledge about financial statements, 
financial ratios and breakevenpoint. 

 To know what are the causes of lack of credit 
availability for the SBs (borrowers) in Iraqi 
Kurdistan and exploring the restrictions by the 
lenders, mainly the banks and the government’ 

 
IV. RESEARCH METHODOLOGY 
 
The two main choices are quantitative and qualitative 
methods, which are both used in the collection and 
procedure of analyzing the data. These methods affect 
the validity and reliability tests (Yang et al. 2006). 
Very briefly, in Saunders et. al. (2007) terms, it 
consists of quantitative and qualitative methods as 
explained below. Quantitative method is more 
connected to numbers. Collecting data through a 
questionnaire and analyzing statistically (i.e. by using 
graphs) can be defined as an element of this method. 
Qualitative method is a synonym for gathering data 
through, for example, interviews. It is less connected 
to numbers, but it also does not ignore questionnaires. 
Within this approach, the researcher is able to seek 
for the agent’s perception. Generally speaking, a 
combination of both quantitative and qualitative 
methods is preferable “to overcome single method 
bias” (Yang et al. 2006, p. 603). In the current 
research, both qualitative and quantitative methods 
are used. In addition to previous research and 
surveys, the two main techniques are questionnaires 
and indepth-interviews. 
 
Owners of small businesses in Kurdistan and Poland 
have been questioned in March 2017. The 
questionnaire contains 11 closed-ended questions, 
where participants were asked to circle a number 
(mostly from 1 to 3). I hope that this will provide me 
with the ability to analyze the differences or 
similarities between Kurdistan and Poland in this 
study. A questionnaire consists of different questions. 
This is helpful to cover unexpected behavior 
(McNeill and Chapman 2005). As previously 
mentioned, the trade sector is concentrated on. Thus, 
the questionnaire will cover owners of small business. 
This allows us to compare different groups of the 
same sector, trade. As far as it is assumed that there is 
homogeneity among most of the small business in 
terms of financial shortages, except for agriculture 
which has only recently received government 
subsidies, it is expected that the results will give 
positive clues to understand the whole picture. The 
questionnaire and the interviews allow the researcher 
to implement qualitative methods, that is to say, 
looking at owners’ and managers’ behavior. Pretests 
are conducted during questionnaire development. In 
general, the questionnaire contains some variables. 
Access to financial resources, women entrepreneurs, 
employment characteristics, and educational level are 
the most profound variables to this study. Finally, the 
non-availability of (or access to) the basic national 
database is constituted as one of several challenges. 
In regard to sample size, the accuracy of estimation 
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largely relies on the sample size. Of course, a small 
sample size will not help to minimize sampling 
errors. Nevertheless, the selection of respondents 
whether random or convenient, the distribution of 
population parameters, the aim of the research, and 
data analysis of the project (Yang et al. 2006) are 
chief factors in choosing the sample size. Within this 
study, up to 25 owners and managers of Small 
Businesses (SBs) have been taken as a sample size. 
The size of the sample may differ if the researcher 

works in a limited area, the scope of this research 
justifies the sample size. This research focuses on the 
private sector; and within this sector, the retail sector 
is explored. In addition to concentrating on Kurdistan 
region and Poland to compare the difference between 
these two countries regarding small businesses, a 
sample of 25 forms may be sufficient to give a 
general idea about the behavior of the SB borrowers 
and lenders of loans in this small market. 

 
V. DATA ANALYSIS 
 
Kurdistan 
 

Parameter Categories Frequency Percentage 

Gender Male 21 84.0 
Female 4 16.0 

Marital Status Married 14 56.0 
Single 11 44.0 

Education 

Illiterate 1 4.0 
Writing and Reading 1 4.0 

Primary 2 8.0 
Secondary 7 30.0 
Preparatory 7 30.0 

Diploma 1 4.0 
Bachelor 6 24.0 

ownership types 
Self 14 56 
Rent 8 32 
Share 3 12 

Number of persons engaged in the business 

1-3 17 68 
4-6 5 20 
7-12 1 4 

12 -16 1 4 
17 -20 1 4 

Do you need funds to expand your business 
No 2 8 
Yes 19 76 

Maybe 4 16 

If you need money, how much do you need? 
Less than $5000 8 32 
$5000 – $15.000 12 48 

More than $15.000 5 20 

If you will not get further funds (or capital), do 
you expect to go out of business? 

Yes 16 64 
No 5 20 

Maybe 4 16 

Based on your business information, would 
bank provide you with loans? 

Yes 14 56 
No 6 24 

Maybe 5 20 

Is there any private organization or private 
bank providing funds or loans to start aSB 

(small business) or to expand the existing one? 

Yes 18 72 
No 2 8 

I have no information 5 20 

what the problems listed below has become an 
obstacle for you in getting loans private bank 

Heavy guarantee required 3 12 
Duration of the loans is too 

short 3 12 

The interest rate is too high 4 16 
Sin in Islam 15 60 

Total 25 100 
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Poland 
 

Parameter Categories Frequency Percentage 

Gender Male 10 58.0 
Female 7 42.0 

Marital Status Married 9 53.0 
Single 8 47.0 

Education 

Illiterate 0 0.0 
Writing and Reading 0 0.0 

Primary 3 18 
Secondary 3 18 
Preparatory 2 12.0 

Diploma 6 35.0 
Bachelor 3 18 

ownership types 
Self 8 37 
Rent 3 18 
Share 6 47 

Number of persons engaged in the business 

1-3 9 53 
4-6 3 18 
7-12 3 18 

12 -16 1 6 
17 -20 1 6 

Do you need funds to expand your business 
No 5 30 
Yes 6 35 

Maybe 6 35 

If you need money, how much do you need? 
Less than $5000 0 0 
$5000 – $15.000 3 11 

More than $15.000 14 89 

If you will not get further funds (or capital), do 
you expect to go out of business? 

Yes 3 18 
No 8 47 

Maybe 6 35 

Based on your business information, would 
bank provide you with loans? 

Yes 13 76 
No 0 0 

Maybe 4 24 

Is there any private organization or private 
bank providing funds or loans to start aSB 

(small business) or to expand the existing one? 

Yes 13 76 
No 0 0 

I have no information 4 24 

what the problems listed below has become an 
obstacle for you in getting loans private bank 

Heavy guarantee required 3 17.6 
Duration of the loans is too 

short 10 58.8 

The interest rate is too high 4 23.5 
Sin in Islam 00 00 

Total 17 100 
 
CONCLUSION AND RECOMMENDATION 
 
In this study, it has been argued that FBs are 
considered as one of the most profound problems of 
building and expanding SBs in Iraqi Kurdistan. Many 
reasons for this can be addressed.    The first goal of 
the research was: “evaluating the causes of lack of 
credit availability for the SBs (borrowers) in Iraqi 
Kurdistan and exploring the restrictions by the 
lenders, mainly the banks and the government”. Thus, 
in the line of this goal, it has been argued that some 
owners of the SBs have no information about the 
lenders who give loans, particularly the private 

organizations. The uncertainty towards SB 
owners/managers encourages lenders to avoid paying 
loans to SBs or set intense conditions for them. This 
case is literally called asymmetrical information. Due 
to lack of information on SBs which breeds 
uncertainty, lenders are happier with large business 
owners.  AP is another reason for fearing from giving 
loans to the SBs. Recall from chapter two, the 
willingness of lenders is highly under the impact of 
the conflict between managers and investors of the 
institution. This is partially occurred due to 
asymmetry information. It reflects on the collateral 
requirements and interest rate, too. In regard to our 
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case study, it has been observed that most of the 
banks, if not all, in Sulaimany city are branches of 
banks in Baghdad. The branches are not allowed to 
design their policies according to the needs of the 
local market in the Kurdistan Region. Hence, the AP 
has risen up. In this case, the AP is a conflict between 
shareholders or general managers with their branch 
managers. In interviews with some managers of 
banks in the Kurdistan Region, it has been 
acknowledged that they are less enjoying power in 
replacing another scenario to deal with SBs. This is 
partially due to lack of information reach managers or 
shareholders in Baghdad. 
To look at the picture from the perspective of 
borrowers, an interesting conclusion to be noticed is 
the biggest part of the sample affirmed that they 
started their business without getting any funds from 
the KRG or other financial institutions. The funds 
were either offered by their families, or they used 
their own savings. In some cases, they borrowed from 
their friends, which usually involved no interest rate. 
Since starting their businesses, the owners are still 
suffering from the lack of financial sources. Totally, 
about 56 % of them emphasize that they greatly need 
further capital to expand their businesses. Expanding 
businesses here does not mean that they will move on 
to medium-sized businesses. For instance, most of the 
owners who employ 1-3 individuals are asking for 
further capital. When they are asked how much they 
need, around 70 % says they need more than $25,000. 
Lack of capital may result in quitting their businesses 
in the future as 32 % of the sample emphasized. 
However, even they will be able to carry on, their 
ability to expand and gain more profit is limited by 
financial shortages. Though a portion confirms that 
they have information on available loans, they do not 
want to borrow money from the traditional 
institutions of finance. Thus, other reasons should 
necessarily be searched. 
The literature relied on for this dissertation gave a 
clue to focus on the role of the Islamic banks. The 
question of Islamic banks is arising due to people’s 
belief in the Islam Shariah. Paying interest rate in 
Islam is not allowed. Hence, the Islamic banks 
contribute to filling the gap left by other banks. In 
Sulaimanyah City, The Dijla and Furat is one of the 
banks which provide funds for SBs. They do not use 
the word ‘interest rate.’ Instead, they buy stuff for the 
agent at a higher price. For example, if someone 
would like to open a hair salon, the bank either buys 
stuff for the agent or pays the money. In any case, 
banks share the profits. Interestingly, around 33 % 
reply that according to Islam, it is not allowed to pay 
interest rates. The results present previously shows 
that some are ready to pay interest rate, but this result, 
33 % of the sample, shows that other are not. Overall, 
either interest rates or profit rates are between 10-12 
%, but it has reached 16 % in some cases, although it 
has declined within the last five years from 18 %.                                                           
. 

Moreover, SBs in Iraqi Kurdistan is in an early stage. 
What has contributed to this is the Iraqi state being 
dominated by central planning. This system has 
already been removed, but its culture has been 
inherited. To be supported in data, around 52 % of the 
sample says that they have built their business in the 
last 1-3 years, and 22 % replies that the age of their 
business is no more than seven years. In the 
meantime, the financial system itself in Iraqi 
Kurdistan is not well advanced, which has led to 
restricting borrowers from small enterprises to have 
different options and choices in the market. In other 
words, lenders have monopolistic power over 
borrowers from the pool of SBs. In addition, LBs are 
still preferred not only as a consequence of central 
planning model but because of having the reputation 
of gaining profits, returning the borrowed money, and 
paying the interest rate on time, too. Therefore, the 
lenders either ask for heavy collateral and equity 
requirements or are not ready to provide SB owner’s 
funds at all. 
 
RECOMMENDATION 
 
The study of SBs is an important, but neglected, issue 
in the literature related to the Kurdistan Region. 
Researchers should contribute to fill this gap in many 
aspects. The financial aspect is the most interesting 
one. Some of the tools have been presented in this 
study, but many more are necessary. For others, 
particularly institutions, a larger sample might be 
more helpful to understand the secret of the picture, 
though a small sample size does not necessarily mean 
biased in estimation. Apart from that, gender issues 
can be taken more seriously. This study gives clue to 
make further steps, though they were not enough. Not 
only this, the relationship between borrowers and the 
KRG is not strong, and the policy designed by the 
latter is not well organized. Other researchers can 
contribute in this regard. Finally, other issues related 
to SBs should be paid attention, too. For instance, the 
owners of SBs in the Kurdistan Region are deprived 
of insurance and have no choice to get a fund or wage 
in retirement age. To conclude, other researcher can 
take many dimensions of the picture and look at it 
from many other angles to understand other problems 
of SBs in Iraqi Kurdistan. However, this target will 
certainly not easily be achieved without getting 
supports from relevant institutions. 
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