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Abstract: Micro, small, and medium-sized enterprises - MSMEs are characterized by contributing
significantly to nations' economies worldwide, being dynamic agents of employment, supplying goods
and services, and paying taxes. Among the factors that affect the sustainability and durability of these
organizations is the financing to which they access the development of their activities. In Colombia, the
figure of loans called "drop-by-drop" exists since illegality, which due to its characteristics generates
problems of sustainability and growth for MSMEs that access them. This research was carried out to
determine if there is a linear relationship between variables associated with access to loans "drop-by-
drop". It was developed under a quantitative, correlational, non-experimental, and transactional
approach. We worked with a probabilistic sample. As the main findings, it was obtained that between
the analysis variables, there is a correlation at different levels; In the same way, it was possible to
identify two particular phenomena, the first, is that more than 50% of MSMEs have access to credits
neither with the formal nor with the informal financial sector, the second, that those that access
financing with the informal system are They submit to the conditions imposed by the lenders, among
which are high interest rates and putting their businesses, their families and even their lives at risk. The
main conclusion is the need to create financing products from the formal actors of the country's financial
system, which responds to the needs of MSMEs since an unattended potential market is evident.
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JEL Classification: G300.

1. Introduction

Every source of business financing affects the potential economic outcomes that a business can
achieve. However, access to various financing sources is limited and can depend, for example, on the
company's size (Franco Gémez et al., 2019). Although there is no globally unified definition for micro,
small, and medium-sized enterprises (MSMEs), it is evident that these types of businesses constitute the
majority in both Latin America (Dini & Stumpo, 2020) and worldwide (Arce et al., 2021), a phenomenon
also reflected in Colombia (Barrera Lievano & Parra Ramirez, 2020). In fact, in developed economies
such as the United States and the European Union, as well as in underdeveloped or developing
countries, including those in Latin America, MSMEs make up over 90% of all businesses (Noboa et al.,
2020).

MSMESs are business units that significantly benefit the economy. Economic growth within a
country is closely tied to internal productivity, a context in which these enterprises play a crucial role.
In terms of figures, according to Arellana et al. (2020), 96% of businesses in Colombia are MSMEs, 90%
of which are smaller in scale (Moreno-Gémez et al., 2023), collectively contributing significantly to the
nation’s Gross Domestic Product (GDP) (Torres-Medina & Marquez, 2020).

In Colombia, micro, small, and medium-sized enterprises are classified as specified in Decree 957 of
2019, where company size is determined based on economic sector, number of employees, and income
from ordinary activities, as outlined below:
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Table 1.
Enterprises classification by size — Colombia.
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Sector Classification variable Small-sized Medium-sized
Number of workers (for all) | Between 11 and 50 Between 51 and 200
. . Between 23,563 and | Greater than 204,995 and
Annual ordinary income
Manufacturer measured in UVT* less than or equal to | less than or equal to
204,995. 1,736,565.
. . Between 32,988 and | Greater than 181,951 and
. Annual ordinary income
Services measured in UVT less than or equal to | less than or equal to
181,951. 483,034
) . Between 44,769 and | Greater than 431,196 and
Annual ordinary income
Commerce measured in UVT less than or equal to | less than or equal to
4381,196. 2,160,692.
Source:  Lievano et al. (2022). UVT: Tax value unit.

The study of financing sources accessed by MSMEs is particularly relevant because, due to their
size and limited resources, they are vulnerable to sudden economic changes, such as those brought on by
COVID-19. Likewise, it is important to remember that companies are created to maximize returns for
their owners (Rosas-Rodriguez et al., 2023), and their management is expected to strive for high
longevity rates, understood as sustainability in the market (Geraldo-Campos et al., 2022).

Credit, as a business financing method, plays a social role in the economy since access to credit
promotes the country's economic and social growth and development. Credit is offered by both public
and private sectors and made available under government regulations and conditions set by financial
intermediaries based on factors like risk.

In Colombia, the formal credit supply does not fully meet market needs due to the requirements
imposed by financial institutions (Baez Roa & Puentes Montariez, 2018), creating a gap filled by the
informal sector. This sector serves an excluded segment under conditions unregulated by the
government but overseen by private lenders.

"Drop-by-drop" loans are an informal loan modality, which, depending on specific characteristics—
such as the interest rates charged, and collection methods employed—can be considered part of the
illegal market (Barrera Lievano & Parra Ramirez, 2020). MSME owners’ resort to this type of financing
due to several factors, including barriers set by formal financial institutions, lack of financial education,
and distrust of financial institutions (Lievano and Ramirez, 2024).

This study aims to identify correlations between various factors associated with MSME owners in
Bogota who use "drop-by-drop" loans as a business financing method.

1.1. The Social Function of Credit

Credit plays a significant role in the economy of any nation due to the impact it can generate. Access
to financial services (mainly credit) can provide borrowers with better conditions and opportunities for
their well-being and quality of life (Duta-Uyaguari et al., 2021). Global initiatives like the Grameen
Bank have been established, which focus on providing small amounts of money (microloans) to improve
the living conditions of its borrowers (Mourdo, 2019).

The provision of credit can come from private or public resources. Indeed, when private
intermediation does not meet the needs of the economy, the state should intervene (in credit placement)
to help the population achieve economic and social well-being that contributes to their dignity as human
beings (Posada, 1957). However, due to the demands and limitations of the formal financial system, at
times it does not meet the credit needs of the population from a social function perspective. This
includes the provision of working capital loans, educational loans, and housing loans, among others,
which help achieve minimum standards in the development of people’s living conditions and quality of
life.

This gap is often filled by the informal sector (Maza & Rivera, 2023), which operates without the
specialization or authorization of authorities (Obando-Bastidas et al., 2016). These informal lenders are
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sometimes illegal, taking advantage of an unregulated market to charge high interest rates (Barrera
Lievano & Parra Ramirez, 2020), overburdening borrowers, and harming society in two ways. On one
hand, they fail to achieve the objective of the social function of credit, as borrowers are forced to accept
high interest rates that do not allow them to significantly improve their living conditions. On the other
hand, they provide funds to organized crime groups (Villamizar Moreno & Pobre Otélora, 2018), which
harm society.

It can be asserted that people living in poverty, or near it, frequently resort to informal financing
mechanisms (Inglada Galiana et al., 2015). This phenomenon occurs due to the exclusion caused by the
tormal financial system’s requirements, such as collateral, personal guarantees, documentation, income
levels, and credit history, among others, which are imposed by formal institutions to mitigate the risk of
non-repayment of loans (Valencia et al., 2020).

From the perspective of the business of money collection and distribution, exercised by financial
institutions, these channel resources from people with excess capital, with the premise of providing
them with economic benefits (Ordéfiez Granda et al., 2020). This activity allows formal intermediaries
to allocate resources through credit, ensuring that capital circulates in the economy and is used, among
other things, to finance business activities, education, housing, and more.

1.2. Access to Colombia’s Financial System

Access to the formal financial system for MSMEs is limited, among other reasons, due to the
difficulty financial institutions face in obtaining the proper information due to asymmetry, opacity, and,
in some cases, its validity (Rocca Espinoza et al., 2018). Other relevant factors that condition access to
credit for these types of companies include the lack of fixed assets to back the debt (Saavedra Garcia et
al.,, 2021), the lack of experience in management, and the profitability that financial institutions may
derive (Danos & Romero, 2020).

In Colombia, it is a reality that the limitations faced by micro, small, and medium-sized enterprises
in accessing formal credit from financial institutions hinder their growth (Barrera Lievano & Parra
Ramirez, 2020). From a financial standpoint, this phenomenon occurs because MSMEs lack access to
resources for developing their commercial activities, and the benefits that debt generates, such as the
deduction of interest from profits before calculating the income tax (Ramirez-Miranda et al., 2022),
which lowers the taxable base and thus the amount to be taxed.

Regarding microenterprises, according to the National Association of Financial Institutions (2018),
data collected in the Large Survey of Microenterprises showed that, in terms of financing with the
financial system, between 138% and 15% of these production units, depending on their economic sector,
applied for credit in the second half of 2017, with an approval rate of 96% for the industrial sector, 93%
for the commercial sector, and 87% for the services sector.

For the second half of 2019, the National Association of Financial Institutions (2020) found that
microenterprises saw a significant overall increase in taking credit from financial institutions. On
average, depending on their economic sector, between 23% and 29% applied for credit. As for the loan
approval rates, the industrial sector registered 78%, the services sector 75%, and the commercial sector
86%, which represents a reduction in all cases compared to what was recorded in 2017.

In the second half of 2018, according to the Large SME Survey (Small and Medium Enterprise), on
average across sectors, 21% of SMEs applied for credit from the financial system, showing a significant
reduction in the formal credit applications by these production units compared to previous periods, with
an approval rate of 92% for the commercial sector, 90% for the industrial sector, and 86% for the
services sector (National Association of Financial Institutions, 2019). The same source states that,
regarding whether the approved amount by the financial institution matched the requested amount, on
average across the industrial, commercial, and services sectors, 84.3% said yes.

For the first half of 2020, under the global conditions of the COVID-19 pandemic, the National
Association of Financial Institutions (2021) reported that SMEs applied for more credit compared to the
second half of 2018, with 33% from the services sector, 30% from the industrial sector, and 24% from
the commercial sector, representing an average of 29% across SMEs. Regarding the approval rate, it
was 87%, 93%, and 93%, respectively, which also represents an increase in the approval rate. As for
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whether the amount approved by the financial institution matched the requested amount, on average,
between the industrial, commercial, and services sectors, 44.6% said yes, a nearly 50% decrease
compared to the second half of 2018, with the industrial sector showing the greatest decrease from 86%
to 28%.

A decisive factor in the increased borrowing by MSMEs was the economic crisis caused by the
COVID-19 pandemic in 2020 and the government’s debt guarantee program through the National
Guarantee Fund (FNG) as a contingency to the situation.

The data presented illustrate a complex reality for Colombia’s economy regarding the growth and
strengthening of its MSME sector, as in all cases, access to credit does not exceed 35% for these units,
depending on their size.

However, there is another factor that limits MSMES’ access to credit, which is not related to the
financial system itself but is linked to the business owner: voluntary exclusion from the formal financing
system (National Association of Financial Institutions, 2020). This phenomenon arises from factors
associated with culture, distrust in the financial system (Sarmiento-Arévalo et al., 2020), and lack of
financial education.

1.3. “Drop-by-Drop” Loans

The "drop-by-drop" loans (also called " Credit drop-by-drop” "express loans” or "pay daily") is a
financing phenomenon that arises in the informal system, and in certain cases, is characterized by being
illegal (Barrera Lievano & Parra Ramirez, 2020).

Not everything informal is illegal. Regarding financing, as stipulated by Law 599 of 2000, from the
informal sector (understood as not being part of the formal financial system), an individual can lend
money and charge an interest rate that does not exceed half of the prevailing current bank interest rate
tor the period certified by the supervising authority.

The "drop-by-drop" phenomenon is based on the granting of a loan that typically does not require
collateral, is delivered immediately, and is repaid in short installments, which may be daily, weekly, or at
other intervals (Renaud, 2019). It is characterized by charging an interest rate that sometimes exceeds
the legally established rate, which can reach up to 20% per day (Holguin, 2017).

Although the literature on this type of loan is limited, some intrinsic characteristics of this form of
financing have been documented, such as the dependency it generates for borrowers because the profits
that MSMEs can generate are spent on repaying the high interest rates they assume (Holguin, 2017), or
its association with criminal gangs that manage this type of lending and "guarantee" the return of the
money borrowed through violence (Renaud, 2019). This can sometimes lead to borrowers being forced
to leave their homes, losing their businesses, the murder of family members of the borrower or the
borrower themselves, or inheriting debts (Hernandez Garcia & Oviedo Gémez, 2016).

Among the reasons for accessing "drop-by-drop" loans, authors such as Alvis-Puentes et al. (2022)
mention the vulnerability of the borrower, Obando-Bastidas et al. (2016) refer to academic background,
and Barrera and Parra (Barrera Lievano & Parra Ramirez, 2020) refer to the level of education of the
business owner and the size of the business. Regarding the latter, Barrera et al. (2022) also mention that
the business’s age is a determining factor.

»on

2. Materials and Methods

A quantitative methodology was developed, with a correlational, non-experimental, and cross-
sectional approach (Herndndez Sampieri & Mendoza Torres, 2018). For data collection, a survey was
used as a tool to gather primary data, which was applied to owners, managers, or administrators of
MSMES (according to the legislation in force as of December 31, 2020) in the city of Bogotd, involved in
the commercial activity of selling unprocessed food.

Since the research focuses on collecting primary data from individuals, the ethical considerations
outlined in the Helsinki Declaration were considered. Therefore, each participant was asked to sign an
informed consent form, which had prior approval from the Ethics Committee of the higher education
institution UNIMINUTO. In this form, participants were informed of their rights regarding voluntary
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participation in the process and the possibility of withdrawing from it at any time without any
consequences.

A sample of 385 MSMEs was determined based on the following calculation parameters: population
size (unknown), heterogeneity (50%), confidence level (95%), and an accepted margin of error of 5%.

Regarding the survey, its development was 100% anonymous. The instrument was validated
through a pilot test with ten members of the population, applying the test-retest method, which
demonstrated reliability in the collected data. The research worked with eight variables associated with
taking "drop-by-drop" loans: V1 — Economic stability; V2 — Financial knowledge; V3 — Preference for
taking "drop-by-drop" loans; V4 — Need for taking "drop-by-drop" loans; V5 — Risk of taking "drop-by-
drop" loans; V6 — Number of "drop-by-drop" loans taken in a year; V7 — Distrust in financial
institutions; V8 — Cost of "drop-by-drop" loan interest rates. Twelve correlational hypotheses were
formulated; for each of them, two variables were addressed, as presented in Table 2.

Table 2.
Research hypothesis.
Variables Hypothesis
Ha-1: There is a | HO-1: There is no
. . Need for taking ‘drop- | linear  relationship | linear  relationshi
Economic stability by-drop’ loans g b between thz between thE
variables. variables.
Number of ‘drop-by- Ha-2: There. is ‘a | Ho-2: There. is no
Economic stability drop’ loans taken in a linear  relationship | linear  relationship
between the | between the
year . .
variables. variables.
Ha-3: There is a | HO-8: There is no
Financial knowledge Preference for taking | linear  relationship | linear  relationship
‘drop-by-drop’ loans between the | between the
variables. variables.
Ha-4: There is a | HO-4: There is no
. . Danger in  taking | linear  relationship | linear  relationshi
Financial knowledge ‘dro;()g—by—drop’ loans i between thz between thE
variables. variables.
Ha-5: There is a | HO-5: There is no
Financial knowledge Distrust in financial | linear  relationship | linear  relationship
institutions between the | between the
variables. variables.
Ha-6: There is a | HO-6: There is no
Preference for taking | Danger in  taking | linear  relationship | linear  relationship
‘drop-by-drop’ loans | ‘drop-by-drop’ loans between the | between the
variables. variables.
Ha-7: There is a | HO-7: There is no
Preference for taking | Distrust in financial | linear  relationship | linear  relationship
‘drop-by-drop’ loans | institutions between the | between the
variables. variables.
Ha-8: There is a | HO-8: There is no
Need for taking | Danger in taking | linear  relationship | linear  relationship
‘drop-by-drop’ loans | ‘drop-by-drop’ loans between the | between the
variables. variables.
. Ha-9: There is a | HO-9: There is no
Need for takin Number of “drop Tby " | linear  relationship | linear  relationshi
& | drop’ loans taken in a P P
‘drop-by-drop’ loans P between the | between the
year . .
variables. variables.
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Variables Hypothesis
. Ha-10: There is a | HO-10: There is no
. : Cost of the interest | .. . . . . .
Need for taking rate on ‘drop-by-drop’ linear  relationship | linear  relationship
‘drop-by-drop’ loans loais P=RY=ETOP 1 petween the | between the
) variables. variables.

Ha-11: There 1s a | HO-11: There i1s no
linear  relationship | linear  relationship
between the | between the
variables. variables.

Ha-12: There 1s a | HO-12: There i1s no
linear  relationship | linear  relationship
between the | between the
variables. variables.

Number of ‘drop-by-
drop’ loans taken in a
year

Danger in taking
‘drop-by-drop’ loans

Cost of the interest | Number of ‘drop-by-
rate on ‘drop-by- | drop’ loans taken in a
drop’ loans year

The survey consisted of 20 questions divided into four sections: the first focused on validating that
the respondent met the population parameters; the second focused on collecting sociodemographic data
such as gender, education level, age range, among others; the third aimed to gather data related to the
taking of "drop-by-drop" loans and their cost; and finally, a fourth section contained seven items to be
evaluated according to the respondents' perceptions using a Likert scale measurement format, with one
item to be quantified based on the MSME's actual situation.

The items to be evaluated by the respondents were as follows:1) From your point of view, rate from
one to five, with one being the lowest value and five the highest, the current economic stability of the
business/company you own, manage, or administer (associated with variable 1); 2) From your point of
view, rate from one to five, with one being the lowest value and five the highest, your knowledge and
management of the finances of the business/company you own, manage, or administer (associated with
variable 2); 8) From your point of view, rate from one to five, with one being the lowest value and five
the highest, your preference for taking "drop-by-drop" loans / daily loans over other types of loans with
financial institutions, to finance the business/company you own, manage, or administer (associated with
variable 3); 4) From your point of view, rate from one to five, with one being the lowest value and five
the highest, your need to take "drop-by-drop" loans / daily loans to finance the business/company you
own, manage, or administer (associated with variable 4); 5) From your point of view, rate from one to
five, with one being the lowest value and five the highest, how dangerous you think taking a "drop-by-
drop" loan / daily loan can be (associated with variable 5); 6) Please indicate how many "drop-by-drop"
loans / daily loans you take in a year to finance the business/company you own, manage, or administer
(associated with variable 6); 7) From your point of view, rate from one to five, with one being the lowest
value and five the highest, how much you distrust financial institutions like banks and cooperatives
(associated with variable 7); and, 8) From your point of view, rate from one (1) to five (5), with one (1)
being the lowest value and five (5) the highest, how high you consider the interest rate charged when
you request a "drop-by-drop" loan / daily loan (associated with variable 8).

To validate the hypotheses, the Pearson correlation coefficient (Pearson’s R) was calculated between
the different variables (Barrera Lievano, 2022) to determine the linear correlation; to validate or
invalidate the null hypothesis (HO), the result of the significance level was used as the basis; HO was
rejected when the significance level was equal to or less than 0.05, and the alternative hypothesis (Ha)
regarding the existence of linear correlation was accepted (Lievano et al., 2022). SPSS statistical
software was used to process the information.

For the analysis of the resulting value (which ranges between -1 and +1), the interpretation of the
magnitude of the Pearson correlation coefficient (R of Pearson) was used according to Cohen, where:
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Table 3.

Magnitudes interpretation of the Pearson correlation coefficient.
Range of rxy values Qualitative interpretation
0.00 < |rxy| <0.10 Null correlation
0.10 < |rxy| < 0.80 Weak correlation
0.30 < |rxy| < 0.50 Moderate correlation
0.50 < |rxy| = 1.00 Strong correlation

Source:  Hernandez Lalinde, et al., (2018).

3. Results

After completing the data collection process, it was identified that 100% of the respondents are
owners, managers, or administrators of micro, small, or medium-sized enterprises, according to the
legislation in force as of December 31, 2020. Of these, 66.5% were men and 33.5% women, with none
identifying as another gender. Regarding the size of the business, it was found that 42.1% of the
respondents represent microenterprises, 46.7% small enterprises, and 11.2% medium-sized enterprises.

Regarding educational level, it was found that 46% reported having completed all of high school
(secondary education), 28.3% completed only primary education, and 0.2% (one person) claimed not to
have any schooling. The remaining 25.5% pursued higher education, with 7.8% having technical
degrees, 6.5% having a technological degree, and 11.2% having completed a university-level professional
degree.

Regarding the use of credit as a method of financing for the business, 49.9% of respondents reported
having debt from loans for this purpose, while 50.1% indicated they do not. As for the use of "drop-by-
drop" loans as a financing method, 37.9% stated that they have taken out such loans for their businesses,
while 62.1% indicated they have not. This means that 100% of MSMESs surveyed have debt from loans,
76% have debt from "drop-by-drop" loans.

Concerning the question related to the interest rate charged on "drop-by-drop" loans, respondents
reported that it ranged from 42% annual eftective rate (APR) to greater than 100% APR, as shown
below: 6.8% reported an interest rate between 75% APR and 100% APR, and 91.9% reported an interest
rate greater than 100% APR. It is noteworthy that the highest concentration was in rates higher than
100% APR. When veritying these rates, they reached values of 10%, 20%, 30%, 60%, and up to 150%
effective monthly rates.

Regarding the relationships between the different variables associated with the hypotheses, Table 4
and Table 5 present the correlation results, and the level of significance obtained for each of these.
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Table 4.
Results Pearson's correlation coefficient between variables (part 1).
Economic | Financial Need for taking
stability | knowledge | ‘drop-by-drop’ loans
Pearson
- *k _ *
Need for taking | Correlation 0-544 0335 !
‘drop-by-drop’ Sig. (2-tailed) 0,000 0,000
loans
N 148 148 385
Pearson
. . -0.316%* -0.326%* 0.548%*
Number of ‘drop- | Correlation
by-drop”  loans | Sig (2-tailed) 0.000 0.000 0.000
taken in a year
N 146 146 146
Pearson
- *k _ *k *
Distrust in | Correlation 0222 0267 0.268
financial Sig. (2-tailed) 0.007 0.001 0.001
Institutions
N 145 145 145
Cost  of the | Learson 0.093 0.064 ~0.084
. Correlation
Interest rate on - -
‘drop-by-drop’ Sig. (2-tailed) 0.259 0.487 0.312
loans N 148 148 148
Source:  **Correlation is significant at the 0,01 level (2-tailed). *Correlation is significant at the 0,05 level (2-tailed).
Table 5.

Results Pearson's correlation coefficient between variables (part 2).

Preference for
taking ‘drop-by-
drop’ loans

Danger in
taking ‘drop-

by-drop’ loans

Number of ‘drop-
by-drop’ loans
taken in a year

Pearson -0.289%* 0.042 ~0.326%%
Financial Correlation
knowledge Sig. (2-tailed) 0.000 0.614 0,000

N 148 148 146

Pearson s * *k
Need for taking | Correlation 0633 ~0-180 0548
idrop—by—drop’ Sig. (2-tailed) 0.000 0.029 0.000

oans
N 148 148 146
| Pearson ~0.686%* 1 -0.058

Danger in | Correlation
taking  “drop- | Sig. (2-tailed) 0.000 0.486
by-drop’ loans

N 148 3856 146

Pearson >k *
Distrust in | Correlation 0.26% -0.209 0.079
financial Sig. (2-tailed) 0.001 0.012 0.350
istitutions

N 145 1456 144
Cost of the | Pearson -0.301%% 0.709%* -0.018
interest rate on | Correlation
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Preference for Danger in Number of ‘drop-
taking ‘drop-by- | taking ‘drop- by-drop’ loans
drop’ loans by-drop’ loans | taken in a year
‘drop-by-drop” | Sig. (2-tailed) 0.000 0.000 828
loans
N 148 148 146

As can be seen, between the variables of "economic stability" and "need for taking 'drop-by-drop'
loans" a linear relationship of -0.344: was found with significance at the 0.01 level. This represents a
moderate inverse correlation with a high degree of significance, which allows for the interpretation that,
the lower the perceived economic stability by the entrepreneur, the greater the perceived need to resort
to taking "drop-by-drop" loans.

Regarding the variables of "economic stability" and "number of 'drop-by-drop' loans taken in a year"
a linear relationship of -0.316 was found with significance at the 0.01 level, which represents a moderate
inverse correlation with a high degree of significance. In this case, the result allows us to interpret that,
the lower the perceived economic stability by the entrepreneur, the greater the number of "drop-by-
drop" loans taken.

Regarding the variables of "financial knowledge" and "preference for taking 'drop-by-drop' loans” a
linear relationship of -0.242 was found with significance at the 0.01 level, which indicates a weak inverse
correlation.

For the variables of "financial knowledge" and "distrust in financial institutions”, a linear
relationship of -0.267 with significance at the 0.01 level was found, indicating a weak inverse
correlation.

As evidenced in the data processing for the variables of "preference for taking 'drop-by-drop' loans"
and "danger in taking 'drop-by-drop' loans" a linear relationship of -0.686 with significance at the 0.01
level was found. This represents a strong inverse correlation with a high degree of significance. This
allows for the interpretation that, the lower the perception of danger in taking "drop-by-drop" loans by
the entrepreneur, the greater the preference for taking such loans.

Regarding the variables of "preference for taking 'drop-by-drop' loans" and "distrust in financial
institutions" a linear correlation of 0.264 with significance at the 0.01 level was found, indicating a weak
direct correlation.

When processing the information of the variables of "need for taking 'drop-by-drop' loans" and
"danger in taking 'drop-by-drop' loans” a linear relationship of -0.180 with significance at the 0.05 level
was found, denoting a weak inverse linear correlation.

Regarding the variables of "need for taking 'drop-by-drop' loans" and "number of 'drop-by-drop'
loans taken in a year” a linear relationship of 0.548 with significance at the 0.01 level was found,
representing a strong direct correlation with a high degree of significance. This allows us to infer that
the greater the perception of the need to take "drop-by-drop" loans by the entrepreneur, the greater the
number of such loans taken within a year.

After processing the data from the variables of "need for taking 'drop-by-drop' loans" and "cost of
the interest rate on 'drop-by-drop' loans" a linear relationship of -0.084 was found, without a significant
level of significance.

Regarding the variables of "danger in taking 'drop-by-drop' loans" and "number of 'drop-by-drop'
loans taken in a year” a linear relationship of -0.058 was found, without a significant level of
significance.

Concerning the variables of "cost of the interest rate on 'drop-by-drop' loans" and "number of 'drop-
by-drop' loans taken in a year” a linear relationship of -0.018 was found, without a significant level of
significance. Finally, for the variables of "financial knowledge" and "danger in taking 'drop-by-drop'
loans” a linear relationship of 0.042 was found, without a significant level of significance.
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4. Discussion

The literature on the "drop-by-drop" credit system is limited, especially outside of Colombia, as it is
a phenomenon that originated in the country. Although it has been "exported" to other nations, as seen
in press articles and even in journalistic documentaries, there is no extensive academic or scientific
literature on the phenomenon.

The results from processing the collected information empirically show that just over 50% of the
Mipyme (micro, small, and medium enterprises) selected for the sample do not have debts, loans, or
credit to finance their commercial activities. This aligns with what is identified in existing literature
(Asociaciéon Nacional de Instituciones Financieras, 2020; Sarmiento et al., 2020). This is a significant
finding, considering that financing can be a growth tool for businesses, especially for smaller ones.

Regarding the percentage of Mipyme that reported having debts, 76% use "drop-by-drop" loans as a
torm of financing. This is both representative and alarming, given the conditions associated with this
type of lending. These loans are not only linked to limiting the growth of the business due to the high
interest rates charged (Barrera Lievano & Parra Ramirez, 2020), but also to security risks for the
borrower and their family.

Regarding the interest rates charged by "drop-by-drop" lenders, the participants reported paying
rates exceeding 75% effective annual (EA), which falls outside the legal framework and validates the
claims made by Holguin (2017), who asserts that rates can sometimes reach up to 20% daily.

As for the hypotheses presented in the research, all of them are related to the entrepreneur's
perception of various factors associated with the economic activity of their business. A linear
relationship was found between some of these variables, as presented below.

Table 6.

Result validated hypothesis.

Variables Hypothesis validated

Economic stability ICITee(% for taking ‘drop-by- | Ha-1: There is a linear relationship

rop’ loans between the variables.

Economic stability %\Iumber of ’ ‘drop-by-drop’ | Ha-2: There ‘is a linear relationship
oans taken in a year between the variables.

Financial knowledge Preference  for  taking | Ha-3: There is a linear relationship
‘drop-by-drop’ loans between the variables.

Financial knowledge ?anger in taking ‘drop-by- | HO-4: There Is no linear relationship
rop’ loans between the variables.

Financial knowledge Distrust in financial | Ha-5: There is a linear relationship
institutions between the variables.

Preference for taking | Danger in taking ‘drop-by- | Ha-6: There is a linear relationship

‘drop-by-drop’ loans | drop’ loans between the variables.

Preference for taking | Distrust in financial | Ha-7: There is a linear relationship

‘drop-by-drop’ loans | institutions between the variables.

Need for taking | Danger in taking ‘drop-by- | Ha-8: There is a linear relationship

‘drop-by-drop’ loans | drop’ loans between the variables.

Need for taking | Number of ‘drop-by-drop’ | Ha-9: There is a linear relationship

‘drop-by-drop’ loans | loans taken in a year between the variables.

Need for taking | Cost of the interest rate on | HO-10: There is no linear relationship

‘drop-by-drop’ loans | ‘drop-by-drop’ loans between the variables.

Danger in taking | Number of ‘drop-by-drop’ | HO-11: There is no linear relationship

‘drop-by-drop’ loans | loans taken in a year between the variables.

Cost of the‘ Interest | Number of ‘drop-by-drop’ | HO-12: There is no linear relationship

rate on ‘drop-by- loans taken i b h bl

dron’ loans oans taken 1n a year etween the variables.

p
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The correlations found between the variables "preference for taking drop-by-drop credit" and
"danger in taking drop-by-drop credit" (-0.686) and the variables "need to take drop-by-drop credit" and
"number of drop-by-drop loans taken in a year" (0.548) are highlighted due to the magnitude found
according to Cohen's interpretation proposal, as these results show a strong linear correlation. In both
cases, the validity of the result is supported by the level of significance found, which was 0.01 in both
situations.

Regarding the variables "economic stability" and "need to take drop-by-drop credit" (-0.344) and
the variables "economic stability" and "number of drop-by-drop loans taken in a year" (-0.816), their
results show a moderate linear correlation. In both cases, the validity of the result is supported by the
level of significance found, which was 0.01 in both situations.

As for the variables "financial knowledge" and "preference for taking drop-by-drop credit" (-0.242),
"financial knowledge" and "distrust in financial institutions" (-0.267), "preference for taking drop-by-
drop credit" and "distrust in financial institutions" (0.264), and "need to take drop-by-drop credit" and
"danger in taking drop-by-drop credit" (-0.180), their results show a weak linear correlation. In all
cases, the validity of the result is supported by the level of significance found, which in the first three
cases was at the 0.01 level, and in the last pair of variables, at the 0.05 level, which is still considered
significant. As for the remaining variables, the results show null linear correlations and no significant
levels.

5. Conclusions

The development of the research leads to the questioning of two fundamental points: first, although
not all Mipyme (micro, small, and medium enterprises) resort to credit, nearly 50% of them do, which
allows us to infer the existence of a large demand for financing products that meet the particularities of
these organizations, considering that they represent the largest number of companies in Colombia and
in the world. Secondly, given this reality, there is a noticeable gap in the legal offer of credit in Colombia
that is tailored to the specific needs of these types of enterprises. Empirical evidence shows that there is
a high turnover in the use of drop-by-drop credit by Mipyme due to the needs of entrepreneurs, their
financial knowledge, and their trust in formal financial institutions.

It is also identified that entrepreneurs adapt to the conditions imposed by drop-by-drop lenders,
even paying high interest rates, and as evidenced by the consulted literature, assuming personal risks
that could lead to physical and family harm.

Considering this situation and understanding the importance of Mipyme for the health of the
economy, there is a need for the creation of financing products by the formal market with specific
characteristics that adapt to the needs and capacities of these organizations. Likewise, the creation of
public policies in this area is necessary to strengthen micro, small, and medium enterprises in the
country.

The main limitations of the study were the inability to generate a random sample selection due to
the geographic dimensions of the city and the impossibility of determining a system that would allow all
Mipyme to have the same chance of being selected as part of the sample, in addition to the existence of
criminal networks that engage in offering drop-by-drop credit in the main areas where businesses
dealing with unprocessed food are located, which limited the participation of the target population.

Additionally, among the limitations was the scarce literature available on the phenomenon of drop-
by-drop credit, which is even more limited in scientific databases like Scopus and WOS.

For future research, it is proposed to delve into the causes of the correlations identified, which
would help explain what was empirically observed in this study, as well as investigate the reasons why
more than 50% of Mipyme do not acquire debts (with the formal sector) as a method of financing.

Copyright:
© 2024 by the authors. This article is an open access article distributed under the terms and conditions
of the Creative Commons Attribution (CC BY) license (https://creativecommons.org/licenses/by/4.0/).
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