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ABSTRACT

There is growing recognition of the important role Small and Medium-
Scale Enterprises (SMEs) play in economic development. SMEs are often
described as efficient and prolific Job creators, the seeds of big businesses and
the fuel of national economic engines. This study set out to examine the
investment readiness, access to external finance and performance of SMEs in
the Accra Metropolis in Ghana. A mixed method approach employing both
quantitative and qualitative research methodology was utilized. Face-to-face
interviews using questionnaires were employed to collect data from 500
owner/managers of SMEs in the metropolis. In addition, eight groups of 14
members each were organised for focus group discussions. Structural equation
modeling using partial least squares and the Ordinary Least Square were
employed to examine the relationships.

The results of the study revealed that access to external finance has a
positive and significant effect on the performance of SMEs. Secondly, the
investment readiness variables such as owner/manager’s age, financial
leverage and financial information were found to have positive and significant
relationship with access to external finance of SMEs. Also, owner/manager’s
age, years of experience and financial information were found to have positive
and significant relationship with SME performance. The study implies that, in
addition to increasing the supply of finance to the SME sector, governments
can enhance the ability of SMEs to access the available funds by ensuring they
are investment ready. It was recommended that government should support

SME:s and also develop programmes to enhance investment readiness amongst

SMEs.
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CHAPTER ONE
INTRODUCTION

Background to the study

The quest for the promotion of Small and Medium-Scale Enterprises
(SMEs), and the rise of political-economy concerns over the lack of
industrialisation in developing countries dates back to the mid-twentieth
century. For much of the period, however, industrialisation policies were
premised on the segmentation between large and small-scale producers.
Macroeconomic and sector policies were designed accordingly (Erikson &
Sorheim, 2005).

Broadly speaking, the overall policy framework was to promote large
enterprises, often leaving small business producers at a disadvantage.
Monetary, foreign exchange and industrial strategies were formulated to
support the specialisation of larger firms in capital-intensive production,
feeding the higher end of the market, and small-scale producers were left to
produce inferior goods, commonly catering for the lower end of the market,
and using labour-intensive means of production. India’s industrialisation
strategy with its successive multi-year plans, exemplifies this paradigm. There
were of course variations on this theme from country to country (Cocca &
Alberti, 2010).

Supporting the creation and growth of innovative small and medjum-
size enterprises (SMEs) is a high priority for Europe, as they are the main
drivers for innovation, economic growth and job creation. At the supply side,
although equity funds raised have recently increased, reaching all-time records

in 2005, funds actually invested in SMEs remain proportionally low,



especially in the early stages. European investors are reluctant to invest in
SMEs because of the high risk and overhead costs induced which are not
compensated by realised returns. Europe has too few business angels, just as it
has too few private venture capital funds that are willing to invest in seed and
start-up stages. On the demand side, many entrepreneurs have a limited
understanding of the various financing options and they often perceive the loss
of control of their company as unacceptable (Shane, 2009).

In the European Union, SMEs account for 99.8 percent of all
companies, 67.1 percent of all private sector jobs, and more than 80 percent of
employment in some industrial sectors. In 2000, the EU adopted the Charter
on SMEs, as a policy document, which aimed to further promote the
development of small businesses; subsequently, in 2008 the EU adopted the
Small Business Act for Europe. These small businesses are increasingly seen
as playing an important role in the economies of many countries. Hence
governments throughout the world focus on the development of the SME
sector to promote economic growth. The dynamic role of these SMEs in
developing countries as engines through which growth objectives of
developing countries can be achieved has long been recognized (European
Commission, 2011).

It is estimated that SMEs employ 22 percent of the adult population in
developing countries (Daniels & Fisseha, 1992; Daniels & Ngwira, 1993;
Fisseha, 1991; Fisseha & McPherson, 1991; Gallagher & Robson, 1995). This
sector employs about 15.5 percent of the labour force in Ghana (Parker et al,
1995), and has experienced higher employment growth than micro and large-

scale businesses. SMEs output, as a percentage of Gross Domestic Product



(GDP) was 6 percent of GDP in 1998 (Aryeetey et al, 1994). The role of
SME:s in the overall health of the country’s economy is, however, dependent
on their performance in terms of growth and profitability (Panpiamrat, 2005).

The Ghanaian economy can be said to be one of the most fertile
economies in the West African Sub-region. Ghana has maintained a peaceful
atmosphere since the country entered into constitutional rule in 1992. In the
1970°s and 80’s, political instability stifled the business climate and drove
many local and foreign businesses away from the country (Dovi, 2006). Since
1992, governments have successfully handed over power to other governments
without any instability hence making investors to gain enough confidence
without any interruption to their businesses. This has accounted for an increase
in the number of SMEs but the contribution of these SME:s to the economic
development of Ghana is still very low. On average, 90 percent of registered
enterprises are small (Bani, 2003).

As the SME sector is the backbone of the country’s economy,
intervention by the government to address SMEs ability to access finance has
been extensively developed, and has focused on supply-side factors (aimed at
increasing the availability of funds to the SME sector and this has accounted
for the high numbers of financial institutions in the country). Financial capital
is available in the financial market in a variety of forms and from a range of
sources (Ghana Stock Exchange, 2008). Addressing only the supply-side
factors (supply of funds to SMESs) by increasing finance available to SMEs
cannot solve the financial problems of SMEs (Sarapaivanich & Kotey, 2006;

Sevilla & Soonthornthada, 2000).



Direct intervention through increased supply of funds to the SME
sector may distort the workings of the market and encourage inefficiency and
poor performance in the sector. Research has shown that demand-side factors
may be a more powerful constraint on SME ability to access finance than
supply-side factors (Kotey, 1999; Mason & Harrison, 2001; Sarapaivanich &
Kotey, 2006). Demand-side factors suggest that access to finance continues to
be a major constraint for SMEs because they are not investment-ready
(Harding & Cowling, 2006; Holmes & Kent, 2003).

According to the European Commission (2005), when looking at the
financing of innovative SMEs, the supply of funds has been the main focus.
Considerable work has been carried out to improve the supply of funds for
investment in SMEs. Investors who seek to obtain a profit on their investment
and unless they are convinced that an SME can grow and become profitable,
they will not make a commitment. To ensure an effective market in the Supply
of finance for SMEs, it is therefore necessary to develop the demand side to
help SMEs attract investors. In other words, SMEs should become
“investment ready”.

Theoretical insight into the study of investment readiness has revealed
that it is a set of processes deliberately carried out to make ventures acceptable
as prospects for equity investors (European Business Angel Network, 2007).
According to the European Commission (2002), investment readiness can be
defined "as the entrepreneur's understanding of and responding to the
investor's concerns which can be improved through increasing the investment
readiness of entrepreneurs." These processes are primarily oriented toward

packaging information in a clear and concise manner. They include business



planning; business modelling; market connection; establishment of
management practices; and use of informal networks to establish academic
secondments, specialist equipment, and consultancy services to improve the
prospects of a venture (Feeney, Haines, & Riding, 1999; Wright, Lockett,
Clarysse, & Binks, 2006).

Inadequate human resources, such as managerial and technical skills,
in-house Research and Development (R&D), and connection with financial
resources are cited as typical comparative disadvantages for SMEs. Because
the process of screening and monitoring new ventures relies on network-
based, personalized, tacit, and informal knowledge, the communication
process becomes important in overcoming information asymmetry
(Christensen, 2007b). Investment readiness, business angel academies, and
business angel networks are all network-based policy solutions devised to
cope with the information asymmetry problem (Aernoudt, 2004). Investment
readiness as policy is a relatively recent phenomenon in business angel
policymaking (Mason & Harrison, 2001, 2004).

One of the main objectives of investment readiness policies is to
improve the knowledge within ventures as to how financiers act when
investing in SMEs. An Australian study confirmed that investment readiness
enables the business-investor community to avoid wasting resources on flawed
business ventures (Douglas & Shepherd, 2002). According to Mill
Consultancy (2006), investment readiness is the ability to provide sufficient
information, credibility and trust to financial providers to motivate them to
invest money in the business. Investment readiness is also defined as the

capacity of an SME or entrepreneur — who is looking for external finance, in



particular equity finance — to understand the specific needs of an investor and
to be able to respond to these needs by providing an appropriate structure and
relevant information, by being credible and by creating confidence (European
Commission, 2006).

Investment readiness comprises owner/manager readiness, business
readiness and information readiness. Thus, Mason and Harrison (2001)
suggested that in order to help SMEs take advantage of the pool of available
capital, the government has to attend to the demand-side factors by helping
them to become investment-ready (HM Treasury, 2001). Investment readiness,
however, does not only influence access to finance but also affects SME
performance. Improved investment readiness can stimulate the demand side by
making SMEs more attractive for investors. Owner/manager readiness,
business readiness and information readiness in turn enhance the potential for
success of SMEs. Increasing the ability of the SMEs to access finance through
investment readiness also enables these enterprises to uﬁdertake more
ambitious projects, expand their businesses, and have larger financial buffers
against managerial mistakes and market downturn.

The first concerns most SMEs is the entrepreneur's attitude towards
equity finance. Consistent with the pecking order hypothesis (Myers, 1984),
there is a high level of equity aversion amongst SMEs (Hutchinson, 1995;
Oakey, 2007; Howorth, 2001), with most business owners with aspirations to
grow their businesses reluctant to surrender ownership and control. This
attitude is reflected in the vocabulary of business owners who often refer to
the process of raising equity finance as requiring them to “give away” part of

their business. Equity aversion, in turn, may be related to the entrepreneur’s



lack of information about the characteristics and availability of alternative
sources of finance (Van Auken, 2001).

The pecking order theory states that entrepreneurs tend to choose the
form of financing that enables them to retain control-i.e., bank loans are
preferred to private equity (Berggren, Olofsson & Silver, 2000; Howorth,
2001; Myers, 1984). The origin of this theory is the notion of control aversion,
which is the perception that one is losing control to external actors. The
pecking order theory has since been modified somewhat as private equity does
not require collateral to the same extent as bank capital (Cressy & Olofsson,
1997; Lindstrom & Olofsson, 2001; Saetre, 2003). Nevertheless, the theory
has been validated in numerous studies over the years.

Despite the many studies arguing that private equity provides the
greatest benefits for SMEs in terms of financiers (Bygrave et al., 2003; Mason
& Harrison, 2000a, 2000b; Reynolds et al., 2002), the pecking order theory
appears to explain major determining factors in entrepreneurial behaviour. The
consequence is that many potentially investable projects do not come forward
as potential recipients for venture capital. It is argued that with a better
understanding of the role of different sources of finance in business
development more entrepreneurs would consider seeking equity finance. Thus,
this study seeks to examine the relationships among investment readiness of

operators of SMEs, access to finance and firm’s performance.

Statement of the problem
The importance of SMEs in the process of transition from a centrally

planned to a market economy is now widely recognized in the literature. It lies



in its quick adjustment to the needs of the market. With the demise of the
central planning system, SMEs have become the major driving force for the
development of the economy in many transition countries. In Czech Republic,
for example, manufacturing firms with fewer than 25 employees were almost
non-existent in 1989 (0.8 percent of all firms accounting for 0.01percent of
total manufacturing output).

By 1995, such firms constituted 89.9 percent of all manufacturing
firms accounting for 10.6 percent of the total manufacturing output
(Pissarides, Singer & Svejnar, 2000). As noted by Pissarides (1999), SMEs are
the most dynamic firms and they are the most likely to take any available
niche where a comparative advantage exists, however constrained they are by
economic, institutional and legal factors. These obstacles vary from one that
are linked to production, like limited access to capital and credits, to those that
shape the overall business environment like excessive regulation, weak
contract enforcement and inadequate infrastructure.

Despite government efforts to make these firms viable and help them
contribute to economic development, most SMEs do not perform as expected
because they lack access to finance or are not investment ready. Funds are a
major problem faced by SMEs (Liedolm & Mead, 1987; Liedolm, 1990;
Schmitz, 1995; Steel & Webster, 1990). There are a number of formal, semi
formal and informal support institutions established to provide financial
support to SMEs, yet a number of surveys (Aryeetey et al, 1994; Bank of
Ghana, 2009; Mensah, 2004; Parker et al, 1995; Poku & Frimpong, 2009), still
indicate that access to finance continue to pose as challenge to SMEs’

operations in the country. The question that remains unanswered is, with about



27 banks, 134 rural banks and more than 500 microfinance institutions
(Register of Licensed Banks in Ghana as at June, 2009), why is easy access to
finance still a threat to SMEs’ growth and survival?

Theoretical insights into the relationships among performance,
investment readiness and access to external finance have largely been confined
to studies undertaken in developed countries such as the United States of
America and the United Kingdom (Cook, 2001). In developing countries and
especially Ghana, research on these relationships is scanty or even non-
existent. Previous studies have mainly focused at the supply side factors or
how SMEs could access external finance. Despite the wide-ranging economic
reforms instituted in Ghana, SMEs are still faced with these problems (World
Bank, 1993; Parker et al, 1995). One will expect that with the inception of the
NBSSI, Presidential Special Initiative (PSI) and the Business Advisory Centre
and other agencies like the United Nations Industrial Development
Organisation (UNIDO), the financial problems of SMEs would be reduced but
the same problems persist.

There does not appear to be any academic study that has examined the
direct and indirect relationships among performance, access to finance and
investment readiness of SMEs in Ghana. There are also differences with
respect to level of economic development, social and cultural factors. Thus, it
is essential to clarify whether Western findings are generally applicable in
other economic environments, specifically in the Ghanaian economic
environment, in developing appropriate policies and programmes to deal with

the problem of accessing finance.



This study therefore examines the relationship between investment
readiness, access to external finance and performance of SMEs in an attempt
to provide empirical evidence that might fill the gap in this area and to
recommend policies relevant to addressing these issues at both micro and

macro levels.

Objectives of the study
The main objective of this study is to examine the investment
readiness, access to external finance, and performance of SMEs in the Accra
Metropolis.
The specific objectives are to:
1. Describe the characteristics of SMEs in the Accra Metropolis.
2. Assess investment readiness of SMEs in the Accra Metropolis.
3. Determine the relationship between investment readiness and access to
finance of SMEs in the Accra Metropolis.
4. Examine the effects of investment readiness of SMEs on their
performance.
5. Determine the relationship that exists between access to finance and
performance of SMEs in the Accra Metropolis.

6. Make recommendations based on the findings of the study.

Research questions
The study is guided by the following research questions:
1. What are the characteristics of SMEs in the Accra Metropolis?

2. How are SMEs in the Accra Metropolis investment ready?

10



3. What is the relationship between investment readiness and access to
external finance of SMEs in the Accra Metropolis?

4. What relationship exists between investment readiness and
performance of SMEs in the Accra Metropolis?

5. What relationship exists between access to external finance and
performance of SMEs in the Accra Metropolis?

6. What recommendations can be made based on the findings?

Research hypotheses

In order to address these objectives and research questions, the
following research hypotheses were formulated for objectives two, three and
four.

H;:  There is a positive relationship between SME’s investment readiness
and access to finance.

Ha:  SMEs that are investment ready perform better than those that are not
investment ready.
H3.  SMEs that have access to finance perform better than those without

access to finance.

Significance of the study

The role of the private sector, in particular small business, to economic
development and growth of Ghana has increased in importance because
macro-economic policies involving public sector initiatives have generally
failed to reserve or reduce the spread of poverty (World Bank, 1993). This
failure has prompted most international development agencies to redirect some
of their attention to the micro level (at individual, group and small businesses).

11



This section outlines the importance of this research on theoretical and
practical grounds, and the potential application of the research to small
business management and development in Ghana.

The problems associated with access to finance have significantly
hindered the role SMEs play in the overall performance of the country’s
economy (Satetawanich, 2005; Worachattarn & Shuntharinka, 2001).
Demand-side factors suggest that the whole external funding process is more
efficient if the recipients of funding (SMEs) are better prepared (Hallberg,
2000). Such preparedness, backed by investment readiness, enhances a
company’s ability to access finance and performance, and ultimately boosts
national economies by encouraging the survival of the most efficient firms.
The relationships among performance, access to finance and its investment
readiness have, however, received limited attention in developing countries
and no attention in the Ghanaian context. Therefore, a study of these
relationships would contribute to knowledge of the linkages among
performance, access to finance and investment readiness specifically in
Ghana.

The results of the study will thus have valuable implications for
economic development, policy formulation, and programme development in
the SME sector in Ghana. The findings would be of interest to policy makers
and researchers as there exist to be no or little information on SME’s
investment-readiness, access to finance and performance. This presents a
problem for understanding the relationship that exists between these variables.
The research would therefore add to the existing body of knowledge by

looking at the influence of investment readiness on access to finance, which

12



should lead to SMEs performance. Since SMEs also feature prominently in
Ghana, thus a deeper understanding of how these enterprises evolved and grew
will make it possible to generate a national industrial plan for SMEs.
Furthermore, the outcome will help contribute to academic discussions on the

investment readiness of SMEs.

Organisation of the study

This study was organised in eight chapters. Chapter One was the
introduction, which focused on the background of the study, statement of the
problem, research objectives, research questions, research hypothesis and
significance of the study. The next chapter dealt with small and medium
enterprise in Ghana. This chapter provided an overview of SMEs in Ghana,
definition of SMEs, the role and importance of SMEs to the Ghanaian
economy, contribution of SMEs towards economic development in Ghana,
current status of SMEs financing in Ghana and policies of the Ghanaian
government relating to SMEs.

Chapter Three focused on access to finance and SME performance,
specific issued discussed were on concepts related to sources of finance for
SMEs, financial structure and theories on financing SMEs. Chapter Four was
on investment readiness and access to finance. It covered literature related to
the factors influencing access to finance of which the supply-side factors and
demand-side factors of SME finance were discussed. It also reviewed
literature on the three dimensions of investment readiness and how they

impact on access to finance.
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Chapter Five described the study area, study population, sample size
and sampling procedure. The data collection procedure and data analysis
techniques were also discussed. Chapters Six and Seven covered the findings
from analysis of the data gathered. The final chapter focused on the summary,
conclusions, recommendations and contribution to knowledge. It also covers

the areas for future research.
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CHAPTER TWO
SMALL AND MEDIUM-SCALE ENTERPRISES IN GHANA

Introduction

There is growing recognition of the important role SMEs play in
economic development. SMEs are often described as efficient and prolific job
creators, the seeds of big businesses and the fuel of national economic engines
(OECD, 2005). Even in the developed economies, it is the SME sector rather
than the multinationals that employ the largest number of workers (Mullineux,
1997). Interest in the role of SMEs in the development process continues to be
in the forefront of policy debates in most countries. This chapter reviewed the
role of SMEs in the Ghanaian economy. Issues reviewed included the
definitions of SMEs, an overview and role of SMEs in Ghana, constraints to

SME development, and financing of SMEs.

Definition of Small and Medium-scale Enterprises

SMEs have had a privileged treatment in development literature,
particularly over the last two decades. Hardly any arguments are put forward
against SMEs, even if development policies do not necessarily favour them
and economic programmes, voluntarily or not, often continue to result in large
capital investment. Arguments for SMEs come from almost all corners of
development literature, and economic programmes, particularly in the
developed countries, tend to emphasise the role of SMEs, even if practical
results differ from the rhetoric. Therefore, SMEs seem to be an accepted

wisdom within the development debate (Castel-Branco, 2003).
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The issue of what constitutes a small or medium-scale enterprise is a
matter of contention in literature. Different authors have usually given
different definitions to this category of business. SMEs have not been spared
with the definition problem that is usually associated with concepts, which
have many components. The definition of firms by size varies among
researchers. Some attempt to use the capital assets while others use skill of
labour and turnover level. Others define SMEs in terms of their legal status
and method of production. Storey (1994) tries to sum up the danger of using
size to define the status of a firm by stating that in some sectors all firms may
be regarded as small, whilst in other sectors there are possibly no firms, which
are small.

The Bolton Committee (1971) first formulated an “economic” and
“statistical” definition of a small firm. Under the “economic” definition, a firm
is said to be small if it meets the following three criteria:

1. Tt has a relatively small share of their market place;

2. It is managed by owners or part owners in a personalized way, and not
through the medium of a formalized management structure;

3. Itis independent, in the sense of not forming part of a large enterprise.

Under the “statistical” definition, the Committee proposed the
following criteria:

a. The size of the small firm sector and its contribution to GDP,
employment, exports, etc.;

b. The extent to which the small firm sector’s economic contribution has

changed over time;
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c. Applying the statistical definition in a cross-country comparison of the
small firms’ economic contribution.

The Bolton Committee applied different definitions of the small firm to
different sectors. Whereas firms in manufacturing, construction an& mining
were defined in terms of number of employees (in which case, 200 or less
qualified the firm to be a small firm), those in the retail, services, wholesale,
etc. were defined in terms of monetary turnover (in which case the range is
50,000-200,000 British Pounds to be classified as small firm). Firms in the
road transport industry are classified as small if they have 5 or fewer vehicles.
There have been criticisms of the Bolton definitions. These centre mainly on
the apparent inconsistencies between defining characteristics based on number
of employees and those based on managerial approach.

The definition of the European Commission (2005) takes into
consideration three different indicators; staff headcounts, annual sales and
assets. Though it is mandatory to abide by the staff head counts’ threshold,
however, an SME qualifies by falling under either the sales or the assets
ceilings. This definition was introduced to ensure that eligible enterprises
engaging in different types of economic activities do not lose their status as
SMEs. This definition allows enterprises to be treated fairly, as enterprises in
the manufacturing industry for example, have lower sales figures than those
operating in the trade and distribution industries. According to the EC, SMEs
are those enterprises that employ fewer than 250 people and have annual sales
not exceeding $67 million and/or total assets not exceeding $56 million.

Small enterprises are defined as those enterprises employing less than

50 persons and with annual sales or total assets that do not exceed $13 million.

17



Meanwhile, micro enterprises are defined as those, which employ fewer than
10 persons and with annual sales or total assets that do not exceed $3 million.
This definition replaced a previous one that was introduced back in 1996; the
previous definition had the same staff headcount but a significantly lower
financial threshold. The increase in financial thresholds was attributed to the
positive economic developments in prices and productivity in the EU member
states over the last decade.

However, the EC definition is too all embracing to be applied to a
number of countries. Researchers would have to use definitions for small
firms, which are more appropriate to their particular “target” group (an
operational definition). It must be emphasized that debates on definitions turn
out to be sterile, unless size is a factor, which influences performance. For
instance, the relationship between size and performance matters when
assessing the impact of a credit programme on a target group (Storey, 1994).
Weston and Copeland (1998) hold that definitions of size of enterprises suffer
from a lack of universal applicability. In their view, this is because enterprises
may be conceived of in varying terms. Size has been defined in different
contexts, in terms of the number of employees, annual turnover, industry of
enterprise, ownership of enterprise, and value of fixed assets. Jordan et al
(1998) define SMEs as firms with fewer than 100 employees and less than €15
million turnover.

Michaelas et al (1999) consider small independent private limited
companies with fewer than 200 employees and Lopez and Aybar (2000)
considered companies with sales below €15 million as small. According to the

British Department of Trade and Industry, the best description of a small firm
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remains that used by the Bolton Committee in its 1971 Report on Small Firms.
This stated that a small firm is an independent business, managed by its owner

or part owner and having a small market share.

The Ghanaian definition of Small and Medium-scale Enterprises

There have been various definitions given for SMEs in Ghana but the
most commonly used criterion is the number of employees of the enterprise. In
applying this definition, confusion often arises in respect of the arbitrariness
and cut off points used by the various official sources. In its Industrial
Statistics, the Ghana Statistical Service (2005) considers firms with fewer than
10 employees as small-scale enterprises and their counterparts with more than
10 employees as small and medium-scale enterprises. Ironically, the GSS
(2005) in its national accounts considered companies with up to 9 employees
as SMEs. The value of fixed assets in the firm has also been used as an
alternative criterion for defining SMEs (Kayanula & Quartey, 2000).

However, the National Board for Small Scale Industries (1990) applies
both the “fixed asset and number of employees” criteria. It defines a Small-
Scale Enterprise as a firm with not more than 9 workers, and has plant and
machinery (excluding land, buildings and vehicles) not exceeding 10 million
Ghanaian cedis (US$ 9506, using 1994 exchange rate). The Ghana Enterprise
Development Commission, on the other hand, uses a 10 million Ghanaian
cedis upper limit definition for plant and machinery. It is important to caution
that the process of valuing fixed assets poses a problem. Secondly, the
continuous depreciation of the local currency as against major trading

currencies often makes such definitions outdated (Kayanula & Quartey, 2000).
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In defining SMEs in Ghana, Steel and Webster (1991), and Osei et al
(1993) used an employment cut-off point of 30 employees. Osei et al (1993),
however, classified Small-Scale Enterprises into three categories. These are:
(i) micro - employing less than 6 people; (ii) very small - employing 6-9
people; (iii) small - between 10 and 29 employees. A more recent definition is
the one given by the Regional Project on Enterprise Development Ghana
manufacturing survey paper, the survey report classified firms into: (i) micro
enterprise, less than 5 employees; (ii) small enterprise, 5 - 29 employees; (iii)
medium enterprise, 30 — 99 employees; (iv) large enterprise, 100 and more
employees (Teal, 2002).

All the definitions of SMEs vary significantly, usually in line with the
scale of the economy concerned, its degree of development and the economic
structures that are present. Several studies defined SMEs according to the
number of workers employed, or according to the scale of operations of the
firm. Taking the number of workers as the point of reference, definitions of
SMEs vary between a few and few hundred workers. The difficulty in defining
SMEs within a reasonable range of common indicators raises certain issues.
The National Board for Small-Scale Industries, the apex governmental body
for the promotion and development of the Micro and Small & Medium
Enterprises (MSME) sector in Ghana has attempted to define SMEs as shown
in Table 1.

Table 1: Definition of MSME by NBSSI

Enterprise Number of Employees ~ Value of Fixed Asset
Small Between 6 and 29 $10,000
Medium Between 30 and 99 $100,000

Source: NBSSI (1991)
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Some of these definitions vary according to number of employees,
level of investment, total assets and turnover. From the foregoing, it can be
discerned that there is no consensus on the issue of definition of SMEs. Given
changes in the value of domestic currency as a result of changes in exchange
rate, heterogeneity of assets, variations in turnover, using these factors to
differentiate scale of operation of enterprises does not seem very appropriate.
For these reasons, this study adopts and modifies the definition of SMEs by
NBSSI and GSS, which defined SMEs, based on the number of employees and
the total assets. The employee principle, which has been considered in this
study, is also in line with the definition of Small-Scale Enterprises adopted by
the NBSSI.

The idea behind this employee base principle is due to the fact that
firms can easily be identified by their number of employees and in part
because the process of valuing fixed assets, will pose a problem since mode of
accounting system used by one enterprise will vary from one to the other as
well as continuous depreciation in the exchange rate often makes such
definitions obsolete Therefore, SMEs for this study would be defined as

businesses with number of employees between 0 and 100.

Overview of Small and Medium-scale Enterprises in Ghana

The Ghanaian economy can be classified as a transition economy. A
transition economy can be characterised by economic restructuring, involving
privatisation at both microeconomic and macroeconomic levels, a
decentralisation and deregulation of major institutions previously run by the

public sector, and support for entrepreneurship and free market competition
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(Asfaw & Jones, 1999; Kalyuzhnova & Taylor, 2001). SMEs in Ghana has
played an important role in the transition of the economy from that of state-led
to private-oriented development strategies (Akplu, Amoaku-Kwakye, &
Boateng, 2002; Aryeetey et al.,, 1994; Bani, 2003; Osei et al., 1993). It is
considered a more reliable vehicle for balanced, equitable and harmonious
socio-economic development, and responsible for providing employment to
about 65% of the urban force (Aryeetey & Fosu, 2005).

The idea of SME promotion has been in existence since 1970 though
very little was done at the time. Key institutions were set up to assist SMEs
and prominent among them are the Office of Business Promotion and the
present Ghana Enterprise Development Commission (GEDC). The main
objective of GEDC was to assist Ghanaian businessmen to enter into fields
where foreigners mainly operated. It also had packages for strengthening
small-scale industry in general, both technically and financially (Kayanula &
Quartey, 2000).

The Economic Recovery Programme (ERP) instituted in 1983 has
broadened the institutional support for SMEs. The National Board for Small
Scale Industries (NBSSI) was also established within the Ministry of Industry,
Science and Technology to address the needs of small businesses. The NBSSI
established an Entrepreneurial Development Programme, intended to train and
assist persons with entrepreneurial abilities into self-employment. In 1987, the
industrial sector also witnessed the coming into operation of the Ghana
Appropriate Technology Industrial Service (GRATIS). It was to supervise the
operations of Intermediate Technology Transfer Units (ITTUs) in the country.

GRATIS aimed at upgrading small-scale industrial concerns by transferring
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appropriate technology to small scale and informal industries at the grass root
level. ITTUs in the regions are intended to develop the engineering abilities of
small-scale manufacturing and service industries engaged in vehicle repairs
and other related trades. They are also to address the needs of non-engineering
industries (Kayanula & Quartey, 2000).

The setting up of the new Ministry for Private Sector Development by
the previous government is also an attempt to focus on the development of the
SME sector. The most significant institutional weakness facing dynamic
SME:s is their lack of access to external finance. Repressive financial poiicies
in the past, especially low interest, and a monopolistic banking system
minimized the interest of banks in developing this market. To reverse the
consequences of these practices, a combination of financial liberalization and
institutional reform was in order (Aryeetey et al., 1994). In view of the
relatively low level of response from the private sector to early ERP reform
measures the focus was on the liberalization of various sectors, including the
financial sector under the Financial Sector Adjustment Programme (FINSAP).
Under the FINSAP, direct institutional measures aimed at supporting small
enterprises were also put in place.

With World Bank assistance, the Programme of Action to Mitigate the
Social Costs of Adjustment (PAMSCAD) created a special fund to assist
microenterprises, and the Fund for Small and Medium Enterprises
Development (FUSMED) was initiated to increase the amount of credit
available to SMEs through commercial and development banks. This was
based on the presumption that poor availability of credit from formal sources

was one of the major reasons why the private sector investment had not grown
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as expected. A major argument was that small firms with good growth
potential were being discriminated against (Aryeetey et al., 1994). At the same
time, however, the effectiveness of many similar SME credit was being called
in question (Webster, 1991).

There are currently a number of financing schemes set up by
government and the donor agencies available to the SME sector, including
Private Enterprises and Export Development Fund, Export Development and
Investment Fund, German Agency for Technical Cooperation (GTZ), Business
Assistance Fund, Ghana Investment Fund, Trade and Investment Programme,
Africa Project Development Facility, Support for Private Enterprise Expansion
and Development, Promotion of Small and Micro Enterprise Fund, Business
Sector Programme Support, Revolving Loan Fund, Ghana Private Sector
Development Fund etc. Inspite of these developments, the finance gap
continues to be a major problem to SME development in Ghana (Mensah,
2004).

As with most economies, SMEs in Ghana span a wide range of
activities both in formal and informal sectors, and comprise businesses in the
retail services, wholesale, construction, manufacturing and food processing
(Osei et al., 1993). Specifically, typical SMEs include activities such as soap
and detergent making, food processing, tailoring, wood processing, furniture
manufacturing, electronic assembling, agro processing, and retail and
wholesale trade (Dawson, 1993; Osei et al., 1993; Quartey, 2003). However,
the state of the Ghanaian economy report for 2005 revealed that in 2004,
wholesale and retail trade was the second largest contributor to GDP (6.9

percent) next to government services (10.7 percent) in the overall services
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sector of (29.5 percent) (Institute of Statistical Social and Economic Research,
2005)

SMEs in Ghana are distributed across urban centres and rural areas,
although majority are concentrated around a few principal cities and towns.
The urban-based SMEs have grown rapidly than the rural based enterprises
because of the presence of wage-earning labour force within the confines of
their locality. Urban enterprises are further classified into organised and
unorganised sectors. The organised businesses normally have paid employees
with registered offices, while the unorganised businesses are mainly made up
of employees who work in open spaces, at home or in temporary wooden
structures, and employ little or in some case no salaried workers. They mostly
rely on family members or apprentices (Boeh-Ocansey, 1996). The rural
businesses, on the other hand, are largely made up of family groups, individual
artisans and women engaged in food production from local crops (Amu, 2005;
Kayanula & Quartey, 2000).

Although, Ghanaians own most of these SMEs, few are foreign owned;
the majority of these businesses are sole proprietorships with a few partnership
and joint ventures (Osei et al., 1993; Quartey, 2003). The owner-manager is
either the founder of the business or inherited it from his/her family. In other
instances the business is purchased, formed out of a merger or acquired
through other means (Quartey, 2003). The amount of capital available to these
businesses is small, most often derived from their personal savings or support
from friends and relatives. Few SMEs are financed from commercial bank
loans, government assistance programmes or other informal sources (Bani,

2003; Osei et al., 1993).
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The role of Small and Medium Enterprises in Ghana

According to Aryeetey et al. (1994), and Boeh-Ocansey (1996), SMEs
have played an important role in government initiatives for development, from
1983 Economic Recovery Programme (ERP) through to the Growth and
Poverty Reduction Strategy II (GPRSII). Small businesses enable individuals
to develop entrepreneurial and managerial skills that needed as a foundation
for local investment and sustained industrialization (Bani, 2003). Furthermore,
the indigenous technology employed by these businesses is more likely to use
local raw materials and equipment, thereby saving foreign exchange, which
might otherwise be spent on imports (Aryeetey et al., 1994; Bani, 2003).

Largely resources based, small businesses in Ghana contribute to
forward and backward linkages between agriculture and industry on one hand
and between different sub-sectors of industry on the other (Boeh-Ocansey,
1996). In addition, they encourage rural-urban linkages in that some of raw
materials and finished goods they produce are consumed by the rural and
urban sectors and vice versa. In Ghana, small businesses are major sources of
employment, income and personal development for the rural and urban poor
and due to their labour intensive methods of operation (Bani, 2003; Tsikata,
2001).

It is estimated that about three-quarters of the Ghanaian population
derive their livelihood from this sector. Analysis based on the Ghana Living
Standards Survey (GLSS, 1999) showed how non-agricultural self
employment has given from 19.5per cent of the workforce in 1987/88 to 27.3
per cent in 1998/99, whilst wage employment fell from 17.3 per cent to 13.8

per cent over the corresponding period, mainly through loss of jobs in the
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government and state enterprises as a result of structural adjustment

programmes (Tsikata, 2001). Large firms may bring in foreign capital but
small businesses are funded initially from dormant capital that would
otherwise not be usefully employed (Kayanula & Quartey, 2000; Osei et al.,
1993). Besides, they make more efficient use of scarce factors of production
than large businesses because small businesses are usually labour intensive,
with only small capital investments.

This important feature of small business has led to the conclusion that
a viable small enterprise is an economically sound investment since the
tendency is for the country to gain more value added per unit of investment
than it would from a corresponding investment in large scale enterprises (Osei
et al., 1993). Because of their importance in the Ghanaian economy,
government policy reforms have gone a long way towards improving the
environment for small businesses. Policy reforms such as the liberalization of
exchange rates and import licensing provide small businesses with access to
import and export markets. In addition, the government has eliminated price
controls and eased licensing requirements in order to reduce the obstacles
faced by small businesses in these areas (Aryeetey et al., 1994).

Furthermore, a Micro Finance and Loan Centre (MASLOC) has been
established to oversee the administration, contribution, and monitoring of
small loans and the micro-financing scheme in the country (Republic of
Ghana, 2005). In spite of these seemingly impressive policies, it is suggested
that SMEs remain vulnerable and inefficient, with high failure rates (Amu,
2005). They face unfavourable factors such as ease of entry, inadequate

management skills, unbalanced and inadequate experience, and shortage of
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working capital, government neglect of the sector and numerous government
regulations and policies (Bani, 2003).

There is a general consensus that the performance of SMEs is
important for both economic and social development of developing countries.
From the economic perspective, SMEs provide a number of benefits (Advani,
1997). SMEs have been noted to be one of the major areas of concern to many
policy makers in an attempt to accelerate the rate of growth in low-income
countries. These enterprises have been recognized as the engines through
which the growth objectives of developing countries can be achieved. They
are potential sources of employment and income. SMEs seem to have
advantages over their large-scale competitors in that they are able to adapt
more easily to market conditions, given their broadly skilled technologies.
They are able to withstand adverse economic conditions because of their
flexible nature (Kayanula & Quartey, 2000).

SMEs are more labour intensive than larger firms and therefore, have
lower capital costs associated with job creation (Anheier & Seibel, 1987;
Liedholm & Mead, 1987; Schmitz, 1995). They perform useful roles in
ensuring income stability, growth and employment. Since SMEs are labour
intensive, they are more likely to succeed in smaller urban centres and rural
areas, where they can contribute to a more even distribution of economic
activity in a region and can help to slow the flow of migration to large cities.
Due to their regional dispersion and their labour intensity, it is argued, small-
scale production units can promote a more equitable distribution of income

than large firms. They also improve the efficiency of domestic markets and
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make productive use of scarce resources, thus facilitating long-term economic
growth (Kayanula & Quartey, 2000).

SMEs contribute to a country’s national product by either
manufacturing goods of value, or through the provision of services to both
consumers and/or other enterprises. This encompasses the provision of
products and, to a lesser extent, services to foreign clients, thereby
contributing to overall export performance. In Ghana and South Africa, SMEs
represent a vast portion of businesses. They represent about 92 percent of
Ghanaian businesses and contribute about 70 percent to Ghana’s GDP and
over 80 percent to employment. SMEs also account for about 91 percent of the
formal business entities in South Africa, contributing between 52 percent and
57 percent of GDP and providing about 61 percent of employment (Berry et
al., 2002; Gumede, 2000; Ntsika, 1999).

From an economic perspective, however, enterprises are not just
suppliers, but also consumers; this plays an important role if they are able to
position themselves in a market with purchasing power: their demand for
industrial or consumer goods will stimulate the activity of their suppliers, just
as their own activity is stimulated by the demands of their clients. Demand in
the form of investment plays a dual role, both from a demand-side (with
regard to the suppliers of industrial goods) and on the supply-side (through the
potential for new production arising from upgraded equipment). In addition,
demand is important to the income-generation potential of SMEs and their
ability to stimulate the demand for both consumer and capital goods (Berry et

al., 2002).
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Operating environment of Small and Medium Enterprises in Ghana

The need to support SMEs is justified by the nature of the environment
within which they operate. A large proportion of SMEs cannot mobilize the
required resources to exploit market opportunities on their own because of
their size, resource constraints and nature of operations. Lack of professional
expertise compounded by low levels of awareness of their operating
environment makes them vulnerable to ‘environmental shocks’ (Bani, 2003;
Osei et al., 1993). The economic environment within which SMEs operate in
Ghana is fraught with uncertainties, characterized by high inflationary rates
and inefficient fiscal and monetary policies, all of which adversely affect the
activities of SMEs (Institute Of Statistical Social and Economic Research,
2005).

The deregulation of the financial sector during the implementation of
the SAP was expected to result in a reallocation of domestic credits towards
small firms and the substitution of more expensive forms of credit for cheaper
ones (Boeh-Ocansey, 1996). Despite these reforms, the absence of a vibrant
banking sector that guarantees access to institutional credit continues to be a
major constraint to small enterprise development (Bani, 2003; Cook & Nixson
2000; Ghana News Agency, 2006). In addition, repressive financial policies in
the past, especially low interest rates for saving, high interest rates for
borrowing, and a monopolistic banking system have minimized the interest of
banks in the small firms sector (Aryeetey et al., 1994; Bani, 2003). For
example, regardless of the numerous complaints from businesses on the need
to encourage borrowing by lowering interest rates on loans, commercial bank

lending rates continue to be high, ranging from between 19 percent to 25
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percent (Vande-Pallen, 2006). At such high rates and faced with the often
cumbersome rules and regulations associated with obtaining bank loan, SMEs
are reluctant to borrow from the banks.

For most owner managers, capital is sourced from mainly informal
sources despite the fact that these carry with them their own risk and
liabilities. The end result is often that businesses are not able to access the
funds needed for expansion. Ghana’s economic reforms were accompanied by
rehabilitation of its infrastructure, including the building or repair of trunk and
feeder roads, rail lines, electricity, water and telecommunications all of which
are vital to creating an enabling environment for private sector activity
(Aryeetey et al., 1994; Kayanula & Quartey, 2000). Even so most small
businesses still complain of poor infrastructure development, which results in
high transportation costs and delays in delivery of supplies (Bani, 2003; Boeh-
Ocansy, 1996; Ghana News Agency, 2006).

Another major environmental factor affecting small firms is increased
competition from imported products, a result of the government’s trade
liberalization policies (Saffu & Manu, 2004). As Ghanaians prefer imported
goods to home made goods, this increased availability of imported products
has reduced demands for goods made in Ghana. Small firms need timely and
adequate information on market indicators to compete effectively. However,
in Ghana they generally have inadequate access to the relevant information,
business services and the training needed to solve problems and increase
productivity (Akplu et al, 2002; Aryeetey et al,, 1994; Bani, 2003). The

regulatory environment is also cumbersome for small businesses. It takes a
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long time to register a business as the regulatory requirements are numerous
(Akplu et al, 2002; Kayanula & Quartey, 2000).

Many small business owners abandon the idea of registration. While
others are not even aware of the regulatory requirements, in some cases small
business owners are required to apply to as many as twenty organisations for
permits before they can start their business (Osei et al., 1993). It is also
difficult to register with the Registrar General’s department if the business is
located outside the country’s capital as the department does not provide
services outside the capital city (Bani, 2003). Prospective owner-managers
have to travel to the capital city and stay for a number of days to register their
business. Whereas this requirement could be fulfilled by medium and large
scale enterprises who have the resources to comply, it is sometimes an
insurmountable burden for some small businesses (Akplu et al, 2002).

In addition, laws governing the enforcement of contracts are
inadequate. The legal system in Ghana, which is supposed to empower
corporate forms and industry associations in fulfilling their roles, is poorly
developed and unable to adequately enforce compliance with contractual
obligations (Kayanula & Quartey, 2000). Another factor that affects small
business activities in Ghana is the unpredictability of political environment,
particularly in the area of legislature reforms. New legislation takes immediate
or retrospective effect or, even under the democratic dispensation bills are
rushed through parliament under certificates of urgency. Failure to create a
stable and conducive political environment undermines the performance of
small firms and also erodes investor confidence in the private sector as a

whole (Boeh-Ocansey, 1996; Kayanula & Quartey, 2003)
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Constraints to Small and Medium Enterprise development in Ghana

Despite the potential role of SMEs to accelerated growth and job
creation in developing countries, a number of bottlenecks affect their ability to
realize their full potential. SME development is hampered by a number of
factors, including finance, lack of managerial skills, equipment and
technology, regulatory issues, and access to international markets (Anheier &
Seigel, 1987; Steel & Webster, 1991; Aryeetey et al, 1994; Gockel & Akoena,
2002). The lack of managerial know-how places significant constraints on
SME development. Even though SMEs tend to attract motivated managers,
they can hardly compete with larger firms. The scarcity of management talent,
prevalent in most countries in the region, has a magnified impact on SMEs.

The lack of support services or their relatively higher unit cost can
hamper SMEs’ efforts to improve their management, because consulting firms
are often not equipped with appropriate cost-effective management solutions
for SMEs. Besides, despite the numerous institutions providing training and
advisory services, there is still a skills gap in the SME sector as a whole
(Kayanula & Quartey, 2000). This is because entrepreneurs cannot afford the
high cost of training and advisory services while others do not see the need to
upgrade their skills due to complacency. In terms of technology, SMEs often
have difficulties in gaining access to appropriate technologies and information
on available techniques (Aryeetey et al., 1994). In most cases, SMEs utilize
foreign technology with a scarce percentage of shared ownership or leasing.
They usually acquire foreign licenses, because local patents are difficult to

obtain.
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Regulatory constraints also pose serious challenges to SME

development and although wide-ranging structural reforms have led to some
improvements, prospects for enterprise development remain to be addressed at
the firm level. The high start-up costs for firms, including licensing and
registration requirements, can impose excessive and unnecessary burdens on
SMEs. The high cost of settling legal claims, and excessive delays in court
proceedings adversely affect SME operations. In the case of Ghana, the
cumbersome procedure for registering and commencing business are key
issues often cited. The World Bank (2006) indicated that it takes 127 days to
deal with licensing issues and there are 16 procedures involved in licensing a
business in Ghana, It takes lonég,er (176 da?/sy in South Africa and there were
18 procedures involved in dealing with licensing issues.

Meanwhile, the absence of antitrust legislation favours larger firms,
while the lack of protection for property rights limits SMEs® access to foreign
technologies (Kayanula & Quartey, 2000). Previously insulated from
international competition, many SMEs are now faced with greater external
competition and the need to expand market share. However, their limited
international marketing experience, poor quality control and product
standardisation, and little access to international partners, continue to impede
SMESs’ expansion into international markets (Aryeetey et al., 1994). They also
lack the necessary information about foreign markets. One important problem
that SMEs often face is access to capital (Lader, 1996). Lack of adequate
financial resources places significant constraints on SME development.

Cook and Nixson (2000) observe that, notwithstanding the recognition

of the role of SMEs in the development process in many developing countries,
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SMEs development is always constrained by the limited availability of
financial resources to meet a variety of operational and investment needs. A
World Bank study found that about 90 percent of small enterprises surveyed
stated that credit was a major constraint to new investment (Parker et al.,
1995). Levy (1993) also found that there is limited access to financial
resources available to smaller enterprises compared to larger organisations and
the consequences for their growth and development. The role of finance has
been viewed as a critical element for the development of SMEs (Cook &
Nixson, 2000).

A large portion of the SME sector does not have access to adequate
and appropriate forms of credit and equity, or indeed to financial services
more generally (Parker et al., 1995). In competing for the corporate market,
formal financial institutions have structured their products to serve the needs
of large corporate organisation. A cursory analysis of survey and research
results of SMEs in South Africa, for instance, reveals common reactions from
SME owners interviewed. When asked what they perceive as constraints in
their businesses and especially in establishing or expanding their businesses,
they answered that access to funds is a major constraint. This is reflected in
perception questions answered by SME owners in many surveys (Graham &
Quattara, 1996; Rwingema & Karungu, 1999).

This situation is not different in the case of Ghana (Abor & Biekpe
2005, 2006; Aryeetey, 1998; Bigsten et al., 2000; Quartey, 2002; Sowa et al.,
1992). A priori, it might seem surprising that finance should be so important.
Requirements such as identifying a product and a market, acquiring any

necessary property rights or licenses, and keeping proper records are all in
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some sense more fundamental to running a small enterprise than is finance
(Green et al.,, 2002). Some studies have consequently shown that a large
number of small businesses fail because of non-financial reasons. Other
constraints SMEs face include: lack of access to appropriate techn(;logy; the
existence of laws, regulations and rules that impede the development of the
sector; weak institutional capacity and lack of management skills and training
(Aryeetey et al., 1994; Kayanula & Quartey, 2000; Parker et al., 1995; Sowa
et al., 1992).

However, potential providers of finance, whether formal or informal,
are unlikely to commit funds to a business, which they view as not being on a
sound footing, irrespective of the exact nature of the unsoundness. Inadequate
funds may be the immediate reason for a business failing to start or to
progress, even when the more fundamental reason lies elsewhere. Finance is
said to be the “glue” that holds together all the diverse aspects involved in

small business start-up and development (Green et al., 2002).

Status of Small and Medium-scale Enterprise financing in Ghana
According to Mensah (2004), there are many who believe that the
single most important factor constraining the growth of the SME sector is the
lack of finance. There are many factors that can be adduced for this inadequate
finance:
1. A relatively undeveloped financial sector with low levels of
intermediation;
2. Inadequate institutional and legal structures that facilitate the

management of SME lending risk; and
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3. High cost of borrowing and rigidities of interest rates.

Due to the persistent financing gap, governments and development
partners to stimulate the flow of financing to SMEs over and above what is
available from existing private sector financial institutions have launched
many interventions. Existing SME financing interventions can be classified

under official schemes and financing provided by financial institutions.

Official SME credit schemes
Official schemes were introduced by government, either alone, or with
the support of donor agencies to increase the flow of financing to SMEs.
Government has in the past attempted to implement a number of such direct
lending schemes to SMEs either out of government funds or with funds
contracted from donor agencies. The Aid and Debt Management Unit of the
Ministry of Finance and Economic Planning usually managed these funds.
Most of the on-lent facilities were obtained under specific programmes with
bilateral organizations in support of the Government of Ghana’s Economic
Recovery Programme and Structural Adjustment Programme. Examples of
such schemes are:
1. Austrian Import Programme (1990);
2. Japanese Non-Project Grants (1987-2000); ana
3. Canadian Structural Adjustment Fund and Support for Public
Expenditure Reforms (SPER).
In all cases, the funds were designed to assist importers. For example,
under the Austrian Import Support Programme (AIP), the beneficiaries were to

use the facility to procure equipment, machinery, raw materials and related

37



services from Austria. The Export Finance Company, a quasi-public
institution was made the sole administrator of the facility. The Japanese and
Canadian facilities were similarly designed to support imports from the
respective countries. While these schemes were not specifically targeted to
SMEs, there were no restrictions with respect to minimum company size and
many companies that would fit the SME definition were beneficiaries (Bani,
2003; Mensah, 2004).

The results of the direct lending schemes operated by government have
been mixed. For example, under AIP, 20 companies of varying sizes benefited
from the scheme. Beneficiaries were given six years made up of a one-year
moratorium and a five-year repayment period (Mensah, 2004). Since the loans
were disbursed in 1990, the borrowers should have completely liquidated their
loans by the end of 1996. However, as at December 2001, only 1 out of 20
beneficiaries had fully paid. The results for the Japanese and CIDA schemes
were much more encouraging from a recovery perspective because
repayments were guaranteed by various financial institutions, although the
government has had to hire 18 debt collectors to recover outstanding
indebtedness under both schemes.

In addition to donor-supported schemes for direct lending, government
has attempted at various times to operate lending schemes for SMEs. The
schemes have included the following:

1. Business Assistance Fund: The Business Assistance Fund was
operated in the 1990s to provide direct government lending to the SME

sector. The programme was widely seen to have been abused
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politically, with most of ‘the loans going to perceived government
supporters.

2. Ghana Investment Fund: In 2002, the Ghana Investment Fund Act (Act
616) was passed to establish a fund to provide for the grant of credit
facilities by designated financial institutions to companies. However,
the scheme was never implemented.

3. Export Development and Investment Fund (EDIF): Under this scheme,
companies with export programmes can borrow up to $500,000 over a
five-year period at a subsidized cedi interest rate of 15%. While the
scheme is administered through banks, the EDIF board maintains tight
control, approving all the credit recommendations of the participating

banks.

Guarantee facilities

Section 13 of the Loans Act of 1970 (Act 335) empowers the
Government of Ghana (GoG) to provide government guarantee to any external
financiers who wish to advance funds to any Ghanaian organisation and the
terms of such facility require the provision of guarantee from the government.
Guarantee facilities are contingent liabilities of the government. The onus for
repaying the facility lies with the borrower and not the government. The
facility crystallizes and becomes liability due from GoG if the borrower is
unable to honour his/her loan obligation and the government is called upon to
settle the facility as a guarantor. In that case the borrower is required to

subsequently reimburse the government for the amount involved.
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Although GoG in exercise of the relevant provisions in the Loans Act,
has provided guarantees to a number of bilateral and multilateral organizations
in the past on behalf of selected Ghanaian organizations in both the private
and public sectors of the economy, no targeted SME guarantee facilities has
been introduced. A Loan Guarantee Scheme was announced by the Ministry of
Trade and Industries in 2001 but was not implemented. Currently, the only
government-supported loan guarantee scheme in operation is operated by
Eximguaranty Company which is majority-owned by the Bank of Ghana.
However, the company’s operations are limited by the size of its guarantee
fund. Although ¢10 billion was voted in the 2004 budget to augment the
guarantee fund, it is small relative to the needs of the SME sector (Mensah,

2004).

Small and Medium-scale Enterprise financing from financial institutions
The formal financial sector in Ghana comprises commercial banks
(including Merchant Banks and Development Banks), 17 of which operate a
network of 303 branches in the country; 115 rural and community banks,
savings and loan companies and non-bank financial institutions (Kayanula &
Quartey, 2000). Recently, as banks and other financial institutions have sought
to broaden their loan portfolio, SMEs have become an increasingly attractive
customer group. Traditionally, however, financial institutions in Ghana have
been cautious with lending to SME groups because of high default rates and
risks associated with the sector. Few banks have therefore developed an

explicit policy for SME target groups taking the particular requirements and
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needs into consideration, e.g. developing earmarked financial products and

appropriate credit management systems.

Only few banks have SME specific loan products, and many of these
are donor funded. According to Kayanula and Quartey (2000), a few banking
institutions have SME desks or departments. For the others, lending to micro
and small businesses is simply transacted by credit officers from corporate
finance departments of the bank who generally apply the same appraisal and
lending principles to SMEs. None of the commercial banks have any
specialised training for credit officers in proven SME lending techniques, and

most credit officers do not have any prior SME specific experience.

Reasons for ineffective SME credit schemes
According to Bani (2003), SME credit scheme has been ineffective due to
three main reasons:
1. Inadequacy of the institutional framework;
2. Legal and regulatory framework; and

3. SME managerial capacity and lack of training.

Adequacy of institutional framework

Among the resources needed for the production of goods and services,
there are many things that set capital apart from the other inputs. Assets such
as equipment and land provide benefits that derive from their physical
characteristics. For example, a machine is built according to specifications that
define its rate of output. When we buy the machine, we know exactly what its

output rate is. Unfortunately we cannot say the same thing about the financial
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resources used to run a business. The acquisition of financial resources leads
to contractual obligations. The fact that financing agreements create
contractual obligations means that the supply of financing to businesses
depends on whether contracts can be designed that create the appropriate
incentives for both the supplier and user of funds. This is called the principal
agent problem.

In business financing, the principal is the supplier of funds and the
agent is the user of funds. The ideal contract is one that induces the agent to
act in the best interests of the supplier of funds. If such contracts can be
created, the supply and demand for funds will be brought into balance since
there is a mutually beneficial relationship between the supplier and user of
funds. But there are many reasons why such contracts are difficult to attain.
First there is a moral hazard problem arising from the possibility that the
borrower may take actions that may not be observable to the lender. For
example, a borrower may borrow funds with the declared objective of
investing the funds in business €quipment.

However, the lender may have no means of verifying whether the
borrower actually used the funds for the declared objectives (Bani, 2003;
Mensah, 2004). In Ghana, we have heard many times about businessmen who
borrow funds in the name of a business only to walk out of the bank and buy
the latest Mercedes Benz model. When the lender is unable to monitor the
borrower’s behaviour, the lender’s funds are put at risk since the risk of
default increases. In addition to the difficulty of monitoring actions of the
borrower, there is a second problem called adverse selection relating to the

information requirements of a lending contract. In order for a lender to be able
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to make a sound lending decision, he needs to know about the borrower’s
financial situation, their assets and liabilities and character indicators that
would give the borrower the confidence that the loan would be repaid.

The borrower, on the other hand has an incentive to hide all negative
information from the borrower. For example, the borrower may not have the
assets that she claims to have; or the profitability of the business that he or she
runs may be less rosy than the picture she paints to the lender. When the
prospective borrower knows more about her true finances than the lender,
negative information, which is relevant to the lending decision, is not revealed
and the lender is exposed to the risk of selecting borrowers with a high credit
risk (Mensah, 2004).

In the absence of opportunities for monitoring borrower actions and for
verifying the information provided by borrowers, there might be situations
where both borrowers either withdraw from the market or impose borrowing
conditions, which are difficult for most borrowers to comply. The contracting
problem just described is not confined to loan financing. Investors who make
funds available to businesses by acquiring shares are also in a contractual
relationship, which entitles them to participate in the profits of the firm.
Clearly, their interests are best served when the managers of the business take
actions that maximize the returns to shareholders (Bani, 2003; Mensah, 2004).
However, since the shareholder is unable to monitor all management actions,
the manager may take unnecessary risks or pay herself a tat salary when the
shareholder is not looking.

The amount of confidence with which investors would hold shares are

thus affected by the confidence that they have in the available monitoring
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systems. Monitoring arrangements include audit systems and timely and
accurate financial statements. The problems of moral hazard and adverse
selection are especially severe in Ghana. A necessary condition for an efficient
financial system is that there should be readily accessible information about
participants in the system. The absence of such information creates moral
hazard and adverse selection costs that can cause credit markets to fail. Market
failure is reflected in the unwillingness of lenders to extend credit at any price.
Creditworthy borrowers are shut out of the market (Mensah, 2004).

In economies with advanced credit markets, a significant investment
has been made in building an infrastructure for collecting, storing and
retrieving information about participants in the financial system, as reflected
in the widespread existence of credit bureaus that maintain information. A
starting point for a credit information system is the availability of systems for
identifying participants in the market. The absence of such an identification
system in Ghana has been a major factor in the low level of credit market
development. There are also cultural beliefs that are in collision with the
information and monitoring requirements of formal financial contracts. The
information requirements for the efficient flow of financial resources in the
formal sector of the economy are very demanding. While there is a clerical
army of cashiers and book-keepers in Ghana, the ranks of qualified chartered
accountants, auditors bankers and investment analysts remain thin (Bani,

2003; Mensah, 2004).
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Legal and regulatory framework
As the government recognizes, the absence of supportive laws and

regulations severely limits the availability of financing for SMEs, especially
from non-governmental and foreign sources. The most serious barriers to
investment in SMEs come from problems related to the adequacy of laws and
enforcement mechanisms for:

1. Formation of companies;

2. Require disclosure to relevant parties; and

3. Protect the interest of stakeholders with general laws establishing

rights and enforcement.

SME managerial capacity and training
Training programmes are required in all aspects of SME finance:
1. Training of loan officers;
2. Training of loan guarantee officials;
3. Training of investment fund managers; and
4. Training of entrepreneurs.

Training of the SME sector is critical. It is recommended that more
coordination be brought into SME training. Some centralization of the many
disparate training programmes, perhaps under the NBSSI would support the
design and implementation of training programmes for SMEs. These training
programmes would include accounting, business management, preparation of
business plans, financial statement analysis, personnel management, marketing
and other subjects as well as one-on-one counseling of business owners. The

lack of such training is adversely affecting the ability of SMEs to acquire
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financing and raises the risk being taken by the SMEs and lenders by entering

business without the benefit of such training.

Summary
From the foregoing review, one can conclude that:

1. There is a strong demand for the government to elaborate and
implement policies and strategies for financing SMEs as well as for
developing and improving financial institutions and financial
instruments;

2. The legal framework plays an important role in the creation and
successful operation of SMEs and should encourage a simplification of
the procedures involved in the creation, financing, training and other
aspects of the SME sector;

3. In Ghana, banks do not pay sufficient attention to the development of
SMEs. The role of governments should be to open the dialogue and to
create instruments together with the banks to promote the financial
aspects of successful SME development;

4. There is a great need for government to improve the different aspects
of financial services for SMEs such as seed money, leasing, venture
capital, and investment funding. There is lack of long-term loans;

interest rates are still high. All these limit the development of SMEs.
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CHAPTER THREE

ACCESS TO FINANCE AND SME PERFORMANCE
Introduction
This chapter focuses on concepts related to sources of finance for
SMEs, financial structure and theories on financing SMEs. Specific theories
discussed were the traditional approach, the Modigliani and Miller (M&M),
the pecking order theory, the trade-off choice framework and the agency cost
theory. Also, concepts of SME performance are discussed in this chapter. In

addition, studies based on these theories and concepts are explained.

Sources of finance for small and medium-scale enterprises

Any business idea requires resources to become a reality and financing
of this need become a major decision of managers. Business firms of all sizes
select their financial structure in view of the cost, nature and availability of
financial alternatives (Pettit & Singer, 1985). Pettit and Singer further argued
that the level of debt and equity in a smaller firm is more than likely a function
of the characteristics of the firm and its managers. SMEs need financing to
fund operating needs, short- and long-run investment objectives, expansion
projects and capital structure adjustments. SMEs also may need funding for
working capital requirements and merger or acquisition transactions.

These entities usually are unable to finance projects with internal funds
because their turnover and profit levels are limited. An enterprise, which
commits itself to an activity, requires different sources of finance. No business
firm can be promoted, established and expanded without adequate financial

resources (Deloof & Jegers, 1999; Mian & Smith, 1992). Success and survival
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of a business depends on how well its finance function is managed. The
competitive nature of the business environment requires firms to adjust their
strategies and adopt good financial policies to survive and sustain growth.
Most firms have an important amount of cash invested in accounts receivable,
as well as substantial amounts of accounts payable as a source of financing
(Deloof & Jegers, 1999; Mian & Smith, 1992).

Finance for all businesses, be they small, medium or large, takes the
form of equity and debt. However, the components of these two main sources
differ between SMEs and larger firms. Specific sources of finance for SMEs,
the different sources available to larger firms, and sources of equity and debt

for SMEs in Ghana are discussed below.

Equity financing

Equity finance for SMEs is money invested in a business by owners
and/or investors in exchange for an ownership position in the business. Equity
providers take the risk of failure and benefit through participation in profits
and through the eventual sale of their stake (English, 2001; Holmes et al.,
2003). Strengthening the equity capital of an SME implies less reliance on
debt and consequently reduced financing costs for the firm. Apart from the
promoter's own contribution, incorporating the business and selling shares is
bound to strengthen its financial situation, increasing the proportion of equity
to debt in its capital structure. It also serves to improve transparency, which is
a major step forward compared with individually held businesses (OECD,

2005).
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Equity finance is available via internal and external sources. Internal
equity for SMEs comes mainly from the owners’ savings, sometimes from
family and friends, and also from retained earnings (Holmes et al., 2003;
Ratnatunga, Romano, & Lourens, 1993). A number of SMEs are started with
the personal savings of the business owners and/or equity from their family
and friends. However, these sources are inadequate for funding growth.
Tunisia has introduced some very effective instruments to strengthen the
equity position of SMEs. There are tax breaks for parties who subscribe to and
participate in the capital of SMEs.

This translates into a reduction of the tax base at variable rates and
consequently a lower income tax burden at the end of the year. Tax relief is
granted at variable rates in line with national goals set in advance. Those rates
vary as a function of the project's location, such as 100% in Regional
Development Zones, its focus on exports. There is flexible and light taxation
for venture capital investment companies (SICARs) and venture capital
mutual funds (FCPRs), which hold shares in the capital of SMEs, notably
those run by highly-educated people, SMEs established in Regional
Development Zones, SMEs specialised in new technologies, and so on
(OECD, 2005).

Potential external equity funds for SMEs are angel financing, venture
capital and public share offers. These sources of external equity finance do not
play a significant role in funding SMEs. This is because providers of these
funds look for companies with good prospects for management, high potential
for success, and good financial information records, and only a small number

of SMEs meet these criteria (Holmes et al. 2003). Moreover, unlike large

49



public companies, SMEs typically do not have the option of issuing shares or
bonds (Cole & Wolken, 1996; Holmes et al., 2003; Peterson & Rajan, 1994).
They do not meet the listing requirements, particularly on the main board
market. Moreover, the few SMEs that are able to issue shares on capital
markets incur relatively high transaction costs (Carter & Van Auken, 1990;
Peterson & Rajan, 1994; Van Auken & Holman, 1995).

In some countries, the second board market, with lower listing
requirements, has been developed to provide alternative equity finance for
SMEs and this is known as the Alternative Investment Market (AIM).
However, funds raised from secondary boards are limited since SMEs again
do not seem to be able to meet the requirements (Carpentier & Suret, 2006).
Thus, internal equity continues to be the major source of equity for SMEs. The
reliance of SMEs on internal equity has been attributed to their inability to
access finance from other equity sources, the lack of marketability of private
company shares, and their fear of losing control as a result of their financing

choices (Hamilton & Fox, 1998; Holmes et al., 2003; Holmes & Kent, 1991).

Debt financing

Debt financing is a strategy that involves borrowing money from a
lender or investor with the understanding that the full amount will be repaid in
the future usually with interest. Debt providers do not require ownership
positions in the business. The main differences between debt and equity are
that debt providers request interest payments and principal repayments, and
the borrowed money is usually secured on business assets or the personal

assets of owners and/or shareholders. The interest rate reflects the level of risk
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that the lender undertakes by providing the money. Debt financing entails less
risk than equity financing, thus it is usually cheaper. Debt providers also have
the power to initiate bankruptcy proceedings if the business defaults on debt
interest or repayments or its prospects decline. They are usually the first to
receive payment of interest when there is profit (English, 2001)

Though there are several possible methods of debt financing available
to small businesses and these include private placement of bonds, convertible
debentures, industrial development bonds, and leveraged buyouts, by far the
most common type of debt financing is a regular loan. Loans can be classified
as long-term (with a maturity longer than one year), short-term (with a
maturity shorter than two years), or a credit line (for more immediate
borrowing needs). They can be endorsed by co-signers, guaranteed by the
government, or secured by collateral—such as real estate, accounts receivable,
inventory, savings, life insurance, stocks and bonds, or the item purchased
with the loan (English, 2001).

Sources of short-term debt for SMEs include trade credit, and loans
from banks and other financial institutions (Holmes et al., 2003). Long-term
debt, on the other hand, is an obligation due for repayment after more than one
year. Whereas short-term debt is a major source of outside finance for SMEs,
long-term debt plays a less significant role in SMEs because of the
requirement of collateral security. The major source of formal debt finance for
SMEs, whether short- or long-term, is the bank loan (Cole & Wolken, 1996;
Coleman, 2004; Perterson & Rajan, 1994; Startups, 2004). This is because the

number and types of banks providing business credit has expanded; thus,
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SMEs have more finance providers and financial services from banks to
choose from than from other financial institutions (Cole & Wolken, 1996).
However, due to the difficulty involved in obtaining finance from
formal financial institutions, the informal credit markets play a major role in
lending to small businesses (The Committee of Donor Agencies for Small
Enterprise Development, 1989). Sources of informal finance include family
loans, pawnbrokers, middle men, and tontines (an informal system of banking
frequently found among Chinese and other Asian communities (Choy, 1990)).
Bootstrapping is yet another source of finance adopted by small firms to gain
funding through informal or short-term sources, such as absorbing resources
from customers and suppliers. It is an alternative means of meeting the need
for resources without relying on long-term external finance (Winborg &
Landstrom, 2001). The interest rates charged by these informal sources are
usually higher than in the formal sector, and exceed the ceilings under usury

laws.

Financial structure

Financial structure comprises the various types of debt and equity
employed by a business in order to establish and expand its activities. It is the
framework of various types of financing employed by a firm to acquire and
support resources necessary for its operations (Esperanca et al., 2003; Peirson
et al., 2002; Riahi-Belkaoui, 1999; Sogorb-Mira, 2005). Different types of
finance have different required rates of return due to differences in associated
risk. Thus, each type of finance is associated with a different cost (Brigham,

Gapenski & Ehrhardt, 1999). Cost of equity is the return that equity holders
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expect to earn when they invest in a company. It comprises the dividend
compensation for bearing risk and waiting for return on investment, and the
increase or decrease in the market value of the shares over time (ValuePro,
2004).

Cost of debt, on the other hand, is the interest rate a company has to
pay on all its debt within a specified period of time (Peirson et al., 2002). The
interest rate comprises a nominal rate and a risk premium, which in turn are
based on the risk profile of the firm. Due to the different costs of equity and
debt finance, businesses consider not only the amount of money needed when
evaluating various sources of funds, but also the cost involved. In general, a
firm’s choice of financial structure depends on attributes that determine the
various costs and benefits associated with each type of debt and equity
financing (Abor & Biekpe, 2005).

A number of studies in this area suggest that SMEs tend to rely more
on internal equity than on debt because of the high interest rate associated with
debt and external equity finance. Indarti and Langenberg (2004) found that
most SMEs in Indonesia depend on personal savings (56%) and family
investment (23%) as their main financial sources. About 3 percent of the
enterprises take advantage of bank loans. Additionally, Ghosh, Kim and Meng
(1993) showed that the main sources of financing for SMEs in Singapore are
personal savings and the family.

Though SMEs seem to depend mostly on internal equity, empirical
studies reveal that a number of SMEs use debt. Van Auken, Doran and Yoon
(1993) provided new insights into the financial structure of smaller firms in

developing economies. Canonical correlation techniques were used to examine
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the Financial Positions of 45 Korean SMEs. The results were then compared
to those of similar studies of SMEs in the United States. Data on Korean
SMEs were obtained from Annual Reports of Korean Companies, and
comparable data on US small and large firms was acquired from the studies
conducted by Carter and Van Auken (1990) and Stowe, Watson and Robertson
(1980). The results show that SMEs in both Korea and the United States
mainly obtained finance from debt. When the financial structures of SMEs
were compared to those of larger firms, the results was consistent with the
findings of Carter and Van Auken (1990), showing that SMEs in both Korea
and the United States rely more on debt financing, than do large US firms.

The increasing proportion of debt finance in SME financial structure
has been a feature of a number of studies. Hamilton and Fox (1998) used a
postal survey to investigate the financial preferences of small firm owners and
found that the proportion of firms with initial funding from the founder’s own
savings fell from 76 percent during 1980 to 60 percent during 1992-1994. In
contrast, the percentage of businesses depending on debt finance increased
from 11 percent to 24 percent in the same time period. In addition, they
reported that, when owners had to augment ongoing funding, around 41-54
percent of them would seek only debt finance. Furthermore, on average, 41
percent of owners would consider a new equity investor only if there was no
effect on their control over the business. The percentage decreased to 22
percent if new equity meant some weakening of control.

It appears from literature that the general assumption that internal
equity is the major source of finance for SMEs does not apply at all stages of

small firm development. The type of finance employed tends to vary with each

54



stage of development (Berger & Udell, 1998). Berger and Udell (1998)
suggested that start-up firms are heavily dependent on initial insider finance
because it is difficult to access external finance at this stage, unless they can
provide substantial collateral. Debt finance would typically come later, after
they achieve a level of production such that their financial positions reflect
substantial tangible business assets such as inventory and equipment that could
be pledged as collateral. Various theories have been developed to explain the
variation in the mix of debt and equity in SMEs. These theories are discussed

in the following sections.

Theories of financial structure

Five major theoretical frameworks have been proposed in literature to
explain the financial structure of SMEs: the traditional approach, the
Modigliani and Miller (M&M), the pecking order theory, the trade-off choice
framework and the agency cost theory. The sections below will examine the

application of these frameworks to SMEs that underpin this study.

Traditional theory

The traditional view, which is also known as an intermediate approach,
is a compromise between the net income approach and the net operating
income approach. It deals with the issue of the right mix of debt and equity in
the financial structure of an individual firm. This view suggests that the cost of
finance is a weighted-average cost of equity and debt in a firm’s financial
structure. The cost of debt is lower than equity because interest on debt is

deductible for tax purposes. Moreover, even if there is no tax deductibility,
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debt is lower because it carries less risk. Hence, the introduction of debt into
the financial structure reduces the average cost of finance (McLaney, 2000).
The traditional view assumes that there is an optimal capital structure and that
the firm can increase the total value of the firm through judicious use of
leverage.

However, Samuels, Wilkes, and Brayshaw (1999) reiterated that there
are two consequences of increasing debt level in the financial structure.
Firstly, the equity holders require a higher rate of return when they realise that
the risks associated with their investments are increasing. Secondly, lenders
also realise the higher risk on their investment caused by the increase in the
leverage levels and demand higher interest payments. These two main factors
erode the advantage gained by substituting lower cost debt for equity,
eventually increasing the cost of both debt and equity (Samuel et al., 1999).
The upshot of this is that, if a company takes on debt, the overall cost of
finance is initially reduced up to a point. Beyond that point, however, if debt
continues to increase then the cost of finance also starts to increase.

Therefore, there is a level of debt for each firm where the average cost
of finance is at its lowest point, and shareholder’s wealth and the value of the
firm are maximised (McLaney, 2000; Samuel et al., 1999). However, it is
argued that debt has no effect on either the cost of capital or the value of the
firm. The weighted-average cost of capital is constant, as the benefits of using
cheaper debt are offset by the increase in the cost of equity due to the higher
expected rate of return on equity (McLaney, 2000; Romano, Tanewski &
Smyrnios, 2001). The optimal financial structure was developed by

Modigliani and Miller (1958; 1963) to support this argument.
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The Modigliani and Miller theory

Modigliani and Miller (1958; 1963) were the first to carry out a
vigorous analysis of the effect of gearing on cost of capital and firm value.
Their two propositions related to financial structure are among the most
important contributions to the theory of corporate finance. The first
proposition suggests that financial structure does not affect cost of finance or
the value of the firm. This proposition was initially framed in a highly
simplified environment that assumed no taxes and no transaction costs. In the
absence of taxes, the increase in return to stockholders resulting from the use
of debt is exactly offset by the increase in risk.

Modigliani and Miller (1958) assumed that the firm has a particular set
of expected cash flows. When the firm chooses a certain proportion of debt
and equity to finance its assets, all that it does is to divide up the cash flows
among investors. Investors and firms are assumed to have equal access to
financial markets, which allows for homemade leverage. The investor can
create any leverage that was wanted but not offered, or the investor can get rid
of any leverage that the firm took on but was not wanted. As a result, the
leverage of the firm has no effect on the market value of the firm. Therefore,
the weighted-average cost of finance and the value of the firm are constant for
all combinations of debt and equity, as there is no benefit to using debt
(McLaney, 2000; Romano, Tanewski & Smyrnios, 2001).

According to Modigliani and Miller (1958), capital structure
emphasized that the value of a firm depends on real variables rather than
slicing the pie of financing. Corporate debt funding provides a corporate tax

shield and this tax shield may be more than to compensate for any extra
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personal tax that the investor has to pay on debt interest. However, the benefit
of tax shield can be offset by the prospect of potential bankruptcy costs.
Perhaps differences in capital structure reflect differences in the relative
importance of growth opportunities. The latter proposition suggests that, with
taxes and the deductibility of interest charges, the total cost of finance is
decreased by adding as much debt as possible to the financial structure. This is
because interest on debt is deductible for tax purposes; thus, the cost of debt
becomes lower than the cost of equity. In other words, the greater the level of
debt in the financial structure, the lower the average cost of finance.

The Modigliani and Miller theory assumes that debt does not add
significant risk to equity, so that the company does not have to offer higher
returns to its equity holders when debt levels are increased. Returns to equity
holders increase as the level of debt increases. An implied assumption in the
Modigliani and Miller theory is that bankruptcy is costless reallocation of
resources, so that bankruptcy is not a major concern to shareholders. Also, in a
perfect market, if the firm does not have sufficient funds to meet its interest
obligations in a particular year, it should be able to borrow to cover the short
fall as long as it is profitable in the longer term (Chittenden, Hall &
Hutchinson, 1996; McLaney, 2000).

The optimal financial structure may not always hold for SMEs, as it is
based on impractical assumptions. Unlike larger, particularly publicly held
companies, SMEs typically do not have the option of issuing stocks or, more
relevantly, bonds. As highlighted by Ang (1991; 1992) and Carter and Van
Auken (1990), financial structures of SMEs and large businesses are dissimilar

because of several unique characteristics of smaller businesses, such as a lack
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of publicly traded securities and the high cost of financial markets. Moreover,
Binks, Ennew and Reed (1992) showed that some firms cannot obtain funds
through the banking system, because they have insufficient collateral, or they
cannot provide information relevant to their project quality or their ability to
return money.

These findings imply the existence of imperfections in the financial
market that are incompatible with the assumptions of this theory. Therefore,
the central hypothesis of the Modigliani and Miller framework, that adding as
much debt as possible to the financial structure will reduce cost of finance, is
clearly of limited use in explaining the financial structure of SMEs as these
seem to develop structures that have a minimum, rather than maximum,
amount of debt (Ang, 1991; Ang, 1992; Chittenden et al., 1996; Coleman &
Cohn, 2000). Since imperfections in the financial market exist, the
assumptions of this theory do not always explain the financial structure of
businesses, especially SMEs. The pecking order framework was developed as

an alternative theory capable of explaining firm financial structure.

The Pecking Order theory

The pecking order theory proposed by Myers (1984) suggested that
firms have a particular preference order for their choices of financing. The
pecking order theory does not take an optimal capital structure as a starting
point, but instead asserts the empirical fact that firms show a distinct
preference for using internal finance (as retained earnings or excess liquid
assets) over external finance. If internal funds are not enough to finance

investment opportunities, firms may or may not acquire external financing,

59



and if they do, they will choose among the different external finance sources
in such a way as to minimise additional costs of asymmetric information. The
latter costs basically reflect the “lemon premium” (Akerlof, 1970) that outside
investors ask for the risk of failure for the average firm in the market.

The resulting pecking order of financing is as follows: internally
generated funds first, followed by respectively low-risk debt financing and
share financing. Thus, the business will seek to obtain external equity finance
only when these two sources cannot provide enough funds to meet its needs.
This hierarchical pecking order is therefore based on internally available
funds, debt, and external equity. According to Myers and Majluf (1984),
outside investors rationally discount the firm's stock price when managers
issue equity instead of riskless debt. To avoid this discount, managers avoid
equity whenever possible. The Myers and Majluf model predicts that
managers will follow a pecking order, using up internal funds first, then using
up risky debt, and finally resorting to equity. In the absence of investment
opportunities, firms retain profits and build up financial slack to avoid having
to raise external finance in the future.

The pecking order theory regards the market-to-book ratio as a
measure of investment opportunities. With this interpretation in mind, both
Myers (1984) and Fama and French (2004) note that a contemporaneous
relationship between the market-to-book ratio and capital structure is difficult
to reconcile with the static pecking order model. Iteration of the static version
also suggests that periods of high investment opportunities will tend to push
leverage higher toward a debt capacity. To the extent that high past market-to-

book actually coincides with high past investment, however, results suggest
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that such periods tend to push leverage lower. Empirical evidence supports
both the pecking order and the trade-off theory.

Empirical tests to see whether the pecking order or the trade-off theory
is a better predictor of observed capital structures find support for both
theories of capital structure (Fama & French, 2004; Shyam-Sunder & Myers,
1999). There are two explanations associated with this particular preference
order for the financing choices of the firms, transaction costs and information
asymmetries (Cassar & Holmes, 2003). The transaction cost explanation refers
to firms obtaining as much finance as necessary from the cheapest and easiest
source before moving on to the next least expensive. Transaction costs, such
as the application and start-up fees of internally generated funds (retained
profits or contributions of existing owners), are the lowest, and followed by
the transaction cost of debt and then external equity. Hence, firms prefer
internal funds to debt, and debt to external equity (Chittenden, Hall, &
Hutchinson, 1996).

The second explanation is that information asymmetry between the
firm and its potential financiers will introduce inequities into the costs
associated with various sources of finance. In other words, the greater the
information asymmetries from various sources of outside financing, the higher
the return on capital demanded by each source. For example, new equity
holders will expect a higher rate of return on their capital investment than
owners of existing internal funds since they have less information about the
firm than internal equity holders. This result in the higher cost of external
equity finance compared with internal sources of equity. In this scenario, firms

will prefer internal funds over external equity. The same logic is applicable
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when debt providers and internal sources of funds are compared. Accordingly,
firms will prefer internal equity to debt, short-term debt to long-term debt, and
any debt to external equity.

For SMEs, external equity is not an option so they face a ‘constrained’
Pecking Order Framework (Cassar & Holmes, 2003; Chirinko & Singha,
2000; Chittenden, Hall, & Hutchinson, 1996). Perterson and Rajan (1994),
however, argued that though similar funding preferences to the pecking order
theory apply to smaller enterprises, the reasons behind their preferences differ
from those of larger firms. Unlisted SMEs rely heavily on the owner’s capital
because they do not have the option of issuing additional equity to the public.
Furthermore, in keeping with agency theory, owners/managers strongly desire
to maintain control of strategic decisions, and are afraid of losing control of
the firm because of outside financing decisions or pressures. Therefore,
internal sources are the most preferred by SMEs, followed by debt, and then

external equity (Hamilton & Fox, 1998; Holmes & Kent, 1991).

The Trade-Off choice framework

The term trade-off theory is used by different authors to describe a
family of related theories. In all of these theories, a decision maker running a
firm evaluates the various costs and benefits of alternative leverage plans.
Often it is assumed that an interior solution is obtained so that marginal costs
and marginal benefits are balanced. It describes financial structure by
exploring the friction among the tax advantages of debt, the increase in
expected bankruptcy costs, and agency costs. Cassar and Holmes (2003)

suggested that firms trade off “several aspects, including the exposure of the
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firm to bankruptcy and agency costs against the tax benefits associated with
debt use”. Bankruptcy costs are those that are directly incurred when
businesses are perceived to be unable to pay their debts as and when they fall
due. In response to the perceived risk of defaulting on finance payments,
lenders will increase their cost of debt to incorporate the potential costs
associated with liquidating the net assets of the firm in the event of bankruptcy
(Berger & Udell, 1998; Cassar & Holmes, 2003; McLaney, 2000).

Bankruptcy costs will occur even if only non-lending stakeholders
believe that the firm has a chance of being discontinued. For instance, if firms
are perceived to be bankrupt, suppliers may be less willing to extend trade
credit and customers are less likely to buy goods and services due to the risk
of unfulfilment of product quality standards, while employees may also have
less incentive to work for the firms. The response from non-lending
stakeholders will also reduce the value of the firm and increase the costs of
outside financing. Given these bankruptcy costs, a firm’s financial structure is
influenced by the risk that it may not be able to operate under normal
circumstances. Firms with higher operating risk would have greater
bankruptcy costs and thus face higher costs of securing outside debt. Thus,
higher risk firms seek to reduce external debt to decrease the total cost of

finance (Cassar & Holmes, 2003).

Agency cost theory
Agency costs arise from conflicts between the goals of management
and those of suppliers of finance when external funding is introduced into the

financial structure. Agency costs are those associated with monitoring the
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decisions and actions of agents (managers) to ensure that they are in the best
interest of the principals, that is, external equity and debt holders (Ang, Cole,
& Lin, 2000). The agency theory does not have the same application to SMEs
as it does to larger firms because generally the owners of SMEs are also the
managers (Ang, 1991). For larger firms, agency relationships are associated
with external share and debt holders (the principals) for whom the managers
act as agents.

For SMEs, agency costs are generally associated with debt finance, and
venture capitalists and business angels who constitute the major sources of
external equity in SMEs (Coleman & Cohn, 2000). External equity providers
use tools such as position on the company board and equity interest in the firm
to minimise the agency costs associated with their investments (Holmes et al.,
2003). These monitoring devices increase the cost of finance to the firm.
Consequently, firms with greater conflict between owners/managers and debt
and external equity holders would have higher agency costs and therefore
lower levels of external financing (Cassar & Holmes, 2003). To reduce the
cost of finance, these firms would generally avoid debt and external equity.
However, agency theory suggests that the value of the firm will be increased
with higher debt. This is because interest payments and debt repayments
reduce ‘free cash flow’ and hence limit owners/managers’ ability to divert
resource to themselves (Beal & Goyen, 2005).

Tax benefits from debt are another issue considered within the trade-
off framework. The use of debt is encouraged because of the tax deductibility
of interest payments. However, the use of debt leads to bankruptcy and agency

costs which wear away the benefits of using debt (tax deduction) (Chirinko &
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Singha, 2000). From the trade-off choice framework discussed above, though
tax benefit encourages firms to use debt finance, the anticipation of higher
finance costs associated with the potential costs of liquidation and monitoring
encourage SMEs to avoid debt. Therefore, trading off tax benefits related to
debt and the potential costs of liquidation and monitoring usually influence the
final financial structure of the firm (Brounen & Eichholtz, 2001; Chirinko &
Singha, 2000; Romano, Tanewski, & Smyrnios, 2001).

The five main theories (Traditional Theory, M&M optimal Financial
Structure, Pecking order framework, Trade-off choice framework and Agency
Cost) used to explain the financial structure of SMEs are summarised below. It
can be seen that the theoretical literature applied to explaining the financial
structure of SMEs is based on costs derived from information asymmetries,
bankruptcy costs, and agency costs (Abor & Biekpe, 2005). The concept of
optimal financial structure is based on information asymmetry. The
justification for a hierarchy of firms® preferences in the pecking order
framework is based on the implications drawn from information asymmetry.

SMEs initially depend on internally generated funds where there is no
information asymmetry. They will turn to debt if additional funds are needed,
and they will finally issue external equity to cover any remaining financial
requirements. The explanation put forward by the trade-off choice framework
is based on weighing the tax benefits of debt against bankruptcy and agency
costs. The theories and issues discussed in the preceding sections suggest that

access to finance is a critical factor in SME performance.
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Table 2: Theories of financial structure

Theories

Description

Traditional theory

Modigliani and Miller
optimal financial

structure

Modigliani and Miller 2

If a firm takes on debt, the overall cost of finance
is initially reduced up to a point. Beyond that
point, if debt continues to increase then the cost of
finance will start to increase. Thus, there is a level
of debt in the financial structure for each firm
where the average cost of finance is at its lowest
point and shareholder’s wealth and value of the

firm are maximised.

In the absence of taxes, there is no benefit to using
debt. Thus, financial structure does not affect the

cost of finance nor the value of the firm

With taxes and deductibility of interest charges,
the cost of debt is lower than that of equity.
Therefore, the firm has to add as much debt as
possible to the financial structure in order to
reduce the total cost of finance.

The existence of imperfections in the financial
market when SMEs access finance suggests that

this approach does not always hold for SMEs.
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Table 2 continued

Theories

Description

Pecking order

framework

Trade-off choice

framework &

Agency Cost

The firm has a particular preference order for its
choice of funds in its financial structure: internal
equity, debt, and external equity. It is argued that
though similar funding preferences to pecking
order theory apply to smaller firms, the reasons for
their preference differ from those of larger firms.
Financial structure results from trading off tax
benefits with debt used by the firm against the
potential costs of liquidation and monitoring.

This approach uses two of the most important
concepts developed to explain the capital of small

firms: bankruptcy costs and agency costs.

Source: Sarapaivanich (2006)

The concept of SME performance

The need for companies to align their performance measurement

systems with their strategic goals is well documented in literature (Eccles,

1991; Gregory, 1993; Kaplan, 1983). To address this need, a number of

frameworks and processes (approaches) for the development of performance

measurement systems have emerged. The most popular of these is the

balanced scorecard (Kaplan & Norton, 1992), which emphasises a balance

between the use of financial and non-financial measures to achieve strategic

alignment. The popularity of the balanced scorecard has acted as a catalyst for
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further research into the characteristics of, and approaches for developing,
strategic performance measurement systems (Bititci e al.,, 1997; Neely et al.
1996a; 1996b; Oliver & Palmer, 1998).

However, few organizations appear to have systematic processes in
place for assessing and maintaining their performance measurement systems
(Kennerley & Neely, 2002). The ability of keeping the performance
measurement systems continuously updated is a challenge for every firm, but
particularly for SMEs, which need to be extremely flexible and reactive to
market changes while being characterised by lack of resources and managerial
expertise (Hudson et al., 2001; Garengo et al.,, 2005). Literature on
performance measurement treats the subject regardless of the size of the
business (Carpinetti et al., 2008) and even if many performance measurement
approaches have been proposed, few are the publications focusing specifically
on performance measurement in small and medium-sized enterprises (Garengo
et al., 2005).

At the same time, models developed for large enterprises seem not to
apply well to SMEs (Cassell et al., 2001; Storey, 1994), as confirmed also by
the gap between theory and practice observed by numerous authors in SME
(Cocca & Alberti, 2010; Hudson et al., 2001; Sousa et al., 2006). Therefore,
there is a need to establish the relevance of existing performance measurement
approaches for SMEs and to identify an appropriate process for the design and
implementation of strategic performance measurement systems in this context
(Hrebiniak, Joyce & Snow 1989; Rodsutti & Swierczek, 2002). A review of

literature identifies four major approaches to describing performance: the goal
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approach, the system resource approach, the process approach, and the

constituency approach (Ford & Schellenburg, 1982).

Goal approach

The goal approach, one of the earliest concepts of performance, defines
performance in terms of goal achievement (Etzioni, 1964). The goal approach
to effectiveness consists of identifying an organisation’s output goals and
assessing how well the organisation has attained these goals. This is a logical
approach because organisations do try to attain certain levels of output, profit,
or client satisfaction. It measures progress toward attainment of those goals.
Initial models of this approach focused on a single goal such as profit,
productivity, organisational growth, or stability (Steers, 1975). Profit is often
selected as a goal of a firm because it is a target pursued by most firms;
indeed, it is assumed that firms need to make profit if they are to survive.
Among all the approaches, goal approach is most commonly used method due
to its simplicity, understandability and internally focused. Information is easily
accessible by the owners/managers for evaluation process (Pfeffer & Salancik,
1978).

However, this analytical emphasis on a single goal has been questioned
because it fails to capture all the factors involved in performance. Besides,
such an emphasis can distort the picture of an organisation’s goal(s) since it
excludes from consideration other goals that are equally important and
pursued (Ramanujam, Venkatraman, & Camillus, 1986). In response to these
limitations of the single-goal approach, more sophisticated models involving

several goals have been developed as ways of conceptualising performance in
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SMEs. This extension of the goal approach views performance in terms of an
organisation’s capacity to use its resources successfully towards specific ends.
A set of relevant goals, such as profitability, satisfaction, productivity,
resource acquisition, growth, and survival, are used together as they all
influence organisational performance (Cooper, Gimeno-Gascon & Woo, 1994;

Steers, 1975).

Tl;e main criticism of the multiple-goal approach is that useful and
valid sets of criteria and organisational goals are difficult to determine
(Lachman & Wolfe, 1997; Rodsutti & Swierczek, 2002; Steers, 1975). Each
goal has a different degree of influence on organisational performance. It is
therefore suggested that goals must be prioritised in order to clearly define
their relative importance. Steers (1975) mentioned that to make this approach
effective, a weighting must be assigned to each goal that reflects the value
attached to it. However, finding the most suitable set of goals and establishing
the priorities of various goals are still problematic tasks. This is because
different firms may not pursue the same set of goals (Lachman & Wolfe,
1997; Rodsutti & Swierczek, 2002; Steers, 1975). Due to limitations such as

these, the systems approach has been proposed as an alternative way of

conceptualising performance.

System resource approach

In contrast to the goal approach, the system resource approach
emphasises the means necessary to achieve ends (Lachman & Wolfe, 1997;
Yuchtman & Seashore, 1967). This approach views organisational

performance in terms of the organisation’s ability to acquire scarce and valued
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Process approach

The process approach focuses on organisational functioning and
integration (Chelladurai & Haggerty, 1991; Steers, 1977). Under this
approach, an organisation’s performance is viewed in terms of the efficiency
of its internal processes and general operations. Organisations that can provide
a harmonious and efficient internal environment are viewed as viable
organisations (Steers, 1977). Although conceptualising organisational
performance on the basis of the process approach provides additional insight
into the nature of performance, it has been criticised on the grounds that the
relevant processes are difficult to define and assess (Lachman & Wolfe, 1997).
Moreover, it has been argued that the effective operation of an organisation
would not necessarily result in heightened organisational performance since
the sum of efficient components may not lead to an efficient whole (Weese,
1997).

Another shortcoming of this approach lies in its one-sided view of
performance; that is, constituent groups who have an influence on the
activities and decisions of an organisation such as clients, employees and
shareholders are ignored. These individuals or groups have identifiable
common interests, and therefore their viewpoints should be included when
organisation performance is being evaluated (Papadimitriou & Taylor, 2000).
Dissatisfaction with the goal, systems resource and process approaches thus
resulted in the development of the constituency approach as a way of

providing a more representative picture of the performance of organisations.
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Constituency approach

The constituency approach views organisations as open systems
involving parties or stakeholders, such as shareholders, employees, and society
(Connolly, Conlon, & Deutsch, 1980). This approach seeks a definition of
performance based upon the behaviour of an organisation’s constituents
(Davidson & Griffin, 2000; Ford & Schellenberg, 1982; Steers, 1977), and
suggests that performance is evaluated as the ability of the organisation to
account successfully for its outputs and operations to its various internal and
external constituencies (Connolly, Conlon, & Deutsch, 1980; Ford &
Schellenberg, 1982; Gaertner & Ramnarayan, 1983). This definition implies a
shift in focus from the internal organisational level to the influence of the
organisation on its environment. Examples of criteria suggested for assessing
performance under the constituency approach are employee injuries, consumer
sovereignty, and the quality of society (Keeley, 1984).

Under this approach, performance is both multi-dimensional and
subject to multiple evaluations, with each valuation distinctive to the
evaluator. As a result, it is possible for the organisation to be assessed as good
on some dimensions and poor on others, or to score different assessment
results on the same dimension from different evaluators (Hage, 1980). While it
is generally agreed that performance should be viewed in relation to one or
more goals (Etzioni, 1964), the issue that remain unresolved are which goals,

and from whose perspective. Moreover, if all constituencies are considered,

the complexity of the performance concept will be increased (Khandwalla,

1977).
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Though many approaches have been developed to capture
performance, there is lack of consensus about which one is the most
appropriate for conceptualising performance. In addition, as highlighted at the
beginning of this section, conceptual approaches are based on the direction of
the research (lakovleva, n.d.; Ramanujam, Venkatraman, & Camillus, 1986;
Blackwood & Mowl, 2000). Therefore, none of these conceptual approaches is
superior to the others, and each will be appropriate depending on the type of
study being conducted. Lachman and Wolfe (1997), however, note that the
goal approach is one of the dominant performance approaches still used

currently.

Table 3: Four approaches to conceptualising organisational performance

Approach Assessment Criteria

1. Goal Ability to achieve its goal(s).

2. Systems Resource Ability to acquire resources.

3. Process Ability to manage its internal processes and

general  operations  smoothly  and
efficiently.

4. Constituency Different measures of performance from
each constituent’s viewpoint such as
employee’s  injuries and  customer

satisfaction.

Source: Author’s Construct (2011)

Moreover, it is suggested that the goal approach is particularly
appropriate for SMEs, where the goals of the firm and owner are generally the
same (Murphy, Trailer, & Hill, 1996). Literature on SMEs has shown that the

goals of owners/managers are indistinguishable from those of their businesses

74



(Ang, 1992; Glancey, 1998; Jarvis et al, 2000; Naffziger, Homnsby, &
Kuratko, 1994). Similarly, Kotey and Meredith (1997) proposed that SMEs
performance should be conceptualised on the basis of the extent to which the
firm’s goals and/or objectives have been achieved. They reasoned that at the
macro level, interest in SMEs is associated with their contribution to economic
development in terms of innovation, employment and income. This view is
shared by others such as Acs and Storey (2004), Julien (1998), and Verheul,
Risseeuw and Bartelse (2002).

There is a need to understand SME owners/managers’ goals before
assessing SME performance (Watson, Newby, & Woodliff, 2000), as each
owner/manager has a set of goals specific to their individual situation
(Naffziger, Homnsby, & Kuratko, 1994). For example, some owners may not
desire growth because they are afraid of losing control of their businesses.
Another justification for the goal approach is that goals serve as standards in
assessing organisational performance (Etzioni, 1964; Jarvis et al., 1996a;
McMahon & Stanger, 1995). Accordingly, the goal approach is used to
conceptualise enterprise performance in this study. Having discussed how
performance is conceptualised in literature, there is a need to identify the
factors that influence the performance of SMEs, since these ultimately

determine their contribution to economic development.

Determinants of SME performance

Given the importance of the role played by SMEs in economic
development, understanding the factors that affect SME performance is not

only crucial to the stability and health of the economy but also enables public
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policymakers and SME support agencies to better serve the SME community
(Gaskill, Van Auken, & Manning, 1993). For this reason, the factors
influencing SME performance are a recurrent theme in most branches of SME
studies. Summarising the words of John Murphy, partner in Solvency and
Reconstruction, Arthur Anderson & Co., Flahvin (1985) stated that about 70
percent of businesses that start up with nothing will fail within two years. He
identified the following internal influences as factors that impede performance
in SMEs: lack of finance, lack of financial control and accounting information,

lack of management skills and experience, and inability to respond and adapt

to change.

Similarly, Lussier (1995) compared variables identified in twenty
previous studies as factors affecting the performance of SMEs. Fifteen factors
most commonly cited were as follows: finance, record keeping and financial
control, industry experience, management experience, planning, professional
advisors, education, staffing, product/service timing, economic timing, age,
partners, parents, minority, and marketing. Results from interviewing 160
business owners suggest that getting adequate start-up capital was one of the
top ten factors considered crucial to business performance.

Blackwood and Mowl (2000) attempted to identify factors which were
most likely to explain and therefore help to increase SME performance. Based
on postal surveys, OWners were asked to rate their perception of certain factors
that influence business performance; these were derived from the literature
and a pilot study. The following factors were identified in order of importance:
s to sufficient finance, sound planning, effective financial management,

acces

management experience, industry experience, business training, use of
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external advisors, and overseas experience. The owners considered access to
sufficient finance to be the most significant factor influencing performance
because it was difficult to raise external finance to fund a business.

Based on a survey of 100 SMEs in Indonesia, Indarti and Langenberg
(2004) showed that financial access, marketing, and technology positively
affected SME performance, while legal regulations negatively affected their
performance. The explanation for legal regulations having a negative influence
on performance was that SMEs have to spend many resources to deal with
complicated bureaucracy and legal regulations. The authors suggested that
owners/managers of SMEs and other parties associated with SME
development, such as government agencies, universities, and SME service
units, should pay more attention to these four factors if SME performance is to
improve. The above findings are summarised in Table 4. It can be seen from
the table that, while several factors are cited as influencing SME performance,
finance is a frequently mentioned factor.

This is hardly surprising given that finance is crucial for SME
operations, particularly business start-ups, in which revenue is low or non-
existent and several one-time establishment costs, such as legal fees, initial
investments in inventory, equipment and property are also involved.
Businesses beyond the start-up stage also need finance for expanding,
upgrading and/or replacing facilities and equipment. Finance enables SMEs to
undertake ambitious strategies, overcome the monetary demands imposed by
h, receive better training, and prepare more extensive plans (Aldrich &

growt

Auster, 1986; Leeds, 2003; Levy, 1993; United States Small Business

Administration, 2004b).
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A number of studies have emphasised the importance of finance to

SME activities and performance. For example, McQueen (1989 p. 25) stated
that “the more rapidly and strongly capital can be built up, the larger and more
durable a business will become”. SMEs with greater finance can invest more
in product or service development, production, and marketing, and have a
larger financial cushion to provide insulation against market downturns or
managerial mistakes and that business need finance all the time: without
finance they will rapidly wither and die. Finance is therefore truly the king of
all business types.

Similar evidence regarding the crucial role of finance was noted by
Cooper, Gimeno-Gascon and Woo (1994). From their longitudinal study of
1,053 new ventures representing all industry sectors and geographical areas,
they found that finance is one of the most visible resources that enable SMEs
to carry a broader mix of merchandise, undertake more ambitious projects,
provide better training for employees, and buy time while the entrepreneur
learns from and/or overcomes problems. Since firms with greater financial
resources have more money to pursue market opportunities, invest in product
or service development, and ensure that they have the freedom and scope to

grow, SME performance could be accelerated if they had greater access to

finance.

Measurement of performance

Performance measurement has tended to be restricted to frameworks

and theories drawn primarily from the discipline of economics (Jarvis et al

2000). The measures of performance used often emphasise profit
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maximisation using indicators such as profit margins, sales growth, return on
investment, and return on assets, as this is considered to be the goal generally
pursued by most owners/managers (Palepu, Healy, & Bernard, 2000;
Schutjens & Wever, 2000). Jarvis et al. (2000) regarded cash flow as a
surrogate for financial performance as it is a key indicator of survival. It
facilitates survival and reflects the importance of liquidity to small firms.

Based on the results from interviews of 20 owners/managers of small
firms, profit measures do not accurately reflect performance since they are
difficult to obtain and are not considered good indicators of day-to-day
performance by owners/managers. Palepu, Healy and Bernard (2000)
suggested return on equity (ROE) as another financial performance measure.
They reasoned that, while there is no doubting the importance of sales and
profits to a business, it is equally important to relate these output measures to
their inputs, such as equity and assets. However, research has consistently
recorded that focusing purely on financial criteria is not appropriate and that
accessfng this information is difficult (Blackwood & Mowl, 2000). The use of
both financial and non-financial goals is suggested as a means of increasing
the accuracy of performance measurement.

Non-financial measures of performance frequently used by researchers
are job satisfaction or the ability to balance work and family responsibilities;
personal freedom or independence; securing a future for family members; and
pursuing one’s own interests (Fielden, Davidson, & Makin, 2000). Bracker
and Pearson (1996) suggested that the appropriate period over which

performance should be measured in order to obtain consistent and reliable

results is five years.
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Table 4: A comparison of variables identified in literature as factors contributing to SMEs performance

Author Fina Manag Record Indus Plann Profe Educ Staffi Produ Gend Age Part Paren Min Mar Legalit Others
nce e- Keepin  try/ ing ssion ation ng ct/ er ners ts orit ket- y/
ment g Work al Servi y ing  Politica
Experie Exper Advis ce 1
- ie- ors Timin
nce nce g
Yusuf (1995) P P - P - - P - - - - - - - P P P1, P6
Barsley and Kleiner P P - P P P - - - - - - - - - - -
(1990)
Blackwood and P P P - P - - - - - - - - - - - -
Mowl (2000)
Cooper, Gascon, P N - P - P P - - P - P P P - - -
and Woo (1991)
Indarti and P - - N N - N - - - N - - - P P P5
Langenberg (2004)
Levy (1993) P P - - - - - P - - - - - - P P P3, P4
Lussier (1995) P P P P P P P P P - P P P P P - P7
McQueen (1989) P P - P - - - - - - - - - - P - -
Reynolds (1989) P - P - P - N N P - N P - - - -

P - Variable is considered a factor contributing to performance
N - Does not consider variable a factor contributing to performance
- - Does not mention variable as a factor contributing to performance

P1 - Personal quality and traits, such as self-confidence, optimist PS5 - Technology
P2 — Social factors, such as employment and refugees

P3 — Costs, such as cost of finance, materials, and equipment
P4 — Non-financial inputs, such as materials and equipment

P6 - Overseas exposure
P7 - Economic timing

Source: Sarapaivanich (2006)
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Walker and Brown (2004) indicated that non-financial measures of
performance are subjective and personally determined, and are therefore
difficult to quantify. To overcome these limitations discussed above,
subjective performance measures, which most commonly involve perceptual
assessments and evaluation by owners/managers, are developed as an
alternative method of performance measurement. McCracken, Mcllwain and
Fottler (2001) subjective measures are appropriate substitutes for objective
measures where accurate objective measures of performance are not available,
and are also useful in operationalising non-financial dimensions of
performance.

Based on the evidence discussed above, the criteria used to capture
SME performance in this study relate to the attainment of both financial and
non-financial goals. Profitability, sales growth, and return on assets are
frequently used as operationalisations of firm financial goals. Lifestyle,
independence, and job security are measures widely used in previous studies

to capture non-financial goals (Sarapaivanich, 2002) and these were used in

this study to capture non-financial goals.

Empirical evidence on access to finance and SME performance

Access to finance has been cited as one of the most significant factors
affecting SME performance (Eeden et al., 2004; Indarti & Langenberg, 2004
Leeds, 2003; Lussier, 1995; Steel & Webster, 1992). Levy (1993) conducted
field surveys in Sri Lanka’s leather industry, and Tanzania’s furniture
industry, asking entrepreneurs to rank the constraints on the expansion of their

businesses. Findings were that lack of access to finance emerged as the
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leading constraint on performance for SMEs in both countries. This is
inconsistent with the evidence in Bukvic and Bartlett (2003) indicating that the
main financial barriers for SMEs growth and performance in Slovenia were
high cost of finance, high collateral requirements, and high service charges
and fees.

Studies have identified a growing gap in the financial support offered
to Ghanaian SMEs. The high interest rates, collateral requirements and the
cumbersome processes have often been mentioned as the main impediments to
SMESs’ access to bank loans in Ghana (Aryeetey et al., 1994; Bigsten et al.,
2000; Buatsi, 2002; Sowa et al., 1992). Pissarides (1999) established that
financial constraints that apply to SMEs arise from a number of factors,
including the high cost of credit, relatively high bank charges and fees, high
collateral requirements, and a lack of outside equity and venture capital.
Indarti and Langenberg (2004) explained that, when small businesses
experience difficulties in accessing finance, potential growth and further
market opportunities are forgone.

Though a synthesis of studies confirms that access to finance is a major
factor influencing SME performance, the work of Gaskill, Van Auken and
Manning (1993), examined factors perceived to contribute to SME
performance, yielded contradictory findings. They asked owners/managers of
discontinued SMEs to indicate the extent to which 35 items cited in literature
as associated with business performance contributed to the financial state of
their businesses. The result of factor analysis showed that access to finance
had no contribution to SME performance. Nevertheless, they suggested that

this item, which has been previously cited as important to SME performance,
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was not found to be a factor contributing to SME performance because the

firms were not in operation during the period of study.
Therefore, finance became a less important factor in explaining the

performance of these SMEs. These findings indicate that Ghanaian SMEs

should be able to perform better if they have a greater ability to access finance.
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CHAPTER FOUR

INVESTMENT READINESS AND ACCESS TO FINANCE
Introduction

This chapter covers literature related to the factors influencing access
to finance of which the supply-side factors and demand-side factors of SME
finance are discussed. The chapter also reviews literature on the three
dimensions of investment readiness and how they impact on access to finance.
Empirical evidence of the relationship between the investment readiness
variables on access to finance and performance is also reviewed. The

conceptual framework for the study is further discussed in this chapter.

Factors influencing access to finance

Bhaird and Lucey (2006) stated that a number of theoretical and
empirical studies have focused on the concept of the finance gap in explaining
the constrained access to finance faced by SMEs. This finance gap has two

distinct components: supply and demand.

Supply-side factors

There has been a long-standing debate in countries such as the United
Kingdom, Canada, and countries in the European Union about the finance gap
in SMEs. The main argument centres on deficiencies in the supply of finance
to SMEs. The supply-side argument contends that SMEs face difficulties in
accessing funds, either because funds are unavailable to them or the cost of the
available funds is higher than for larger businesses (Holmes et al., 2003).

SMESs have limited access to finance since, unlike large firms, they generally
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do not have access to capital markets. They are not attractive to other equity
providers such as angels and venture capitalists either since they rarely have
good prospects for management or good financial information.

They have to pay higher costs associated with debt such as application
fees, administration and monitoring fees, and higher interest costs than their
larger counterparts. This is due to the high risks associated with loans and high
operational costs that banks face in providing loans to SMEs (Coleman &
Cohn, 2000; Fraser, 2005; Kon & Storey, 2003). It is apparent that there are
some differences between the large and the small businesses in terms of the
cost of lending. What is not clear though is what causes this differential. Some
studies have argued that the cost of establishing and maintaining smaller loans
is higher than the larger ones (Johns, Dunlop, & Sheehan, 1989; Levenson,
1962). Other studies attribute this to a premium on what is thought to be a
risky sector (Binks & Ennew 1992; Cowling & Sugden, 1995; Keasy &
Watson, 1993).

According to Lattimore et al. (1998), due to the higher default risks
and assessment and administration costs involved in lending to small firms,
more restrictive conditions are applied to small firms in order to reduce default
risk. Gibson (2002) and the Australia Industry Commission (1991) argued that
the higher cost of debt for SMEs is not a surprise. This is because the cost of a
loan application is generally related to the size of the loan: the larger the loan
amount, the lower the average loan application cost. Since the loan size for
small firms is normally smaller than for larger firms, the average application

cost for smaller firms is most often higher than for larger firms. SMEs face
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high interest costs largely due to the perception on the part of financial
providers that they pose a higher risk than their larger counterparts.

The main causes of such risk are managerial incapability and
unreliable financial information. These are important criteria in the banks
appraisal of loan applications from SMEs (Amonoo, Asmah, & Acquah, 2003;
Coleman & Cohn, 2000). It is, however, recognised that exploitation of highly
profitable opportunities by SMEs could be accelerated only if they had greater
access to external financing. Governments in many countries such as the
United Kingdom, Canada, Australia, and Ghana have introduced a portfolio of
policies to increase the supply of funds to SMEs. In the United Kingdom,
several schemes such as tax incentives, the Loan Guarantee Scheme, the
Business Expansion Scheme, the Enterprise Investment Scheme (EIS) and
Venture Capital Trusts (VCTs) have been developed to reduce biases in the
size, stage, and geographical distribution of investment activity among

financial providers (Her Majesty's Treasury, 2001; Mason & Harrison, 2001).

In Canada, the Capital Pool Company program for Canadian small
business was implemented to close the equity gap by allowing small firms
direct access to the stock market (Carpentier & Suret, 2006). In Ghana, as part
of efforts to minimise credit constraints, governments have sponsored a lot of
programmes funded through banking and non-banking institutions. Some of
the policies to promote the development of SMEs are the establishment of
NBSSI, Empretec Ghana Foundation, District Assemblies — Poverty
alleviation Fund (PAF) and many more (Amonoo, Asmah, & Acquah, 2003).
A relatively subdued global recovery means that inflation — which Ghana has

been successful in reducing, is no longer a major concern. Inflation peaked at
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20 percent in June last year and dropped to 18 percent by October. The
government plans to reduce inflation to 10 percent in the medium term, which
is now 9.38 percent as at 2010 (Eyisi, 2010).

Sustained economic reforms, improvement in budget deficit and the
new oil find have caused foreign investments to come back to Ghana creating
jobs and increasing economic activity in the process. Foreign remittance by
Ghanaians in the Diaspora is expected to gradually increase in 2010 and 2011
as the global economy recovers. This money, which has reduced the national
budget deficit in the past, will also improve conditions on the demand side
since it is a major source of income for individuals and households as well as a
source of foreign capital (Eyisi, 2010).

Increase in the number of financial institutions has also brought about
competitive interest rates into the banking sector especially with the prime rate
reducing to 13.5 percent (Eyisi, 2010). Despite financial sector reform, the
strengthening of banking capabilities, and the introduction of numerous
financial instruments such as the mechanisation of the Ghana Stock Exchange,
venture capital fund for SMEs and business assistance funds, access to finance
continues to pose a major hindrance to the performance of SMEs in Ghana
(Eyisi, 2010; Steel &Webster, 1992). This is because these credit programmes
have done little to increase SME access to financial capital. Instead, they
inhibit the development of sustainable financial institutions and often foster a
non-repayment culture among SMEs (Hallberg, 2000).

The creative destruction theory suggests that the new products, new
methods of production and new markets that capitalist enterprises create erode

the profits and positions of old and inefficient firms. In other words, the
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market has to clean itself by taking resources away from inefficient firms, and
reallocating resources to more efficient firms. Government intervention, where
not appropriate, takes resources away from high potential firms, and provides
resources to firms that do not generate much benefit to the long-term growth
of the economy (Foster & Kaplan, 2001; Schumpeter, 1975). For effective
operation of the market, governments must intervene only where there are
genuine market failures. In relation to the finance gap, this requires
deregulating the financial market to increase the supply of funds to all sectors
of the economy including SMEs (Lattimore et al., 1998). An increase in the
supply of funds relative to demand should encourage financial institutions to
design appropriate instruments in their pursuit of the SME market.

Direct intervention that increases the supply of funds to the SME
sector at lower than the real cost will distract market operations and cause
inefficient firms to persevere. This argument is supported by the Canadian
experience of implementing the Capital Pool Company programme for
Canadian small businesses (Carpentier & Suret, 2006). This programme was
developed to close the equity gap by allowing small firms direct access to the
stock market. However, this programme attracted mainly low quality firms.
The vast majority of companies which took advantage of the programme
showed poor operating performance in the years following listing (Carpentier
& Suret, 2006).

Addressing only supply-side factors by increasing finance available to
small firms cannot solve the problem of the finance gap (Sarapaivanich &
Kotey, 2006; Sevilla & Soonthornthada, 2000). It interferes with the free

operation of the financial market, and this could be counter-productive to the
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performance of SMEs. It disrupts the signalling effect of incentives on
productive SMEs activities. Instead, the SME sector will be well served by
programmes that focus on demand-side factors and improve the investment

readiness of SMEs (Mason & Harrison, 2001; Southon & West, 2006).

Demand-side factors

Towards the end of 2000, it was recognised that governments’ attempts
to bridge the financial gap of SMEs had not been successful. Researchers
therefore sought to examine factors associated with the demand for finance. In
general, it is suggested that the government’s role should be limited to
increasing the number of financial institutions that find lending to SMEs to be
profitable and therefore sustainable. The government should focus on reducing
the risks and transaction costs associated with this business sector,
strengthening the capacity of financial institutions to serve smaller clients and
increasing competitive pressure in financial markets (Asian Productivity
Organisation, 2002a; Hallberg, 2000; Sevilla & Soonthornthada, 2000).
Moreover, government interventions should concentrate on those parts of the
financial market that are left out by the private sector, such as seed capital.
This capital is provided to develop a concept, create the initial product, and
carry out the first marketing efforts. The private sector is not very interested in
providing such capital as firms that need seed capital are usually very young,
around one year old, and have no products or services ready for commercial
sale.

According to the demand-side argument, in order to successfully

access finance, whether equity, loans or other forms of finance, a firm has to
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be investment-ready (Her Majesty's Treasury, 2001; Harding & Cowling,
2006; Mason & Harrison, 2001; Southon & West, 2006). Investment readiness
is defined by Mill Consultancy (2006) as the ability to provide “sufficient
information, credibility and trust to an investor to motivate investors to invest
in a proposition”. That is, a firm has to be sufficiently attractive to the
providers of funds (investment-ready) in order to take advantage of the pool of
finance that is currently available. According to Harding and Cowling (2006),
SMEs still face difficulties in accessing external finance because they are not
always investment-ready.

Investment readiness comprises three dimensions: owner/manager
readiness, business readiness, and information readiness (Her Majesty's
Treasury, 2001; Harding & Cowling, 2006; Mason & Harrison, 2001; Southon
& West, 2006). Owner/manager readiness is the owner/manager’s
characteristic that is attractive to the providers of funds. Business readiness
refers to the characteristic of business that makes financial providers feel
confident about and willing to invest in such business. Information readiness is
the ability to provide information to attract financial providers. These three
components of investment readiness are summarised in Table 5 and discussed

in depth in the following sections.

Table 5: Three dimensions of investment readiness

Investment readiness Explanation Literature
Owner/manager Characteristics of - Harding and Cowling
readiness owners/managers that  (2006)
are attractive to -Confederation of
financial providers British Industry (2001)
- Her Majesty's
Treasury (2001)
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Table 5 continued

Investment readiness

Explanation

Literature

Business readiness

Information

readiness

Characteristics of the
firm itself that enable it

to access finance

Ability to provide
information to attract

financial providers

-Kotey and Meredith
(1997)

- Mason and Rogers
(1997)

- Marsden Jacob
Associates (1995)

- Bhaird and Lucey
(2006)

-Esperanca, Gama, and
Gulamhussen (2003)
- Feeney, Haines, and
Riding (1999)

- Her Majesty's Treasury
(2001)

- Mason and Harrison
(2001)

- Feeney, Haines, and
Riding (1999)

- Mason and Rogers
(1997)

- Marsden Jacob
Associates (1995)

Source: Kotey et al. (1997)

Owner/manager readiness

Owner/manager readiness in this study refers to owners/managers’

characteristics that are attractive to financial providers and that motivate them

to invest in business. The ability of SMEs to access finance is closely linked to

owners/managers’ characteristics that is the requisite characteristic of the
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access to finance (Cooper, 1998; Crook, 1997; Keats & Bracker, 1988; Larson

& Clute, 1979; Sandberg & Hofer, 1987).

Business readiness

Business readiness in this context refers to the characteristics of the
firm itself that enable the firm to access finance. It is widely suggested that
SMEs face more difficulty in accessing finance since they are perceived as
posing a higher risk than their larger firms (Feeney, Haines, & Riding, 1999;
Vyakarnam & Jacobs, 1991). Due to such risk, financial providers are usually
unwilling to provide funds to SMEs without rigorous evidence to show that
they will be able to repay the money. Therefore, it is anticipated that SME
access to finance will be improved if they are able to meet the financial
provider’s requirements (Berger & Udell, 1998; Esperanca, Gama, &
Gulamhussen, 2003). The two factors that financial providers normally use to
examine the ability of the firm to repay are financial leverage ratio (the
relative amount of debt that firms employ in their financial structure) and firm

size (Esperanca, Gama, & Gulamhussen, 2003).

Information readiness

Information readiness is the ability to provide information intended to
attract financial providers. Marsden Jacob Associates (1995) highlighted that a
lack of investment readiness is primarily due to information failure. SMEs
face difficulty in accessing finance because they do not have the track record
that potential investors can rely on in making their investment decisions

(Marsden Jacob Associates, 1995; Mason & Rogers, 1997; Southon & West,
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2006). Moreover, they do not know how to present themselves as attractive

investment opportunities (Harding & Cowling, 2006; Mason & Harrison,

2000).

Financial information allows financial providers to appraise business
performance and thus reduce difficulties in accessing finance. This is because
financial information enables financial providers to assess SMEs’ ability to
remain solvent, grow, and meet financial providers’ requirements (Batten &
Hettihewa, 1999; Berger & Udell, 1998; KPMG Special Services & EIM
Business & Policy Research in the Netherlands, European Network-for SME
Research, & Intomart, 2003). Financial information reduces information
asymmetry by allowing financial providers to assess SME health and make
sound decisions. This in turn reduces the risk of investment in SMEs.
Therefore, information readiness in this study focuses on financial

information, as it is crucial for attracting financial providers to invest in SMEs.

The types of financial information are covered in the section below.

Types of financial information

Financial information has been discussed in various ways by a range of

scholars. According to Carrington and Howitt (1983) and O’Regan (2001),

financial information provides a picture of the financial condition of a

business and is presented in various forms, such as Financial Position, Income

Statement, Cash Flow Statement, and budgets. The statement of income

summarises the results of SMEs’ operating activities, i.e. revenues, expenses,

and net income (or net loss), for a specific time period. It shows the

relationship between the decisions that owners/managers make during this
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period and the results of those decisions (Cunningham, Nikolai, & Bazley,
2000).

The statement of financial position shows SMEs’ financial position on
a specific date. It is a snapshot of the firm’s assets and the sources of funding
for these assets at a point in time (English, 2001; Ingram et al., 1999).
Budgeting provides an indication of what the business intends to do, and
allows financial providers to uncover potential problems. A budget quantifies
the resources that SMEs expect to use for their operating activities. It also
creates benchmarks for evaluating SME performance by comparing the results
of operating activities with the related budget amounts (Cunningham, Nikolai,
& Bazley, 2000).

Financial information also takes the form of financial indicators, such
as return on investment, return on assets, current ratio, and inventory turnover.
These financial indicators are useful for measuring business health. They show
the firm’s strengths and weaknesses in terms of liquidity, profitability, and
financial position (Barsley & Kleiner, 1990). Carrington and Howitt (1983)
described financial information as information that represents some real
phenomena in monetary terms. This is consistent with the definition by
Pearson Education (2005, p. 3), that financial information is “information
which may be reported in money terms”. Ratnatunga, Romano and Lourens
(1993), Ingram et al. (1999) described financial information as the provision
of information in financial terms which helps in making decisions about
organisations. From these definitions, it can be concluded that an important

aspect of financial information is that it provides useful information in

monetary terms for business decision-making.
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Financial information can be classified into statutory and non-statutory
forms (English, 2001). Statutory financial information is information required
by the government depending on the form of the business organisation. For
example, sole proprietorships are not generally required to provide business
financial information but only information on their personal income. On the
other hand, registered partnerships and companies are generally required to
prepare statutory information on their statement of income and financial
position (Cunningham, Nikolai, & Bazley, 2000). Non-statutory financial
information is broadly classified apart from statutory financial information,
and usually includes cash flow statement, forecasting financial statements, and
financial ratios, i.e. assets turnover, interest cover, and inventory turnover
(Holmes & Nicholls, 1989). Financial information, whether statutory or non-
statutory, must have certain characteristics in order to provide information

useful for business decisions. The characteristics of financial information are

presented below.

Characteristics of financial information

To be useful for decision-making, financial information must possess
certain characteristics (Knapp & Kemp, 2003). Quality is an important
characteristic of financial information. This is because quality ensures that
financial information is reliable and useful. High-quality financial information
allows owners/managers to appraise the financial health of their business and
to answer questions such as, how quickly inventory is turning over, how much
the firm owes, and when debts are due (Cunningham, Nikolai, & Bazley,

2000; Xu et al., 2003). In addition, quality financial information also enables
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smaller firms to detect problems before these become threats to their viability
Problem detection and correction are very important in the day-to-da);
management and operation of an enterprise (English, 2001). Quality is defined
in several forms such as accuracy, relevance, reliability and timeliness.
Previous studies have focused primarily on accuracy as a key

characteristic of financial information quality (Huang, Lee, & Wang, 1999;
Wand & Wang, 1996). Accuracy is always defined in several terms. For
example, Wang, Storey and Firth (1995) identified that, in accounting and
auditing, accuracy is defined in terms of the frequency, size, and distribution
of errors in information. However, Xu et al (2003) indicated that information
quality is beyond accuracy, and that quality should be identified in multiple
dimensions. Several dimensions of information quality have been identified
such as relevance, reliability, completeness, consistency, timeliness and
flexibility (Wand & Wang, 1996; Xu et al., 2003). Nevertheless, Ballou et al.
(1998) and Wand and Wang (1996) quoted in Xu et al. (2003 p. 461) suggest
that four information quality dimensions are commonly identified:

1. Accuracy, which occurs when the recorded value is in conformity with

the actual value;
9. Timeliness, which occurs when the recorded value is not out of date;
3. Completeness, which occurs when all values for a certain variable are

recorded; and

4. Consistency, which occurs when the representation of the informati
on

values is the same in all cases.

The Statements of Accounting Concepts No.3 (ISA3) identifies

relevance and reliability as the primary qualitative characteristics of financial
ia
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information necessary for achieving the objectives of general purpose
financial reporting. General purpose financial reporting is a means of meeting
all the information needs of users who are unable to demand the preparation of
specific financial information. Relevance is defined as “quality of financial
information which exists when that information influences decisions by users
about the allocation of scare resources”. Reliability refers to the “quality of
financial information which exists when that information can be depended
upon to represent faithfully and without bias” (Knapp & Kemp, 2003, pp. 23,
24). Studies have indicated that financial information has to be accurate,
timely, complete and consistent if it is to be considered relevant and reliable
(Ballou et al., 1998; Wand & Wang, 1996).

Hughes (2004) and Palmer (1994) indicated that timely and accurate
financial information is important to owners/managers in making effective
decisions. McMahon (2001) suggested that timely and relevant financial
information is needed to monitor the firm’s financial position and
performance. Likewise, Wood (1989) observed that a key to the management
decision-making process is the keeping of accurate financial information.
From the above discussion, quality is clearly central to the characteristics of
effective financial information. Having presented the types and characteristics
of financial information, there is a need to understand how SMEs prepare and
use this information to support their decision-making since these influence

their ability to access finance and the performance of their businesses (Palmer,

1994; Peacock, 2000; Potts, 1977; Wichmann, 1983).
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Financial information practice in SMEs

The practical issues involved in preparing and using quality financial
information in SMEs have been investigated in a number of studies (Gibson,
1992; Gibson, 1993; McMahon, 1998). This section provides a broad
overview of existing practices in a number of countries, followed by several

frameworks used to explain the financial information practices of SMEs.

Financial information practices: Evidence from other countries

The literature suggests that SMEs generally have no systematic way of
generating financial information. SME financial information is mainly
prepared by external professional accountants in order to meet statutory
obligations, and it normally comprises the statement of income and statement
of financial position (Cameron, 1993). Financial information is usually neither
adequate nor timely, and is likely to be out-of-date by the time it is ready to be
used (McMahon, 1999b; Storey et al., 1989). A number of propositions have
been made in an attempt to explain this practice among SMEs. Firstly,
owners/managers of SMEs have limited financial and technical capabilities,
and are so involved in day-to-day business matters that the preparation of
financial information is often neglected (McMahon, 1999a).

Secondly, SMEs abandon the preparation of financial information

because most are sole traders who are not obliged to submit audited financial

accounts to the Registrar of Companies within a specific time period (Storey et

al.. 1989). Finally, there is a cost involved in producing this information.

SMEs face higher costs of preparing financial information than larger firms,

since they cannot afford to invest in financial information systems (Holmes et
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al., 2003). Holmes (1986) showed that, although owners/managers generally
view financial information as useful for decision-making, very few use
financial information in their decision-making. Conversely, McMahon (1999)
revealed very high levels of preparation and use of financial information by
owners/managers (more than 79 percent). However, it can be seen in Table 6
that this high level is associated with only statutory financial information, that
is, Financial Position and Statement of Income.

Table 6: Financial information practices among SMEs in Australia

Financial Information Practices

Financial Available  Available, Not Not Not

Information and used notused available applicable answered
% % %o % %

Financial 84.9 5.9 4.7 0.8 3.8

Position

Income 87.9 5.3 3.0 0.8 3.0

Statement

Cash Flow 79.6 9.5 4.3 0.8 5.8

Statement

Source: McMahon (1999a, p. 41)

Based on interviews with 36 small retail owners/managers in the
United States, Palmer’s ( 1994) study on the financial information use of small
independent retailers showed that only statutory financial information
(statement of income and financial position) has a high level of preparation
and usage. The level of preparation and usage of other financial information,

such as cash flow and forecasting financial statements, is often very low

Other financial information is compiled and used only by owners/managers



who are very familiar with their financial information and keep their financial
information in-house.

Moreover, Palmer (1994) found that the usage rate of financial
information for decision-making varies greatly from one owner/manager to
another. Some owners/managers only glance at the financial reports, and only
a few do thorough monthly comparisons. Many (89%) SME respondents
indicated they had no managerial purpose for preparing financial statements.
Furthermore, a number of owners/managers said they kept relevant
information in their minds instead of writing it down or recording it in a

financial information system.

Table 7: Preparation and usage of financial statements

Financial Statements Prepared Uses

(%) (%)
Cheque Book 100 100
Profit/Loss Statement 100 92
Financial Position 86 75
Cash Flow 22 19
Common Size Statement of Income 39 39
Common Size Financial Position 17 17

Forecasting F inancial Statement 36 36

Source: Palmer (1994, p. 70)

In accordance with the findings of McMahon (1999) and Palmer

(1994), Dart, Ng and Sarkar (1990) observed a significant awareness and

usage of financial information among SMEs in Singapore. Results from a
questionnaire demonstrated that all Singaporean SMEs were using income

statement and statement of financial position. These findings suggest that
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Singaporean SMEs realise that financial information is critical to the
management of their businesses. Nevertheless, their awareness and usage of
more sophisticated information resources, such as product costing, projected
income statement, and variance analysis, significantly decreased in
comparison with those for statutory requirements.

Walton (2000) stated that owners of small, medium, and micro
enterprises (SMMEs) in developing countries typically have no business
training and keep no records. Many of them consider financial information
something of a haphazard patchwork because they equate it with taxation and
feel it is something to be avoided. It appears from the above discussion that
there are several kinds of financial information, which may be generated by
SMEs. However, statutory financial information is usually prepared annually
for tax purposes (English, 1992; Holmes & Nicholls, 1988; Palmer, 1994;
Ratnatunga & Dixon, 1993). Furthermore, the level of use and preparation of
non-statutory financial information is quite low among SMEs because they
lack understanding of the usefulness of this type of financial information.

Additionally, the quality of financial information is low for SMEs.

Frameworks for SME financial information practices

The traditional framework and the alternative framework are the two
main frameworks that are used to explain financial information practices in
SMEs. These frameworks point to distinctly different possibilities for financial

information practices amongst SMEs (Gibson, 1992; McMahon, 1998). Each

of these frameworks is discussed below.
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The Traditional framework

The traditional or mainstream neoclassical framework is based on the
maximising assumptions of mainstream neoclassical economics. It assumes
that the owner/manager is a rational economic decision-maker, Thus, the
owner/manager must have access to complete information, including financial
information, in order to facilitate the evaluation of available options and the
making of optimum decisions by choosing the action with the maximum
expected utility (Gibson, 1992). In accordance with this view, McMahon
(1986) explained that owners/managers of small firms must have access to
financial information in order to ensure that the most efficient decisions are
made. Nevertheless, studies of small firms generally indicate contradictory
findings. That is, “owners/managers rarely have ready access to all of the
information necessary to conduct the many aspects of their business operations
effectively” (Holmes & Nicholls, 1989, p. 143).

Moreover, it appears that access to financial information is not
important in the decision-making process of owners/managers (Holmes &
Nicholls, 1989; Sweeting, 1991). This is because owners/managers do not
understand the benefits of financial information, and they prepare this
information simply for tax purposes (Walton, 2000). Because the traditional
framework is based on economic rationalist decision-making assumptions, it is
likely to focus on one objective: profit maximisation or monetary reward
(Gibson, 1993). However, the ideal assumptions of this framework rarely exist
in the small business world.

It appears that SMEs pursue a wide variety of goals, and in many cases

monetary reward is not the sole or primary goal of small firms (Barsley &
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Kleiner, 1990; Jarvis et al., 1996b; McMahon & Stanger, 1995). For example,
they may pursue freedom, independence and a better lifestyle, and financial
information is not adequate for assessing the extent to which these goals are
accomplished. An alternative framework was thus developed to overcome the
weaknesses of the traditional framework in explaining financial information

practices of SMEs (Gibson, 1992; Gibson, 1993).

The Alternative framework
The alternative or Austrian framework espoused by the Austrian

School of Economics foreshadows the likely financial information practices of
SMEs in a less than perfect world. This framework is concerned with the
internal use of general purpose financial reports by owners/managers (Gibson,
1992; Young, 1987). A justification for considering this alternative framework
is put forward by Gibson (1992 p. 221), who stated:

Substantial relaxation of these assumptions (assumptions

derived from mainstream neoclassical framework) is often

necessary to provide plausible explanations for many observed

practices such as the irregular use of financial information in

small firm decision contexls. Rather than seeking to justify

these departures within the extant framework, understanding

may be better accommodated by adopting a different

perspective.

The Austrian framework is primarily concerned with the role of
preneurs in the economic market process, and focuses on the acquisition

entre

of knowledge that might guide action through experience rather than the
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attainment of financial information to support decision-making (Gibson,
1993). In this situation, financial information has little decision usefulness for
owners/managers. Likewise, Storey et al. (1989) objected that financial
information is likely to be of limited use since it provides historical data rather
than data on current and future prospects. It is therefore only partially useful as
an information source for owners/managers and other interested parties.

From the arguments above, it can be inferred that financial information
appears to be useful only in evaluating the success of past decisions, and in
determining the present position (McMahon, 1998). In this context, financial
reports for tax purposes are more likely to be sufficient to satisfy the
information needs of SME owners/managers. The Austrian perspective on
financial information in SMEs is supported by Gibson and Wallschutzky
(1992). The results of in-depth interviews with Australian owners/managers in
Gibson and Wallschutzky’s (1992) study showed that few SME
owners/managers identify access to financial information as important when
making decisions affecting growth and opportunity. Financial information is
not normally used because it is not considered useful in making decisions.
This information might be considered to have some utility for control
decisions only.

McLaney (2000), on the other hand, argued that, whilst financial
information is a record of past events, it is still worthwhile in providing
guidelines for decisions about future actions and strategies. That is, financial
information can help owners/managers detect existing problems, predict
potential future difficulties, recommend solutions to existing problems, and

suggest ways to avoid problems in the future. Similarly, Ratnatunga and
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Dixon (1993) stated that financial information is a stepping stone in aiding
SMEs to avoid managerial problems, such as over- or under-stocking, and
over-investment. Therefore, well prepared financial information provides a
solid basis for good management which assists in making business decisions
(Ratnatunga & Dixon, 1993; Schaper & Volery, 2004).

McMahon (1998) emphasised that owners/managers’ decisions
regarding financial information are complex, and not simply a dichotomous
choice between two extreme positions. There are several ways in which SME
financial information may be limited in practice. For instance, most SMEs
prepare only statutory financial statements (Financial Position and Statement
of Income), while only a few SMEs prepare other more sophisticated reports.
Moreover, even if financial statements are prepared, they lack adequate detail
and are not regular. This is either because owners/managers do not seek to be
better informed of the financial consequences of their decisions, or because
they believe that the costs of being better informed outweigh the benefits.

Several studies have attempted to investigate the crucial role of
financial information in the operation of SMEs, and the need to improve their
financial information practices because financial information has been
recognised as a key factor influencing SME performance and access to finance
(Lattimore et al., 1998; Palmer, 1994; Peacock, 2000; Potts, 1977; Schaper &

Volery, 2004; Walton, 2000; Wichmann, 1983).
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Empirical evidence on investment readiness variables, access to finance
and SME performance
Owners/managers’ experience, access to finance, and SME performance

People with more work experience are expected to be successful
entrepreneurs. More time on the job, whether as an employee or self-
employed, allows more time to learn about the business environment, build .
important networks in this environment, and, therefore, enables access to more
opportunities within the work environment (Parker, 2004). Most studies have
shown that a wider portfolio of skills and relevant knowledge used to support
the management and development of business are acquired from experience of
owners/managers. There are three types of experience: general experience,
industry experience, and entrepreneurship experience (Bosma et al., 2004;
Larson & Clute, 1979).

General experience is owners/managers’ experience in general, such as
experience from education and experience as an employee. Industry
experience refers to owners/managers’ experience in the specific industry.
Entrepreneurship experience is owners/managers’ experience in ownership or
activities relevant to business ownership, such as earlier experience in starting
up a business and membership of an association for small business founders
(Bosma et al., 2004). It has been widely established that there are links
between these three types of owners/managers’ experience, access to finance,
and performance of SMEs. From literature, industry specific experience
appears very important for entrepreneurial success. Many studies including

Phillips (2002) and Agarwal et al. (2004) find that spin-off entrepreneurs are

more likely to survive than other entrepreneurs.
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Owners/managers’ experience and access to finance

A number of studies have reported that experience is one of the most
important factors that financial providers look for in making an investment
decision (Bukvic & Bartlett, 2003; Weitzel & Jonsson, 1989). This is because
financial providers perceive that experienced owners/managers have more
knowledge to support and manage their business and thus reduce the risk of
their investment. As highlighted by Bukvic and Bartlett (2003) and Feeney,
Haines, and Riding (1999), financial providers are turmed off by
owners/managers who lack experience. Owners/managers’ experience allows
them to develop a supportive network. This networking in turn assists
owners/managers to access finance.

The crucial role of networking in facilitating access to finance was
indicated in a study by Cron, Bruton, and Slocum (2006), who reported that
SMEs with larger networks are more likely to have access to sources of
information and finance. These networks could provide a source of
information about how to access finance. As a result, owners/managers with
greater experience in their business are more likely to have a better supportive

network and the needed skills and knowledge, which in turn should increase

their ability to access finance.

Owners/managers’ experience and SME performance

Owners/managers’ experience, notably gained through familiarity with
the industry/market, leadership ability, and the ability to evaluate and handle
risks, is a key factor determining business decisions. A number of studies have

repeatedly ~reported the significance of the relationship between
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owners/managers’ experience and business performance (Cron, Bruton, &
Slocum, 2006; Fasci & Valdez, 1998; Silversides 2001; Sinha, 1996). In their
study of owners of accounting practices of the American Institute for Certified
Public Accountants, Fasci and Valdez (1998) indicated that owners/managers’
work experience was strongly related to firm performance. In a related study,
Watson (2002) explored the performance of female- and male-owned SMEs in
Australia. These businesses were studied by examining output measures [sales
and profit] while relating them to appropriate input measures [total assets and
total equity]. The businesses were compared on their return on equity, return
on assets, and total income to total assets.

Cron, Bruton and Slocum (2006) showed that there is a significant
relationship between managerial experience and firms’ performance. They
suggested that such experience allows owners/managers to build a well-
endowed network, which is important to the success of the firm. Saffu et al.
(2006) and Cooper, Gimeno-Gascon and Woo (1994) contended that
entrepreneurial experience is conducive to firms’ performance. However, no
relationship between entrepreneurial experience and performance was found in
the study of Saffu and Manu (2004) in the Ghanaian context. They explained
that this was not a surprise finding given that 81.5 percent of the respondents
had no previous entrepreneurial experience and the current business was their
first venture.

Bosma et al. (2004) provided evidence that owners/managers’

experience in general, and specifically in industry and in entrepreneurship,

have significant roles in enhancing firm performance. However, they further

indicated that industry experience has a more significant influence on firm
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performance than general and entrepreneurial experience. This is because such
experience provides the most relevant knowledge and skills to
owners/managers. Thus, it can be inferred that experience is an important
factor in determining the performance of SMEs in Ghana. From the arguments
advanced, it is expected that owners/managers’ with more experience are
likely to be able to access finance since experience provides the knowledge
and skills needed to access finance and also access to finance is expected to
have a positive influence on performance of SMEs. Thus, if experience
influences access to finance, and access to finance enhances performance, then

one could speculate that experience will influence access to finance and

ultimately performance.

Education, access to finance, and SME performance

Some of the knowledge useful to owners/managers in running their

businesses can be obtained from formal education. A number of empirical

studies have examined the effect of education on access to finance and

performance (Coleman, 2004; Kangasharju & Pekkala, 2002; Saffu et al.

2006). Higher jevels of education provide higher levels of human capital for

the firm. The educational achievement of owners/managers is associated with

their persistence, motivation, and self-discipline (Bird, Sapp, & Lee, 2001)

These qualities, in turn, might be expected to increase SMEs’ ability to access
finance and enhance their performance.

The role of education for start-up and performance is ambiguous. On

the one hand, more educated people might be better informed about business

opportunities and select themselves into occupations or industries where
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entrepreneurship is more common. On the other hand, however, the skills that
make good entrepreneurs are unlikely to be the same as those embodied in
formal qualifications (Parker, 2004). The significance of education is therefore
ambiguous but, nevertheless, assumed to be dependent on the industry. Both

Wagner (2002) and Hessels et al. (2009) find education not to have an effect

on performance.

Education and access to finance

There is recognition in the small business literature of the significance
of owners/managers’ education in the firm’s ability to access finance. The
Confederation of British Industry (2001), Honig (1998), West and Noel (2009)
showed that education assists SMEs in accessing finance since it provides

owners/managers with essential knowledge about where sources of finance are

and how to access them. Aryeetey et al. (1994), Storey (1994), indicated that
while educational opportunities are available for owners/managers, not many

owners/managers possesS the requisite financial management skills normally

derived from education.

Owners/managers need these skills to facilitate not only firm

management and financial planning but also access to finance. Coleman

(2004), however, could not find any significant difference in access to finance

between the United States owners/managers with higher education levels and

those with lower education levels. This is because they did not request

information on the owners/managers’ areas of specialisation in their education

(such as business, education and engineering). It is possible that different

types of education could affect firms’ ability to access finance. Business
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owner-managers, who have not obtained credit from traditional sources such
as commercial banks, may have been un-creditworthy (Levenson & Willard

2000) or may have lacked banking experience or have low level of education

(Carter & Allen, 1997).

Jamkajornkeat (2005) argued that, even though not all relevant
knowledge can be acquired from formal education, most of the skills essential
for accessing finance are indeed gained from such education. As knowledge

evolves, owners/managers need to have a certain level of education in order to

gain basic knowledge related to accessing finance.

Education and SME performance

The influence of education on performance lies in the fact that

knowledge gained enhances the managerial capacity to develop a superior

business in general or an industry-specific strategy (Honig, 1998; Kim et al

2006; West & Noel, 2009). Consequently, resources can be acquired more

efficiently, costs ar€ reduced, and revenues are increased. In short
¢

performance improves. Education is presumably related to knowledge and

skills, motivation, self-confidence, problem solving ability, commitment, and

discipline (Bird, Sapp; & Lee, 2001). Higher education could be expected to

increase owners/managers’ ability to cope with problems and seize

opportunities that are important to the growth of SMEs.

According to parker (2004), owners/managers’ performance is often a

function of business skills in general and relevant entrepreneurship education

jcular. Bosma et al. (2004), Bates (1997) and Bates (1995) all

y educated owners/managers are more likely to perform

in part

emphasised that high!
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better than their lower-educated counterparts. Fasci and Valdez (1998) on the
other hand, found that education does not have an influence on performance.
They suggested that this may result from the fact that all respondents in their
study had a base educational level since all had obtained CPA certification.
Yusuf and Saffu (2005) did not find a significant relationship between
education and performance in their study of Ghanaian owners/managers. This
is because, in contrast to the situation in professional sectors such as medicine,
accounting, law, engineering, and consulting, higher education is not a
necessary requirement or a common characteristic of owners/managers in the
trading sector.

Blackwood and Mowl (2000) raised the issue that the area of
owners/managers’ education may not be related to the type of business in
which they are'involved. In this case, education is not likely to have a
significant effect on performance. These mixed findings is explained by
Thibault (2001), who indicated that owners/managers vary greatly in terms of
education level. Some successful owners/managers are highly educated
whereas others have yet to complete their high school diplomas. They suggest

that success may depend on the individual himself/herself and the way he or

she manages the business.

Nevertheless, a number of researchers have found a positive link

between the educational level of owners/managers and firm performance. In a

study of Finnish entrepreneurs, Kangasharju and Pekkala (2002) found that

more highly educated owners/managers’ SMEs have higher growth rates. A

study by Pena (2002) of Spanish firms found that the education level of

owners/managers has a positive effect on firm performance. Coleman (2004)
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and Papadaki and Chami (2002) also reported the same result in a study of
United States and Canadian firms respectively. An indirect relationship
between education and performance via access to finance is also expected.
This is because the education level of owners/managers is expected to enhance

their ability to access finance since knowledge gained from formal education

provides the skills needed to access finance.

Moreover, it is anticipated that access to finance will improve the
performance of SMEs. Therefore, if education level influences access to

finance, and access 10 finance enhance performance, education level will

influence access to finance and ultimately add to performance.

Age, access to finance and SME performance

The importance of owners/managers’ demographic characteristics such

as age has been emphasised in the small business literature. This is because
age influences owners/managers’ attitudes towards risk, access to finance, and
firm performance. [ndividuals in mid-career are found to be more likely to
found a venture in general (Parker, 2004) while older individuals with

previous entrepreneurial experience are less likely to do so (Metzger, 2008;

Wagner, 2002; Stam et al., 2008).

Empirical research repeatedly found that people in the age group 35-44

most likely to start a m

& Hay, 2002). The probability of being or

years are the ainstream enterprise (Cowling, 2000;

Reynolds, Bygrave, Autio, CoX,

an entreprencl reveals an inverted U-shape relationship between

becoming
likelihood of being involved in entrepreneurship

d entrepreneurship: the

age an
ge (somewhere around the forties or early fifties)

increases up to a certain &
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and decrease thereafter (Bates, 1995; Bergmann & Sternberg, 2007).

Theoretical arguments for this pattern include that older people are more likely

to have experience, access to capital, and personal financial resources. At the
same time older people may lack the energy and commitment of younger

people (Parker, 2004). These associations are discussed in the sections below.

Age and access to finance

Coleman (2004) proposed that owners/managers’ age may reflect their
attitude towards risk and affect their success in accessing finance. Following
Davidson’s (1991) argument, younger owners/managers are more willing to

take on risks in order to grow their business. Older individuals who continue

to be owners/managers of small firms are more likely to have realised their

initial aspirations. While younger individuals have more motivation to expand

their businesses they may have fewer financial resources and fewer networks.

Low and Mazzarol (2006) and Kabacoff and Stoffey (2001) indicated that

---- ¢ owners/managers are more likely to be energetic, self-confident, and

risk-taking than older owners/managers.

i1 is therefore likely that younger owners/managers between the ages of

35-44 will have a better attitude towards external finance, better understand

the expectations and requirements of financial providers, and know more

ness proposals into attractive investment

about how to make their busi

opportunities. Coleman (2004) argued that, since younger owners/managers
are less risk-averse than older owners/managers, younger owners/managers
afe piore willing t0 accept the risks associated with external finance. In
(2006) noted that older owners/managers

contrast, Croti, Bruton and Slocum




have better networks of support than younger owners/managers. These
networks provide older owners/managers with easier access to finance.

In Ghana, younger owners/managers generally have higher educational
levels than older owners/managers due to improvements in the education
system over time. During the past decades, the government has concentrated

on the development of education as it is believed that education is very

important to individual development and will therefore contribute to the social

and economic development of the country (West & Noel, 2009) .

This implies that younger owners/managers of SMEs in Ghana have

higher educational levels than older owners/managers. It is suggested in the
hypothesis that owners/managers with higher educational levels could be

expected to have more knowledge and information capable of assisting them

in accessing finance (Jamkajornkeat, 2005).  Therefore, younger

owners/managers of SMEs in Ghana will have a higher ability to access

finance than their older counterparts since they have higher educational levels.

Age and SME performance

The relationship between owners/managers’ age and business
performance has been captured through empirical research. Sinha (1996)
showed that younger owners/managers have better performance than older
owners/managers. In contrast, Heck, Rowe, and Owen (1995) noted that
owners/managers who are older tend to have a greater degree of understanding
of the principles of running 2 business. They have more experience in their
own businesses. AS @ result, older owners/managers are likely to perform
better than their younger counterparts. Thibault (2001) and Williams (1984)

116



advanced a similar view to the effect that business performance is better for

businesses whose owners/managers are older.

However, no evidence was found in the study of Bosma et al. (2004)
and Papadaki and Chami (2002) that owners/managers’ age affects
performance. Although there are mixed findings related to the influence of

owners/managers’ age on performance, the empirical evidence suggests that

younger owners/managers tend to perform better than their older counterparts,

as they are more willing to take on risks in order to grow their businesses

(Davidson, 1991; Sinha, 1996). It can thus be expected that younger

owners/managers in Ghana will perform better than their older counterparts.

Based on this discussion, it is expected that younger owners/managers

of SMEs will have a higher ability to access finance than their older

counterparts since they have more of the knowledge and skills needed to

access finance through their higher educational levels. Access to finance is

also expected to enhance the performance of SMEs. Thus, if younger

owners/managers have a higher ability to access finance, and if access to

finance enhances performance, it could be expected that younger

owners/managers will have a higher ability to access finance, and thus higher

performance.

Sex, access to finance and SME performance

Sex and gender are used interchangeably in explaining its access to
finance and SME performance. Studies have shown that an important factor
that determines whether one can access finance, hence performance is sex.
Two feminist theories offer theoretical perspectives regarding gender-related
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differences in access to finance and performance: the liberal feminist theory
and the social feminist theory. The liberal feminist theory does not recognise
any inherent differences between men and women; it seeks individualistic
equality of men and women through political and legal reform without altering
the structure of society. The implicit assumption of this theory is that men and

women will achieve equal performance if given the same opportunities

(Eisenstein, 1984; Porter, 1997).

It argues that the disparity between sex is attributed to a wide variety
of factors associated with society's attitudes towards men and women (Hooks
2000). These attitudes are based on historical and institutional factors in

society which lead men to act differently from women (Beasley, 1999; Cron

Bruton, & Slocum, 2006; Schmidt & Parker, 2003). The social feminist

theory, on the other hand, argues that there are innate differences between

males and females, which condition them to differ in many characteristics.

These differences lead men to take different actions from women in similar

situations. It does not mean that either the male or the female perspective or

orientation is superior, but that the differences between the genders are

considered to be pervasive and often subtle in nature (Buttner, 2001; Fletcher,

1998).
Both streams of feminist theory imply one may expect to find gender
differences in various aspects of entrepreneurship, including access to finance

and their performance. There is an alternative theoretical perspective that

tradicts the feminist theory: the rational economic model (Ferber &

ry assumes that individuals are economically rational

con

Nelson, 1993). This theo

ystematic, and logical in accessing alternative economic

They are rational, S
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choices, and seek to maximise the economic benefit to themselves or the firm
Therefore, they will make their choices based on the benefits gained from th.
transaction and not the sex of the service provider (Ferber & Nelson, 1993) e

Simon, Fagley, and Halleran (2004) and Levin et al. (2002), however

argue :
gued that humans are not always rational. The same person m
ay react

differently to the same situati i
ituation at different times i
, or different peo
. ple may
respond to the same situation in differe
nt ways. Although empiri i
pirical evidence
on the effect of sex on access t0 finan
ce and performance h
as been found, it

has not provided clear insights into whether feminist theory or the rati
rational

economic model is more valid (Cron, Bruton, & Slocum, 2006). As f:
? - AAS Iar as

gender is concerned, large-scale survey research shows that in all high i
income

countries a higher proportion of men than women is engaged
aged in

entrepreneurship, despite an increase of female participati
ion in

entrepreneurship in many of these countries (Minniti, Arenius, & Lan
> > gowitz,

2005; Reynolds et al., 2002).

Socio-economic differences between femal
e and male ent
repreneurs in

terms of age, household income, employment status, education, and
s country

specific economic factors are not able to explain the differe
nce in
& Nardone, 2007). Instead, it is

entrepreneurial engagement (Minniti

gested that the differenc
largely attributable to perceptual or ‘subjective’
e

sug e between male and female participation in
entrepreneurship is
differences: women are less likely to feel qualified, have a greater fear of
failure and judge opportunities more pessimistically. Previous findings on the
access to finance, and performance are discussed

relationships among gender,

in the sections below.
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Sex and access to finance

It has been proposed in different studies that there is a
access to finance for SMEs. There is some evidence that finan
impose more stringent requirements on female owners/managers in
collateral for loans, and thus limit their ability to access finance (Saff¥
Manu, 2004; Shaw et al., 2006). Saffu and Manu (2004) indicated that
Ghanaian female owners/managers are hardest hit by this lack of access to
credit because of banks’ insistence on landed property as collateral. As the
control of land is generally in male hands, it is difficult for female

owners/managers to access such finance. Belcourt, Burke, and Lee-Gosselin

(1991) noted that female owners/managers are treated less respectfully by

financial providers than male business owners/managers. This hampers the

ability of female owners/managers to access finance.

In a similar vein, Carter et al. (2003) suggested that, even though the

availability of equity funds in the United States has increased, female

owners/managers have not yet accessed the large pool of equity capital

currently available in the country. They argued that female owners/managers

are less likely to secure outside equity than their male counterparts because of

their lower educational level, Kitakule, Limburg and Weisert (2006) and

T cco et al (1991) revealed that women’s relative lack of access to finance
0SCOo .

s of businesses they can operate to those that require less start-

limits the type€
up finance, such as businesses in the service sector.
[n contrast to the above findings, Tigges and Green (1994), Fabowale,
n

0 d Riding (1995) and Haynes and Haynes (1999) have argued that
rser, an

| d female owned businesses have the same ability to obtain finance.
male- and fer p
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Slocum (2006) suggested that females in the United States earn significantly
less than their male counterparts. It is indicated that the lower performance

outcomes for female owners/managers are the result of women having less

experience as business providers and less motivation to become entrepreneurs

than their male counterparts.

Some other studies, however, suggest that there are no performance

differences between men and women owned enterprises (Fischer, Reuber, &

Dyke 1993; Kalleberg & Leicht 1991; Tigges & Green 1994). For example,

Johnsen and McMahon (2005) and Papadaki and Chami (2002) indicated that

there are no significant differences in performance between men and women

owners/managers once appropriate demographic and other relevant influences

are taken into account. They are more family oriented and less keen on

pursuing economic goals related to firm expansion. Accordingly, they are

expected to have Jower performance than their male counterparts.

An indirect effect of access t0 finance on the relationship between sex

and performance is expected in the Ghanaian context. It is anticipated that
male owners/managers are more likely to be able to access finance than their

female counterparts. Access t0 finance enhances the ability to pursue business
objectives and improve business performance. Therefore, if male

managers have higher ability to access finance, and if access to finance

owners/
n it could be speculated that male owners/managers

ves performance the

impro
r ability to access finance, and ultimately better than

of SMEs will have highe

their female counterparts-
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Financial leverage ratio, access to finance and SME performance

Financial leverage ratio is the proportion of debt in the total capital in a

business (Beal & Goyen, 2005). It is suggested that financial leverage ratio

signals liquidity risk and ability to meet financial provider requirements. This

in turn influences SME access to finance and performance. The relationships

between financial leverage ratio, access to finance, and performance are

discussed next.

Financial leverage ratio and access 1o finance

A relationship between financial leverage ratio and access to finance is

anticipated because 2 higher level of debt increases the magnitude of risk

associated with repaying money to financial providers. As indicated by Harris

and Raviv (1991), 2 higher financial leverage ratio results in a lower

liquidation value. This reduces the willingness of financial providers to invest

money and consequently decreases the ability of firms to access outside
finance (Deakins & Hussain, 1994). The relationship between financial
Jeverage ratio and access to finance can be explained in terms of the costs of
credit financing. In other words, bankruptcy costs increase with increasing

rage since the latter increases the risk that the company might not

financial leve

h cash flow to meet financial providers’

be able to generate enoug

s, such as dividends, interest payments, and principal payments
man, 1984).

osts may increase due to information asymmetry

requirement

(Cassar & Holmes, 2003; Tit

In addition, agency ©
owners/managers and financial providers. The greater the bankruptcy

fr

between
om higher financial leverage, the higher the risk of

and agency coStS arising
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inSO Cy i I
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to su
pply finance and thus the lower the ability of the firm to access fi
ess finance.

In addition, fo € 1 1o
1011, r securing dEbt, hlahel‘ financial leverage 1mp11es al
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portion of fixed assets 1s av i
ailable as collateral. As
; collateral pla
yS an

important role in SMEs’ access to finance, SMEs with higher fi
- financial

levera i Vv fi
gEs are more llkely to have lower ablhty to access rnance ((
assar &

Holmes, 2003; Abor & Biekpe, 2005).

Financial leverage ratio also denotes the ability of SMEs to
dCCESSs

capital market. One of the Iiﬂling criteria 1s that businesses have to b
i o be in a
healthy financial condition and have sufficient working capital (Ghana S
ana Stock

book, 2008). A higher fi

ability of SMEs to meet this requirement. This in turn reduces their ability t
y to

| of these

Exchange Fact nancial leverage ratio may hamper the

access such finance. Al factors reduce financial provide
s’

MEs.

willingness to invest in S

Financial leverage ratio and SME performance
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. This association is supporte d by Gibson

cost of the latter.

fu

relatively higher

| firms in t

he United States: and Michaelas, Chittenden, and

(2002) for sma
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Poutziouris (1999) and Chittenden, Hall and Hutchinson (1996) for those in
the United Kingdom. Thus, firms with a higher amount of debt in their
financial structure are expected to have less funds available to manage their

businesses, a less secure financial shield against management mistakes, and
?

therefore lower performance.

From this argument, it is expected that SMEs with lower financial

leverages will be more able to access finance since financial providers

perceive that they have less liquidity risk and a higher ability to meet financial

provider requirements. When SMEs have access to finance, potential viable

growth and further market opportunities enhance their performance as already

discussed. Therefore, if a lower financial leverage ratio positively influences
access to finance, and if access to finance adds to performance, then it might
be expected that SMES with lower financial leverages will have a greater

ability to access finance and exhibit better performance.

ss to finance and SME performance

Size, acce
a business characteristic employed in several

The size of a firm is
on small firms. Size has been viewed as a determinant of a firm’s

d its performance.

studies

ability to access finance an

Size and access 10 finance

s that business size contributes to a firm’s ability to

Research show
y, smaller firms are expected to have less access to

ss finance. Generall
use smaller firms
d to convince financial providers about

acce
frequently lack the consistent and

finance. This is beca

.1 s : ede
sufficient ﬁnanCIal information ne
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their operati
perating performance and financial condition, and thus d
o | ) s demonstrate
heir capacity to repay (Abor & Biekpe, 2005; Berger & Ud 9
| o ell, 1998;
Cunningham, Nikolai & Bazley, 2000; English, 2001). According to Coleman
(2004), Coleman and Cohn (20 nberg and Vy e
, (2000), Weinberg (1994
s (1 )
, akarnam and

Jacobs (1991), difficulty i
, ty in accessing finance decr
eases with the size of
the

firm.

This is because larger firms generally have more tangible
assets and

thus an increased abili
ability to reduce the magni
gnitude of potenti
al losses tha
t

nan

at lower finance cOsts (Harris & Raviv, 1991). Likewise, Berger and
’ r and Udell

(1998), Keasey and Watson (1993), and Wedig et al. (1988) pointed
out that

access to finance increases where firms can i
provide tangible a
ssets such as
inventory and equipment to Serve as collateral. S
. Small firms, whi
, which provide

security backed by tangible assets, are generally charged a lower margi
gin over

base than those that are unable to provide such security. If the firm’
: S assets are

al

pledged as collateral, the €O

hazards can be reduced.
re assets work as instruments for resolvi
ving

In addition, size and therefo

anagers and financial providers
, as assets provi
ovide

conflict between owners/m

wners/managefs’ parti
ghes (1994) added that, since operational risk

an indication of 0 cipation in sharing business risk (Ab
or

& Biekpe, 2005)- Cosh and HU
m size, this presupposes that financial providers a
re

s inversely related t© fir
less willing to invest in smaller-sized firms, and thus it is harder for smalle
T

ss finance- In addition, firm size is one of the key criteria that
a

firms to acce
m will be able to ac

cess the capital market. In general

indicate whether 2 fir
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smaller sized firms are unable to access the capital market simply because they

do not have enough fixed assets to meet the listing requirements (Ghana Stock

Exchange Fact book, 2008).

In a similar vein, the International Labour Organization (2000)

Wiboonchutikula (2002) and Pussarangsri (1994) indicated that, business size

is an important determinant of bank attitudes to lending to business. Bank

managers regard Jarger-sized businesses as less risky than smaller-sized

businesses. This is because the higher costs of resolving information

asymmetry problems with smaller firms discourage financial providers from

lending to smaller-sized firms. Unlike larger firms, small firms do not enter

into contracts that ar¢ publicly visible or widely reported in the press.

ted financial information that can

Many small firms do not publish audi

roviders of outside finance (Wiboonchutikula, 2002). Without

be shared with p

credible business information, small firms have to provide collateral to reduce

such risks. HoweVver, they often do not have enough assets to secure loans

(Suranaree University of Technology, 2001; Small Industry Credit Guarantee

C()rporati()n’ 2005) . These factors 1mp1y that smaller firms are more hke]y to

r investments than larger firms.

be denied loans ©

Size and SME performance
en found to have an important influence on

Size of l_u,isll‘ﬂ;ﬁ?: hﬂg 3150 be
Tigges & Green. 1004). Lateér-cized

(McMahon, 2001b;

SME per formanee
ernment regulations, tax law, competition

enefits from gov

firms receive more b
[ndarti & Langenberg, 2004). In addition

for labour, and financial resources (

f scale larger-sized firms pay less than smaller-sized firms

due to economics 0
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S Or ﬁ i

roviders (Binks Ennew
P , Enne & Reed, 1992; Deaki
, ; ins & Hussain, 199
] 4).

Ihe st iS
f I a moral hazar d (a monitoring problem) and involv
s €S Small

redistribut
ute wealth to themselves (Deakins & Hussain, 1994). Thi
) . This problem

e

c
an take the form of excess
f a firm’s assets for personal purposes (Holme

s et al.,

unauthorised use O
2003). M i
). Moreover, since the firm’s expected returns depend on th
e associated

have an incentive t0 take higher risks than th
ey

risk, owners/managers may
f they bore all the risks This i
_ This is because, wi
, with extern
al

otherwise would i
y additional returns, but do not suff
utier

funding, they benefit from an

gses are liquidated. Even so financial providers try
S

disproportionately if busine

k by securing seats

1994).

on the board or imposing restrictive

to minimise this ris

Deakins & Hussain,

covenants (
m 1S adverse selecti

The second proble on (a risk assessment problem)
m).

ises from gmall firms that are perceived to have high
er

Adverse selection ar
rates are applied to them

thus, higher interest

default risk than large’ firms;

). As the interest rate is increased, the mix of small
a

(Friedman & Hahn, 1990
_The safer small firms, who

firms that are seekin
heir debt or com

] firms,

ply with the terms of funding, stop applying

always repay t
- willing to Pay higher interest rates

who ar

ity of repayin
st rates does not result in an

y the riskier smal

heir probabil g loan to be lower, keep

while onl

where they perceive t

2004) Thus, raising intere

risk of small firms, but may lead to

applying (Craig,

increase in receipts to cov
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v S

lower r
eturns due to the I 1
increasing average risk of
small firms th
at seek

external funds (Friedman & Hahn, 1990).

’ ;
The result of information asymmetry between financial provid
p ers and

small f i i1l \ s
irms, is that the willingness of financial providers to supply fi
nance to

firms i
ms is reduced (Ang, 1992; Berger & Udell, 1995; Lattimore et al., 1998

eterson & Rajan, 1994; Stiglitz & Weiss, 1981; Winker, 1999). H
s . owever,

87) demonstrate that asymmetric information can lead t
0

Meza and Webb (19

an OVGI’SUpply of finance rather than an under SUPPIYa due to the lnablllt}’ f
f 1 0
lenders to discover all of the relevant characteristics of borrowers. Whil
. 11e

radictory, it is suggested that financial information

research findings are cont
d and of adverse selection problems

decreases the extent of the moral hazar
ccess to finance (Binks, Ennew, & Reed

and ultimately facilitates SME a

1992).
The preparation and use of financial information does not only
| information on an gME’s financial position, but also

pancial provider
nisms enabling financial providers

communicate usefu
5. Credit quality assessment is

conveys SME credit quality O fi

cotisidered ope of e mOst effective mecha
(Berger & Udell, 1998; Choy, 1990;

pvest i1 SMEs

000; Palmer
er SMEs need finance and, if so

to decide whether 10 i
1994). Financial information

Cunningham, Nikolai, & Bazley:
evaluateé wheth

provider s 10
th of time, and the

helps financial
amount, the leng

h the terms of the finance

helps to determiné the ap
ay or Comply wit

likelihood that the SME will 1P
Nikolai & Bazley,

(Choy, 1990; Cunningha™
ound that insufficient information

Haron an

about loan applications fro




of knowledge of accounting are some of the common problems faced by bank

officers when dealing with small firms. Batten and Hettihewa (1999), Haron

(1996), Haron and Shanmugam (1 994), and the World Bank (1978) found that

lack of financial information about SMEs makes it hard for lenders to access

gs and evaluate their potential risks and returns. These

their credit ratin
g to SMEs, though they may still lend

problems discourage lenders from lendin
eral requirements or at high interest rates since it is

to SMEs with high collat
e the ability to successfully repay

difficult to be confident that such firms hav

funds lent.
4 White (2004) and Chee (1984) also noted that lenders

g larger firms that typically generate more

Ennew and Reed (1992) and

Berkowitz an

tend to ignore small firms, preferrin
income at less risk. On the other hand, Binks,
(1983) argued that restricted access to finance is not

t is instead 2 result of the problems associated

Stanga and Tiller

attributable directly tO size, bu

of information n
valuable incentive for 1
wise, Choy (1990) compared

ecessary for evaluating projects.

with the availability
enders to serve the

jon provides 2

ers equally- Like
es of financing for business enterprises

Financial informat

credit needs of all borrow!

nces in the SOUre

similarities and differe .

and Taiwan, as well as the
sian Countrlesn
ded that financ

can demon

in three Fast A i e. China, Japan,
e is generally available to businesses

United States, and conclu o

, strate their ability to repa

with good financial information that pay

oans en SMEs are seeking

. jon 1
Financial mformatlon 'nformed of events that may
ure that investors ar¢ !
external equity, 0 ens olmes €t al., 2003; Ratnatunga,

impact on thei

-1



R .
omano & Lourens, 1993). For instance, to access capital market, SMEs h
s S have

¢ - o
o meet listing criteria related to financial information. That is, th
. , they must

ensure that financial statements have been prepared in accordance with th
Wil e

stock exchange rules and regulations, and that the auditor has to be approved
ve

by the stock exchange. These requirements have been applied to ensure that all
a

investors receive information necessary for investment decisions (Ghana Stock
c

Exchange Fact Book, 2008). Moreover, to attract other sources of external

equity funds such as angel financing and venture capital, SMEs have to be

good financial information records to demonstrate their

able to provide

r success (Mason & Harrison, 2001).

potential fo

Financial information and SME performance

f financial information, SMEs not only find it difficult

In the absence O
to financial providers when seeking finance, but also have

to signal their value
g well. This is because, without financial information, SMEs

trouble performin
o control business activity, assess business

e the means t
e future (Ratnatunga,

do not hav
Romano & Lourens, 1993).

ance, or plan for th
gests that financial
r corrective and preventive actions that

perform
information is central to all

Empirical evidence sug

forming the basis fo

business functions,
1994; Peacock, 2000; Potts

ional performan

1
ncial information provides all data on key

improve organisat
onn, 1983). Find
ary for protecting bu
er (Hughes, 2004; Lauzen, 1985;

1977; Wichm
sinesses from falling into a

Operational matters necess

ion pefore it is t00 Jate to recov

difficult situat

Ratnatunga, Roman® &L
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e

more likely to perform b
etter than businesses lacki
ing these (Hu
ghes, 2004).

Hughes (20
(2004) argued that SMEs are unable to perform well by just bei
eing able

to access finan
ce, but that they need to h i
ave financial informati
ation to mana
ge

it. In oth i
er words, even if SMEs have sufficient finance, they may 1
) y lose it

simply because they do not h i
ave timely financial informati
on on key operatin
g

y, and

avoid the many possible pitfalls businesses face.

Blackwood and Mowl (2000) examined the relationship betwe
en

anning/ﬁnancial management and business performance, and found
that businesses with better performance were likely to be operated b
y

business pl

gularly prepared financial information. These results

owners/managers who 1€
sier (1995), Palmer (1994), McMahon

with the findings of Lus

kill, Van Auken,
), all of whom highlight financial

are consistent
and Manning (1993), Whittred

and Davies (19%4; 1992), Gas

and Wichmann (1983

and Zimmer (1984),
factors affecting SME performance. The

e of the important

information as on
ation on SME perfo

rmance does not end with

of financial inform

influence
their preparation Of maintenance; rather, it 1S dependent on their use for
decision-making.

ot provide any benefits unless it

As such, financial information does 1

nt tool (Ingré

ry financial info
) noted that the use of financial

m et al, 1999). Though a majority of

is used as a manageme
rmation, very few use this

smaller enterprises

r decision-rnakin

n_making pr

t and most striking

information fo
ovides the cleares

information in decisio
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low
perform
ance. DeThomas and Fredenberger (1985) corroborate P
e Potts’

financial i
ial information f i
or financial controls had 1
ower performance th
an firms

that did.
This scenario may be understood in the light of the findi
ngs of

b e

financial information p

Such information includes the

analyses indi i
icate that rovides owners/managers with

ital to their businesses.

information Vv
their ability to meet liabilities and operating

profitability of past activities,
al structure of the bu
enefits of using financial information

siness in relation to current and

expenses, and the financi

non-current assets. Neveﬁheless, the b
competent assessment

003), indicated that 2

uality. Intomart (2
g based on high quality financial

ja] performance i
rmation gives an accurate picture of the

depend on its q

of SME economic and financ

information. This is because such info

on of the business-

gs of the above
Farley and Hoenig (1990) relating

true financial conditi
a meta-analysis of 320

st to the findin
d by Capon,
sational factors

ancial information on financial

studies,

In contra

tudies conducte
to financial performance

empirical s
environmental, strategiCs organ!
failed to discover any definitive impact o o

as and Evanson’s

similar outc

ome Was repoﬂed in Thom

n the Ul’llted
the number and the frequency

performance. A
£ 398 small pharmacies i States. They were unable

(1987) study 0
jon betweel

ant assOCiat
d and SME performance on the

to demonstrate @ Signiﬁc

of use of financial |
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) :
f owners/managers to interpret information properly

g MG S 1

Servi i i
rvices, and EIM Business & Policy Research in the Netherlands, E
, buropéan

Network for SME Research, and Intomart (2003), and Williams (1984)
) , that a

lack of knowledge about financial 1 i
cial information limits SM i
Es’ ability to utili
ilise

this information to g i iti
gain a com etitive a i ial i
p dvantage. Financial information is
expected to enhance access to fina S 1
nce. This is beca
use firms wi
ith good
financial informatio i iers 1
n will face fewer barriers in raisi
raising external fu
nds. Acces
. s
to finance is expected t0 enhance perform
ance of SMEs since i
e it allows th
em to
have more investment opportunities Thus, i .
; s, if financial 1 >
s nformation im
pacts
f access to finance enhances performance, then it i
’ it 1is

performance, and 1
speculated that financial information will influence access to B
ance, which

ultimately influence performance.

The conceptual framework for the study
stment readiness, access to finance and SME

A study on inve
on an appropriate conceptual

performanc
g block for the study from the

k that would serve as @ buildin

framewor
ough data collect

ion to the analysis of data. Figure 1

problem thr

p petween  PeT access to finance and

statement of
formance,

depicts the relationshi

adiness factors.

investment 1€
5 critical t0 the

s to finance i performance of SMEs in a number
e, rather than th
gMEs. SME performance e

Acces
e cost of finance appears from the

of areas. AcCcess {o financ

e the biggest problem for

literature to b
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severely hindered fr
om a number of perspecti
pectives (e.g. growth
. , cash flow

profitability, i
ility, independence, efficiency, job security productivi
s ivity and returns

on assets) witho nfo
ith
) ut adequate access to sources of finance, as informal
ces

are very limited and
cannot be used as a basis ft
or on-going financ
e. In turn, an

inhibited or
poor performance by SMEs in these areas would constrai
ain access

. he unde]l). i

theory for this study was the pecking order theory.

According to the pecking order theory, a firm’s capital stru
cture is

driven b ’
y the firm’s preference 10 finance with i
internally generated
funds
ternal financing. If external financing is required, deb
, A€ t iS

order theory can be explained from the

instead of with e

quity. The pecking

preferred over €
ation and the existence of transaction cost
OSLS.

perspective of asymmetric inform
pecking order framework is consistent with

(1991) admitted that

Holmes et al.
e they are owner-managed

ss sectors becaus
and do not want to

Owner-managed businesse

ntrol of assets and business

small busine
s usually prefer retained

dilute their ownership-
profits because they want t0 maintain the €0
operations. This is not gtrange considering the fact that in Ghana, SME

’ S

ut 86 percent of
s like losing one's own reputation

own equity as well as loans from

funding is made Up of abo
g this money i

and friends. Losi
marily in Ghana (Bautsi, 2002). From

it is expected that access to finance has
a

family

which is considered ve

irical reviews

the theoretical and emp

performance in Ghana.

hree hypotheses:

investment readiness and

positive effect on SME
relationship between

for[]’llllated t

This study
g to finance;

s and acces

ent readin®s
¢ and performan

investm
ce. Investment readiness has

performance;
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been conceptualised into three dimension, owner/manager readiness, business

readiness and information readiness. Owners/managers characteristics were

prior experience, education, age and gender. These four characteristics were

identified in literature as influencing access to finance. Business readiness in

this context also refers to the financial leverage and the business size.

From the theoretical and empirical review, this framework assumes
that access to finance should have a positive effect on SME performance in
Ghana. Also all the investment readiness variables except financial leverage
were expected to have 2 positive relationship with access to finance. Finally,

for the influence of investment readiness on SME performance, it is expected

that all the investment readiness variables except financial leverage would

have a positive effect on performance.
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CHAPTER FIVE

RESEARCH METHODOLOGY

Introduction

Ihis Chaptel d al i
eails Wlth the reSCaI‘Ch methOdO (0] y W.
1 g hiCh coVv
k] €rs the

study area, stu n ata
, St ' i i
dy population, sampling s1z€ and procedure as well as d
as
sources. i i W t
It also describes the instruments used, pre-testing, field
) , fieldwork,
] considerations.

ch
allenges on the field, data analysis and ethica

Study area
a Metropolis of the Greater Accra Region

The study area is the Accr
and i :
d it covers a total land $12° of 200 sq. km. Accra is not only the seat
eat of

f the Greater Accra Region. Ghana’s first
S

ut also the capital 0

umah, declared Acc

Government b
ra a city (the first city of Ghana)

President, Dr. Kwame Nkr

marcated Accra |

Ablekum

in 1961 and de nto SiX sub-metropolis namely; Ashiedu
a, Kpeshie and Okai Koi sub-

Keteke, Osu Klotey Ayawasos

1615 of 1995 r
r repealed by

ecreated the metropolis into thirteen sub

metropolis. The L.I
the LI 1926 of 2007 which

metropolis, which W& Jate
the Accra Metropolis to create the

delineated two SU from

Ledzokuku/Krowor Municipali

b-metropolis
ty thereby leaving eleven sub-metros to form
f the electoral areas for

the AMA. Appendice® Can

the sub-metropolis-
m poundary with the Ga West District

res its northe

The study ar@ sha
e Gulf of Guinea. The eastern

gulfed by @
dzokuku-KfOWOr

and the southern poundary js en
.« the Le Municipality. The

corridor of the rnetropolis is
py Ga South Municipality-

metropolis is pounded © the west
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Y
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\ Ayawaso
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Legend

Accra Metropolis

7 [:] Sub Melro
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T
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A
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]

Gulf of Guinea

Ablekuma South

i

Figure 2: Map of the Accra Metropolis

Source: Cartography Unit, Department of Geography and Regional Planning,

UCC

The study arc

Howevel',
: shbouring countries, the area’s

and from neig

: nated that the growth rate is

5 million- It is estl

of about 4 million.

inflows from the north of Ghana

population may really tOP o _
num Whatever the actual residential population, an
around 3.1 percent PeT a '

P m radial areas daily to work

If a million com
mmercial concerns (World

additional ha

' inistrati nal, i
in administrative, © educatio

Bank, 2010).
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According to the Ghana Statistical Service (2010), the metropolis is th
’ g

p . i ,
econd most industrialised area in Ghana, contributing over 10 percent to th
&

GDP. In 2000, there were nearly 200,101 persons working in various
industries in the metropolis. This represents 22.34 percent of the employed

Manufacturing employed about 67.3 percent of the

labour force in Accra.
nd largest industrial employer

yment. Construction, the seco

industrial emplo
had a labour force of 22 percent. Table 8 shows the distribution of the

district’s working population in the industry-

working population by industry in the Accra

Table 8: Distribution of

Metropolis in 2010
No. of Employees Percent
276,507 69.6

Sub sector
Manufacturing

Construction 106,034 26.7
Mining & Quarrying 2,206 23

5,497
Electricity, Gas and Water 1.4
397,244 100.0
Total
Service (2010)

y a few large and medium

Source: Ghana Statistical
ties are characterised b
olesale, distribution, and retail

Commercial activl

d in import exports wh

aders; suppliers, transporters, and

size enterprises engase
e sub-sectoral activity.

n-lall-sca-]e tr

businesses and @ l‘ﬂyl’iad of 8
most yisibl

. gest ab
retailers. Commerce '° he 1ar€ ;
0 added, they represent just a

Although the large firms 8¢

emploY
bour p re small stores and

In the middle a

fraction of the la
sub sector
about one-half of the total 11 the large extent 0N the wholesaling
nd to @@
. also dep® g
market stall owners who . few of them obtain their
scale om

functions of the Jarge-



supplies di . :
pplies directly from the industrial establishments within the metropoli
opolitan
area
and from abroad. These, together with the large units, account fi
> unt ior

between 70 and 80 percent of the value of the total turnover of the ¢
ommercial

activities (Ghana Statistical Service, 2010).

Study population
The target population for the study was all SMEs in the Acc
ra

Metropolis. The accessible population was defined as all manufacturing and

trading SMEs, which had registered with the National Board for Small-Scale

Industries (NBSSI) in the Accra Metropolis as at July, 2010. The total number

recorded in the NBSSI’s register b
9. The population was clustered using the 11

of businesses y location in the Metropolis

was 3,474 as shown in Table

sub-metropolis.

procedure

Sample size and sampling
it was logical to determine a sample for

he 3,474 businesses;

Given t
(1970) and Sarantakos (2005) consider that a

the study. Krejcie and Morgan

e determined either by direct calculation using statistical

sample size should b
ence to tables which

re of the study or by refer

propriate tO the natul

formulas ap
ven populations. Based on the table

sample Sizes for gi

an (1970), with a population size of about

set out recommended

Krejcie and Morg

developed by
the sample size should be 346.

3500 and to ensure @ percent margin of €rron
ernal and external validity, a sample of

n increase in int

However, to ensure 2
in Table 9.

500 SMEs wa
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Table 9: Distribution of population and sample size by sub-metropolis

Sub-metropolis Total population Sampled size
Ashiedu Keteke 350 50
Osu Klottey 335 48
Ayawaso East 112 16
Ayawaso Central 70 10
Ayawaso West 269 38
Ablekuma South 435 63
Ablekuma Central 106 16
Ablekuma North 405 58
Okai Koi North 439 63
Okai Koi South 579 84
La 374 54
e 3474 500

ervice (2005) and Fieldwork (2012)

Source: Ghana Statistical S

g sampling Was used to select the sample from each sub-

Clusterin
technique was used primarily to ensure that

metropolis. This sampling

polis of a population were adequately represented in the

different sub-metro
sample so that the level of accuracy in estimating parameters also increased.
population into cluster was based on the exact location of

The division of the
NBSSI list of SMEs in the study area. A

s as provided by

the busines
proportion of each cluster was calculated to get the number of respondents for

Jis. The respondent
vided by NBSSL sample fraction of 1/7 was

h sub-metropo s were then randomly selected (see Table
each sub-

d on the list pro

9). Base
» SME was picked

after every seven SMEs in each sub-

calculated and on

metropolis.
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The first member was selected using the lottery method (by writing 1-7
on pieces of papers and selecting one of the papers). The owners and managers
of SMEs were the target respondents. These owners and managers were
chosen because they had vital information in relation to the business
performance and access to finance. Most employees of SMEs might not be
privy to such management information. Table 9 shows a distribution of the
sampled population in the Accra Metropolis. In addition to the 500 SMEs that
were sampled, a focus group discussion was organised for the owners and
managers of SMEs who are members of the Ghana Chamber of Commerce

and Industry (GCCI) in Accra to complement the information given by the

owners and managers from the questionnaire. GCCI is the voice of the

business community within Ghana.

The chamber is an independent organisation serving and promoting the

commercial and industrial interest of small and large companies in Ghana,

With the permission of GCClI, the SMEs present at the quarterly meeting (29
June, 2012) were used for the focus group discussion. A total of 112 owners
ers were available for the meeting, 8 groups of 14 members each

and manag

were organised for the focus group discussions.

Sources of data
secondary data sources were used for the study. The

Both primary and
d through the Us€ of questionnaire and focus group

data was collecte
pendices A and B)-
n respondents. Findings from the focus group

Owners/managers of SMEs in the Accra
discussions (AP

olis were€ the mal

Metrop
ed to complement OT auth

enticate the findings of the

discussions were UuS
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Institute for Develo i
pment Studies library and the
School of Business li
ss library

were visite icati
ited for publications such as books, professional
and academi
ic

journals, and reports. The researcher’s own ob i
observation and informal

interviews supplemented these data collection methods

Data collection instruments

The instruments used in this study were questionnaires to own
ers and

managers of SMEs and a focus group discussion f
or members of Gh
ana
ry. The questionnaire consisted of

National Chamber of Commerce and Indust

both open-ended and closed-ended questions. It was made up of 47 i
1tems

ed into five sections (see€ Appendix A). The first section of th
0 e

group
ation on the characteristics of SMEs in the A
ccra

instrument dealt with inform

d section was on the personal details of th
e

Metropolis. The secon
hird section sought for data on the capability to ac
cess

owners/managers. The t
cused on how the business was financed and th
e

external finance. It fo
with raising SMEs finance. The fourth section also dealt
a

problems associated

ancial information and the final section was on measures of
es o

with the use of fin

SMEs performance-

omous response W
e, such as in questions relating to gender and

A dichot as applied in questions where two exclusive

response choices were adequat

e. Multiple choi
ndent to select from but only one answer w.
as

ce responses Were developed where there we
re

access to financ

s for the respo

multiple option
about experience, educatio

s in questions

sought, such @ n and age. A five-point

145



Likert scale with points being: Very Important = 5; Important = 4; Moderatel
’ (& y

Important = 3; Somewhat Important = 2; Not At All Important = 1 were th
e
scaling format adopted in this study in order to gauge the perceptions and

opinions of respondents on performance, access to finance, and financial
’ ia

information.

The issue of questionnaire length was dealt with by keeping the

questions concise, unambiguous and simple. In addition, a cover letter w
as

used to outline the importance of the study, enlist the respondent’s assistance

and emphasise the value of their input. A focus group discussion (FGD) was
held for all the 112 owners and managers of Ghana Chamber of Commerce
and Industry, who were available for their quarterly meeting on 29" June,
2012. A moderator’s guide (Appendix B) was developed and covered

s on business performance, factors that influence performance, access
3

adiness of SMEs. The discussion, which was

activitie

to finance and investment I€
aimed at soliciting information on the study topic within a group environment,
proved to be very successful. There were 14 participants in each group with
two facilitators one as the moderator and the other, as a note taker of responses

from participants-
o the note taker, @ digital voice recorder was used with the

In addition t

participants- The
nts in the survey and it also allowed great

permission of the FGD was conducted to complement the

¢ main responde

responses of th
cess. It also allowed the interviewer to clarify

flexibility in the questioning pro
unclear, control the order in which questions were asked and

terms that were
rmation. Sarantakos (1997) suggests that FGDs

dditional info

to probe for @
nt, allow significant poi

nts of view to be presented

due to the group environme
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in i
a real, emotional and summary form as spontaneous expression. The focus

group discussion also provided significant information about the study object

and explained trend variances, reasons and causes through the views of
o

respondents.

Pre-test

A pre-test was undertaken in order to refine the questionnaire so that

uld have no problem in answering the questions. In addition, it

respondents WO
d the researcher to obtain some assessment of the questions’ validity

he data collected. In order to check the reliability

enable

and the likely reliability of t

a pre-test was conducted using a convenience sampling

of the questionnaire,

anagers in the Cape Coast Metropolis to assess how they

of 30 owners/m
detect problem(s) in the questionnaire design for

interpret the questions, and to
correction before the actual survey was conducted.
_test helped to correct am

facilitate reading and understanding. The

The pre biguities and poorly worded questions
re modified to0

and these W€
coefficient obtained was b

etween 0.97 and 0.78,

Cronbach alpha reliability
The pre-testing was done in

suggesting that the instrument Was reliable.

and the main data collection was conducted in September

Fieldwork
n September 2011 on sampled SMEs due to

rk was done!

rtain whether the locations of SMEs stated in the

of data 10 asce

the large size
rrect. Twelve fie

1d assistants were employed to help

NBSSI register Were co
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face intervi
rviews wi
ith such large numbers of respondents and th
e spread of

th
re

properly administered ini
, a training programme wa i
s designed and carri
arried out b
y

themselves in tu
s so that all of them would be ab
le to detect the fl
aws in the

styles of questions when it comes up during the fieldwork

Data analysis
Data collected from the survey design were analysed quantit
| itatively
using both descriptive and inferential statisti
ics. The data colle
cted were fi
irst
ors and then coded

are; Statistical Product and Service Soluti
ution

cre

the computer softw

analysed using
hnique used to test the hypotheses in this study i
is

(SPSS 17.0 version)- The tec
ling (SEM) and
d basis for SEM and provides a

Structural Equation Model the Ordinary Least Square (OLS
).
s the rationale an

This section discuss®
ast Squares (PLS), a version of SEM, i
, 1N

use of partial Le

justification for the
tural equation modellin

tages i struc
s are correctly spe
the OLS is used to confirm th

e

g are described in an

this study. The S
sure that model

cified and the results are valid

attempt to en
To prevent counterintuitive results,
ps petween the theoretical constructs.

h)’pOthesised relationshi
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Structural Equation Modelling

to testin
g hypotheses about relations among observed and
and unobserved

variables. SE i
M can be viewed as a multivariate technique combini
ing aspects

analysis (representin
g unmeasured concepted-factors-wi
-with multiple vari
ariables)

establish whether the proposed relationships among the variabl
€S are

empirically supported in terms of wheth igni
er or not significantly lar
ge parameters
und to exist between the variables. SEM does not assume that variab
variables

or. This is because a distinction between theoretical
ica

are fo

are measured without err

rvable/latent variables

nt errors in the observed variables

variables (unobse ) and their surrogates (observed
e

variables) allows for measureme

¢ use of Ppartial Least Squares

Justification for th
¢ methods for estimating SEM  with lat
ent

There are tWO populd
first approach is factor-based

2003). The
frware such as LISREL, EQS, and AMOS

variables (Olsen & Johnson,

emplified by 5°

covariance fitting €%
d is the component-

98). The secon

based PLS approach. PLS is

(Hair et al., 19
and is selected for this study

widely used by 2 growin

for several reasons:
plied in PLS precludes two

nt-based approach ap

the compon®
and factor indeterminacy (Fornell &

Firstly,

serious prob
LS estimates the latent variables as exact linear

Bookstein, 1982)- P
voids indeterminacy problems

he observed measures- It thus a

combinations of t
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and i iti
provides an exact definition of component scores (Chin, 2004) Second
) . Secondly,

the PL W i
S approach allows the examination of indirect relationships
among

fa
ctors (Maruyama, 1998). As depicted in Figure 1, there is an indi
> indirect

finance. The indirect analysis i better achieved by the use of the PLS

technique than by multiple regression analysis or other techniques (Maruy
ama,

1998).
Furthermore, PLS allows simultaneous testing of an entire model
e

instead of a simple examination of the relationship between two variabl
es,

vides the researcher with a comprehensive means of assessing and

which pro
ry. The PLS technique does

modifying a given theo not require a normality
mating model P
es of ordinary least squares analyses of the

arameters, observation independences, or
b

assumption for esti

rics, because 2 serl

variable met
jed in this approach

iterative algorithm 1S appl (Chin, 2004; Falk & Miller

1992).
The PLS algorithm, encompassing canonical correlation, redundancy
alysis of variance, and principal

multivariate an

multiple regression
;-collinearity problem: the correlations

es the mult
ch impact the degre

analysis,

eliminat
e to which any variable’s

components,
d variables whi

between observe
he other variables in the analysis

T explained by t

be predicted 0
sample size (Falk

effect can
nimal requirements for

(Wold, 1985)- [n addition, it has mi

he issu€ of sam

ple size for adequate estimation has been the

al equation literature. There are a

& Miller, 1992)- T
e in the structur

developing a0 efficient method of

SEM. Hair et al. (1998), and



Muelle
r (1996) suggest that the minimum sample size vfor th
e number of

paramete i i
rs to be estimated in a model is a ratio of at least 10:1

)

was commonly found in i i
previous studies using SEM. Kli
. Kline (1998) sug
gests a

minimum ratio of i
sample size to number
of parameters
of 5:1 for th
e

com i i
plexity of the path model. While there is as yet no absolute stand
standard

M, Chin (2004) proposes as @ rule of
s the largest number of structural paths

sample size for SE
thumb that a minimum

for PLS should be ten time

directed at a particular consr

dependent i i

variable with the Jargest number of i
, independent vari
| ariables
impacting it is performance- Performance is influenced by eight independ
endent
variables: access to finance experience, education, age, gender, fin
’ , financial
:on. Therefore, the minimum sample

leverage ratio, size, and financial informatio

his study is 80 (8 * 10).
e used not only for th

s where relationships might or might

size required for t
eory confirmation but also

Finally, PLS could b
jction. It identifie

for application and pred
g for later testing (Chin, 2004). Given the

ests proposition
REL, AMOS, multi
sting the hypotheses in this study

not exist and sugé
ple regression, path analysis

f PLS over LIS

advantages O
was chosen for te

and other techniques it

Path diagram
hod of revealing a series of causal

another met
ortrayal. The study used

relationships amoné

path diagrams (0 sho
. performance’ access O finance, and investment

chapter thre€ and four



vari
ariables were then developed as discussed earlier.

Seven observed variables for performance were selected: profitability
. 1 1 .

sal
es growth, return on assets, cash flow, lifestyle, independence, and j
s J()b

securl : .
rity. Six observed variables for access to finance were also identified
ified:

perception of ability to access outside equity capital, ability to achieve 1
i ve low

costs of accessing outside equity capital, ability to achieve low interest rat
es,
ability to achieve low collateral

ability to achieve Jow processing costs,

ease in handling loan

ncy were the three observed variables

requirements, and accessing processes. Accuracy and
: an
and consiste

pserved and observed variables for this

completeness, timeliness,

for financial information. The uno

arised in Table 10.

study are summ
n this study consisted 0

f a set of equations

The structural model 1

g among the unobserved variables. It was

g the relationship

that the performance of SMEs is

summarisin
a function of access to finance

hypothesised
me, access to finance is also a

At the same ti

ent readiness-
nt readiness in this study comprised

and investm
function of investment readiness- [nvestme
gender, financial leverage ratio, size, and financial

age
these unobserved variables for empirical

experience, education,

nships among

jon. The relatio
1. The relationship

wn in Figure
adiness factors where

informat
s among performance,

testing purpose are sho
PERF, ACCESS,

nvestment re

finance, and i
ed as in Table 10.

access to
and FI are defin

FLR, SIZE
ure, which translates a path

forward proced

poses a model in which access

diagram into 2 struct



ance.

[- . . .

access to I i f
finance. The model can be expressed in a set o equations as foll
OWS:

PERF = a;+AEXP + A,EDU + 43AGE -ASEX - AsFLR +

AGSIZE + A7F1+ B,ACCESS +5; (Equation 1)

ACCESS = o+ AsEXP+ AEDU + Aj0AGE - A;SEX - A;FLR +

AsSIZE + A1FL+52 (Equation 2)
a, 02 = Intercepts
Ar...... A;,= Structural parameters, regression  coefficients  of

genous variables
ameters, regression coefficients of endogenous

exo

B; - Structural par

variable S 1,8 = Random erTors

erved yariables for this study

Table 10: Unobserved and obs

Access to Finance & Perception of ability to access outside
(ACCESS) equity capital (ACCESSI)
b. Perception of ability to achieve low cost of
accessing outside  equity  capital
(ACCESSZ)
c. Perception of ability to achieve low interest
rates (ACCESS3)
d. perception of ability to achieve low
ost (ACCESS4)

processing c

of ability to achieve low

e. Pperception
collateral requirements (ACCESS?5)

f. perception of ease of handling loan
application processes (ACCESS6)

.
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Table 10 continued

Unobserved Variables

Observed Variables
_ Satisfaction with profitability (PERF 1)

Performance (PERF) 1
9. Satisfaction with growth in sales (PERF 2)
3. Satisfaction with return on assets (PERF 3)
4. Satisfaction with cash flow (PERF 4)
5. Satisfaction with lifestyle (PERF 5)
6. Satisfaction with independence (PERF 6)
7. Satisfaction with job security (PERF 7)
Owner/manager readiness:
Experience (EXP) 1. General Experience (GEXP)
2. Industry Experience (IEXP)
3. Entrepreneurial Experience (EEXP)
Education (EDU) 1. Highest educational qualification or nearest
equivalent of owners/managers (EDU1)
2. Areaof educational qualification (EDU2)
Age (AGE) Age of owners/managers (AGE)
Sex (SEX) 1. Sexof owners/managers (SEX)
Business readiness:
Financial Leverage 1. Proportion of debt in start-up capital
Ratio(FLR) (FLR1)
Size (SIZE) 1 Numberofemployess G125
_ Accuracy (FI1)

Information Readiness: 1 .
Financial Information (FI) 2. Importance
Timeliness (FI3)

Source: Author’s Construct

of measurement models

Assessment
ent n’lOd“:l hel

ps in validating the indicators used to

The measurem
del is assessed to determine the

urement MO
measure each construct: The meas
s used to represent the constructs. Factor

f the indicator

y and validity ©
154

reliabilit



loadings i
an -
gs and composite reliability are used to assess the reliability of
ity of the
measurement models. Th idi
. The validity of the measur
ement models is mea
sured by

matrix wi VE f
rix of the constructs ith the square root of the A or each
construct

diserimi -

(discriminant validity). For each construct the measurement model
was

assessed through the PLS bootstrapping procedure.

The guiding principles recommended by Hair et al. (2006) f
. or

determining the significance and importance of the factor loadings of each
c
They suggested that only items with loadings of 0.5

item were implemented.
e items were included in the final

e significant. Thus, only thes

or greater ar
inimum acceptable guideline for composite

The m

in, 2010; Hulland, 1999;
(Chin, 2010; Fornell & Larcker, 1981;

measurement model.
Hair et al., 2006) and 0.4 for

reliability was 0.7 (Ch
ance Extracted (AVE)
Welker & Campbell, 1996)-

ent model was necessary when the

Average Vari
Kannae (1996) noted

Hair et al., 2006; Magner

e original measurem

that trimming of th
nant validities are below what is acceptable

AVE and discrimi

he direct paths betwe
e model did not change the theoretical

factor loadin
2,
en the constructs and improves

This strengthens t

the structural model. Trimming of th

the underlying ©°

nstructs 0F their respective indicators in this

meaning of

study.

tructural model
structural part of the model was to

Assessment of S
assessing the

specified at the

The objective of
determine  whether the theoretical relationships
Concepmalisaﬁon stage are SLlpported by the data. Two assessments were
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Covepy
e T
— i e——

applied to e
valuate the structural model. The first was the si
signs of the

parameters. I
These signs, representing the paths among th
e unobserved

variables, indi W i
, indicated hether the direction of the relationships w
ips was as

hypothesi
sised. The second asse
ssment was the significan
ce of the magni
gnitudes

of the estimated
parameters. These values had to b igni
e significant (indic
ated by #-

alue) in order to Vv ify g

erify the stren th of the h i

v ypotheSISed relationshi
=] nships

W, 2000).

(Diamantopoulos & Sigua
oses of this study was also to examine the indi
rect

One of the main purp

infl inv i
uence of in estrnent readmess on performance through access to n
external

jonship is assessed by the Sobel test, the m
s ost

finance. This indirect relat

test indirect effects (Kenny, 2006). The formula fi
a for

common method used to

the Sobel test is as follows:
zvalue = L#b/SQRT™ S8+ a*s)
where « = raw (unstandardised) regression coefficient for the

en Independent and mediator

association betwe

Sa _ standard error ofa
b = raw cocfficient for the association between themetiatosand
the dependent vyariable
Sb = standard error of b
SQRT = square root
. the reported p-value of the test

signiﬁ t

n whereby the independent variable was

statistic has t0 be

relationship implies an gsociatlo
linked to a second yariable, which subsequently influenced a dependent
variable (Sobel: 1990)-
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Ethical consideration

S d '

research that was considered, namely: the moral or ethical dimension. J
| . Just
practical considerations could prevent researchers from implementing the id )
| e idea
research design or obtaining as large of diverse a sample as desired, so co 1;
ethical considerations constrain scientific enquiry. This study was desig du
ned in
such a way that it did not pose any threat whatsoever or have the potential of
0

posing any threat tO the respondents:

The second ethical consideration in research is that of informed
consent. For moral and legal reasons, respondents should not be coerced into
in social research. Not only must subjects understand that their

participating
iven enough information about

they must also be g

yoluntary.
ut whether to participate or not

participation is
ke an inforrned decision abo

the research to ma
explicit or implicit informed

In other words, T
igation. The issue of informed

consent of their subje
sure that the respondents for

consent was catered O

the study were priefe

privacy is the individual’s right 10
uld be revealed.

ethical investigators

extent his/her
information;

No matter how
ante€ing anonymity and confidentiality

t to pI’iVacy b}’
stionnaires did not capture

protected the righ
all the que€

This was exactly what this study di d; a
names of respondents Besides, nless the respondent Was illiterate, he/she
ppoﬁunity (under guldance) {0 answer the questionnaire
o

was given the




personally. S
y. Subsequently, the report of the findings did not include n
ames of

respondent i
s or anything that could lead to their identification

Conclusion
h the data collection methods used in the

This chapter has dealt wit

en survey instruments and statistical methods

stu .
dy. Justifications for the chos

_face interviews with structured questionnaires

have been described. Face-t0
wners/managers of SMEs in the

ary data from O

w
ere employed to collect prim
basis on which to develop and

Accra. A sound

manufacturing sector in
was described. The use of SEM and

esti
timate the structural €d

P
LS to test the hypotheses in this study

1 2Q



CHAPTER SIX

BUSINESS CHARACTERISTICS AND READINESS OF SMALL AND

MEDIUM—SCALE ENTERPRISES
Introduction

s findings of the business characteristics of SMEs

This chapter present
etropolis and further analy

ance variables. Also the

sis from the investment readiness,

in the Accra M
parameters for the

access to finance and perform

tural models were explained using the Partial Least

measurement and struc

Squares.

Characteristics of SMES
The results from the descriptive gtatistics On sex by business
resu
i es of business,
e form of busl
ears of experie

males and 220

ownership, typ
characteristics covering th ness
dy nce are presented in Table
an
280 (56%) were

SMEs were
panies- The predominance of

ess S1Z6;
(44%) were

business areas, busin

11. Of the 500 respondert . .
sole proprletorshlp, 6.2

%) of the

females. The majority (91.8
weré com

hip might be due to the fact

percent were partners '
orms Of pusiness

] fi
sole proprietorships over other lega |
. I't h
th legal and 1 requlrernerlts than partnerships or
at they have fewer ega o

y ovide owners/managers with independence

ins pr

rietorshlpS p

companies. Sole proP

in making decisions:



Accra Metropolis

Table 11: Business characteristics of SME:s in the
Business Characteristics Male Female Total
F % F % F %

560 220 440 500 100.0

280

Form of business ownership

426 459 91.8

Sole trader 246 492 213
Partnership 25 5.0 6 1.2 31 6.2
Company 9 1.8 1 0.2 10 2.0
Total 280 560 220 440 500 1000
Busin
Tradirzs e 266 s32 199 398 465 930
Manufacturing 10 2 13 26 ?3 4.6
Servic 4 0.8 8 1.6 2.4
Total ° 280 60 220 440 500 1000
Business area cg 8 166 117 234
Clothing/fashion/textiles 3‘3‘ 2006 1 22 114 8
S 1 :
Aifﬁaii:z 79 15.8 22 ig lgi 2‘1‘2
Furniture/ wood 18 3.6 14 2.8 18 3.6
Education 4 03 1 02 2 0.4
0.2 : '
Restaurants ! o 20 40 50 100.0
Total 280 ‘
Size of Business 181 362 427 85.4
49.2
Micro 246 ig 36 12 7;) lgg
ol g o 3 % s0 1000
Medium 0 s 220 44 :
o & g 173 190 397
Years of experience 107 22.3 o 13.4 140 292
1-5 159
6-10 76 7'7 26 5.4 63 13.2
. 37 17 55 48 100
15 31 6. ¢ 125 1 2.3
1620 5 11 o st 2L 44
- 9 ,
21-25 9 1 f 4 08 6 1.3
26-29 0. 43 479 1000

30 and more

were mostly male dominated.

anlCS
comp
as one Was female owned.

(56%). The enterprises orgd

males in the legal

Out of 10 compani€s —

Thus, there were M2



structure of busi i =134 v =0 I
usiness formation (x’= 13.4108: p- alue 001). The maj
.001). ajority

(93%) of th i 4.6 W
e SMEs were into trading. Onl 23 ( . %) SMEs respondents
y ere

u i
aIl e

made up of 2.4 percent.

male-ow
ned managers. The service sector was

Howe
ver ioni ‘
, there was no significant difference between males and females with

ess (x2= 4.2394: p-value
ercent of the businesses in the sample

res
pect to the type of busin = 0.120).

Table 11 also shows that 23.4 P

tiles. This was followed by the spare parts

Were
ere into clothing/fashion/teX

d firms selling ap 6%). Grocery and

pliances (21.

dealers (22.8%) an
shampoo, tissue, bread,

sities such as soap

S
upermarket shops selling neces
percent. They were followed by

ry represented 19
%) and health
3. 6%) and restaur

jam, milk, and station®
products (4.4%). A small

od processing 4.8
ants (0.4%). A

furniture and wo

jewellery, textiles and

s high, allowing

high percentage of S
hese products Wa

demand for t

fashi )
shion businesses because
e-owned managers in this

t
hem to sell quickly "
ents. There was

nted for 16.6

of the total respond

b .
usiness area accou

terms of business area (
significant differenc€ petween males xz

e =0. 000)-
easured using the numbe

u 85.4 percent of the SMEs were

The business size 1
91). AbO t

=163.642: p-valu
r of

®mployees db
yees as defin® M re small-scale enterprises

loy€es 0
ploy nterprises (31-99

£ 0-5)
medium ©

Micro enterprise (€™
significant difference

30) and Only

(employees of 6-
test

employees). The chi-squa’®



between
male and female
owners/managers for th
e number of em
ployees (x* =

5.836: P-value = 0.054).
Nearl
y 40 percent of the respondents had owned or m
anaged a

other 1.25 percent had been

busine
ss for not more than 5 years, while an

re than 30 years: Over 60 percent had

associ ; mo
ciated with a business for
re than 5 years: Even though the male managers

e counterparts there wer

male (xz = 5.001: P-value =

mana .
ged a business for mo
e no significant

nce than the femal

had more experie
ecen male and fe

diffi
e ' i
rence in experience betw!

0.544).
n the number of employees

ed out t0 ascertal

members, distant

An analysis was also carti

o were drawn from close family

on full and part time wh
12 reveals that the 500 SME

relat;
elations, friends and community
pumber of 1911 employees of which

yed a total
(37.4%) Were community

0

wners/managers had emplo
e family ™
of the total em

embers and 713

re on full time and 1

8
36 (43.7%) were cloS
ployees we

m
embers. About 99 percent

percent on part-time-

Table 12: Type of W

Type of Worker

FElmily
. 8 34.8
Distant Relative 146 7.1
. 00 206
Friend 206 10.9 0 108
715 37.9 0 0.0 715 374
23 1000 1911 1000

Co .
mmunity members

Total

S
ource: Field data,



assistance (43.2%). An owner/manager from the focus group discussion

commented on this as follows:

[ have heard about NBSSI but anytime I go there, there is no

| chanced upon them once for financial

one in the office.

e. | was told I will get only GHI100. What do I use

assistanc
n Gh100 buy in this present Ghana?

GHI100 for? What ca

(male respondent)-

ge on governmental assistance by

Table 14: Respondents’ knowled

business type//
Knowledge No Knowledge Total

Business Type
o F % F %

F %

49.8 465 93
Trading 216 432 * 2.0 23 4.6

10 . ’
Manufacturing 13 28
- ) 0.4 10 2.0 12 2.4
ervice 162 269 53.8 500 100.0

Total 231 '

Source: Field data, 2012

consists of three

Investment readiness
S discussed in Chapter Three,

nt readiness, a ' ‘
and information

er readin€ss,

Investme |
pusiness readiness,

c . anag . .
onstructs: owner/m are discussed in

[ these three constructs
m the ana

s€es Of
readiness. Results fro y

the next three sub-sections.

nce, level of

iness )
adin® years of experic

Owner/manager I© ' ;
coIlSlStS Y

e owners/managers had up to 10

8.9
education and ag® About 6
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ex i
perience as shown in Table 15

Table 15:
15: Owner/manager experience

Years of experience

- Frequency Percent

11-20 i »:

e 111 23.2

More than 30 ; £

Total : »
479 100.0

n= :
500, missing case = 21

Source: Field data, 2012
These findings impl

everal of these

after 3( years.

y that evenl though @ qumber of owners/manag
ers

businesses do not survive. Only 1.3

start i
art their businesses, S
About 21 respondents did

percen .
t of the businesses survived

y answerl for this question.
he differe?t s of the sampled

¢ of the owne

not provide an
t educational leve

Table 16 shows t
rs/managers had a form of

out 64 pereet

hool and

0
wners/managers. Ab
3.5 percent of

Senior High S¢
o enterpris® an

Staw

Tertiary) of which 5

cent were small-scale

higher education (
d 10.2 per

micr
o Kim o (1991) and Katz (1992)
of educat

the :
se businesses Werc

ccessful because

According
ion aré more su

e .
nterprises.

els

higher lev
nd modern managerial

1<nowledge a
the reality of the business

ow
ners/managers with
with

hi

gher education provides

making them more ©
ir |earning ca

0 education, the rest of the

skills, thereby
a pOSition pability to manage

world and thus 10
Ii’ercerltﬂg6 '
-or High School (31%).

busi
usiness. A very ST
respondents had cO d primal‘y SChOOI (3
: f the
of educatlonal sp
of the 1€%

mplete
owners/managers is
pondents had knowledge

The area
only 24

presented in Appendi?‘ E.
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of Business or studied Business in school prior to starting this business. About

19.8 percent had some Vocational or Technical training, whereas for Arts

(10.8%) and Sciences (8.0%). 36.6 percent of owners/manage

rs of SMEs in

| education in any of these fields.

Accra Metropolis did not have any forma

They did not go beyond Junior High School.

%F%F%

F % F
Nil 6 1.2 T 02 O 0.0 7 1.4
0.0 19 3.
Primary 12 24 7 14 0 8
0.6 155 311
Junior High School 141 283 11 22 3
g 0 00 221 444
Senior High School 187 376 34 6
Tertiary 79 159 17 34 0 00 96 193
Total 425 gs.4 10 140 3 0.6 498 100
a
n = 500, missing ¢as¢ = 2
Source: Field data, 2012 21 to 9] years (Table 17).
f the responder’s ranged 107
The ages © 3135 accounting for 21.3 percent of
was
tego® ther age categories were

The modal age ©2

he percentage

s of respondents in the O
respondents. T 16.8 percent for 41-45 years,

20.0 percent for those 1 30 years. Ages below 25

6-50 years nt. The mean age

12.3 percent for 4 o than 10 perce

years and above 50 yeal

was 40 years with @



Table 17: Age of Respondents
e
Percent

Frequency

Age category (yeari//f
22 32 6.8
26-30 51
1135 10.9
100 21.3
36-40 94 20.0
41-45 79 16.8
46-50 58 123
>1-55 28 6.0
more than 55 28 6.0
100.0

Total ‘“’

n = 500, missing cas€ ~ 30
Source: Field data, 2012

Business Readiness
rage ratio and size of

S ﬁnancial leve
owners/managers Were

nance at start-up and the proportion of

as the proportio
g and 19-

n of equity in the

current debt to curr®
busi Ta bles 1
usiness. The responses are S
+ of the sampled businesses Were

Table 18 shows that 9%
£ which 86.8 percent were

financed by
Businesses in the trading sector

financed by businesses owne .
ity (88.2"/0) in their business set-up- It is

also used greatel percel
the predomlnant source of initial
in Ghana a and Vatnabar (1998)

hat equity financ®
(2000) 1

Godfried an

apparent t

peavily °F internal equity finance

funding for SMEs.
y gcarce- MoreoV

MEs rely

elatlvel

ated that S
er, banks do

in Australia both indic
-up entefprlses

since credit for st



not want to risk lending to new enterprises that do not have a track record of

performance.
Table 18: Sources of business financing by business ownership and type
Sources Equity Debt Total

F % F % F %

Business Characteu
Business ownership
432 86.8 25 5.0 457 91.8

29 5.8 2 0.4 31 6.2

Sole trader

Partnership
Company o 20 0 0 1020
Total 471 946 27 5.4 498  100.0
Business type
Trading 439 882 24 4.8 463  93.0
4 23 4,
Manufacturing 21 4.2 2 0 - 6
Service 11 2.2 1 0.2 2.4
Total o s 7 s4 498 1000
n = 500, missing cas¢ = 2
Source: Field data, 2012
. siness
Table 19: Percentag® of debt 12 current bu Percent
F ) - Frequency

ebt (%) 12.32
0-10 » 44.89
11-20 215 28.60
21-30 137 12.32

9
31-40 55 1.04
41-50 0.42
51-60 2 0.42
2 100.00

90-100

Total

n = 500, missing case = 21

Source: Field data, 2012  pat 1eporte Jsing debt as @ SOUrce of
The number of ent® rises a0 perc ent Was 44.89 percent, 137

. S 0
finance in current pusines



(28.60%) owners/managers had 21-30 percent debt in their business. This
suggests that owners/managers tend to rely more on internal equity finance at
start-up as debt is not readily available at this stage when they have no
eral or a track record of performance. They are able to access external

collat
s grows and/or their viability can be more

debt finance over time as the busines
minimising the risk associated with

readily accessed by debt providers

lending to them.
d in the business was

e sources of debt use

To further explain this,
lied on four different

20. Businesses I€

ented 1N Table
d trade credit. From the

g, family Joan an
rred leasing to any source

analysed and pres

sources of debt: leasing, overdra
/managers prefe

statistics, 96 percent of the owners

of debt financing.

Table 20: Sources of debt in business
Frequency Percent
96.0

Source 5
48
1 1 2.2

Leasing

Overdraft . 1.4

Family loan 7 0.4
100.0

Trade credit

Total

Source: Field data,

ncial information

qualify of fina

n readines®

Informatio
; using financial

in terms of preparatl
i f imp®” :a] information ot
information, and jevel © pared financial ir "

. 0
21 show that 78.8 Pelcent



f financial information by the business type

Table 21: Preparation 0
Business Type Prepare Do not prepare Total
rading 361 72.2 104 20.8 465 93.0
Manufacturing 21 4.2 2 0.4 23 4.6
Service 12 2.4 0 0 12 2.4
500 100.0

8.8 106 21.2

ol o s M

Source: Field data, 2012
e owners/managers prepared

Table 22 shows that g7.3 percent of th
owners/managers used the services of

their own financial information.- Other
4%) and full-time accountant

accountant 4.

an auditor (4.7%), part-time
eir own financial

9%) owners/managers who prepared th

(3.6%). Most (80-
g sector:

e from the tradin
nancial information by business

information wer

Table 22: Persons Who prepared the fi
type
Part-time Full-tlmet uditor Total
Business Type Owner  ggcounta™ accountan
(V]
0 00 3 08 18 47
Manufacturing 14 3.6 1 0.3
03 O 0.0 12 3.1
Service g 28 0 00 |
i4 14 56 18 47 387 100.0

Se" 113

n = 500, missing @
ented in Table

Source: Fi 012
e: Field data, 2 o . formation is pres

wners/managers prepared financial

The purpos€ for
£ the sample
ared financial information to

23. About 76.8 percent 0
4 8 percent prep

05357 :
60.8 percent for management

check for the P

Purpose, and 4.6 perc
170
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(Sarapaivani
ich, 2003). These were followed by cash flow statement (3.8
.86),

inventory t
ry turnover (3.85) and budget (3.40). The respondents attached least
as

nancial i . .
cial information on current ratio, return On assets and
an

importance to fi
e explained by the fact that financial

return i
on equity. These could b
rally consisted of income statement and

i .
nformation prepared by SMEs gene

al position) (Cameron, 1993). The income

bal
ance sheet (Statement of financi

, .
e’s revenue, expenditure, and net income (or

sta
tement conveys the enterpris
od, which is cruc

n, which helps users 10 assess

ial for decision-makers.

ne e g ,
t loss) for a specific time pert
The balance sheet supplies informatio

gers wealth and remaining solvent

ente . aqe R
rprise’s ability to jncrease OWners/mana

ntory turnove

jevel of educ

r had a mean index of 3.85 and this

(Sarapaivanich, 2003)- Inve
to the high
fforts tO manag

e to their start up capital. During the data

ation in this sector

C 1

O .
whners/managers made conscious e

IS indicated that they did not

collection process;
] information like current ratio

know or had never hear
. of them had never prepared other

return on asset,
and balance sheet.

financial information

Access to finance
gtent 10 which SMEs in the Accra

This gection
\etonotis N ance- About 36 percent of
polis qve the
ht additional finance. Businesses

ed that 0% 2
resented py their firm size

respondents jndic@

nt of the respondents

that had ever soug
out 3] perce

business types and busin®s®



were from micro enterprises and mainly in the trading sector (31 .7%). Most of

these SMEs are sole traders (32.3%) a5 shown in Table 25.

Table 25: Business ever sought additional capital
Yes No T
Characteristics otel
F % F % F %
T
Firms size
Micro 149 30.5 267 54.6 416 85.1
Small 25 5.1 45 9.2 70 14.3
Medium 0 0.0 3 0.6 3 0.6
Total 174 35.6 315 64.4 489 100.0
Business type
Trading 155 31.7 299 61.1 454 92.8
Manufacturing 12 2.5 1 2.2 23 4.7
Service ; 14 5 1.0 12 2.5
4
Total 174 35.6 315 64.4 89 100.0
Busin j
ess ownership 290 59.3 448 91.6
Sole trader 158 327
p 22 20 4.1 31 6.3
Ca“nershlp 11 o 5 o 1020
ompany > ’ s o4 100.0
Total 174 35.6
n = 500, missing ca5¢ ~ 11
Source: Field data, 2012 sked reasorn why about 64 percent had
were a
In Table 26, respondentS o
nev .l capitah 5.6 percent of them indicated that they
er sought addition i usinesS 6.2 percent indicated that
w ol over :
anted to maintalll con i proﬁt nade during operations. A few
sales
they used the money from ost of capital being t00 high (23.2%),
ns SUCh as
respondents gave other reaso ; (13%) ime 10 raise capital 100 long
. m Jicate ’
the seeking process peing ©° - None of the owners/managers would
oWing L707

(11%), and busines® not &F

like to keep business small:
+712



Table 28: Ability of business to access finance
Viean SD CV  Min Max

Ability to n
Achieve low interest rate 500 3.58 07 02 1 5
Achieve low processing cost 500 352 073 021 1 5
Achieve collateral requirement 500 3.47 0.73 021 1 5
Handle application procedures 500 343 078 023 1 5
Access outside equity capital 500 341 078 023 1 5
Achieve low COMM 1 5
Source: Field data, 2012
Performance

» gatisfaction with performance

wners/malrlalg'erS

The results of 0
the performance surrogates

surrogates and the lev :
ummarises the

are presented and discussed in |
atisfaction with the firm’s performance

. - fs
descriptive statistics for evel ©

Surro
gates. N performance

Table 29: Level of satis

Satisfaction with

Independence 500 | 0.80 0.24 1.00
29 O
Job security w9 T o 2% 5.00
321
Lifestyle 500 opa 100 50
079 &
3.26
Cash flow 500 024 2.00 5.00
08
321
. 0 00 500
Profitability 50 025 L
0.81
20
Growth in Sales 500 : .05 0.43 1.00 5.00

Return on AssetS

Source: Field datd 2012
176



As indicated in Table 29, respondents were most satisfied with the

level of independence (3.31) associated with operating their business,

urity (3.29) and lifestyle (3.27). Satisfaction with

followed closely by job s€C

ex of 2.44. This finding is in line with

return on assets had the Jowest mean ind

s and Beaver (1997) and Boohene (2010), which

those of the study by Jenning

ness performance and suggested that

analysed existing studies 0% small busi
n-financial rewards such as

owners/managers Strive to achieve more in NO

ecurity than in financial rewards.

independence and jobs
Ability had the highest mean index of 4.67,

In Table 30, pusiness St

ok after family

(4.52) and proﬁtability and growth in

followed by income t0 lo
Ghanaian

respectively- The

sales accountin
aking money Wwas not

and m

owners/managers pursue
d community development had the

ults in this study where

eation of jobs

lowest mean indices: Thi
icro and small. Cr

the sarnpled SMES 21 "

of gmall businesses:

about 85 percent of

rfime goals

seems not to be among the P

Table 30: Level of ;mportan®

Level of
Importance

Business 500 3 5
o 0.50
stability 4.32
Profitability 500 068 { 5
Income to 100k 4.52 ' 0 1 5
after family 500 428 0'22 2 5
Growth in sales 500 4.19 0 1 5
Cash flow 500 417 ogg 3 5
Job security 500 4.10 0.61 2 5
. 500 0. 5
Lifestyle 1
Independence

_Return on assets
177



Table 30 continufi//,

Level of
Importance Std
0 . Mi
: ,M/l " Mex
Creating jobs 500 2.18 1.10 1 5
Contributing to
community 500 2.01 0.89 1 5

development

Source: Field data, 2012

Partial Least Square analysis of results
is was used to estimate parameters

are (PLS) analysl

Partial Least Squ
The measurement model

for the measurem
inant validity.

Jiability and discrimi

explained how the model wa
d relationships among the

xternal finance

The structural mode
access to ©

theoretical construct namely i

d validity of the

and performance.
the reliability an

construct: This is done using the factor

asure each
osite reliability

model that was used to M°
and discriminant

loadings, average yari
174 owners/managers

500 samples
. Therefore, the

validity. From the
had sought finance 1n
o, finance were 2

hypotheses relating to

e first an
The pall 500 reS
P, the result

respondents.
s revealed high

fes (
174 sampP pan General Experience. The

factor loading cater than 0-70 the level
0.30 was less than the

composite reliabilit



9 I', elkel'

p c l (1 996), alr € al. ( 006) and hln ( O 0). Thls reSUlt in i
icates

that the indi
indicator should b
e removed from the experienc
e measurement mod
el

abilities. Therefore, NeW measurement model of

in o i
rder to improve their reli

experien i indi ]
ce, excluding the indicator with low factor Joadings, was tested

easurement model is summarised in

The new results for the m

A .
ppendix G. Results of the nevw experien

Jbility of the
r loadings of all ex

hare more variance with the

ce construct revealed an

model as the composite reliability

im \Y i
pro ement 1N the reli
perience indicators are

increased from 0.31 to 0.70 and facto

the measur esS S

0. This indicates

more than 0.4
sed measurement

with the error yariance. The revi

experi n
perience construct tha
is used to tes

t a new structural equation

model for the experience construct

model.
ucts in the PLS model was evaluated

nant yalidity
the correlation between the

Discrimi

e root of

ar
ich each construct

by comparing the squ

constructs. This provided an
than With other constructs (Hulland,

shared more varianc® with 1S
. matriX in Table 31 include

and the square root of

onal cells

1999). The results present® !
the off-diag

structs B

s. For adequ?®®

nant yalidity, the diagonal

discrimi

an the off-diago

correlations among con
nal values in the

AVE in the diagonal cell

values should b€
AVE) in Table 31 are all

indicating adequate

corresponding rows and ©

The diagOIla11 va
, . Jiagond
greater than their ve oft e

discriminant validity:



should . .
be removed from their respective measurement models in order to

Therefore, a new measurement model for

improve their reliabilities.
exDper; : . -
perience excluding general experience indicator was tested. The new results

ment models using 500 samples (see Appendix I)

for the experience measure
the reliability of the model as the

reveal considerable jmprovement in

odel increased from 0.33 t0 0.82.

composite reliability of the m
are more than 0.50, providing evidence

The AVEs of all the constructs

ty of all constructs. Another assessment for the

of adequate convergent validi
plied in this study is the discriminant

urement models @p

validity of the meas
g the square roots of AVEs to

validity for constructs; measured by comparin

the correlation between constructs:
dity for constructs used in the measurement

Table 32: Discriminant vali

model using 500 samples

AGE  1.00

EpUu = -0.04 088

Exp 053 036 0.82

Fl 017 025 019 09

iR 008 014 o1 00 1.00

GEn 008 -00% 000 00 005 100

pgrp 007 019 0.12 o7 00 0.03 088
o3 OB 000 001 100

0.12

respective off-

The results presented a



CHAPTER SEVEN

INFLUENCE OF INVESTMENT READINESS AND ACCESS TO

EXTERNAL FINANCE ON ENTERPRISE PERFORMANCE

Introduction

jationships between investment readiness

This chapter examines the re

and access to finance; investment readiness and performance; and access to

ance. The Sobel’s

ss on performanc

test was utilised to test for the indirect

finance and perform
e through access to finance.

influence of investment readine

sed to test the hy ips between

pothesised relationshi

The structural model Was u
. Figure 1. The test of the structural model

the theoretical constructs depicted in
coefficients: {-statistics and the R squared. A

includes estimating the path
R-squarc

path coeffici

ents, d of the endogenous

summary of the Sign%
s of the hyp

ent counterintuitive results,

otheses testing are also presented in this

a traditional regression analysis

constructs and result

chapter. To prev
. e hypothesised relationships
(Ordinary Least Square)

between the theoretical constrUCtS'

of Small and Medium-scale

Investment readmess

, Metropols
between the

Enterprises in Ac¢T

. 1 jes Al
investm - ariables
stment readin® he ordinay Least Square (OLS
an

external finance using both

Table 33
). The path

fi pancial information and

Partia] Least Square (
n age ©
e relatlonShl

p with access to external

coefficient betwee
the sex had no

financial leverag®

finance. HoweVver o



signifi ' Wi
gnificant relationship with access to external finance. Size of the busines
S

recor igni : nship Wi
ded a significant relationship with access to external finance, but was not
in th . . . .

e expected direction. With the exception of level of education, all others

ts achieved using the PLS.

results in Table 34 were same as the resul

{-statistics and p-values of investment

Table 33: Path Coefficient,
pance using PLS

readiness on access t0 fi

Path between Unobserved
variables path Coefficient -statistics p-value
AGE -> ACCESS 51296 1.7216 0.0435
EDU -> ACCESS 0.0065 0.6317 0.2642
EXP -> ACCESS 20,1399 0.7798 02183
FI -> ACCESS 0.2538*** 3.2385 0.0007
FLR -> ACCESS 0.1655** 2.0528 0.0208
0.0392 0.4843 0.3144
0.0014

SEX -> ACCESS
01 level

T** . -
- significant at 0.

% . X

- Slgmﬁcant at 05 leve

Source: Field data, 2012

Table 34: Path Coefficient ;-statistics and p-values of investment
: . ;

readiness on access to financ® using OL

Path between h Robust St -

Unobserved Ca:efﬁcient Err. statistics value

variables
AGE -> ACCESS 0.037*** 0,036 .1.830  0.067
EDU -> ACCESS -0.065” 0.024 0550 0581
EXP -> ACCESS 0.013 0,063 410 0017
FI -> ACCESS 0 151** 0.399 3.150  0.002
256" 0.203 0420 0.674
2.870 _ 0.004

FLR -> ACCESS
SEX -> ACCESS

SIZE -> ACCESS
kkk o . OO]
significant &t 05 level

%%k . .

- significant 2" 1

* . significant? 0.101¢%
2012

Source: Field dat2:
184



finan . o, . .
ce is positive and significant, as the t-value is 1.7216 for PLS and 4
. and 4.050

fo indi
r OLS. The results indicate that the hypothesis is accepted as th
e age of

ers’ has a iti igni
g positive and significant effect on access to finance

owners/mana
Thi
is means that younger owners/managers have higher ability to ac
cess

counterparts in the Accra Metropolis. The result is

finance than their older

consistent with the findings of Low and Mazzarol (2006), Coleman (2002) d
an

at older owners/managers are more risk averse

Kabacoff and Stoffey (2001) th

than younger owners/managers:
The path coefficient for the relationship between education and access
t signiﬁcant. This may be associated with the informal nature

to finance is no
£ low educational background

r and its dominance by retailers O

of the secto
rtance of higher education, one does

Whereas literature underscores the impo

o aim for and

achieve economic success hence access to

not need a degree t

e retail sector

of Accra Metropolis. If owners/managers can

finance in th
external fund providers, the required

ity required by

e relevant securl
ndent from the focus group discussion had

produce th

funds are released. A female respo

this to say:
resent a business plan. My

nks always ask me to D

gend mé
have employé
e. I'm able to access My loan

The ba
't know what it is

rents did not

fo school 50 ] don

pa
4 a graduate from the

finance. In this

have money you can get the right

185



The re
sults also sh
ow e
ed an insignificant negative relationshi
nship betwee
1

rS

experience h
ad no
effect on access to finance. This findi
ing suggests
that

experience
possessed
by owners/managers in the metropolis might
not include
In other W
ords, even
s though

E}:F)erie ( :e i ‘:e
n 1

managed their busi
nesses for a numb
er of year
S,

owne
rs/managers might have
they m

ay not ili
have the ability to access finance, t0 achieve 1

> ow costs of
or to accommodate financial accessing proced

ures.

thesised direction.

financial information and access t
0

The path coeffic
in the hypo

This indicates that

ﬁnan 3 . .

cial information has 2 positive and significant €

(Tal o i

e 33 and 34). As stated 11 literature it was expected that fi
inancial

ers/managef

rovide own
pation of enterprise financial

for the eval
ance. The findings suggest that the

information would P

ac i i
curate information useful

;on do not only communicate useful

nvey SMEs credit quality

situations, and rest

e of fin anci
. on but als0 co

preparation and us
;al positio
why about 73 percent of the

ME’s financ
confil’l’n

information on S
s the reason

. ders. This
rmation for decision-making

to financial prov!
pancial 1 info

prepare
ndings of Ratnatunga, Romano

owners/managers

n for this
) and Holmes and Kent (2003)

The explanatio

993), Mason 2P
eking external equity.

o SMEs are se
uch as angel financing

and Lourens (1

that financial i

e good ﬁnancial information records

186



There is iti
a .
lso a positive and significant relationship between financial
cia

nance. It was indeed expected that SMEs with

lev i
erage ratio and access t0 fi

higher fi i
n i
ancial leverages arc more likely t0 have a lower ability to a
ccess
] leverage ratio has significant positive

exte :
rmal finance. Business financia

effect o Financial 1eve aoe ratio 4enote e ability

n access O finance. I'in ja] leverage T tio denotes th ility of
SME ccess capital M e €
s to access apital arket. One of the listing crit ria of Ghana Stock
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the ability of SMEs to m
reduce financial providers’

ance. All
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willingness t
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ity of the firm

er the abili
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jent for

The path coeffic
The hypothe31s that male
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ans because women’s
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cess to
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n
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t this relationshi
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the relationship between these two fa

using PLS and

2.870 using OLS. The result suggests that

t-statistics of 3.032
than larger firms. However
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d with providers 0
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laid down procedures.

Another male respondent ]lamented:

All that my bankers require iS collateral, if I can find a

my loan applicatiot, [ get my money. No

security 1o support
the number of employees I

bank will ask me questions about 1

have in my business
ion concurs with the suggestion of Beck and

This potential explanatl
ers with smaller business size are

Demirguc-Kunt (2000) tha
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also in a better positio
t around market failures by
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mall and Medium-scale Enterprises
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access 10 finance and performance

is one of the
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t. Access to finance 1

performance- The P
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performance. SMES should be ab

ce. Thus, this hypothesis is

in Table 35 and
le to perform better

major obstacles ©

ould overcome the barrier to

accepted. Owners/m
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performance in terms of profitability, sales growth, return on assets, cash flow,

and job security.
g of access to finance and

Table 35: Path coefficient, 1statistics and p-value

performance using PLS
served variables Path Coefficien

Path between Unob
0_0778** 1.6515 0.0496

ACCESS -> PERF

t t-statistics p-value

- Slomﬂcant at 0.05 level
Source: Field data, 2012
-yvalues of access t0 finance and

Table 36: Path coefficients -statistics and P

performance using OLS
{-statistics P value

p
ath between path Coefficien Robust Std. Err

Unobserved
2.250 0.025

Variables — 0.052
“access > PERE 00

= 51gmﬁcant at 0. 05 level

p between access to

S 2012
ource: Field dat. cicm G Slgmﬁcant relatlonsm

s reported by Bhaird and

), that access to

L akovlevéd 2
ucey (2006), 1ak0 . sarides (1999)-

(2004), Bukvic and
in SME P

finance as a key factor

of gmall and Medium-scale

Investment readmess
Fntexpries nt red adiness on performance, three
i vestme

ent readiness in this study:
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e mVeS
ed ;
constructs Were develoP e, Owners/managers experience,
. ng
Onslstl

adiness: mprisiﬂg financial leverage ratio,
(0]

owner/manage’
g in terms of financial

education, age- )
’ reﬂdmess" )
sence, education,

g experie

and size: and
2 that Own

information. It



busi i
ness size
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financial information would have a positi
itive effect
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anagers’ age, sexX and

performan
ce, and that the relationship between owners/m
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be negative. The path coefficients

C

with the objective ar
¢-statistics and p-values of investment readine
sS

T
able 37: Path coefficient,

a
nd performance using PLS
Variables Path Coefficient f-statistics  p-valu
-value

Path between Unobserved
AT 17237 0.0427

AGE -> PERF

E)D(l: :>> :;I;RFF 0.0464 0.8545 0.1966
0.0593 1.2069 0.1140

FI -> PERF 0.1274*** 2.9557 0.0016

FLR -> PERF 0.0000 00839  0.4666
0.0339 0.7387 0.2302

0.3716 0.3552

SEX -> PERF
SIZE -> PERF 0.0030
* M .
*:* ) S}gnlﬁcant at 0.01 Jevel
- significant at

pvestment readiness

d p.values of i

Table 38: Path coefficient, t-statistics an

g OLS

and performanc¢ usin
{-statistics p-value

obuSt Std Err.

Path between

Unobserved

Variables
AGE -> PERF 0.021"" - e
EDU -> PERF .0.009 0.034 -0.270 0.789
i oo 0.019 1210 0.113
FI -> PERF 00444 oo T o
i o 0.564 1470 0.141
s - EKS 0.209 0730 0464
sEX > o 1.680 0.094

:** significant at 0.0 !
** - Signiﬁcant a 05 level
- signiﬁcant at 0.10 leve

Source: Field data, 2012
191



n e

investment readi
iness variables and
performance of SMEs usi
using both PLS and
gers, and financial

OLS. Th
e path coefficient between the age of owner/mana
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an d . . N . B
sex had no significant relationship with

performance-

The path petween age and performance is supported, as the f-statistic
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ve. The finding was

performance. This M2
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ey a & Matlay, 2004;
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pomted out that owners/managers need to h
ave

0
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know
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Find‘mgs fro

rma[lce.
ed and managed their business for
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o be positively related to

Financial information was predicted 1

erf .
performance. The path coefficient between financial information and
performance provides statistically significant and positive results that confirm

quality financial information positively affects

this hypothesis. In other words,

performance. That i, access 10 accurate, jmportant and timely financial

information enhances owners/managerS’ satisfaction with their businesses on
indicates that, of the 11 types

s. This analysis 1

the various performance measures
business stability and income

idered in this studys

of financial information cons
preparing financial

to look after family &

information for decision—rnaking

by SMEs in Ghana. Hughes (2004) argued
¢ being able 0 access finance, but

that SMEs are unable 10 perf rm well by jus
eit. In other words, even

ay los® it simply pecause they do not

finances they
rating matters that they can draw

that they need

if SMEs have sufficient

have timely financial inform
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n financial leverage
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g (2000) in Ghana and V
atnabar (1998) in
ily on internal equity finance

Au i indi
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is relatively gcarce. Moreover banks d
> 0

sinc i
e credit for start-up enterprises 1
o not have a track record of

not w . .
ant to risk lending t0 new enterprises that d

performance.
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ss to

¢, This means there is 1O significant relationship
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Ghana would

ers of gMEs in

owners/m
anag
anations for the finding

5. There ar¢ two potentlal expla

fe
male owners/manager .
qve dom minated the sector for much
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irstly, female owner/manag®t in
ir lower educational

longer periods tha? male

of ACCESS to f yment (Boohene, 2010). Also

rmal emplo

qualifications and lack
anagers: owever, 8¢ more adaptable 10 change, more
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female owners/m
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Of 6mp10y3359
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1999; Knight
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2006)-

(FOlkera
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c . - 4
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Most researchers
angenberg (2004)

penefits from government
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] resources. The
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cant difference between
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Another explanation could be how business size was measured in this study.

iness size using both number of employees and

Most studies measured busi
fixed assets. Only number of employees Was used to measure business size in

this study.

¢ readiness 01t performance through access to

Indirect effect of jnvestmen

finance
ed with testing for indirect

This section presents results associat
ME perfonnance via access to finance.

erform this statistical test. The test aimed at

influence of investment readiness 01 S

The Sobel test wWas used to P
nvestment readiness to performance is

seeing if the indirect path from the 1
(Baron & Kenny, 1986). The

ificantly different from Zer0

statistically sign
r the indirect effect of age

posmve and significant at a one-

on performance t
f0. 10.

irect effects using

tailed significance® Jevel ©

Table 39: Path coefﬁclent, t-

PLS

Indirect Effect
0.7828 0.2171

AGE ->ACCESS -~ PERF 0,0276
EDU ->ACCESS~” PERF 0.0966 12574  0.1046
0.0051
EXP ->ACCESS™ PERF 20001 2,532(6) ous!
0.06 .
FI ->ACCESS-~ PERF .0.0694
pPERF 6 03659  0.3573
FLR ->ACCESS~ 0,051
pERF 03706  0.3555
SEX _>ACCESS-~
SiZE->ACCESS~ pERF .
wx _ signiticant ® g(l)(l) i:,e]
* t at
- significa? 5012

Source: Field data,
196



l i

processin
g costs, access finan i
, ce with low collateral re i
quirements and s
0 on)
managers. Also, the finding indicates that ability to acce
SS

than older owners/
ws that younger owners/managers had

fi
inance enhanced performance. This sho

highe

gher performance than older owners/managers:

The influence of education o1 performance through access to finan
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Thus, there was no indirect effect of education on

W o
as not significant.
gested an insignificant

e. The results sug

ccess to finance-
rmance through access to

performance through 2
yestment readiness and perfo

relationship between in
the earlier findings

as not in the expected direction,

finance. Though this W

diness o1

access 10 finance and investment readiness

educational

between i
etween investment rea
nship. In Accra,

ant relatio

on performance showed al
_Thus the level

level does not impact o% access 10

of education of OWners

t of experience on

Performanc e.
the indirect effec

ath coefficl
Although the results

The p
not signlflcant

performance, experience had no

performance Vi
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indicate that access to

indication of their ability

impact on access to finan“™
an adequate

ve business performance.

operated the business mig
and to imprO0
t effect

of financial information on

and preparedness to
r the indirec
ant as shown in

is posmve and signific

information p051tively affects

performance throu

Table 39. In other



perfor
mance through access 10 finance. Access 10 accurate, important and

ances owners/managers’ satisfaction with

timely financial information enh

their business performance.

ancial leverage ratio on performance through

The indirect effect of fin

nt. The result suggests that financial leverage

access to finance is not significa

g to finance of SMEs. Owners/managers of

ffect on the acces
eive that finance providers

ratio has no €
olis might pere

SMEs in the Accra Metrop
the business rather than financial

r factors such as the assets of

leverage when making decisions about invest

considered othe
ing in SMES- Accordingly, there

ith lower financial leverage ratios

e to SMEs W1

owners/rnanagers did not perce

their ability t0

nce advantag

was no performa
ive that having a

through access t0 finance, a5
access finance. This

d enhanc®

lower financial leverag® wou
part of owners/managers regarding
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investment decisions, and

what finance prov!
a means

justified the importanc® £

readiness.
pe rforman nance was

ct effect of
ance through

The indire
ffect on perform

, several studies

male owners/rnanagers are now

(2010) have ‘
evel of education:

of business size on

not significant. As explained

rs/managers’ main goal

performance throu
earlier, business siz€

of doing busin®s® is



surviva ;
]. Owners/managers would mainly rely on internal equity since most of

t - .
hese businesses do not require huge capital.

al model results

Evaluation of structur
ateness of the measures, the next step is

After establishing the appropri

g the theoretical model. The predictive power of

to provide evidence supportin
e R squarc values of the endogenous

was assessed by th

the structural model
procedure suggested that

the bootstrapping

e R square from

constructs. Th
ercent of the

access to finance and investment readiness contributed 31 p

1. The Averag

¢ Varianc® Accounted (AVA) for the R

variance in the mode
greater than the benchmark of the

square was 22
These results indicate the

recommended 10 percent (Falk & Miller, 1992)-

soundness of the model.

ing PLS and OLS: Based on

Conclusion
The hypothesised models were tested usi?
the factor loadings, som! jtem$ were dropped- These Wer® remeasured to
Struc al model in this study was then assessed

confirm their reliabilities: :
g were summarised on the

to be sound. The results ©

basis of the objectives of this study-

o~y



CHAPTER EIGHT

SUMMARY, CONCLUSIONS AND RECOMMENDATIONS

Introduction
the summary, conclusions and recommendations

This chapter presents
to knowledge and areas for future

of the study as well as the contribution
research. The summary comprises what the study set out to do, the
e conclusions are derived from the

methodology used and the key findings. Th

the recommend

ations are pased on the findings and the

key findings while

conclusions.

re formulated. The

external finance and
c objectlves we

achieve this general objectives &
d the interpretive research

study was

_Data on investment readiness,

philosophies, henc€ th .
MEs were collected in the

access to external financ®
ct the sample from each

Accra Metropolis-
g used 10 sele

of SMEs were

of the eleven sub- metr"pOl

each were organised for focus

surveyed using ques
’  of 14
questions. Besides: ©

f focuS gro

group discussions by

secondary dat? source®
o and ord
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hypoth ,
potheses and to meet the objectives of the study. Descriptive and content

analysi
alysis were also used for data analysis.

The key findings as they related to the specific objectives of the study

have been summarised as follows:
the Accra Metropolis Wer

wners/managers favoured sole

1. The sampled SMEs in e male dominated and

(92%) of the ©

form of business O

the majority
wnership. Nearly one-

ietorship as the legal

propr
textiles and

rises were into clothing, jewellery,

quarter of the enterp
ave managed their

owners/managers h

¢ 40 percent of
s. About 44 percent of the

fashion. Abou
business for not more than five year
:ons. Many SMEs had

petition and limited access to finance as

46.2%) of the SME
had benefited from such

high growth rate and stiff o
s were aware of

ess than half

the major problems: L
ut only one SME

govemmental assistance

assistance.
wners/managers had less than 10 years

cent had more than 30 years

of the owners/managers had

working experience-
d tion an 21.3 percent of owners/managers
uca
were mainly financed

m of tertiary €
_The SMEs

¢ debt financing of between

44.9 percent us

’nformaﬁona and financial leverage

1
anagefs, .
m . NS wlth a

ent i bu ’
ial
ccess to external

of education, years of
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experience and the sex of owners/managers had no significant

o external finance. Size of a business

relationship with access t

recorded a significant relationship with access 0 external finance, but

was not in the expected direction. Finaneial information recorded the

cess to external finance, as the t-value was 3.24

highest influence on a¢

with a p-value of 0.00.

ce of SMEs tly and posmvely influenced

The performan
pected direction. Access to

by access t0 external finance
ed a major performance of SMEs,

external finance play
ginesses tO thrive and

f owners/managers’ in

| situation These in turh would enhance investment
anager satisfaction

the firm’s ﬁnancia
wner/m

d Jltimately ©

a’[iOI’IS,
n on assets, and

in the business: oper
retur

roﬁtability, growth in sales;

with the firm’s P

jal information had positive

stability-
a d ﬁnanCla
e level of education

cars 9
managefs and sizé of business,

ragé ratio, 5
, . with performance of SMEs.

investrnent

ship
MES through access 10 external

ificant relationship between




financial leverage ratio, sex of

education, years of experience,

iness) recorded an insignificant

owners/managers and size of busl

relationship with performance through access 0 external finance.

Conclusions
jated with access to external

he factors 4ssoc

A growing interest in
finance and performance of SMES has long been recognised. The findings
indicate that owners/managers of SMEs in the Accra Metropolis feel more
confident about their ability t© contributé to economic development by
y also have

operating proﬁtable, efficient and growing businesses 1f b
confidence in their ability 0 access external finance-. Ability to access external
g are 1O contribute 1O economic

if SME

finance 1
it 1s reasonable to conclude

development. Based O°
rnal finance can be explained by

0 external finance is significantly

Western studies:
cera mctropohs

related to the performaﬂce ¢
, nt readiness i a crucial factor

e characteristics of investment

information, financial

influencing access to
readin ke age ©
ess like a8 to access to finance. The

ics affect the ability

leverage and pusiness
: 1e pred! . :
results indeed confir™ the P . ol ow that business ize

g of smallness and

to access financt:
enables owners/man ﬁnance- Again, in relation to
. pility acces

ners/managers of

¢ study that oW

newness, and incr

business readiness: it



SMES W. Wi vV \'[ (+] |e ty
lth 10 1 i

finance ‘+h hi
_ SMEs with higher financial leverage ratio may hamper the ability t
0

oviders. For pusiness information quality
?

mee i
t the requirement of financial pr
financial i
1 i i
al information was found to be jmportant in pursuit of the performance

goals of growth and proﬁtability.
ntion that developing the investment

support the conte

The findings
0 access external capital.

e their ability t

read:
eadiness of SMEs will increas
ms of SMEs through policies that

nancial proble

Go
vernment response 0 the f1
(that is interventions

that increase the suppl
jes disrupt the

e to the perfo

S on prOduCt

SMEs. Such polic

ive SME activities- Instead the SME

nable SMEs improve their

c .
ounter-product1V

S’ . . b4
ignalling effect of incent1vé
es that €

d by programm
quality financial

sector will be well serve
and us€ of

s through pre
bout ﬁnancial requi

information in making decisions 2
investment readiness of SMEs in the

i )
nvestment readines
rements and use. These

findings suggest

Accra Metropolis 10t on

enhances their performan°e°

Recommendations
and the following

Based OB
by making assistance

o develop

_-nA



should be encouraged to join the various promotional institutions and

e acquired from the promotional institutions should be

nted by the SMEs to ensure the growth of their enterprises.
ions should include

of promotional institut!

the knowledg
impleme

Intervention programmes

st of inputs and managerial training to develop

the reduction in the co
his calls for training in Proper record-keeping and

the right skills. T
ecords to make and

n from financial T

e of informatio
monitor the use of finance.

effective us

ecisions for fi

support d
ify the record-

Exposure t0 informatio

1so necessary-

keeping process is a
n among owners/managers,

Given the relati
d be met through

training needs an
hlghly participatory, mnovative and rnaterial-leSS techniques. Peer
ed. Mor€ flexible forms of skill

made available 10 SMEs.

by prornotional jnstitutions should
rm gro and development. [nstitutions like

te
scale Industries, Business A dvisory

. nal Board for gmall-
d consultants can play

o5 in this regard-
external finance should be

by reducing the

| finance- This would

ducation to access



Contribution t0

1.

go through the rigid procedures to

ext
ernal finance without having to

accessi
essing external finance.

hould make owners/managers aware of th
e

Pro i i
motional ipstitutions S

increased fi 1
in i i i
ancial risk 1o their business 35 financial 1
everages
es their attractiveness to finance

in
crease, and that this in turn reduc

providers.
market (AIM) for SMEs

thout having to pay the huge

would help them to ac
ternal financing: The AIM should operate like

interest charges on €X

change but di

s the activities of only

is would enhance the performance of

small and medium businesses.
tional develo

a henc® na

pment.

SMEs in the are

knowledge
owledge include:
atistics indicated that

The study’
and inferentlal sta

The results from
cy theorys developed in
It was noted

the Pecking Orde

| equity is
g of mternal equity become exhausted,

availablé to them. Their

and 1
¢ of financing is consistent

ontrlbutlon of this study



s; in particular the extent to which access to finance is

f SMEs.

Accra Metropoli

influenced by investment readiness O

inks the investment readiness factors

This study develops 2 model that |
_ It integrates various

to access to fin
views on the direct effect of investment readiness on access to finance,
ct of investment readiness O the performance of SMEs,

ness on the performance of

nvestment readi

finance- The study produce

nships among

the direct effe

ect effect of i

and the indir
d an empirical

SMEs through access 10
sised relatio the factors in the

model to test the hypothe
investment readiness

theoretical model. The

provided a holistic analys1s

factors on SME access 10 finan

ave been used to represent

ody of knowledge

a vital role in €



g constraints to accessing finance were

literature. The followin

cess to outside equity capital, costs of credit

identified and adopted: ac

S, collateral requirements, and loan accessing

loan processing cost
procedures. Gjmilarly, the observed variables for investment readiness
prior Jiterature. From the review of literature,

were developed from
readiness and information

owner/manager readiness, business
hree dimensions developed to measure investment

readiness were the t

readiness.
gression analysis or

4. Research into SMEs usually employs multiple €
OVA to evalu

cal technique

preaks new ground by

ate access to finance and performance.

MANOVA or AN
s such as SEM to test these

modern statistl
presenting a

Few have used

relationships: This study: howevers
attempt in applying both PLS and OLS 0 analyse data
. Not many empirical

major and bold
discussions

d these methods and Sobel’s test

direct and indirect influe

ave use

E iteratur®
nce of

studies in SM
ugh the performance of

Areas for future research -
identiﬁe the followwg

Accra Metropolis’



1. T
he research framework and hypothesis for this study could be

ude the influence of environmental

expanded and modified to incl

factors on business performance-

d to only manufacturing and trading. Future

2. This study was restricte
ore whether the investment readiness effect is

research should also expl
ary stage of production in the

applicable to other sectors such as prim

uld provide insight into the role of

country. T his ¢O further

nhancing SME

s’ ability t0 access finance and hence

governments in€

their performance.

re is the need

to duplicat® the research in other parts of

generalised

3. In addition, the
of this research can be

Ghana to con
arried out in other

across the whole country-

se petwee

a long time
ffects of individual and organisational
e ©



BIBLIOGRAPHY

Abo .
r, ], & Biekpe, N. (2005). An empirical test of the agency problems and

frica quoted SMEs. SA Journal of

al structure of South A

h, 20(1), 51-65.
o we explain the capita

capit

Accounting Researc
e, N. (2006). How d
Africa? Evidenc

| structure of

AbOr, J°’ & Blekp
¢ from Ghana, Journal of

SMEs in sub-Saharan

Economic Studies; 36(1), 83-97.
ort system for small and

| clusters: A supp

Advani, A. (1997)- [ndustria

medium-scale enterprises:
5, Washingto? D

private sector development. World Bank

C: World Bank

the

Occasional Paper No. 3
urship? Small Business

Aernoudt, R. (2004)- Incubators:

23, 127-135.
F. Yo & Boatens C.

and Managemer

developed fo

Tool for entrepren®

Economics,
(2002).

o-Kwaky®

Amoak
t of Small and

Akplu, H. F.
Developme”f
r the

Entrepreneurship
Course MOdlllC

Enterprises.

Medium scale
Ghana Institut® of Management and

started small: Liabilities of

implications. Research in

age and S
ehaviour 8:165-198.
(2003). The Impact oflnterest

Poor and



ole of women in Ghana’s economy [cited 15"

Am
u, J. N. (2006). The r
Available from Dt -//library.fes.de/pdf-

August,  2010].

mgibyg_l;os/ghana/02990.pdf
uniqueness and the theory of financial

An
g, J. S. (1991). Small business

] of Small Business Finance: 1 (1):1-13.

management. Journd
nance for privately held firms. Journal of

An
g, J. S. (1992). On the theory of fi

nce, 1 B): 185-203.

Small Business Fina
wih in Ghana: 1960-2000,

Aryeetey, E., & Fost,

Cambridge: AERCG
H., & Steel W.F.

—NuakOha A

(1994), Supply and pemand for
.on Pape’ No. 251,

Duggleby T., Hettig®,
mall Scale Enterprises in

Aryeetey, E., Baah
Financ® of Sma
(pp 12-45):

Ghana, worl
Washington DC: world Bank
5 F. ( nces of reform in

As

faw, K. & Jones,

Economics
°

transitional cconomies nter?
26(1); 194 — 210-
Asian Productivity Organ anizatio 20022 Enhanci’s SME Competitiveness i
ader and C. P Gupt
the Age of Globalzzation. dited by upta
tion
Tokyo: Asian produ activity aniza! ) y
titi
Asian Productivity Jnizatio? (2002b) SMEs 1 ompetifivé arkets
. zation
. Asi activity orga™
Tokyo: Asianl pro e e .
Bani, J. (2003) Micr9 enterprise deveé )4
nhed-
Legon. UnpY bhs - ok s
Bank of Ghana- 20° el ® o™
" cor?: puck Pr¢
200 007)- Ann ual Rep?”

Bank of Ghana- (

11



Bank of Ghana. (2008). Annual Reports. AcCTa: Buck Press.

Bank of Ghana. (2009). Annual Reports. ACCra: Buck Press.

“Gender Entrepreneurshz'p and Competitiveness: Results

Bardasi, E. (2008).

from Enterprise Survey Data.”
D. A. (1986)- Th

ological Research:

e Moderator—Mediator Variable

Baron, R. M., & Kenny
Conceptual, Strategic,

jon in Social psych

Distinct
and Social

and Statistical Considerations. Journal of Personality

Psycholog).
S. (1999)- Small firm pehaviour in Sri Lanka. Small
13 (3) 201-217-

Beck, T., & Demirg-Kunt, A. (2006). Access 10 finance,
2006]-

Batten, J., & Hettihewa,

nomics
The World Bank,

Business Eco

Available from

2001

60,00.html

Beal, D. & Goyens M (2005)

Wwiley & Sons:

Belcourt, M., Burke, R &
in Canadﬂ-

business owners !

on the Status of WO

Be Blottnit? N .
Iry, A., von . economlcs



Berger, A. N. & Udell, G- F. (1998). The economics of small business finance:

The roles of private equity and debt markets in the financial growth
rnal of Banking and Finance, 22:613-673.

& Silver, L. (2000). C
in Swedish SMEs. Small Business

cycle. Jou
ontrol Aversion and the

Berggren, B., Olofsson, C.

Search for External Financing

15 (3): 233-242-

Economics,
and the financing of

Bhaird, C. M. A, & Luceys
r read at

Evidence from an [ish Survey- Pape

at Copenhagen.
n P. Bumns & J.

(pp. 35-46)

Dewhurst (Eds.),

London: Macmillan-
V. (1992). InfOrrnanon asymmanes

Binks, M. R., Enne% c. T
0 gmall firms. Internatzonal Small

531.
DeVitty L

Bititci, U., Carri® * t

anagemen y ‘ '
nesses:

measureme
ed small bust

Small Business



9 O. l
um

sized industries i
stries in Ghana. Accra: Anansesem Publications

tent Variables. New York:

Bollen
, K A. 1989. Structural Equations with La

John Wiley & Sons-
Bolton J
E. (1971). Repor! of the Committee of Inquiry on Small Firms

London: HMSO
he Personal Value Systems of

, Differences int

B
oohene, R. (2010). Gende
. Accra: IFE Centre for

Small Busines

Psychological Studies.
V., Thurik, R.

& Wit, G- D (2004). The value of human

rmance of start

Bosma, N., Praag, M.
the business perfo

stments for

ial capital inve
23 (3)» 227-236.

and socl

sS Ec omlCS:
(1999)- Financial

ups. Small Businé
g Enrhardt M. C.

Brigham, E. F. G#pins L.
Practice. Florida: The Harcourt College

Management: Theory ¢

Publishers
). Financial

B .
ukvic, V., & Bartleth T
. . Review

Slovenia. Eco
) 161'1 81 .

Eastern Europé 50

Buttner, E. H. ( 2001)-

An application Y

(3), 253-269-
5. (1992) et

Bygrave, W.D- & Tipom©™> ™
usines®

Boston: Harv



Bygrave
s WD, Hay3 M-, Nga E., and Reyn()lds, P. D. (2003) Executive

Study of [nformal Investing in 29 Nations Composing the

Forum: A
Global Entrepreneurship Monitor. Venture Capital, 5:101-1 16.
countants' services to small

Cameron, A. (1993). The range of public ac
ealand survey- Accounting Forum 16 (4),

business: Results of a New Z

81-97.
c., Galdamez, E- V- (2002). Continuous

C., Gerolamo M.
ment of SME Clusters, Creativity

rmance Manage

Carpinetti, L.
Innovation and Perfo

16(4), 376-38%

(2006). BYPaS

ompanies. Journ

Innov. Manage-
sing the financial growth cycle:

Carpentier, C., & Suret, J- M.
al of Business Venturing

Evidence from Capital pool C

21 (1), 45-73-
i i ] jal In ormation Systems.
Carrington, A. S- & Howiths G. (1983)- Financi ife ystems

ison of small business and

Victoria: Pitman-
LA compar

Carter, R. & Van Auke? )

position statement

accounts. Journal
al Journal, 8

Cassel Grag>
ell, C., Nadin, 5~ pmarking . An Inernatio”

benchmarking in
economic strategy 1o

(3), 212-22-
C.

Privatization
m Conflict 10 Recovery in

Castel-Branco,

Mozambiqu® In
ity PI’CSS-

Africa, oxford ynivers!



l .
a

ss O i i
f Canadian national sport organisations. Canadian

16 (2), 126-133.

effectivene

National Spor! Organizations,

ancing and financing practices: A

Ch
oy, C L. (1990). Sources of business fin
and Asian countries. Journal of Business

comparison among U.S.

271-275.

tly asked questions -

Venturing 5 (1),
Partial Least Square &

C
hin, W. W. (2006). Frequen
2010]. Available from

[accessed 15" August;

PLS-graph 2004

hin/plsfa htm.
and report pLS anal
ook of partial Least Squares:

w to writ€ up an ysis. In V.E. Vinzi,

Chin, W. W. (2010). HO
(Eds.), Handb

W.W. Chin,
.690). Berlin Heidelberg:

Concep!s, Methods

Spl‘inger-Verlag.
& Hutchinson, . (1996)- Small Firm Growth, Access
tructure: Review of Issues and an

OnOMICS) 8, 56-67.

Chittenden, F., Hall, G.,
F'nancial S
] Investigation. mall Business

f geogra hi
Christensen, J. L- (2007): ent of 8208
ita tal. " European Planning Studies 15, 817- -833.

cal specialization in

venture ¢ap
onal Journal of Productivity

P, & Albertis
) ]nternatl

Cocca,

measurement systems i
59 (2)

and Performaﬂ‘?e .
D. (1996)' Fin
ey of small business



Coleman, S. (2004). Access 10 debt capital for women- and minority-owned

small firms: Does educational attainment have an impact? Journal of

trepreneurship, 9 (2), 127-143.

Developmental En
11 firm use of leverage: A €0

S., & Cohn, R. (2000). Sma

mparison of

Coleman,
men and women-owned firms. Journal  of Business &
Entrepreneurship, 12 (3), 81-98-
response t0 the HM Treasury /

Confederation of British Industry- (2001). CBI

Small Business gervice €0

nt on: 'Investment

s equity finance for growth'.

readiness: helping enterprises acces

London.
L (1980). Organisational

Connolly, T., Conlon, E- ], & Deutsch,
effectiveness: A rnultiple‘""I‘Stiwency approach- TH¢ Academy of
i :
nt Review: 5

edium-sized enterprise in

Managemé
mall and

Developmental

Entrepreneurship, 6

Cook, P. (2001). Finan®
developing
ster, Finance

(D), 17-40.
). Financé an

Cook, P., & Nixson,
meﬂf, ’
e Workin

ise peveloP
ch progra™

Manche
Enterpris Paper

and Development Resear



C )
osh, A., & Hughes, A. (1994). Size, financial structure and profitability: UK

companies in the 1980s. In A. Hughes & D. J. Storey (Eds) Finance

Small Firm, London: Routledge-
97). European SME financing: An Overview.

and the

Cressy, R. & Olofsson, C. (19

ess Economics, 9 (2), 87-96.

ctices and Socioeconomic

Small Busin
Attainment, The

Crook, C. J. (1997)- Cultural Pra
erience. Westport,
Cunningham, B. M- Nikolai, L. A & Bazley,
r business decisions Orlando, FL: Harcourt Brace

CT: Greenwood Press.

Australian Exp
J. D. (2000). Accounting

information fo

College.
ts of a Nation-wide Survey on Micro,

Daniels, L., & Ngwira, A- (1993), Resul

d Medivm Ente

rprises in Malawi, GEMINI Technical Report

ications
and Small Scale Enterprises in

emini Technical Report

Daniels, L., & Fisseha,
survey> O

ent Alternatlves Inc.

gment with asymmetric

ing, 12 (1), 24-

Dcvelopffl
). Ri igk asses

Deakins, D., Mark
ljournalof Bank Mar et

information- The |

product quality and intragroup

31.
M. (1996). Trade cred

Deloof, M., & Jegers,



Dovi
vi, S. (2006). A framework for differential reporting: A response to ISAR's

accounting and financial reporting guidelines for small and medium

sized enterprises, Confederation of Asian and Pacific Accountants

e-based approach 1o the study of expert

Dhanaraj, C. (2003). A resourc
nagement, 14 (3), 242-261.

urnal of Small Business Ma

performance. Jo
(2000). Introducing LISREL: 4 Guide

A., & SiguaWws J. A.

for the Uninitiated. T housand Oaks, Cal
. (2002). Exploring

investors in Australia, Venture

Diamantopoulos,
ifornia: SAGE.

Douglas, E. investor readiness:

assessments bY
urial Finance, 4, 219-

yrnal of Entreprene

Capital: An International Jo

236.

Eccles, R. (1991)-

Business Review
S, (2004)- Access to finance

Eeden, S. V., Rhakadu, M., SharP> G.
at the 49" ICSB World

- A small buszneSS

English, J. (2001):
(8"ed.), Crows Nests

T. & gorheim

Erikson,
investors. Tec

Esperanca, J. P-» Gama AP .
e AR Empiric©

Debt Policy of D
7, 8 isé
J EnterP 00d Cliffs: prentice-Hall.

of Small Business an

Etzioni, A. (1964)- Mode™






Ferraro. C .
, C. (2003). Executive summary: Capital formation, the Peruvian case

Seoul: Asian Credit

study. In The 14th ACSIC Training Program.

Supplementation Institution Confederation.

Fi
ischer, E. M., Reuber, A. R & Dyke, L.S. (1993

). A theoretical overview

and extension of research on s€X gender and entrepreneurship. Journal

ring, 8 (2); 151-168.
Enterprises in Lesoth
ical Report No. 14, Washington

of Business Ventu
o: Summary of a

Fisscha, Y. (1991). Small Scale

Country-wide Survey’s Gemini Techn

elopment Alternatives Inc.

(1991), 4 €°

e o
in Swazz'land 4 Gemini Tec

D.C, Dev
untry-wide Study of Small Scale

hnical Report No. 24,

ual issues of linkage in the

A. (1982)- Concept

nberg’ D‘
The Academy of

Ford, J. D. & Schelle
qnizational

of org

performance-

assessment

Management Review,
ctural equation models

Fornell, C., & Larcker, D: F.
ond mea . Journal of

with unobservab

ok of Monetary Economics.

Research,
Han andbo0
ndbook in Mathematical

Marketing
o, & Hab B (1999

Friedman,

n K. J. Arrow &

Economics- AmS
Sma
n, (1995)°
_ RobsO . Hal jwanger a0 nd Schuh Working

Gallagher, C-» &
64-67.

iss€
Even Furthe? D ournabs 13,

Paper. nternatio”

221



G . . .
arengo, P., Biazzo, S-, Simonetti, A., & Bernardi, G. (2005)- Benchmarking
MEs, The TOM Magazine, 17 (5),

on managerial practices: tool for S

440-455.
H.E., & Manning, R. A. (1993). A factor analytic

Gaskill, L. R., Van Auken,
iness failure. Journal of

study of the perceived causes of small bus

4), 18-31.

s Management, 31
). Factors contributing to the

L. A. (1993
ght from Singapo

Small Busine

T.S, & Meng,

Ghosh, B. C., Kim,
re. Journal of Small

] SMEs: An insi

success of loca
ourship 10 G 33

ss and Entrepren -46.

ancial informati

Busine
making: An alternative

on for decision

nance, 1 (3),

Gibson, B. (1992)- Fin
of Small Business Fi

small firm perspective. The Journal

221-232.
uming ||rati0nal" use of ﬁnanCial

yrnal of Small Business

Gibson, B. (1993)-
he JO

information within
2 (2) 163-174:
to ﬁnancial structure in small

Finance,
002 USASBE Annual

dat2

Ghana Statistical Ser

Socio-econoﬁllc
nd Housing Census.

Statistical Service
o Ghand gtatistical Service.

| summaries of listed

ﬁnancia




International Journal of Entrepreneurial
ia

entrepreneurial firms.

Behaviour & Research, 4 (1), 18-27.

oena, S. K. (2002). Financia

small and medium-scale ent

| intermediation for the poor:

Gockel, A. G. & Ak
erprises in

Credit demand by micro,

her assignment for financial sector policy? IFLIP

arch Paper 02-6, University of Ghana: Legon

g, G. P. (2000). Fin

Graduate Bust

Ghana. A Furt

Rese
ancing small-scale manufacturing

Godfried, A. O., & Son
hana. Master Th
mmercial Law,

996). Report 0
par ared for the Deve

esis, iness School, School of

firms in G
Goteborg University.

Economics and Co
n Rural Finance in Two

Graham, D. & Quattara, K. (
lopment Bank of

Provinces in South Africa Pre

nt: a review of current

jonal Journal of Production

1993). Integrated P¢
5. Interndt

Gregory, M. (

practice and emerging &

30 31); 281-96:

small qnd medium enterprises in

Economicss
and oxporting of

owth
thoughts on policy and scoP

Gumede, V. (2000)- Gr
¢ for further research.

Process, and

Transforma! ion-
T athal’ﬂ,

derson

gaddle River, NJ: Prentice

Hair, J. F., AP

Multivarz‘ate

Hall.
223




Hair, J. .
F., Sarstedt, M., Ringle, C. M., & Mena, J. A. (2011). An assessment

of the use of partial least squares structural equation modelling in
ing Science DOI

marketing research. Journal of the Academy of marketi

10.1007/s 11747-01 1-0261-6.

(1998). The financing preferences of small firm

Hamilton, R. T. & Fox, M- A.
f Entrepreneurial Behaviour, 4(3),

owners. ]nternational Journal

239-248.
Assessing the scale of the equity gap.

M. (2006).

iness and Enterpri

Harding, R, & Cowling
e Development, 13 (1), 115-

Journal of Small Busi

132.
Oriented Strategy Jor Small and Medium-Scale

Hallberg, K. (2000)- A Market-
_ Washington, D. C: The

rporatlon.

Finance Co
ital structure. Journal of

Enterprises- In
ank - International
99D T

World B
e theory of cap

Harris, M, & Raviv, A

(1) 297-355.
tructure of small businesses

Finance, 46
Haynes, G. W. & Haynes, D. C.(
of Small Business

owned by women in
ome Based Employment and Family

. oss: Helping Enterprises
Business Service.

. of the financial structure



Holm .
es, S. & Kent, P. (1991). An empirical analysis of the financial structure

of small and large Australian manufacturing enterprises. Journal of

Finance, 1 (2); 141-154.

Small Business
demand for finance: a research note

Howorth, C. (2001) Small firms
usiness Journal, 19 4),

Ww.F., & Snow, C.C. (1989). Strategy, structure, and

International Small B 78-86.

Hrebiniak, L.G., Joyce:
n C.C. Snow (Ed.), Strategy,

d future research. |

performance: Past an
an resource management: (Pp- 3-54).

and hum

organization desigh

wich, CT: JAI Press-

Green
ity Information and

g, R. y. (1999)- Quali

working in the private

ement society of Great Britain. Record

ement Journak ) 3,2003 ppl 17-122.
(PLS) in strategic management

s. Strategic Management

investment decisions of

Hutchinson
ry issues, Small

the small own
nomics> 23 1-23%

Entrepre”e

Fmance in Russia. Paper read at

Business Ec
t Tweentee, Nederlands.

T. (2004)-

il Perf

Iakovleva, confere nce
(] ’
g business success

er UmVC rsity
{orS affectin

Furopeal S
et 2008 T
: n
Indarti, N- & Lang® N ences from Jndonesia. paper read at 12th
ev

Emplrlca

among SMES:



chnology Small Firms Conference, 24-25 May, at

Annual High Te

Netherlands.

cial and Economic Research (2006). The State of the

Institute of Statistical, SO
Ghanaian Economy 2006. Accra. Institute of Statistical, Social &
Economic Research (ISSER), University of Ghana.

¢ is key for success in SMEs strategies (in

Jamkajornkeat, K. (2005). Knowledg
e-Education.

Thai). Bangkok: S
], & Lightfoot, G.

1., Kitching,

mall firms: An @

49. London: Chartered As

(1996). Financial

Jarvis, R., Curran,
ACCA

[ternative perspective. In

management of §
sociation of Certified

Report No.

ot, G. (2000). The use of

Accountants.
& Lightfoot,

Jarvis, R., Currai, -
a in the measurement of performance

of small Business and Enterprise Development,

72, 123-134-
w. (1989). Small business in Australia:

ey: Allen and Unwin-

P. (1998) gtrategy and financial policy in UK

o5 Financé
Evolutiol of Industry- Econometrica,

& Accountmg, 25 (1/2), 1-27.

Jovan
rences in orgamsatzonal

01). A8¢ diff

pnual Conference of the Society

Kabacoff, R- I.,
ad at the 1

CA.

hip-
JeadershiP sych nology at San Diego;

for Industrial a



Kalyuzhn
ova, Y., & Ta ]
ylor, M. (2001). Transitional economie B
s: Banking,
Hampshire ; New York

s lnS.Hunml ,B lng k’

: Palgrave i
; . )
n association with The Centre for Euro-Asi
-Asian Studies

(2002). The role of education and self:

K .
angasharju, A., & Pekkala, S
empl in Fi
ployment success 11 Finland. Growth and Change 33,216
,216-237.
anufacturing performance: 2 new challe
nge

K
aplan, R. (1983)- Measuring m

ccounting research, The Accounting Review, 18 (4
2 )9

for managerial 2

686-705.
anced scorecard: the measures that

K
aplan, R. & Nortom; D. (1992). The bal
drive performance Harvard Business Review, January Febru

§ ary, 71-

79.
vironment for Promoting

), The policy En

P. (2000
¢ in Ghand and Malawi, Finance

Kayanula, D. & Quarteys

Small and Medium
ent Research

Gized EnterP" is

Programme Working Paper Series no. 15

and Developm
anks: Is conflict

. & WatSOI‘l,

inevitable? Natz’onal e

Kease
y, K
arterly Review May, 33-40

& Brackers

Keats, B. W
conceptvd

performancei
12(4), 4155
& Jahaﬂ,

e were in fire, now we are in

Business,
R. (2004)- w

Nathana D'
n rural Bangladesh. IFAD-

O-Cl'edit and

clations i

Kelkar, G-,
cndel' 11

organisations. New York: Harcourt



ing.

New York: The Guilford Press.

Kna
pp, J., & Kemp, S. (2003). Accounting handbook 2003. Sydney: Prenti
: ice

Hall.
f discouraged borrowers. Small

Kon, Y., & Storey, D- J- (2003). A theory ©

Business Economics, 21, 37-49.
factors internal t0 the business

Kotey, B. (1999). Debt financing and

ational Small Busin
h, G.G- (1997). Rel

s strategies, and €

ess Journal, 17 (3), 11-29.

Intern
ationships among owner/manager

Kotey, B., & Meredit

1 values, busines

usiness Managemen

nterprise performance.

persona

Journal of Small B
Services and

Netherlands pean Network
ervatory of Europear SMEs 2

puropean C°
. (1970). Deter™
ological Measure

e interface of organizational

EIM Business & Policy Research in the
d Intomart.

KPMG Special
for SME Research, an

Euro
003, No. 2. In SMEs and

(2003). Obs

ss to Finance:

mmission-

Acce
ning sample size for research

I’gan, D'
ment, 30, 607-610.

Krejcie, R. V.» & MO
S. Educational an
R. A

d Psych
1997 Th

performance. B

activitie
usiness and Society,

and

36 (2), 194214
). The Failure Syndrome. American

& Clute, -
35-43.

] Busines> ’

Martina B" &

R., Madge Ao
s and Regulations:

Larson, C. Mo

Journal of S™
). Design Principles for

Mills, J- (1998
Lattimore,
Productivity Commission

Small Business

StaffResearCh Pa



Leeds, R. S. (2003). Financing Small Enterprises in Developing Nations:

Learning from Experience. White Plains: Transnational Publishers.

cles to developing indigenous small and medium

Levy, B. (1993). Obst2
gsessment, The World Bank Economic

enterprises: An Empirical A

Review, 7 (1) 65-83.
f Small-Scale Industry in Africa and the

Liedholm, C. (1990)- The Dynamics ©.
Role of Policy- Gemini Wworking papers Washington DC.

Mead, D (1987

). Small—scale industries in developing

Liedholm, C., &

ies: Empzrzcal

Evidence and Policy Implications. International

countr
Economics, Michigan

inancing of NTBFs: An

ort Actors Venture Capital, 3 2,

s from SuPP

to the financial

Small Business

14, 55-63
gers' preferences for financing:

Ola * H
& Mazzal ME paper read at The 51st International

4 Conference at Melbourne,

pusines® advice from pusiness OWners to would-
artup
) St Manage™ ont Journdl 60 (1), 10-13.

Lussier, R- N- ¢
L. (1996). Testing a model of

A dvanced

tre reneurs- >
be entrep 2 Campbell’
g in @ latent variable

elkers R. b~ e
articipation rocess

Magner, N-

co gnitive

229



structural equations framework. Accounting and Business Research 27

(1), 41-50.
MAI 2005 [accessed 10

Market for Alternative [nvestment (2005). About

February 2005]- Available from

mmjbmw2.set.or.th/set/mai/en/about/about.1'SQ.

sociates (1995). Financing Growth: Policy Options 1o

Marsden Jacob As
ustralia’s Small and Medium

Improve the Flow
ouncil.

G M. (1998)- Basics of structural equation modeling. Thousand

a: SAGE publi
T. (20002)- The Size of the Informal Venture

Maruyama,
cations.

Oaks, Californi

R.

Mason,
Business Economics, 15:

.. .4 Kingdom- Small

T. (2000b). Informal Venture Capital and the

nt Growth Businesses. In D. Sexton and H.

trepreneurship. Blackwell

ment readiness: A critique of

for venture capital.

Regional Stu | . (2004) [mproving Access to Early Stage
Mason, C- M., & Hamson, | mics: A New Approach To
Venturé Capitel o 19: 159-173-
d risk-taking propensity of

31-35.

eadiness'

yestmen
In Jifferences

anagement, 26 (1),



ein, V. (1999). Factors influencing

Mazzarol, T., Volery, T- Doss, N., & Th

ps- International Journal of Entrepreneurial

small business start-u

Behaviour and Research, 5(2), 48-63.

iness Finance: Theory and Practice. (5" ed.)

McLaney, E. J. (2000). Bus

London: Financial Times Prentice Hall.
A. M. G. (1995) Understanding the small

n R.G. P, & Stanger,

McMahon,
eory and

enterprise financial objective function. Entrepreneurship: Th

Practice 19 4), 21-39.
failure. Credit

McQueen, J. (1989)- The causes &0 essons Of business

ent, October: 24-25.
view of ME financing schemes in Ghana. UNIDO

Mensah, S. (2004)- A review
15-16 March, Accra.

Managem

ipancing SMEs,

WorkshoP of F1
ness performance of

Regional

J. V. (2002)- Pr

gtitutions and busi

Mensah, omotio
the Central Region in Ghana.

Small—scale industries: E

f Economics:

The Indian Journal 0
(1999). Financial policy and

Poutziouris,

N., Chittenden, .
n UK SMESs: Empirical evidence from

Ec onomics 12 (2), 113-130.

[accessed 20 August

255%20%20discu

d vocational education and

Entr prenc
i H. (2004)-
Mitra, J., & Matlay nE stern Central Furope- Industry & Higher
1O
training gsonS
-69-
Educatio™ (1) 53

731



F. i
, & Miller, M. H. (1958). The cost of capital, corporation

f investment. The American Economic Review

Modigliani,
finance and the theory ©

48 (3), 261-297.
M . . - .

odigliani, F., & Miller, M. H. (1963). Corporate income taxes and the cost
ican Economic Review, 53 (3), 433-

of capital: A correction. The Amer

443.
ector restructuring debt consolidation

(1997)- Banking S

Mullineux, A. W.
financing in formerly centrally

and small and medium-sized enterprise Ji
gopadhyay (Eds.), In

hi: Allied Publishers Ltd.

stitutions Governing
nal of Finance, 39, 575-

592.
S. & Kul'aﬂ(o, D F (1994). A pr0posed

Naffziger, D- Ww.,
n. Entrepreneurship

research model ©

), 29-42.

practice 1 183
o & sma all scale ente

Theory and £'r
rprises. 4 handbook on

NBSSI (1990)- supporting ™

Enterprisé pevelo
Richards, H., Platts, K. & Bourne, M.

J., Gr CgOﬂa
Measure of

Neely, A. Mills
Your Business: Cambridge: Works

(19962)- Getting the

1\/Iana,<;€>ment
RiChardS’ ., Gregory, M. & Bourne, M.

A., Mills, 1., platts, K.
and testing a process

ping

for performance

Neely,
ring Strate&y (EurOMA

Develo
Ma anufactv

Stem dCSigna
.476). London: London Business

(1996b)-
measulrerﬂent
C onference

gchool-
232




. te l},

Agency.

chometric Theory 2" ed). New York: McGraw-

Nunnally, J. C. (1978). Psy

Hill.
licy for small scale pusinesses: A guide for the

OCED (2004). Effective PO

jew process and S

rategy plan for micro, small and medium

policy rev

ment. Pparis: OECD

enterprise develop
ues. [online]. [accessed

trepreneurship and growth: Tax iss

OECD (2005). En
ences Technology and Industry.

10/6/2008]- for SCi

from world Wi

OECD (2009)- Methods 10 Monitor @7
opment. paris: O

Rurdl Devel

de Web: http://wwW.oecd.org/

Available
cts of Agricultural

4 Evaluaté the Impa
ECD.

ary OD gaps in funding for moderate ,,non-

United Kingdom, Venture

Policies o7
(2007). A cO

« growth smal

Oakey, R. P
in the

1 businesses

/ Journal of Entrepreneurial Finance, 9 (3),

ted model for inﬁastructural

223-235-
Oliver, L & palmer, = 1998)- An integra
) mentatio of performance measuremem; Performance
ple
M ment Theoty and practice (Conference Proceedings),
easure
i i 5.702.
Cambridg® piversity bridg® 69
hn on D (2003)' SCI'Vice CqUity, SatiSfaCtion, and
Olsen, L L~ & JohnsO™ |
t saction—speciﬁc to € ulative evaluations. Journal
joyalty rom
arch,? 3) 184-19



OSCi B Ba -
Py . ah
NuakOh, A., Iutu, K.A., & Sowa, IJK (19 3) Impact
9 . Ol

_scale enterprises in Ghana. In AHJ

structural adjustment on small
Helmsi
sing, & T. H. Kolstee (Eds), Structural Adjustment, Financial
ia
Poli .
olicy and Assistance Programmes in Africa, International Research
arc

Journal of Finance and Economics-lssue 39.
P . . .
almer, K. N. (1994)- Financial information used by small independent
n
rnal, 64 4), 70-72.

retailers. The CPA Jou

Panpiamrat, K. (2005)- Syccessful SITa

tegies (in Thai). In SMEs Strategies (in

Thai). Bangkok: ge-Education-

Papadaki, E., & Chami, B- 2002 Gr

owth determinants of micro-businesses

mall Business Policy Branch.

in Canada.
of Self-Employment and

Parker, S. C.

Entrepreneurship.

Parker, R.L., Riopelle, R, &

to Lzberalzsatzon
artment Series.

Paper No. 2715
capital and pusiness start-up Success: Journal of

). Intellectual

Pena, 1. (2002
p tal 3 ( )

In rellectudt Ca
s of lending relationships:

Perterson, M A & Rajan, R © (1994
vidence from small pusiness data. Internatzonal Small Business
evl
Journdl, 13 (1) 80-83- o
3 1985), Small Business inance: A Research
Pettit, R. R+ & gingeh E. (
47-60.
Agendad Financt Manage”’ent’ 14 G
&P gh S (1994). How 10 get @ PhD: A handbook for
Philips’ E, M,, ugtt . .
h { sup r viSOt’ (2nd Ed) BUCKlngham: Open Unlverslty
an d ! elt

students



P I eS . i i W 9 I T
? (0)

Rec i e
lS .

Phillips, D. J. (2002). A gen
progeny transfer among Gilicon Valley law firms, 1946

nce Quarterly, 47(3):474-506.
main obstacle to growth? EBRD's

The parent-

1996. Administrative Scie

). Is Jack of funds the

Pissarides, F. (1999
and medium-sized businesses in Central and

erience with small-

e. Journal of Busine
nar, J. (2000)- Objectives and constraints of

11 and medium-sized enterprises in

exp
ss Venturing, 14, 519-539.

Eastern Europ

Pissarides, F., Singel, M., & SVei

idence from sma

entreprencurs: ev
pe- Journal of Bus

iness Venturing, 14, 519-

Central and Eastern Euro

539.
ssment of the prospects of

A. (2009). The assé
na: The views and pe

1 IBER and TLC Conference

mpOIlg, .
rception of some

Poku, K., & Fri

re capital financeé in

ventu
a. Ninth Annua
NV, USA
) Woodward, A. Parkin and J.

¢, PoliticS: power and Policy in Australia,

s and failure rates of small businesses

the Succe
information. Ed.D

). 4 study of
thesis, George

Potts, A. J. (1977
¢ ofaccounting

and the use or on-us
i i p.C.
washingto? niversuy, Washmgton,
S (1989). Contrasting leaders

& Eitzeh
e of athl

1 o ffectiven®™

hip styles and

etic teams. Social Science

Pratt, S R-
. The cas

organizationa

Quartefl)’ ’
235



Preacher, K
\ .J.,&Leonard i
elli, G. J. (2006). Calculation for the Sobel
el Test: an

Carolina at Chapel Hill,.

). The degree of in
ternatlonalization
and the value
of

Riahi-Belkaoui, A- (1999
e, Journal of [nternational Accountin
8,

Auditing and Taxation, 8 189-196.
Ramanujam, V \% 9 o
2 . i
] , enkatraman, N., & Camillus, J. C- (1986). Multi b
. i-objective

as
1 29 (2), 347-372.

f Management Journa

analysis approach- Academy @,
Ratnat
unga, J- Romano; C. Lourens, L- (1993). Fi
. nancial
hip in the Small Firm. Sydney: Addison-Wesley
& Cox, L.W. (2002). GEM

Entrepreneirs

Bygrave w.D-
g Marion Kauffman

Reynolds, P.D.,
Ewin

:yn and London

Foundat1o
Chiliya, t of level of education and

(2012). Tmpae

all grocery shops in South Africa

roﬁtablllty of sm

f Business

Roberts-Lombard M., &

experience o
Management and Economic

Internationa ournal
Researchs 3(1), 462-470

gwierczeko ©
in Southeast Asia

eadership and orgamzatlonal

Rodsutti, M- C.
multinational

effectiveness in
LeadershiP Organization pevelop™é
& gmyrnios: K. X (2001)- Capital structure

aneWSki,
[ of Business

Roman09 C A T

decisiorl

Venturiﬂg’

236



Rwingem
gema, H., & Karungu, P. (1999). SMME Development i
in

J D
ohannesburg’s Southern Metropolitan Local Council: An Assess
: ment,

Development Southern Affica 16(1).

S .
aetre, A.S. (2003)- Entrepreneurlal Perspectives on Informal Venture Capital

Venture Capital 5 (1), 71-94.
Saffu, K., Aporih, S- Elijah—MenSah, A., & Ahumatah, 1. (2006). 4 study of
1] tourism ventures (Stvs).

ance factors of sma

Paper read at

the perform
| Business World Conference,

The 51st International Council for Smal

Australia.

at Melbourne,
F. M, & Brayshaw,

M., wilkes,
& Decisior Ma

R. E. (1999 Financial

rnational Thomson

Samuels, J.
king. London: Inte

Management

Business Press:

Sandberg, W- R & Hofer c. W (1987)- [mproving new venture
£ strategy>

performance: The role ©
Journd of Business Venturing % 5.28.

industry structure, and the

Palgrave Macmillan.

entreprene’
ampshires

accounting and other economic

of the small and medium enterprises

Sarapaivanich, .
ancing decision

information inf1
facturing sector 1 Bang
rsity of New England.

kok, Thailand. In Special

in the plastic m

ce and panking Umve

ct of Jemand-side issues in

topics ir finant
006)- The effe

B. (20
Sara aivamch, Kotey:
p A fi nds " erfo o rmance of SMEs in Thailand. Paper
ssin terht
accessing 51st Intematlo al C cil for gmall Business World
read at the S
lia
Conferenc® elbowr P ustra

7137



pment Institute, 111 Westminster Bridge

Reports, Overseas Develo

Road, London SE1 7JD.

St
eel, W.F., & Webster, L. (1990). Ghana ' Small Enterprise Sector: Survey

t Responsé & Constrainis, Industry Series Paper 41

of Adjustmen
Energy Depts Washington D.C.

World Bank, Industry and
r, L. (1 991). «Small Enterprises in Ghana: Responses to

Steel, W.F. & Webste
ries Paper, NO- 33,

Industry Se
artment, Washington:

2). *How Small

The World Bank Industry

Adjustment ,

and Energy DepP
Enterprises in Ghana Have

L. (199

Steel, W.F. & Webster,
ic Review, 6(3):

djustrnent , he World Bank Econom

Responded to A

423-438.
. the measurement of organizational

Quarterly, 20 (4), 546-558.

_Credit rationing in markets with imperfect

ess. Admmzstr ative ¢ Science

ic Review, 71 (3) 393-409.

| business sector. London:

nderstandlng the sl

and SME Policy; World

ick UK.
asic needs of the

T ochnologY
:ma province Thailand (in

r Small and Medium



integrati i ini
gration and extension. Administrative Science Quarterly, 34, 91

109.
Willi
illiams, K. (1984). Why small pusinesses fail: Testimony propos
es
ManagementAccounting, 65 (1),
(2001). Financial bootstrapping in small

solutions. 16, 73.

Winborg, J., & Landstrom, H
Examining small business managers' Tesource acquisition

businesses:
USiness Venturing, 16 (3), 235-254.

behaviors. Journal of B

tems Analysis by P
d by P. Nijkamp, H. L

artial Least Squares. In Measuring the

Wold, H. (1985)- Sys
eitner and N. Wrigley.

Unmeasurable, edite

e Netherlands: M

rinka, S- (2001)-
;i Economy (in Thai): Department of

artinus Nijhoff.

Dordrecht, th
Contribution of Thai SMEs (in

N., & Shuntha

Worachattarn,
Es BUIId Tha

Thai). In SM

jal promotion:

Industrl
¢ of Small Enterprises.

and Developmen

World Bank (1993) Employme™
on: World Bank-

elopment Indicator Database. [online].

SITE/EXTERNAL

Washingt
World Bank (2006
/DATASTATIS

Available: :htt

TICS. [Access ed:
06). "University spin-

" ResearCh Policy 35: PP 481-501.

Key issues of accounting

out compani¢s
& Lin B. (2003)

G. YV~
gtralian case studies. Industrial

242



E., & Seashore, S. E. (1967). A system resource approach to

Yuchtman,
s. American Sociological Review, 32 (6)

organizational effectivenes

891-903.
). Planning and performance of small and

Yusuf, A., & Saffu, K. (2005

se operators in a cou

43 (4), 480-496.

medium enterpri ntry in transition. Journal of

usiness Managemen

). Business Research

Small B
(5™ed.). Fort Worth,

Zikmund, W. G- (1997 Methods.

Texas: Dryden Press.

243



APPENDICES

APPENDIX A

QUESTION NAIRE FOR OWNERS AND MANAGERS

Introduction
d to elicit information on investment readiness,

of SMEs in the Accra metropolis
d of Doctor of Philosophy in

This questionnaire is being use

s to external finance and
ments
the University ©

acces performance

as part of the require
the questionnaire by ticking the

Development Studies in
You are assured

selected for this purpose-
ovi

Kindly complete
n the spaces provided.

de answers i
rovided. Thank you for your

appropriate boxes or Pr
nformation P

of confidentiality and anonymity o1 i

cooperation.
Section 1: Characteristi s of SMES
ds to your answer to each
:ate bOX that correspon
Please tick V the appropr?
question. |
f {lowing b describes the form of your business
1. Which of th 0
ownership?
O Company [] Other (Please

o partnership

[] Sole trader
y as are relevant to

e tick | as man

specify) »
2 (Pie
2. What is your usiness pe(s)’ (
YOU) . SerViCe D Other (Please
turing
Manufac
] Trading
i b’ Lot :.....-... ’ l
specify) S » s e o
pusings
3. What is (are) yo
Health products
to you) 0 Aglm;ultural roducts ] p
ket it

[] Grocery/ Sul’e"mar




[] Appliances []  Clothing, textile, jewellerf,—l Furniture, wood and

(] paper Educational

.......................................................

[ Other (Please specify)
of employees YOu currently have in the

4. Please indicate the number

business.
-
W No. of employees
 —

| —
Part time and casual

5. How many of your emp
No. of employees
Categories of Employees
Close family members //—-—
peen in operation?

.
ve??
oot
00000
--------------------------

-----------
----------
......

..................................

.o
et
oo®
pov?
X
oooooooo
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e
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et
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PrXd
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oe*
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oot
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oe?
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e
s
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oooooooooooo
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ve®
XX
0t

PR
e
ot
X
X
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e ®
sec?
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see



8. Are you aware of any governmental assistance {0 SMEs in this

metropolis?

[ Yes [J No
your business ever benefited from any of these assistance?

9. If Yes, has

[J Yes [J] No

of these govemmental assistance that your business

10. Please mention any

has benefited from

.................................

.....ooo.oono-l-Aoclvcnooat
ces .,..........--....
sssssccenes o....o.......-.-oo-ov-00
M sessssese

---------------------------------

.o we . ..oo.co-.-..o-po....-.
ene vevevaceee’
casve .....-...o-..-.
se coven®
.o .e FOPPYTEEL LA
cesassosesec?

wecsnenere®®
.......-.....
FPPTYY IS
PPPTEIA LN
cose eaveso®®
ssessevee cosssececre’t
eevsssves

Section 2: personal Details

11. What is you sex?
Female

[0 Male u
q}

arital status*
ur [] Separated

12. What is YO
] Divorced

[] Married [] singl®
DWidowed yhen you started this business?
you
13. How oM were
....................... | ’ .
.................... cation 1 quallﬁcatlon or nearest equivalent

< yourl pighest © nior High School or equal
14. What 18 Y D i school J
O No education )

T ertlary
1 [

[]Senior high hool ©* T
D Other (PleaS peCIf)’) Lee?



id you major in, if highest education level is above JHS/

15. Which area(s) d

Middle School?

[] Arts [] Sciences (] Vocational/ Technical

] Business

.........................................................................

[1  Other (Please Specify)

perience before you commenced your current

16. Did you have any working €X

business?
[] No

0 Yes
16) is Yes; how many years of experience did you

17. If answer tO question (

...........
ooooooooo
--------
-------
.................
ooooo
..........................

............................. e plan
18. Does your pusiness have an existing business P
No
[] Yes [
] finance
abilityt acc SS externa

Section 3: cap your pusiness financed?
19’ HOW was ..........................

.......................................... | o Plese

.......... £ deb ot start-up of this busid
urce
50, What were e
evant 0¥ ou)
tick N as many as are rel ] Overdraft
[] Trade credit [] Family loan
. draft
] Leasing D Bank over
] Bank loa
ify)
] Others (Ple se spett
247



21.W
hat percentage of your start-up capital was debt (both long- and

short-term)? ..c.ceeeeeesess
at start-up of this business? (Please

99. What were the sources of equity

many as are relevant to you)

tick V and complete as
[] Family and friends

[] Personal saving
[] Venture capital

] Angel financing

...............................
.........
ooooo

] Others (Pleas¢ specify)
23. Has your business ever sought additional capital
1 Yes [J No
) why your business has never sought

mall(] Wwould like to maintain control of

[] Would like 1o keep b siness S
the business

[] Cost of capital iS high [] Seeking process 1S complicated

CJTime to raise cap! ital is 100 ng []Can get money from retained earning

[] Busines sisn growing I:] Do not know how to access capital

[] Assume® apphcation would b° demedlj Do not have information about
sources of capita

]  Other (Pleas® spec!

................. ; quest102 is Y€S hat Was the purPose(s) of seeking

’ IZi::l capital? (Pleas® fick ¥ many 35 2% relevant ©© YO

[ prevent ! quidity proble™ [ncrease the level of current assets

revent
[JPurchas® fixe assets
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[0  Replace existing assets [  Re-financing current debt

[ Personal use

[J Other (Please specify)

ST EE R EE LR S A

e
0000000
e
............................................

additional capital did you seek? (Please tick y all applicable

26. What types of
e successful in obtaining additional capital)

boxes whether or not you wer

[JPlough back proﬁt[] Family and friends[_] Leasing

[] Personal saving
[]  Trade credit from suppliers

[] Issue of share€

[] Venture capital
[] Bankloan

[] Family loan [] Bank Overdraft

[]  Hire purchas®

..................................................
sees

ecify)
ing to obtain the capital?

O Others (Pleas® sp
ounter when tryin

g did you enc

27. What problem
are relevant O you)

ick \ as many as

qUIty capltal

ccessing outside

(Please t
[JHigh costs of @

[]Lack of access 10 €

equity

O] High fees and charg®
. gmall businesses

L Banks ar® not interested ins
to0 long [] High collateral requirements

is tO
application and

[] Timeto get loant
[] Complex

ap®

erwork roquireme

[] Too much P

processing procedures

[] Lack of under

se SpeCif}’) .
e reasons given

[[] Other (Plea were th

‘led to @ ccess
9 (P1eas® tick J as many
t meet requirement

28. If you fal s are relevant 0 you)

by capital pro ovide

] Lack of collater al



ncial information [] Poor prospects for

[ Poor quality fina
management
] Poor business performance [] Insufficient information
] Lack of experience [] Poor credit record
] New business start-up [] No reason given
[l No business plan [] Gender issues
[ Other (Please specify)
29. What percentage of your current capital is debt (both long- and short-
ferm)? corerereerre T
30. What are the sources of debt currently used in your business? (Please
tick N as many 25 are relevant © you)
] Overdraft
] Trade credit
O Family loan
[]  Leasing
O Long-term loan
[]  Short-ter™ loan
lease Specify) ....................
U Others * f the following factors in
Jassify the lrnportance o
c
31. How would ¥0 ) umber for each of the statements
al7 (Please

accessing ¢aP
3=Moderately Important

below using !
’ rt t
_ mewh tImpo
1=Not at all Important 22
4=Important
s—ery Impor®™
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a. Ease of accessing equity capital

b. Low costs of accessing equity capital

c. Low interest rates

d. Low processing costs

e. Low collateral requirements

f. Simple loan application procedures

32. How would you ind

using the following scale)

1=Very poor 2=Poor 3=Average
good
a. Ability to access outside equity capital
b. Ability tO achieve 1oV costs of accessing

equity capital
c. Ability t0 achieve w interest rat®
sts

1

1

jcate the ability of

r for each of the stateme

2

2

4=Good

3

4

your business t0 access

nts below,

5=Very



34. If Yes, who prepared the financial information

[] Part time accountant_] Full time accountant

] Owner

] Auditor

aring financial information? (Please tick v as

35. What is the purpose of prep
many as are relevant t0 you)

[] Management [] To ascertain profit

O Tax purpose
O Check perforrnance ] Support loan application

O Legal requirement

] Other (Please specify)

cial information to support your pusiness decisions?

O No

36. Do you us® finan

O Yes
If yes,

please skip question 36
ate the extent 10 which you agree or disagree with the

37. Pleas¢ evalu
s to why you do information.(Please

not use financial

using the following

following 1635
circle @ pumberl for each f the statements below,
scale)
1=strongly Disagr®® Disagre® 3=Neutral 4=Agree 5=Strongly
Agree
a. Businessd pot keeP fin cial
1 2 3 s 5
fOrrnation I cords
i 1 accurat 2 3 s .
b Finan01al info ation as 3
4 5
i not UP 1o dat® 1
C. Fmancial info tion was
ontaine
i ial in ormatlon c
d Fmanmall | 2 3 4 |
nadequate infor atio

g2



e. Financial information was incomplete 1 2

f. Inadequate knowledge and skill for

using financial information provided 1 2 3 4 5
38. How would you classify the importance of the following financial

to your business?

each of the statement

information
s below, using the following

(Please circle a number for

scale)
portant 3=Moderately

2=Somewhat Im

1=Not at All Important
s=Very Important

Important 4==Important
1 2 3 4 5
a. Incom¢
1 2 3 4 5
b. Balance sheet
1 2 3 4 5
c. Cash flow statement
1 2 3 4 5
d. Budget
1 2 3 4 5
debtors balances
£ Aged creditors palances 2 3 4 5
1
g. Current ratio 1 2 3 4 5
h. [nventory turnover 1 ) 3 4 5
i, Returnll on assets 1 2 3 4 5
j. Retur? on equity 1 , 3 ) 5
k. Net profit margi?
uent pasis which your pusiness prepares and
fred
.. the ost ‘
39. What 15 g cial info atio
i . |
ompUte> o o fthe S tements pelow, UsIDg the following
per for eac
n

scale)
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1= Never 2=M
=Monthly 3=Quarte
fly 4=Half Year
ly S=Annuall
y

1 2 3 4 5

a. Income
1 2 3 4 5

b. Balance sheet

c. Cash flow statement

d. Budget

e. Aged debtors balances

f. Aged creditors palances

g. Current ratio 1 2 3 4 5

b [nventory turnover 1 2 3 4 5

. Return on assets 1 2 3 4 5

j. Returnon equity 1 2 3 4 5
1 2 3 4 5

k. Net profit margin
acy of the following financial

classify the accur
number for each of the

40. How would you
Please circle a

ur pusiness’ (
ale)

statements pelow: using th
1=Not at All Accurat® 7=Some nat Accurate 3=Moderately
Accurate€ _Accurat® =Very Accurat®
1 2 3
a. Income 4 5
1 2 3 4
b. Balanc® she 5
1 2 3 4
c. Cash flow staternen 5
1 2 3 4 5
d Budget
es 1 2 3 4 5
e, Aged debtor® palan®
ces 1 2 3 4 5
£ Ag edc creditors I
1 2 3 4 5
. Current ratio
¢ 1 2 3 4 5
h Inventory qurnove
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i. Return on assets
j. Returnon equity
k. Net profit margin

41. Does your business provide th

basis? (Please circle a number for each of the

following scale)
1=Not at All on Time 2=Somewhat o1 Time

4=0n Time
5=A]ways on Time
1 2 3
a. Income€
1 2 3
b. Balance sheet
1 2 3
c. Cash flow statement
1 2 3
d. Budget
1 2 3
. d debtors palances
- 1 2 3
ditors palances
£ Agedcre | 2 3
g. Current ratio 1 2 3
h. InventorY turnover 1 ) 3
i Returnon assets | 2 3
j. Returd on equity 1 ) .
k. Net profit margi?
i agree O disa
até p
47. Pleas® evall N o use
' ore o exPlammg le a number fo
wing circ
o iness de jsion please
ur pust ©
SupPOft e llowmg sca
peloW using fo
tatemeﬂ
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e following financial information on timely

statements below, using the

3=Moderately on Time



1=Strongly Disagree

2=Disagree

Agree

a.

It provided useful inform

decisions

Financial information was available

Financial information was accurate

3=Neutral

4=Agree  5=Strongly

ation to making

1 2 3
1 2 3 4 5

c.
d. Financial information was up to date 1 9 3 4 s
e. Financial information contained adequate
2 3 4 5
information needed 1
ce
Section 5: Measures of performan
isfaction in regard to the following
dicate YOUr satls
43. How would you 1
.| vears? (Please circle a number for
:ous tWO ﬁnancml ye
factors OVer the previo |
fth tatements below; using the following scale)
each of the S - =
. <qtisfied 5Dissatisﬁed 3=Neutral 4 Satisfied 5=Very
1=Strongly D1552 is
Satisfied 1 2 3 4 5
; fitability
a. Satisfaction with pro | 1 2 3 4 5
. Wth n sa es
b. Satisfactiol with &r° 1 , 3 ) 5
on assets
c. gatisfaction re 1 ) ; ) 5
sh flo
d. gatisfaction ca | 1 ) ; , 5
ur jifesty’®
e gatisfactio? with Y0 1 ) . . 5
| o your ndepende”
f S tisfaction with YO
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g. Satisfaction with security in your job 1 2 3 4
5

44, By what percentage has your business grown in sales in the past tw
0

years?
(]o-10% O 11-20% [ 21-30% [ 31-40%

[] Less than 0%
-70% [:] 71-80% [:] 81-90%

[] 41-50% []51-60% [ 61

[J 91-100% [] above 100%

it grown for the past two years?

ntage has your pro
[J 31-40%

[ 11-20% [ 21-30%
[]71-80% [ 81-90%

45. By what perce

[] Less than 0% [] 0-10%

[] 51-60%
above 100%

[] 91-100% [] ab
11 still be running th

46. How likely ;s it that you wil

(] 41-50% [] 61-70%

is business in two years’

time?
omewhat Likely [J Moderate Likely [0 Likely

P rtance of the following motives in

for each of the statements

running ur busines

below, using th followmg scale)
1=Not at All Importan Z;Somewhat Jmportant s—Moderately

t s=Very Important
Important 4’Irnportan 1 2 3 4 |
a. Proﬁtabihty | 2 3 ! 5
b. Growth if sales | 2 3 4 5
c. Retur? on assets | 2 3 4 5
d. Cash Flo | 2 3 4 5
e. Llfestyle
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f. Independence

g. Job security 1 3 4 5
h. Business Stability 1 3 4 5
Income to look after family 1 3 4 5
Creating Jobs 1 3 4 5
k. Contributing 0 community development 1 3 4 5
cH FORT AKING THE TIME TO COMPLETE THIS
THANK YOU veRY M 258



APPENDIX B
FOCUS GROUP DISCUSSION GUIDE

Introduction of Moderator and Purpose of Discussion

graduate student from the Institute for Development Studies

I am a post
rst of all let me thank you fo

University of Cape Coast. Fi r the time you have

today. The purpose of

matters we are going to dis

our discussion is to find out what

made to come here

ly think about the
pecialist for the m

cuss. I am acting

you personal
atters in question intending to teach

here not as an expert O S
yourselves will

you something Of answer your questions- On the contrary, you
rts todays and, therefore, 1 would like to hear what your personal

oses. Your

be the expe
d for purely academic purp

s are. The responses will be use

greatly assured.

idea:

confidentiality is

e basic rules for the conduct of our discussion.

Let me explail
1] take approximately two hours and will be

1. First, .
any failures (like, any preak in recording), my

ake his notes as well. I want to assure you

here to ™
would ever hear anything

gsistan
ne except the vestigation group:
that no oI
her prior 10 PF paration of the report, your opinions
ou could 52Y . .
. ed d your names will never be mentioned
. mmarlz ’
will be su
here . . . N
anyW 4 like 1o heal your opinions regarding every issue
ould I
er, _ .
5. Furth scussed om the Jiewpoint of your OW1 experience.
. 11 be 1S
which Wil
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During di i
scussions no answers wi
ould be treated i
as incorrect, th
, therefore,

please, feel absolutely free to say everything you think

3. . .
It is very jmportant for us to hear each of you. You are absolutel
y not
required 1o answer each question, put, please, try 10 express Y
’ our
ou have something to Say- Besides, allow other

thoughts anytime ¥

o speak as well.

participants t
atters unrelated thereto

You aré kindly requested t0 avoid

so that all of you could

discussing any other m

d what W€ are talking about.

hear and understant

articipants

ng each other.
5. ] will start with myself.

Introduction of P
Please, mention your name, your

Let us start by ;ntroduct

ure of pusinés

occupation and the nat
1. How do yo! define perforrnance?
fluence perforrnance?

that in
think you have done well to increase the

9. What ar€ the factors

things that you

3. Mention some
ur pusiness:

ance of yO
within this metropolis?

tics of SMEs

characteris
ed by gMEs within this

problems fac
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e who were not successful, what reason did the capital

11. For thos

provider give?
12.  How many of you prepare financial information?
ancial information?

4

13.  For what purpos® do you prepare fin

jcipate



APPENDIX D

BREAKDOWN OF THE ELECT ORAL AREAS FOR THE SUB
METROS
Ashiedu Keteke - It consists of three electoral areas - Kinka, Ngleshie
and Korle Wokon.

COIlSiStS of seven electoral areas Kinkawe Osu Doku
2
]

_ Osu Klottey - It
fficial Town/Odorna, Adabraka/Tudu and

Ringway Estaté: Alata, ©
Asylum Dowh-

. Ayawaso East - It consists of five electoral areas Kanda, Nima West,
Mamobi East, Marnobi West and Kwao Tsuru.

~ Ayawaso Central - It consists of five electoral areas’ Kokomlemle,
Aryee Diki, N1mad East, Kotobabi and Alajo.
Ayawaso West - It consists of five electoral areas Abelemkpe,
Dzorwulu, Rom Ridge/Alrport Residential Area, Okponglo and
legon
Ablekum? outh - [t consists of eight electoral areas Gbebu,
M ansralo’ M pong Okai, Korle Bu» Korle Gonno, Mamprobi, New
Mamprobi, 4 Chorkor"
Ablekuma Central = I consists © of five electoral areas Abossey Okai,
Mataheko: Gbortsub Laterbiokos ¢ and Nnenmeete
Ablek 4ma orth - It consists of five electoral areas West Darkumatl,
gast D arkuman g washieme , Odorkor and Otaten

It consists of siX electoral areas Wuoyeman, Blema

ok ke .- Boi weteman d Anumle
Gor> Gbemo™”’ Nii BOT

Y4}



The Sub-Metro is composed of six Electoral Areas

10. Okai Koi South -

Bubi, Gonten, Bubuashie and Mukose

namely: Awudome, Kaatsean,
11.La - It consists of five electoral areas’ Kaajaano, Laa-Kpanaa, New

Mantiase, Ado-Betor and La-Koo.

APPENDIX E
AREA OF EDUCAT JONAL SPECIALISATION
Frequency Percent
4
Business 12 24.8
54 10.8
Arts
Sci 40 8.0
ciences ; 0 o3
183 36.6

Vocational/technic

Below JHS

' a
(Composit® ™ oo (PERE
satisfactio” with proﬁtabflltya]es ( pERF2)
. with growth in® SRFY) 0.53
gatisfact  assets ® 097
. facti ret? 4)
Qatisid 535 oW (PE 0.95
0.93

Satisfaction wi
. e (
. ith jifesty 6
l ence PERT ) 0.91




Access to Finance (ACCESS):
(Composite Reliability = 0.96, AVE = 0.80)

Access outside equity capital (ACCESSI)

Achieve low costs of accessing outside equity capital

(ACCESS2)

Achieve low intere te (ACCESSB)

stra
sing costs (ACCESS4)
ments (ACCESSS)

(ACCESSé)

Achieve low proces
ateral require

Achieve low coll
ess

Handle loan application proc
wmation (FD:

fiability = V-7
inform

Financial Info
(Composite Re
Accuracy of Financial

0.54

0.96
0.97
0.96
0.95
0.92

0.95
0.93
0.95

0.62
0.65
-0.31

0.99
0.76



(Composite Reliability = 0.87, AVE =0.78)

Highest educational level (EDU 1) 0.99

0.75

Area of specialisation (EDU 2)

APPENDIX I
FACTOR LOADINGS; AVERAGE VARIANCE EXTRACTED (AVE),

AND COMPOSITE RELIABILITY USING 500 SAMPLES FOR
ISED MEASUREMENT MODEL)

EXPERIENCE gREV
Experience gEXPg Factor Loadings
jability = 0.82, AVE= 0.67)
0.78

(Composite Rel

Entrepreneurial Experience (EEXP)
0.90

Industry Experience (IEXP)
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