O©oO~NO O AWN -

Original Research Article
PERFORMANCE OF MICRO AND SMALL SCALE BUSINESS IN NORTHERN
REGION OF GHANA: NON-FINANCIAL ANALYSIS

ABSTRACT

The need for the reduction in poverty status oélrpeople through the development of
Agribusiness is of paramount concern to most gawemnts. Agribusiness in Africa is
considered the catalyst for economic growth andepggweduction. The importance of
Agribusiness to the development of Ghana is quedrchowever very little is done to
develop it. The broad question is, are these basewnot doing well? The paper is aimed
at assessing the performance of Micro and SmallinBes using the non-financial
method. 160 Micro and Small Business were survea@dss the northern region of
Ghana using multi-stage sampling approach in 20h2 result showed that the four
most important objectives of the entrepreneurs waeteeved. This included; to increase
level of household income, to increase securitigafsehold income, to enhance business
profitability, and Satisfaction from running own &ness. The most important challenges
identified are, lack of working capital, Poor accds credit, and High cost of credit.
There is agreement among the objectives and clgaiterdentified by entrepreneurs of
micro and small Agribusiness. Entrepreneurs wer@egdly satisfied with the
performance of their Businesses.

Key words: Micro and Small Agribusiness, Non-Finahand Performance

Introduction

In many instances, Agribusiness firms provide mtinke finance, input supply and
advisory services to producers or serve as intearied for improving producer access
to services. In brief, Agribusiness developmeninisvitable. The real issues are not
whether, rather they are how to accelerate, hownture that maximum benefits are
realized, and how to address equity and ensuneefssrin the changes that will be taking
place (FAO, 2004).

Currently there is a growing concern that priostyould be given to Agribusiness (the
food processing industry) in Ghana. The fact i$ éxg@ort earnings from this industry are
substantial. Since women are generally more inwblire processing of agricultural

products than men in many countries in Africa ithe belief that if women in Africa are
given the opportunity, they will contribute subgtalty in the development of

Agribusiness (the food processing industry) andvesolhe persistent problem of
malnutrition and poverty in the rural and semi-urlskammunities (Okorley and Kwarten,
2006).

The small business sector is recognized as an raltegpmponent of economic
development and a crucial element in the effortlitb countries out of poverty
(Wolfenson, 2001). The dynamic role of small anddmm enterprises (SMES) in
developing countries as engines through which ttwwvip objectives of developing
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countries can be achieved has long been recogniter. estimated that SMEs employ
22% of the adult population in developing countfieaniels & Ngwira, 1992; Daniels &
Fisseha, 1992; Fisseha, 1992; Fisseha & McPhet€&1,, Gallagher & Robson, 1993).
Agribusiness in Africa is considered the catalyst €conomic growth and poverty
reduction. It is a business solution to rural poye redistribution mechanisms work.
The Agribusiness initiative is both a strategy teederate development and a business
solution to rural poverty. The vision of the Foal@Agriculture Organization is to make
Agribusiness a more profitable business entity (FAZD04). The importance of
Agribusiness development to the development of @Glsareconomy cannot be
overemphasized as government makes it a majoritgrior the Millennium Challenge
Compact (MCC), which was signed with the Unitedt&taf America in 2006.

With specific reference to Ghana the questions ¢bate to mind are: what is the nature
and forms of Micro and Small-Scale Business (MSis{zhana? How are micro and
small Business performing with respect to theirechyes and challenges? Are there any
linkages between micro and small-scale BusinessPwitmat is the source of funding to
these businesses? What is their business registyataving, record keeping and business
account holding status? It is therefore not facHetg that seeking answers to these
guestions becomes very important in this study.

Seven objectives were set and these included, Sesaghe nature and forms of micro
and small Business in Ghana and the relative immoBnt of women and men, To
identify the objectives and challenges of micro anthll Business and to rank them in
order of importance, To identify the forms and typ® linkages that exists between
micro and small Business, Assess the sources datapmicro and small Business, and
assess their business registration, saving, rekeeging and business account holding
status.

How Should SME’s Performance be Measured7The lack of separation of ownership
and management of a business enterprise is believaliow the goals of the owner to

become the goals of the firm (Naffziger, Hornsbyakt 1994). Given the significant

freedom ‘being your own boss’ has in the pursuitbokiness objectives (LeCornu,
McMahon et al. 1996). Further, it has been repotied many of the stated reasons for
entering a small business are non-financial in rea{@tanworth and Curran 1976). For
this reason, Brush (1992:22) argued that, the &ssent of business performance for
women owned businesses should include not onlynfiah measures, but should
incorporate other measures such as employee stitisiasocial contributions, goal

achievement, and effectiveness’.

Buttner and Moore (1997:34) supported this viewingpthat the entrepreneurs in their
study measured success in terms of ‘self-fulfillinend goal achievement. Profits and
business growth, while important, were less sulistameasures of their success.’
Similarly, Kuratko, Hornsby and Naffziger (1997:34ngued that the intrinsic goal set
suggested by their study emphasized that ‘entrepreal success should not be solely
measured in financial terms’. However, despite thady acceptance of the importance
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on non-financial objectives, research seems to hameentrated on traditional economic
measures of performance.

As noted by Murphy, Trailer and Hill (1996) one amgch to measuring effectiveness is
to relate performance to organizational goals.duld appear that this approach might be
particularly appropriate for SMEs, where the ga#lshe organization and of the owner

are generally one and the same. Hence the reasdhef@doption of this approach for

this study.

Materials and Methods

Methodology

The population of interest for the study were miara small-scale Business operating
within northern region of Ghana. 160 Micro and Sr%alale Business (MSAs) were
surveyed across the northern region of Ghana usialgi-stage sampling approach in
2012. Probability samplinéstratified sampling) was used. The region was classified in
to two categories (urban and rural areas). Thiscqdore allowed us to take a
representative sample with characteristics that ban generalized for the entire
population which it represents. 80 MSA were samgtedh each category giving us a
total of 160 MSAs.

Analysis of Agribusiness Performance

Employee satisfaction, challenges, social contidmst goal achievement, and
effectiveness’ have been used to assess the parioemof Small and Medium Scale
Enterprises (SMEs) Brush (1992:22), Buttner and Mdd997:34), (Rosa, Carter et al.
1996; Fasci and Valdez 1998). Success has beenuradabased on goal/objective
achievement Buttner and Moore (1997:34).

As noted by Murphy, Trailer and Hill (1996), penizaince will be measured by relating
performance to organizational objectives. This apph is particularly appropriate for
SMEs, where the goals of the organization and efawner are generally one and the
same. The objectives and challenges at the stabusihess and during operation of
business will be identified. Objectives that MSAs aatisfied with will be identified and
compared with objectives of the enterprises ideatiat the start of the Business

The objectives and challenges will also be rankethguthe Kendall's coefficient of
concordance.

The level of success will be assessed based olevkeof satisfaction. The higher the

percentage scores the higher the level of suclidbg. percentage of all objectives scores
50 and above then we will say the businesses isesaful with regard to the objective

below 50% then it is not successful.

The Kendall's Coefficient of Concordance



135
136
137

138
139
140
141
142
143

144
145
146
147
148
149
150
151
152
153

154
155
156
157
158

159

160

161

162

163

The Kendall's concordance analysis was used totifgeand rank the objectives and
constraints of Business It helped to establishetttent of disagreements and agreements
among entrepreneurs.

The Kendall's coefficient of concordance (W) wassdisto measure the degree of
agreement amonm set ofn ranks.W is an index that measures the ratio of the obgerve
variance of the sum of ranks to the maximum possibliance of sum of ranks. The idea
behind this index is to find the sum of ranks facte thing being ranked and then to
examine the variability of this sum. If the ranksngre in perfect agreement, the
variability among sums will be a maximum (Matts@886).

This is a statistical procedure, which is useddentify and rank a given set of objectives
into the most pressing one up to the least pressiegand then measures the degree of
agreement/concordance between these constraints ohpettives. The identified
constraints and objective were ranked accordirtheéanost pressing to the least pressing
using numerals; 1,2,3,4...n, in that order. Computihg total rank score for each
constraint and objective, the constraint and objeatith the least sum of score is ranked
as the most important whilst the one with the hgglseim of score is ranked as the least
important. The total rank score computed is thesdus calculate for the coefficient of
concordanceW), to measure the degree of agreement in the rgakiallen Edwards,
1964).

The limits forW cannot exceedl and cannot be negative. That is, it can only bstpe

in sign and ranges fro@ to 1. It will be 1 when the ranks assigned by each judge
(entrepreneur) are exactly the same as those assignother judges (entrepreneurs). If
we letT represent the sum of ranks for each thing beinge@, the variance of the sum
of ranks is estimated by the formula:

T:ZTZ—(ZDZ/n
n

. (1)
the maximum variance @t is then given by:
VarT (”‘ax)-_'n%) 2)

the formula for the coefficient of concordantkis then given by:

- Sr-(>1) mm
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W is simplified as:

" =12‘ZT2 -(>1) /n‘

where;T =sum of ranks for each objective being ranked.
m = number of rankings (entrepreneur) and

n = number of things (factors) being ranked.

Hypothesis and Significance test for W: (F-Test)

Hoi: There is no significant difference in the objeef identified by entrepreneurs of
micro and small Agribusiness

Hi1: There is significant difference in the objectivielentified by entrepreneurs of
micro and small Agribusiness

Ho2: There is no significant difference in the chafjea identified by entrepreneurs of
micro and small Agribusiness

Hio: There is significant difference in the challengintified by entrepreneurs of
micro and small Agribusiness

The Coefficient of concordan®¥ is tested for significance using tRalistribution.

The F ratio is given byf(m-1)W]/(1-W), = with (n-1)-2/m, degrees of freedom for the
numerator anan-1[(n-1)-2/m], degrees of freedom for the denominator (Allen Edisa
1964).

RESULTS
This presents the results and discussion on thefinancial measure of Agribusiness
performance.

The Nature and Forms of Micro and Small Scale Busiess

Analysis of the data regarding the nature and fasfmmicro and small scale Business in
Northern Ghana and relatiievolvement of male and female yielded the follogvin
information presented in Table 4.1 below.
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Table4.1: Gender and Type of Ownership in MSAs

Sex Frequency Percentages
Male 72 45.00%
Female 88 55.00%
Type of ownership

Sole proprietor 154 96%
Partnership 6 4%

Total 160 100%

Males form about 45% and females 55% of small andranBusiness Males are

somewhat less involved than their female’s coumtespin Business There are two main
forms of ownership of Business identified in thisdy; these include sole proprietorship,
which forms about 96%, and partnership, which is #%s quite clear from the results

above that sole proprietorship is the main typewfership of micro and small Business
in Northern Region.

The study identified the Agribusiness activitiestdd in Table 4.2 below,

Table 4.2: Agribusiness Activities Identified

200

Agribusiness activity Frequency Percentagg,
Crop Farming 16 10.07
Agriculture services 3 2.1
Fish farming 1 0.5
Livestock farming 9 5.7
Hunting/Trapping/Game 1 0.5
Food manufacturing/Processing 39 24.1
Beverage manufacturing/Processing 3 1.6
Tobacco manufacturing/Processing 1 0.5
Retail of farm produce 88 55.0
Total 160 100

Food retailing was the major MSA activity surveyepresenting about 55% of the
MSAs surveyed. Food manufacturing/processing aod farming forms about 24% and
10% respectively, the rest are below 10%.

Objectives and Challenges of Micro and Small Busirss

The objectives of proprietors identified before ghart of business is shown in table 4.3.
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Table 4.3: Ranking of Objectives of Proprietors Identifiedf@e Starting the Business

Ol

Objectives Sum of Ranks Ranking;%2
Increasing security of household income 257 1 EEZ
Increasing level of household income 298 2 o205
Continue a family tradition/business 649 3 226
Satisfaction from running own business 709 4 227
To operate own business 872 5 228
To fully employ one self 883 6 ggg
Improving status in community 908 H 231
Limited income from other sources 1124 8 o232
Achieving a flow of money quickly 1131 9 233
Investing in another business 1210 10 234
Limited other ways to earn income 1322 11 235

£50

The objectives identified are ranked in order opartance from the most important
(Increasing security of household income is rankgdo the least important (Limited
other ways to earn income ranked 11). This is rdnksing Kendall's coefficient of
concordance sum of ranks for each objective. Thexplained in materials and methods.

The satisfaction of the entrepreneurs with regartheir objectives set was determined

by the survey. This is shown in Table 4.4 belowschAre of 50% and above is considered
the pass mark for all the columns. Those onesaiced in Table 4.4.

Table 4.4: The Measure of Satisfaction of EntrepreneursidhBusiness Objectives

Objectives Satisfied Dissatisfied Neither Satisfied

(%) (%) Nor Dissatisfied
(%)

To increase level of household income: 62.9 18.5 16.9

To increase security of household 62.4 18.5 17.4

income:

To expand business: 36 19.1 42.1

To enter new markets: 19.1 15.2 54.5

To start another business: 10.7 11.8 64

To enhance quality of products: 20.3 8.4 53.9

To improve status in community: 33.2 2.2 56.2

To increase share of existing markets: 35.9 10.1 46.6

To enhance business profitability: 50 21.9 23

To develop new products: 9 14.6 50.6
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To invest in new equipment/tools: 5.1 19.1 45.5

To invest in new business facility: 10.7 18 52.2
To build the business: 38.7 14.1 40.5
To be an entrepreneur: 42.1 7.3 39.4
Free up time for leisure: 21.9 9 43.8
To understand consumer demand better: 25.3 5.6 55.6
To add value to things already produce: 19.6 12.4 55.1
To invest in another business: 15.2 12.9 60.1
Better fit with other business activities: 24.7 10.1 50

Satisfaction from running own business: 73.6 7.9 14.6

The study shows that some of the objectives seprbprietors of Agribusiness were
achieved as shown in Table 4.4 above. From a fisiventy objectives the study asked
proprietors to identify the objectives they weréis$d with. This was categorized into
four main categories. These include satisfied (Veajisfied and Satisfied), Dissatisfied
(Very Dissatisfied and Dissatisfied), and Neithati§ied nor Dissatisfied. Each category
is scored in percentages. Out of the twenty objestthat were listed, the study revealed
that, only four objectives had a percentage scdres@o and above which the
respondents are satisfied with. These are to;

1. Increase level of household income 62.9%

2. Increase security of household income 62.4%

3. Enhance business profitability 50.0%

4. Satisfaction from running own business 73.6%

Comparing these objectives to those identified smtked during the start of their

business and objectives identified during operatibbusiness, it is clear that three out of
the four topmost objectives were the same onesdh@epreneurs were satisfied with.
Out of the twenty objectives, entrepreneurs wereagotain with ten objectives as to

whether they were satisfied with them or not. Fe Dissatisfied column, none of the
objective scored up to the 50% mark. It is evideoin the study that the entrepreneurs
were generally satisfied with their performancecsithey were not dissatisfied with any
of them. That is no objective scored a pass madeuthe dissatisfied column.

Challenges affecting performance of entreprene@r® wlentified and listed in table 4.5.

They were ranked in order of importance. The resalio showed that, access to working
capital, credit and cost of credit are the threggmost challenges to micro and small
Business with access to training courses beindeid in terms of their ranking. Using

the Kendall’'s coefficient of concordance, the suntheir ranks is used to rank them as
explained in the methodology. Rank 1 means the nngsortant challenge to the least

being ranked 10. Hence access to working capitakss to credit, and cost of credit are
the most important challenges with access to tigisburses being the least important.
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Table 4.5: Challenges that Affect Entrepreneurs Performamncetlaeir Ranking

Validation of Hypothesis
The Kendall's coefficient of Concordance (W) wasdi$o test the stated hypotheses:

Challenges Sum of Ranks Ranking
Access to working capital 282 1
Access to credit 395 2
Cost of credit 519 3
Financial obligation to family 544 4
Financial obligation to community 736 5
Consequences should the business fail 828 6
Keeping reliable records 927 7
Financial resources within business 1126 8
Access to business sport services 1173 9
Access to training courses 1277 10

1. There is no significant difference in the objecsivdentified by entrepreneurs of
micro and small Agribusiness
2. There is no significant difference in the challenggentified by entrepreneur in
micro and small Agribusiness
For the first hypothesis, the F-statistic calcudais 174.88 compared to F-statistic
(Fao,132)) from the table which is 2.32 at 1% level of sig@Ence. Hence the null
hypothesis is accepted. This implies there is ages¢ among the objectives identified
by entrepreneurs in micro and small Agribusiness
For the second hypothesis, the F-statistic caledlas 252.24 compared to F-statistic
(Fo,133y) from the table which is 2.41 at 1% level of sfg@Eince. Hence the null
hypothesis is accepted. This implies there is ages¢ among the challenges identified
by each entrepreneur in micro and small Agribusines

The types and forms of linkagedhat are identified between micro and small Bussne
are listed in table 4.6 below. Out of the businessampled only 66 of them, forming
about 37% were involved in some form of linkagesjdviity of them were not involved
in any form of linkages. Sharing of transportatias the highest score of 24% followed
by joint marketing of inputs and obtaining credithwscores of 18%. Joint production of
inputs and Savings has the lowest scores of ahé@6.1The linkages identified ranked
“informal agreements” highest with about 87%, Coapiees 2%, and Associations 11%.
This means that most Agribusiness linkage agreesiiaké informal forms.
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316 Table4.6: Types and forms of linkages

Linkage type Frequency Percentage
Joint procurement of inputs 5 7.58
Joint production of inputs 1 1.52
Joint marketing of products 12 18.18
Savings 1 1.52
Sharing of equipments 4 6.06
Sharing of transportation 16 24.24
Obtaining credit 12 18.18
Contract supply 9 13.64
Sharing of storage facility 6 9.09
Total 66 100
Form

Informal agreements 41 87.23
Cooperatives 1 2.13
Associations 5 10.64
Total 47 100

317

318 Sources of Capital to Micro and Small Business

319 The study identified sources of startup and worldgagital for micro and small Business
320 as shown in Table 4.7 below. This is to identifg thain source of startup and working
321 capital to micro and small Business

322

323 Table4.7 Startup and Working Capital
Source Startup Frequency Percent
Loan/credit 13 8.13
Household savings 128 80.00
Proceeds from family farm 6 3.75
Proceeds from non-farm business 4 2.50
Gift from friends/family 9 5.63
Total 160 100
SourceWorking
Proceeds from business 136 85.00
Friends/Relatives 2 1.25
Loan from rural or community bank 12 7.50
Loan from money-lender 1 0.63
Suppliers 8 5.00
NGO support 1 0.63
Total 160 100

10
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Household savings is a major source of start ugaldpr most micro and small Business
forming about 80%. Those who had access to crediwumted for about 8% of MSAs
surveyed. Hence credit is a big constraint to menol small Business as reported by
Parkeret al, (1995) and Aryeetesgt al (1994).

Majority of Business obtain their working capitabiin proceeds of the business they are
currently operating. It forms about 85% of the segridentified. The others form less

than 10% of those sampled as is shown in TableHence proceeds from the business
are the major source of working capital to micrd amall-scale Business

Business Features

The status of micro and small Business with regardegistration, savings, record

keeping and Business account holding was establigheery business is expected to be
registered, have an account, keep records and Fhigeis to help in the smooth running

of the Business Table 4.8 below shows the statudusinesses with regards to

registration, account holding, record keeping andrg) status.

Table 4.8 Business Status

Registered Status Frequency Percent
Not registered 94 59
Registered with Registrar General 0 0
Registered with district assembly 63 39.3
Not Applicable 3 1.7
Total 160 100
Account status

No bank account 98 61.02
Business bank account 14 8.47
Use personal bank account for business | 49 30.51
Total 160 100
Business Savings Status

No 85 53.4
Yes 75 46.6
Total 160 100
Record Keeping status

Yes 40 24.7
No 120 75.3
Total 160 100

11
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Most micro and small Business that is about (59%jhe sampled MSAs’s are not
registered with just a few (39%) registered witle tBistrict Assembly. None was
registered with the Registrar General as shownainl@4.8. The implication is that since
these, Micro and Small Scale Business are not filymegistered they are unable to
access credit as indicated in Parker al, 1995 and Aryeeteyet al, 1994.

It is expected that every good Business should haBasiness account. This is to help in
the prudent management of Business funds. MoshefBusinesses operate without a
Business account (about 61%). Personal bank accan@tmostly used for Business and
this forms about 30% of SME’s sampled as shownahl& 4.8 above. Their inability to
access bank loans could be attributed to the fattmhost of them have no Business bank
accounts. It is expected that every good Businksald have a Business account where
it saves. This is to help the Business raise fundexpansion and other activities as
explained above.

Out of the Businesses surveyed, the result indicétat, about 47% of them save,
implying that a majority (about 53%) of them do atve. This can be attributed to the
MSA’s not having bank accounts. Hence their in&ptlh access credit for expansion.

Record keeping is an important activity in opergtan Business The study sought to
assess the extent to which micro and small Busiaesgwolved in keeping records. Out
of the Businesses surveyed ababtpercent of them keep records of their activitied
about 75 percent of them do not keep records. bacdlata regarding the operation of the
Business does not encourage financial institutioradvance credit to them. The records
help in monitoring and tracking the activities dietBusiness These can even help in
planning of the Business

Conclusions and Recommendation
The following conclusions and policy recommendatiane made based on the results of
the study.

Women are more involved in Micro and Small Busingss men. There are two main
forms of ownership of Business identified in thigdy; these include sole proprietorship,
which forms about 96%, and partnership, which is #%s quite clear from the results
above that sole proprietorship is the main typewfership of micro and small Business
in Northern Region. However it is recommended tmternment should formulate and
recommend policies that will encourage partnerdleigause of its enormous advantages.

The result shows that the four most important dbjes of the entrepreneurs are
achieved. These included; To increase level of élooisl income 62.9%, To increase
security of household income 62.4%, To enhance riggsi profitability 50.0%, and
Satisfaction from running own Business 73.6%. Thustnimportant challenges identified
are, lack of working capital, Poor access to crealid High cost of credit. The result
showed that there are a number of linkages that @ximicro and small Agribusiness.

12
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These linkages mostly take the form of cooperativassociation and informal
agreements.

The main source of startup capital to these Busagess household savings, as access to
finance remained a dominant constraint to smalleseaterprises in Northern Ghana.
(Aryeetey et al, 1994). Proceeds from Businessherenain source of working capital for
the Businesses.

The most important challenges to the performandé®As are identified and ranked in
order of importance with access to working capltaing the most important (1) and
access to training courses being the least impodad ranked (10). The forms of
linkages that were identified included sharing @@nsportation which has the highest
score of 24% followed by joint marketing of inpwtad obtaining credit with score of
18%. Joint procurement of inputs and Savings hheeldwest score of 1.5%. Most of
these linkages were in the form of informal agreetsie

Household savings is a major source of start ugaldpr most micro and small Business
constituting about 76% and Loans are about 8%. Mgjof Business obtain their
running capital from proceeds from their Busines$ie®orms about 85% of the sources
identified.

Most MSAs are not registered; only about 39% aggstered with the District Assembly.
Most of the Businesses operate without a Businessuat. Personal bank accounts are
mostly used for Businesses. This forms about 30%pewple surveyed. Out of the
Businesses surveyed, about 47% of them save; ingplyiat a majority of them do not
save. Only about 24.7% of Businesses surveyed rkeptds. It is evident in this study
that entrepreneurs do not go into Business soketpiise of financial reward.

Efforts should be made by government and all stalkigs in Agribusiness to train

MSAs on the need to keep records, save money, tepar&8usiness account and also
register their Businesses. Further work is, howenegjuired to carry out a more detailed
analysis to compare the performance of men and woenérepreneurs in MSAS using
the non-financial approach. The study should &lsaedesigned to cover only one or
two areas of Business
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