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ABSTRACT. This paper presents the results of ordered logit
regression models of the problems faced by 500 entrepreneurs
from six regions of Ghana against the characteristics of the
entrepreneurs and their businesses and whether these were
systematically related to a list of 37 factors that they perceived
as limiting their ability to achieve their objectives in the period
2002-2005. The results show that the education, but not the sex
or age of the entrepreneurs were related to business barriers.
Family Businesses, growing businesses, those providing training
and those which did not spend money on R&D were more likely
to encounter business barriers. The findings of the research also
revealed that in general firms in conurbations were more likely
to encounter barriers.
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1. Introduction

There is a vast entrepreneurship and small
business literature which is concerned with
explaining the factors behind successful firms,
particularly papers looking at the determinants
of growth (Littunen and Tohmo, 2003; Yasuda,
2005) and testing Gibrat’s law of proportionate
growth (Yang and Huang, 2005). There has
been less research into exploring the problems
which are encountered by entrepreneurs in their
business activities, and most of the attention has
been upon developed nations such as the US
and the UK (Orser et al., 2000; Storey, 1994;
Smallbone et al., 1995). Previous studies have
examined barriers to growth in Hong Kong
(Moy and Luk, 2003) and in Lithuania (Aidis,
2005). However, there have been very few
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studies into the barriers and problems encoun-
tered by entrepreneurs in Ghana, an emerging or
developing nation, and Africa more generally
(Mambula, 2002; Tagoe et al. 2005; Trulsson,
2002; Wolf, 2004).

The role of entrepreneurs in promoting the
economic development of nations has been
widely recognised (McPherson, 1996; Mead and
Liedholm, 1998). Although commission after
commission (Ghanaian Enterprise Development
Commission, 1975; Ghana Business Promotion
Act 1970) have been set up in the past to
investigate the problems and to provide institu-
tional support for enterprise development in
Ghana (Ninsin, 1989), there have been com-
paratively few large scale studies of Ghana
(Wolf, 2004), and amongst research adopting
multivariate regression techniques there is a
further paucity of research.

This paper presents the results of ordered
logit regression models of the problems faced by
500 entrepreneurs from six regions of Ghana
against the characteristics of the entrepreneurs
and their businesses and whether these were
systematically related to a list of 37 factors that
they perceived as limiting their ability to achieve
their objectives in the last 3 years, and they were
also given the opportunity to indicate if there
were other factors not included in the list.
Respondents indicated whether the factors fell
into one of four categories, not important,
moderately important, important, or crucial
limitation. This ordered relationship resulted in
the need to use ordered logit regression models.

An understanding of the problems faced
by entrepreneurs is of great importance to
academics and also policy makers, so that
our understanding of entrepreneurship can be
advanced and also that public sector money is
advantageously spent for the benefit of fostering
growth. Whilst the focus of the research is
Ghana, comparisons with business problems
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and difficulties in the US, UK and other coun-
tries will also be made in the paper.

This study is therefore aimed to identify and
understand the nature of entrepreneurship in
Ghana and to identify the problems, which
entrepreneurs encountered. If Ghana, and
Africa more generally are to grow and to
achieve levels of prosperity which are closer to
those levels enjoyed in developed countries such
as the US then there is a need to better under-
stand entrepreneurs’ problems.

The next section briefly reviews the previous
research. The third section describes the data set
and methodology and the hypotheses, which are
tested against the characteristics of the busi-
nesses and the entrepreneurs. The fourth section
presents the main research findings. Lastly, a
conclusion completes the paper.

2. Previous research

Tagoe et al. (2005) used six case studies to
examine the impact of financial sector liberali-
sation (FSL) policies on the formal manage-
ment of small and medium-sized enterprises in
Ghana. Tagoe et al. (2005) found that the main
financial challenge facing SMEs was access to
affordable credit.

Wolf (2004) analysed a data set of 100 enter-
prises in the formal commercial agricultural and
manufacturing sectors in Ghana. Wolf’s (2004)
study examined exporters, performance indica-
tors, and the main business obstacles. Wolf
(2004) used a six point scale of: not, little,
somewhat, quite, very, and extremely, and re-
ported the results of 17 factors, but did not relate
these to the characteristics of the enterprises or
their owners. She found that interest rates
(62%), access to credit (52%), depreciation
(46%) and inflation (43%) were the four most
important business obstacles in Ghana, where
the percentage in parentheses were the combined
very or extremely problematic scores.

Mambula (2002) interviewed 32 small busi-
ness entrepreneurs in Nigeria as well as
government officials, bank representatives and
other experts. He reported the following four
factors for the thirty-two respondents, lack of
financing (72%), poor infrastructure (44%),

difficulty getting machines and spare parts
(41%), and difficulty getting raw materials
(34%). Mambula (2002) also argued that some
entrepreneurs indicated that government poli-
cies and attitudes of public officials adversely
affect their businesses, especially the harsh
economic policy of the structural adjust-
ment programme (SAP) implemented by the
government in 1986. However, he did not
quantify this statement.

Aidis (2005) examined the inter-related effect
of nineteen factors grouped into four types of
barrier, (1) formal, (2) informal, (3) environ-
mental and (4) skills in Lithuania. Aidas (2005)
using a sample of 322 business owners found
that perceived formal barriers were associated
with informal barriers such as corruption. She
also found that environmental barriers were
associated with skill barriers such as manage-
ment problems.

Orser et al. (2000) used a survey of 1004
small and medium-sized Canadian businesses
to investigate the problems that confront
owners and managers at different stages in
business development in order to better
understand the growth process. They found
that the severity of the problems varied by firm
attributes, including size. Also Orser et al.’s
(2000) results showed that micro operations
were more likely to encounter problems of
demand, the availability of alternative sources
of finance, a lack of information about
financing options, and a lack of financial
expertise. Female business owners were more
likely in their study to report a lack of access
to capital as a problem.

Moy and Luk (2003) used Kazanjian’s
(1988) four stages of business growth, con-
ception and development, commercialisation,
growth, and stability, and a modified list of
obstacles, which were tested by Theng and
Boon (1996) in Singapore. Moy and Luk
(2003) looked at obstacles that impeded the
growth and success of Hong Kong SMEs, and
their level of influence in each stage of the life
cycle model. They found that competition was
the major obstacle encountered by SME own-
er-managers in each of the four stages of
development; capital was shown to be the
major problem the owner-managers had to
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overcome at the conception stage, and also as
they grew from commercialisation to growth.

3. Data set and hypotheses

This paper uses a survey of 500 entrepreneurs
located in six regions of Ghana where approxi-
mately 91% of all businesses in the country are
found (Ghana National Industrial Census,
1989), and this represented a response rate of
83.2%. The survey is drawn from the sectors of
manufacturing (193), services (217), and agri-
culture (90), where the numbers in parentheses
are the number of entrepreneurs in the respec-
tive sectors. The main criteria for selection was
that the entrepreneur employed between four
and 50 full-time workers. This range of
employment was selected because they are the
focus of the Ghanaian Government policy and
are also the businesses served by the support
organisations such as Empretec Ghana Foun-
dation. In each case the entrepreneurs com-
pleted the written questionnaire which was given
to them in person, by the researcher over the
period of January to June 2005.

The 37 factors which could be barriers to
entrepreneurs’ firms achieving their objectives in
the three previous years, 2002-2005, covered a
broad range of factors and these have been
categorised into the following seven groups: (i)
finance, (ii) market, (iii) managerial and techni-
cal, (iv) inputs, (v) economic and regulatory, (vi)
socio cultural, and (vii) other. The piloting of
the survey minimised the number of factors,
which fell within the other group of factors.

Having outlined the data, the paper now
turns to introducing the characteristics of the
businesses and the entreprencurs and the rela-
tionships that are expected against the entre-
preneurs’ perceptions of the factors which have
and have not hindered their ability to meet their
business objectives.

3.1. Family

A family business is defined in this paper as any
business which employs one or more family
members who are related to the person running
the business, and it is owned by that person and
their family. In other words, an entrepreneur and

their family control the business and there is at
least one other member of the family working in
the business. The contribution of family business
in income generation, job creation and the
development of the economy cannot be under-
estimated. Even in developed countries family
business contributes more than a half of the total
national income and a similar proportion of the
labour force (Kets de Vries, 1996; Morris et al.,
1997). In Africa more than 90% of all businesses
are classified as small and are privately owned
(Saffu, 2004). However, there are few quantita-
tive studies of Ghana (Wolf, 2004).

A total of 72.4% of businesses were family
businesses. In Ghana as with many other African
countries the entrepreneurs are put under pres-
sure to provide employment and resources for
their immediate and extended family. This sug-
gests that the people recruited on the basis of
being a member of a family may not necessarily
have the skills, experience and expertise that the
entrepreneur was seeking; or the entrepreneur
may not have been looking to recruit, but family
ties resulted in the family member being em-
ployed. The employing of a potentially less
desirable, and possibly an unwanted group of
workers may result in the business being less able
to deal with day-to-day problems than those
businesses which recruit on the basis of ability.
Thus, it is expected that the family businesses will
have more difficulties than non-family businesses
in achieving their business objectives.

3.2. Innovation

The literature on business growth and perfor-
mance has argued that the survival or prosperity
of every business is perhaps determined by its
ability to innovate (Barringer et al., 2005).
Whilst Drucker (1994: 137) has placed an even
greater degree of importance upon innovation
and has argued that ‘any enterprise that does
not innovate inevitably ages and declines’.

In the survey the approach which was adop-
ted to measure innovation activity was similar to
that of the European Union Harmonised Com-
munity Innovation Survey (CIS) in that the
respondents themselves identify whether inno-
vation activity did or did not take place. In other
words, a ‘subject’” approach is followed
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rather than an ‘object’ based approach where
innovation counts are observed on the likes of
patent statistics. Ghana, and Africa more gen-
erally, are emerging markets, and the market for
patents is still in its infancy and this together
with the CIS precedent explains why a ‘subject’
approach was followed.

Respondents were asked to indicate whether
they had introduced a novel innovation, an
incremental innovation, or no innovation with
regard to each of the following categories: (i)
products or services, (ii) production processes
(including storage), (iii) work practices, or
workforce organisation, (iv) supply and supplier
relations, (v) markets and marketing, (vi)
administration and office systems, and (vii)
product or services distribution. A novel inno-
vation was one that was new to the entrepreneur’s
business and also new to the industry, whilst an
incremental innovation was new to the entre-
preneur’s business but not new to the industry. A
total of 63.7% of the firms introduced either a
novel or an incremental innovation from one or
more of the seven types of innovation.

Empirical studies have supported the exis-
tence of a relationship between innovative
behaviour of SMEs and their performance
(Gunasekaran et al., 2000; Olomi, 1999). This
notwithstanding, with regard to the association
between innovation and barriers the case can be
made for either a positive or a negative one.
Innovating firms may by virtue of being state of
the art encounter more problems and barriers;
alternatively, by being pioneers and perhaps
being more dynamic the firms could encounter
fewer barriers.

3.3. Size

The mean and the median size of the businesses
were 11.9 and 8 employees, respectively. The
literature on the degree of association between
the size and the performance of businesses, as
well as survival, has produced mixed results
from one country to another (Liedholm, 2002).
For instance, McPherson (1996) found in three
East African countries of Malawi, Swaziland,
and Botswana that the size of the enterprise had
no significant influence on the survival of the
firm. However, a study undertaken in Britain by

Cosh and Hughes (2003) reported a strong
association between the size of the firm and the
firm’s constraints.

Larger sized firms have the wherewithal to
overcome problems, which are encountered.
They may have more assets and slack resources
and stronger cash flows and a greater capacity in
marketing and selling than smaller firms. On the
other hand, the smaller the firm the faster and
more able they are to recognise opportunities
and address issues so that they do not become
barriers and obstacles. Thus, as with innova-
tion there are mixed expectations about the
relationship that would be expected between
the size of the business and the likelihood of
businesses encountering barriers.

3.4. Growth

Owner-managers in the survey were asked to
record the level of employment in their firm in
2005 and 3 years earlier. Employing this data
and following Brouwer et al. (1993), an annu-
alized rate of growth for employment was
included in the model. The mean and median
rates of employment growth were 6.4% and
5.7%, respectively, per annum over the period
2002-2005. Modelling growth at the firm level
has been found to be notoriously difficult with
many factors conjectured to have a bearing
upon growth (Westhead and Birley, 1995). In
the models employment growth was included to
capture the dynamic changes taking place in the
business. It is expected that those firms which
are growing are more likely than other firms to
encounter barriers to achieving the businesses’
objectives.

3.5. Training

A total of 58.6% of the businesses provided
training. The evidence on links between training
and firms’ performances are mixed. Some
studies have failed to establish any strong link
between training and improved performance
(Storey and Westhead, 1997). Whilst other
studies support the view that training could
indeed improve the performance of the small
firm (Cosh et al., 2000). It is against this
background that this study has attempted to
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determine whether there are any statistically
significant relationships between training and
barriers. As with innovation, firms investing in
training could be more, or less, likely to
encounter barriers and limitations. By investing
in training the firms could avoid problems;
alternatively, by not investing in training the
firms could become more susceptible to barriers
and limitations.

3.6. Sector

A total of 43.9% of the respondents were from
the service sector, 38.9% were from the manu-
facturing sector and 18.2% were from the agri-
culture sector. In the allocation of credit by the
deposit money banks (DMBs) the agriculture
sector has consistently received the lowest share
with an average of 11.5%, while the manufac-
turing and the services sectors received 24.7%
and 58.8%, respectively, between January 1995
and December 2002 (ISSER, 2003). In analysing
the barriers and limitations facing businesses it
is expected that the agriculture sector will be
the most constrained sector, followed by the
manufacturing sector and then the services sec-
tor. This ordering is expected in part because of
the relative weightings the sectors received in the
allocation of credit, and also because the agri-
culture sector is being exposed to subsidised
food products and dumping from the European
Union, the US, and China.

3.7. Exporting

A total of 20.2% of the businesses were
exporters of goods or services. Exporting goods
and services involves exposure to markets out-
side of Ghana, to other African nations and
beyond. Exporting firms require a set of skills
and expertise with regard to both domestic and
foreign markets. As such it would be expected
that exporting firms were more likely than non-
exporting firms to encounter barriers to achiev-
ing their objectives.

3.8. R&D

Research and development (R&D) expenditure
is a measure of knowledge intensity and of the
absorptive capacity of the firm (Hadjimanolis,

2000). A total of 20.0% of the businesses spent
money on R&D. It is expected that those firms
which engage in R&D activities encounter more
barriers in achieving their objectives compared
to businesses which do not perform R&D.

3.9. Age

The mean and median age of the firms was 11.4
and 9 years, respectively. Storey (1994) reviewed
the small firm literature on the relationship be-
tween age and growth, and found that most
previous research in the UK and the US showed
that younger firms grow more rapidly than older
firms. The mean and median age of the entre-
preneurs was 43 and 44 years old, respectively.
The debate as to whether the old entrepreneurs’
firms grow faster than young entrepreneurs’
firms has not been conclusive (Storey, 1994;
Smallbone and Wyer, 2000).

The younger the entrepreneur the smaller
their level of experience and the smaller their
degree of credibility in the business world, but
the higher their level of dedication and energy. It
is expected that younger entrepreneurs are more
likely to encounter barriers than older entre-
preneurs. Storey (1994) suggests that there may
also be the possibility of a non-linear relation-
ship between age and growth, and that this can
be tested by including both age and age squared
in a model. Incorporating those variables in the
models did not provide any evidence to support
the existence of a non-linear relationship, and
thus the results with age only are reported.
Additionally, there was a high degree of multi-
colinearity between the age of the businesses
and the age of the entrepreneurs. In the regres-
sion models the age of the entrepreneurs was
included.

3.10. Sex

Male owned firms make up a greater proportion
of self-employment in most countries (Brooks-
bank, 2000; Sowa et al., 1992). A total of 86.6%
of the entrepreneurs were men and 13.4% were
women in the survey. Mead and Liedholm
(1998) found in east Africa that the gender of
the owner-manager was a significant determi-
nant of the survival rate of the business. A study
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by Saffu and Manu (2004) reported that the
Ghanaian female-owned firms were more likely
to face financial constraints than their male
counterparts. Another study undertaken in the
US by Robb and Wolken (2002) found that
female owned firms were considered to be a
greater credit risk than the male-owned firms as
measured by Dun and Bradstreet credit scores.
Thus, we expect that female entrepreneurs will
encounter more barriers than male entrepre-
neurs.

3.11. Education

A review of the literature on the relationship
between the level of education of the entrepre-
neur and owner-manager and the performance
of the business has established a generally po-
sitive relationship (Barringer et al. 2005; Bates,
1990; McCormick et al. 1997; Mead and Lied-
holm, 1998). For example, Barringer et al.
(2005) found a strong statistical relationship
between the rapid growth of business and col-
lege education; although no statistically signifi-
cant relationship was found between growth and
those with Masters or PhD qualifications. It
would be generally expected that those entre-
preneurs with high levels of education encoun-
tered fewer problems than those with lower
levels of education.

The education of the entrepreneurs was
categorised according to their highest qualifica-
tion into one of four groups: (i) postgraduate,
professional qualifications, degrees or GCE ‘A’
levels, where the later are the qualifications
which determines entry to universities in Ghana
and the UK, and are equivalent to high school
graduation in the US; (ii) technical, vocational
and apprenticeships; (iii)) GCE ‘O’ level which
corresponds to those with an education up to
16 years of age; and, (iv) junior school certifi-
cates, or no education.

3.12. Location

In the UK various studies have found that small
businesses which were located in more ‘accessi-
ble’ rural areas performed better than their
counterparts in the urban areas (Keeble, 2003).

However, similar studies undertaken in some
countries in East Africa on urban micro and
small businesses revealed evidence to the con-
trary (Liedholm, 2002). Thus, the role of loca-
tion of the business and its impact on the
performance of businesses has divided
researchers. In this paper the location of the
businesses has been related to three classifica-
tions, conurbations (Accra, Tema and the sur-
rounding area), large towns (settlements with
populations of 150,000-1,500,000), and small
towns (settlements with populations of less than
150,000). A total of 55.4% of the respondents
were from conurbations, 21.6% from large
towns, and 23.0% from small towns. There are
virtually no businesses with five or more
employees in the rural areas. The definition of
the settlements was adapted from the work of
Keeble (2003) which also examined the perfor-
mance and growth of small businesses by loca-
tion. The closeness between firms and their
customers can provide impetus for development
due to the ease with which the firms can identify
customer needs. Thus, it is expected that those
firms in conurbations encounter fewer barriers
than other types of locations.

4. Results

The entrepreneurs indicated if each of the fac-
tors was not important, moderately important,
important, or of crucial important. For ease of
interpretation of the results it was felt desirable
to combine together important and crucial for
the summary statistics, although in the regres-
sion models the four categories were retained
and estimated by ordered logit models. Tests for
multicollinearity using correlation matrices,
tolerance statistics and variance inflation factors
suggest that this is not a problem in the models.
Table I shows the list of barriers, which were
encountered in trying to meet their business
objectives over the last 3 years.

The high rate of inflation was the most per-
ceived limitation and it was mentioned by 71.4%
of the respondents. This was followed by too
high interest rates which was mentioned by
68.5% of the respondents and the high rate of
the depreciation of the Cedi occupied the third
position with 63.5%.
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TABLE 1
Limitations encountered by entrepreneurs in achieving
their business objectives over the last 3 years, (% report-
ing important, or crucial limitation)

Factor Y% Ranking
Finance

Inadequate access to debt finance 41.8 18
Inadequate access to equity finance 20.0 36
Interest rates too high 68.5 2
Do not have collateral to 48.8 11
secure bank loan

Difficult to meet loan criteria 503 9
Inadequate family finance 37.2 20
Market

Inadequate demand 31.6 24
Too many competing firms 493 10
Competition from imported 28.5 28
goods

High advertising costs 43.1 14
Inadequate market research 27.3 29
Managerial/Technical Know-how

Shortage of skilled labour 340 23
High wages for skilled labour 48.3 12
Access to new technology 457 13
Inadequate financial skills 29.5 26
Inadequate management skills 26.3 30
Inadequate marketing skills 314 25
Inadequate technical skills 23.5 32
Inputs

High cost of local raw materials 51707
High cost of imported raw materials 425 17
Inadequate supply of raw materials 25.6 31
Outmoded equipment 38.1 19
High cost of replacing old equipment 523 6
Difficulty in finding 294 27
appropriate equipment

Poor quality of local raw materials 232 33

Poor quality of imported raw materials  13.7 38
Economic/Regulatory

High rate of inflation 71.4 1
High depreciation of the cedi 63.5 3
High tax and import duties 50.5 8
Registration/Licensing/Red tape 18.8 37
Corruption 20.3 35
Infrastructure

High cost of utility charges 585 4
Lack of industrial sites 351 22
High transport costs 580 5
Low quality of electricity/water supply 357 21
Poor telecommunication networks 21.3 34
Socio-cultural

Use of business resources 428 16
to support family

N 489
Others 429 15
N 49

The following factors were mentioned by
more than 50% of the respondents — the high
utility charges, high transport cost, the high cost
of replacing old equipment, high cost of local
raw materials, high tax and import duties and
difficult to meet loan criteria. These results
seemed to reflect similar studies undertaken by
Sowa et al. (1992), Wolf (2004), Buame (1996),
and Trulsson (2002).

The poor quality of imported raw materials
(13.7%), registration, licensing or red tape
(18.8%), inadequate access to equity finance
(20%) and corruption (20.3%) were the factors,
which were least likely to be perceived as bar-
riers.

4.1. Business characteristics — family

The results showed that family business was
statistically significant in 19 of the models and
was the factor which was most related to bar-
riers and limitations (See Tables II-VII). More
specifically family businesses were more likely
than non-family businesses to encounter barriers
to achieving their objectives. With regard to four
out of the six financial factors, shown in
Table II, family businesses were more con-
strained than non-family businesses. These re-
sults are consistent with Kets de Vries’s research
(1996), where it was found that raising long-
term capital is more difficult for family busi-
nesses than non-family businesses.

In the models of inadequate demand, too
many competing firms, and inadequate market
research family businesses were more likely than
non-family businesses to encounter barriers and
limitations (Table III). Focusing on the mana-
gerial and technical limitations, all seven models
showed that family businesses were more likely
than non-family businesses to encounter these
barriers (See Table IV). Organisation and tech-
nical issues are some of the problems associated
with family business as observed by Kets de
Vries (1996).

Family businesses were more likely than non-
family businesses to encounter barriers related
to outmoded equipment, the high cost of
replacing old equipment, and the difficulty in
finding appropriate equipment. With regard to
the economic and regulatory limitations the
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TABLE II1
Estimates of an ordered logit model of the limitations encountered by entrepreneurs in achieving their business objectives
over the last three years, by market related factors

Competition from
imported goods costs

High advertising Inadequate

market research

Inadequate Too many

demand competing firms
Growth 0.004 (0.004) 0.003 (0.004)
Manufacturing —-0.264 (0.256 ) 0.175 (0.251)
Services —0.223 (0.260) 0.250 (0.255)
Size (Log) -0.791 (0.261)* —-0.334 (0.251)
Exporter 0.502 (0.230)° —0.300 (0.220)
Innovator —-0.387 (0.202)° 0.299 (0.207)
R&D —0.286 (0.233) —-0.876 (0.226)*
Training 0.212 (0.192) —0.210 (0.191)
Family Business 0.402 (0.212)° 0.393 (0.208)°
Gender —-0.376 (0.276) 0.379 (0.278)

Age 0.622 (0.879)
High school —0.053 (0.245)
graduation plus
Technical/Voc
‘O’ Levels
Conurbation
Large Town
Log likelihood

—1.857 (0.856)
—0.564 (0.247)°

0.053 (0.241)
~0.373 (0.280)
0.311 (0.224)
~0.264 (0.278)
~562.410

—0.409 (0.248)°
—0.473 (0.263)°
0.584 (0.229)°
0.632 (0.279)°
—589.608

—442.846

0.016 (0.005)
—1.152 (0.281)*
—1.543 (0.295)°
—0.390 (0.287)

0.223 (0.255)

0.319 (0.237)
-0.626 (0.271)°

0.079 (0.222)
—0.446 (0.235)

0.106 (0.322)
—0.454 (0.992)°

0.394 (0.281)°

0.008 (0.005) ©
0.454 (0.264) ©
0.430 (0.268)
~0.322 (0.265)
0.050 (0.230)
~0.335 (0.211
0.177 (0.225)
0.122 (0.195)
0.217 (0.218)
~0.358 (0.267)
~1.307 (0.895)
~0.259 (0.251)

0.001 (0.005)
~0.165 (0.257)
~0.287 (0.262)
0.181 (0.266)
0.049 (0.233)
~0.115 (0.215)
~0.334 (0.234)
~0.141 (0.201)
0.698 (0.231)*
~0.005 (0.288)
0.791 (0.905)
~0.011 (0.261)

0.536 (0.255)°
—0.003 (0.288)
—0.382 (0.241)
—0.241 (0.295)

-505.434

0.476 (0.284)°
0.374 (0.307)
1.300 (0.301)*
0.982 (0.355)"

0.428 (0.247)°
~0.063 (0.274)
~0.762 (0.233)*
~0.799 (0.283)"

~552.237

N = 443.

“Significant at 1% level.
PSignificant at 5% level.
“Significant at 10% level.

results showed no statistically significant rela-
tionship with family businesses. In examining
the infrastructure factors and socio-cultural
factors against family and non-family businesses
shown in Table VII, the data revealed that high
transport costs and the use of business resources
to support family were the only statistically
significant results. The results are consistent
with previous researchers who have established
links between the African extended family sys-
tem and the performance of small business
(Buame, 1996; Mambula, 2002).

4.2. Innovation

In the models of managerial and technical bar-
riers shown in Table IV innovation appeared
with negatively signed coefficients and was sta-
tistically significant at the 5% level or better for
all of the factors with the exception of access to
new technology and inadequate financial skills,
which were not statistically significant. In other
words, non-innovators were more likely than
innovators to encounter managerial and tech-

nical barriers. Perhaps it was the case that the
innovators had in place a more skilled set of
employees and entrepreneurs who had a better
set and quality of business skills.

Innovators were more likely than non-inno-
vators to encounter the barrier, the high cost of
utility charges, and the low quality of electricity
and water supply, which were both infrastructure
barriers shown in Table VII; and more likely to
encounter registration/licensing and red tape.

4.3. Size

The results show that there are mixed relation-
ships between firm size and the likelihood of
encountering barriers. Larger firms were more
likely to encounter inadequate access to debt
finance but less likely to have no collateral to
secure bank loans.

Smaller sized firms were also more likely
than larger sized firms to encounter inadequate
demand (See Table III) the high cost of local
raw materials (See Table V) the high cost of
utility charges, high transport costs and the use
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TABLE VI
Estimates of an ordered logit model of the limitations encountered by entrepreneurs in achieving their business objectives
over the last three years, by economic/regulatory factors

High rate of High tax and

import duties

Registration/
Licensing/Red tape

High depreciation Corruption

inflation of the cedi
Growth 0.004 (0.005) 0.006 (0.004)
Manufacturing —0.357 (0.252) —0.044 (0.246)
Services -0.507 (0.256)° —0.109 (0.252)
Size (Log) —0.294 (0.252) 0.126 (0.250)
Exporter —0.030 (0.226) —0.171 (0.219)
Innovator —0.100 (0.206) 0.070 (0.202)

R&D ~0.014 (0.225) ~0.304 (0.225)

Training 0.270 (0.194) 0.041 (0.190)
Family Business 0.067 (0.214) 0.109 (0.211)
Gender —0.396 (0.282) —-0.020 (0.279)

Age —0.809 (0.878)
High school —-0.179 (0.250)
graduation plus
Technical/Voc.
‘O’ Levels
Conurbation
Large Town
Log likelihood

~1.628 (0.857)°
—0.078 (0.247)

~0.074 (0.250)
~0.184 (0.268)
0.082 (0.226)
~0.514 (0.281)°
-551.212

0.179 (0.250)
0.106 (0.263)
0.278 (0.224)
~0.441 (0.277)
~584.703

—-572.444

0.107 (0.004)°
0.113 (0.262)
0.260 (0.266)
-0.121 (0.269)
—0.151 (0.238)
0.450 (0.213)°
0.132 (0.234)
0.449 (0.203)°
0.548 (0.234)
—0.066 (0.294)
0.138 (0.915)
0.570 (0.260)°

0.004 (0.004)
0.795 (0.251)*
0.776 (0.257)*

~0.006 (0.255)
0.333 (0.229)
0.284 (0.204)

~0.190 (0.222)
0.338 (0.195)°

~0.087 (0.212)
0.033 (0.283)
0.008 (0.852)
0.211 (0.248)

0.006 (0.005)
~0.455 (0.252)¢
~0.582 (0.261)
~0.018 (0.266)
~0.205 (0.236)
0.174 (0.213)
~0.290 (0.239)
0.201 (0.201)
0.579 (0.228)
~0.145 (0.285)
0.387 (0.914)
0.105 (0.258)

0.002 (0.246)
~0.040 (0.266)
1.023 (0.231)*
0.370 (0.276)

0.164 (0.260)
0.259 (0.276)
0.504 (0.241)°
0.069 (0.295)
-493.285

—0.056 (0.258)
0.187 (0.281)
0.494 (0.235)°

—0.178 (0.296)

-503 .173

N = 443.

“Significant at 1% level.
PSignificant at 5% level.
“Significant at 10% level.

of business resources to support family (See
Table VII). These results support the earlier
finding of Mead and Liedholm (1998) who
reported that micro firms experienced higher
closure rates than the small and medium firms
due to a lack of demand and the shortage of
working capital.

There was a positive relationship between the
size of the business and business barriers for:
outmoded equipment, and the high cost of
replacing old equipment. Thus, the larger firms
were more likely than younger firms to be bur-
dened with outmoded equipment and difficulties
in finding the money to replace the equipment.
The younger firms would have equipment which
had a higher probability of being of a newer
vintage, and a more up-to-date specification
than older firms.

4.4. Growth

The models show in general that growth is
positively related to the likelihood of businesses
encountering barriers and limitations. Inputs

related factors which are shown in Table V were
the models which showed the strongest rela-
tionship with growth. More specifically the
greater the level of growth the more likely that
businesses encounter barriers with regard to: the
high cost of local raw materials, the high cost of
imported raw materials, the difficulty in finding
appropriate equipment, and the poor quality of
local raw materials. Bartlett and Bukvic (2001)
also asserted that fast growth businesses expe-
rienced the worst problems when compared with
businesses with lower rates of growth.

In addition faster growth businesses were
more likely to have no collateral to secure bank
loans, and the difficulty to meet loan criteria;
and, the less likely to have inadequate access to
equity finance. These results can be explained by
the faster the growth of the business the more
difficult it is for the entrepreneur to meet loan
requirements due to the commercial lenders
perceiving the business proposals from the
entrepreneur as risky, and demanding adequate
collateral which entrepreneurs would have dif-
ficulty fulfilling.
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In Ghana it is extremely difficult for the small
business owner-manager to secure equity loans
from the stock market, but clearly growing firms
represent an attractive set of prospects for those
willing to make equity loans. In the UK, Bark-
ham et al. (1996) and Jarvis (2000) noted that
external equity is available to a small number of
small businesses which had shown substantial
growth.

Growing firms were also more likely to have
difficulties with registration, licensing and red
tape and this is shown in Table VI. This result
supports other studies which have found
strong  associations between institutional
bureaucracy and the growth of small busi-
nesses in developing countries (Bartlett and
Bukvic, 2001; Buame, 1996; Mead and Lied-
holm, 1998).

The faster the rate of growth the more likely
that a firm would encounter infrastructure
barriers which are shown in Table VII and this
was statistically significant for, the high cost of
utility charges, lack of industrial sites, and
high transport costs. Poor infrastructure in
Africa has been described by ECA (2004) as
the bane of the continent’s industrial develop-
ment. According to ECA (2004: 122) ‘the low
competitiveness of African products in the
global markets can be attributed in part to the
continent’s inadequate infrastructure develop-
ment’. In Ghana the story is not different from
other African countries, although in recent
years the infrastructure has improved markedly
compared to the 1980s and the 1990s (ECA,
2004).

Growing firms were more likely to have the
problem of the use of business resources to
support families. This finding is consistent with
the previous research of Buame (1996), Takyi-
Asiedu (1993), and Kiggundu (2002) although
none of these studies utilised regression tech-
niques. The communal nature of African society
and the nature of inheritance of some tribes
mean that if a person becomes successful in the
family he has the social obligation to cater for
the other siblings who are not successful in life.
Buame (1996: 197) noted that ‘[nJo Ghanaian
can easily do away with his or her relatives. Our
traditional life is centred on kinship, I mean our
relatives’.

4.5. Training

The results show that firms which engaged in
training were more likely than the firms that did
not undertake training to encounter barriers and
limitations. With regard to the financial limita-
tions which are shown in Table II the results
show that firms pursuing training were more
likely than other firms to find that there was
inadequate family finance, and that interest rates
were too high.

Interestingly training activity showed no sta-
tistically significant relationships with the man-
agerial and technical factors. This could be
explained by most of the firms which undertook
training focussing resources upon those workers
who worked on the shop floor, rather than
people in managerial positions.

Analysis of the inputs factors which are
shown in Table V indicated that the high costs
of local raw materials, the high cost of imported
raw materials, and the high cost of replacing old
equipment were all limitations which were more
likely to be found in firms investing in training
compared to those businesses not investing in
training.

4.6. Sector

The agricultural sector was the excluded com-
parison category in the models. Service sector
firms were less likely than agricultural firms to
encounter financial and also inputs barriers and
limitations. Indeed five financial limitations were
statistically significant at the 5% level or better:
inadequate access to debt finance, interest rates
too high, no collateral to secure bank loans, the
difficulty to meet loan criteria, and inadequate
family finance. In four inputs models sector was
statistically significant at the 1% level and they
were: the high cost of local raw materials, the
high cost of imported raw materials, inadequate
supply of raw materials, and the poor quality of
local raw materials.

In contrast, service sector firms were much
more likely than agricultural businesses to have
infrastructure barriers; and in four models there
were statistically significant relationships: the
high cost of utility charges, a lack of industrial
sites, the low quality of electricity and water
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supply, and poor telecommunication networks.
Service sector businesses were also more likely
than agricultural businesses to have high tax
and import duties, and this is explained by the
service sector businesses more likely to have
goods for sale which were imported.

Analysis of the manufacturing variables
showed that they were less likely than agricul-
tural firms to encounter barriers but that the
relationships were not systematically significant.
Thus in Ghana it appears that the main differ-
ences in the barriers which firms encounter are in
the services sector and not in the manufacturing
sector, compared to the agricultural sector.

4.7. Exporting

Exporting activity was only statistically signifi-
cant in four of the models, one relating to
market factors which is shown in Table III,
inadequate demand; and three models which
were of input factors — the high cost of imported
raw materials, inadequate supply of raw mate-
rials, and the poor quality of imported raw
materials. Thus, the model results are not con-
sistent with the hypothesis in 3.7.

4.8. R&D

The results show that in general those firms
which undertook R&D were less likely to
encounter barriers than those who did not spend
money on R&D, and in particular were less
likely to encounter most of the managerial and
technical and inputs factors. The market related
models where R&D was statistically significant
were too many competing firms and competition
from imported goods.

4.9. Entrepreneur characteristics — age

There were very few instances where the age of
the entrepreneurs was statistically significant and
related to the barriers. Older entrepreneurs were
more likely to encounter the barriers inadequate
access to debt finance, the high cost of utility
charges, and poor telecommunication networks;
younger entrepreneurs were more likely to
encounter competition from imported goods, the
high cost of imported raw materials, poor quality

of local raw materials, and the high depreciation
of the cedi. Some studies have attributed the
difference in the effect of the limitations as a lack
of experience on the part of the young aged
entrepreneurs and owner-managers (Barringer
et al., 2005; Brooksbank, 2000).

4.10. Sex

Men were more likely than women to encounter
the barrier of high cost of replacing old equip-
ment, and the difficulty in finding appropriate
equipment; and women were more likely than
men to encounter inadequate family finance, and
the low quality of electricity or water supply. The
results support Storey’s (1994) assertion that the
gender of the owner-manager or an entrepreneur
is not a key influence upon the subsequent
business performance. In other words, women
generally do not encounter more or less barriers
than men in business, once they are in business;
but only 13.4% of the respondents were women
compared to 86.6% of men, which suggests that
women encounter barriers which prevent them
from becoming owner-managers.

4.11. Education

In the models the excluded comparison group
was junior school certificates. There were very
few relationships between secondary school
certificates, or technical and vocational qualifi-
cations compared to junior school levels of
education and the business barriers; only four
models showed negatively signed statistically
significant relationships. In contrast those
entrepreneurs with levels of education associ-
ated with A levels or higher, correspond to
graduating from high school in the US, were
much less likely to encounter barriers and limi-
tations than those entrepreneurs who only had
junior school certificates. This was particularly
the case for financial and also inputs factors.
Entrepreneurs with A levels or higher educa-
tions were less likely than those entrepreneurs
with junior school certificates to encounter the
financial barriers of, no collateral to secure bank
loans, the difficulty to meet loan criteria, and
inadequate family finance. A similar pattern
emerged for the following input related barriers:
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the high cost of local raw materials, outmoded
equipment, the high cost of replacing old
equipment, the difficulty in finding appropriate
equipment and the poor quality of imported raw
materials.

The model results confirm the analysis of the
crosstabulations of education against the busi-
ness barriers and that those entrepreneurs who
have stayed on and achieved a formal level of
education associated with an 18 year old, or
higher, are much less likely to encounter busi-
ness problems than those with less formal edu-
cation and qualifications.

4.12. Location

The results show that location plays an impor-
tant part in explaining the likelihood of firms
encountering barriers, and the types of barriers,
which are encountered. Firms in conurbations
and large towns were more likely than firms in
small towns to encounter no collateral to secure
bank loans, the difficulty to meet loan criteria,
too many competing firms, and competition
from imported goods; and were less likely to
encounter high advertising costs. These results
confirmed Sowa et al.’s (1992) study in Ghana
which found a strong association between the
location of the business and increases in sales
levels. According to Sowa et al. (1992) 60% of
the respondents located in Accra and Kumasi
reported that their sales had not increased dur-
ing the Economic Recovery Programme (ERP)
period. However, a study undertaken in the
Dominican Republic and five countries in
Eastern and Southern African countries (Bots-
wana, Kenya, Malawi, Swaziland and Zimba-
bwe) revealed different results (Mead and
Liedholm, 1998). More specifically, the Mead
and Liedholm (1998) study reported that loca-
tion played an important role in determining the
chances of survival of micro and small busi-
nesses, and that the businesses located in urban
areas had a 25% greater chance of survival than
the businesses in the rural areas.

Analysis of the models of the managerial and
technical constraints showed that businesses in
conurbations, compared to those in small towns
were less likely to encounter barriers. A lack of
external support services in the small towns may

explain these results. This explanation is also
supported by Barringer et al’s (2005) work
where they noted that businesses located in re-
gions that facilitate the absorption of external
knowledge were more likely to grow faster than
their counterparts in other regions.

Firms in conurbations were more likely to
have problems with the high cost of imported
raw materials, and the poor quality of imported
raw materials, but were also less likely to have
difficulty with the high cost of local raw mate-
rials. Whilst firms in large towns were less likely
than those in small towns to have problems with
the high cost of local raw materials, and the
poor quality of local raw materials. These results
reflected the differing uses of imported materials
within the regions.

The economic and regulatory models showed
that those businesses located in conurbations
were more likely than small towns to encounter
barriers and this was statistically significant
at the 5% level or better for the high tax and
import duties, registration, licensing and red
tape, and also corruption. Thus, the firms in
the conurbations with their closer proximity to
national and local government were more likely
to encounter the stereotypical problems which
are associated with Africa.

Similarly, firms in conurbations were more
likely than those in small towns to have diffi-
culty with the high cost of utility charges, a lack
of industrial sites, and the low quality of elec-
tricity and water supply. Thus, firms in conur-
bations may benefit from the closer presence of
a larger customer base but the high number of
firms and the higher population result in prob-
lems and pressures associated with overcrowd-
ing — an infrastructure which is struggling to
cope and may possibly in the future hinder the
scope for development and growth.

5. Conclusion

This paper has examined the problems which are
encountered by firms in meeting their business
objectives, and has found that the three greatest
problems were the high rate of inflation
(71.4%), interest rates being too high (68.5%),
and the high depreciation rate of the Cedi
(63.5%), where the figures in parentheses are the
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percentage of respondents who indicated that
this was an important or a crucial problem. The
study found that businesses which employed
family members were more likely to face more
problems than the non-family businesses. This
particularly applied to financially related prob-
lems. These results are consistent with previous
research in Africa which has shown the impor-
tance of the extended family, although in the
case of Ghana there is a lack of empirical
research by previous researchers.

The findings of the research also revealed that
in general firms in conurbations were more likely
to encounter barriers. The firms in conurbations
show that the infrastructure in Ghana needs to
be improved if future growth and development
are not to be jeopardised. Size of the business
and sector were both found to be strongly related
to the likelihood of firms encountering barriers,
but the nature of the relationships were mixed.
The results also generally showed that growing
businesses were more likely than other businesses
to encounter barriers.

The study found that whether or not a busi-
ness was an exporter business was not related to
the encountering of business problems. How-
ever, in the case of innovation the results
showed that non-innovators were more likely
than innovators to encounter managerial and
technical barriers. But, innovators were more
likely than non-innovators to encounter the
barrier, the high cost of utility charges, and the
low quality of electricity and water supply,
which were both infrastructure barriers.

When we look at the characteristics of the
entrepreneurs it was found that sex and age were
generally not related to barriers in business.
Instead it was education which was more
important as a set of explanatory variables. In-
deed it was those entrepreneurs who had the
equivalent of US high school graduation, or
higher, were less likely to encounter barriers.

The results serve to highlight to policy makers
in Ghana the profiles of the types of firms and
entrepreneurs who are, and are not likely to
encounter barriers. Some of the factors have
been the results of present and previous gov-
ernments’ macroeconomic policies. Whilst these
policies by controlling inflation and providing
exchange rate stability will create the right

conditions for an entrepreneurial economy in
Ghana they have clearly had a short term ad-
verse impact on business.

The findings do allow government to look at
those factors where they can make a difference —
improving the infrastructural framework in
Ghana — particularly improving the quality of
electricity and the water supply, the telecom-
munications network, and providing more
industrial sites for business development. Inter-
estingly, corruption and registration, licensing
and red tape were amongst the least mentioned
barriers, although firms in conurbations were
more likely than firms in small towns to have
these problems and suggests that there is still a
need for the government to re-new effort to
purge and eliminate corruption and minimise
licensing and red tape.
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