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Abstract

Small-scale firms are essential contributors to employment generation and growth of

of Political Sciences, Sociology, many economies. In recognition of their salient role, several policy interventions have
Communication, Sapienza University been implemented to enhance job creation functions of small-scale firms. This study
of Rome, Via Dell Archeologia 29, ) ’ . . . . .

Rome, Italy examined one of these interventions, that is, promotion of small-scale firms in

Full list of author information is Sunyani municipality of Ghana by analyzing the effect of entrepreneurs, firm, and
available at the end of the article institutional characteristics on the growth of small-scale firms. A cross-sectional

survey was conducted involving 200 small-scale firm operators selected through
multi-stage sampling. Both descriptive and inferential analytical tools were used to
analyze the data. Descriptive techniques employed included means, frequencies, and
cross-tabulations. The inferential analysis included the use of multivariate multiple
regression techniques that estimate a single regression model with more than one
dependent variable simultaneously. The findings show three types of small-scale
enterprises viz. processing (dominated by females), artisans, and service sector
(dominated by males) at Sunyani municipality of Ghana. The main findings show
that demographic factors (sex of operator, completion of formal education at basic
school level or junior high school), institutional variables (bank investment and
training services), and firm characteristics (artisan and craft industry type) conjointly
and significantly influence small-scale firm performance (number of employees and
sales or monthly revenue). Consequent implications for developing economies (such
as Ghana) include the need for the introduction of entrepreneurship education at
basic level of education in addition to the current practice where entrepreneurship
education is mostly limited to tertiary institutions or undergraduate levels, and
linking provision of investment services with requisite skills training and
backstopping in interventions targeting small-scale firms.

Keywords: Small-scale industries, Enterprise, Entrepreneur, Growth, Performance

Introduction

The critical factors that influence small-scale business growth have extensively been explored
empirically in extant literature (Coad, Segarra, & Teruel, 2016; Ilaboya & Ohiokha, 2016;
Kristiansen, Furuholf, & Walid, 2003; Mohamad Radzi, Mohd Nor, & Mohezar Ali, 2017;
Murphy, Trailer, & Hill, 1996; Reynolds, Camp, Bygrave, Autio, & Hay, 2001; and Storey,
1994). Wide variety of factors that potentially influence firm growth range from entrepre-
neur’s characteristics, firm characteristics (Abdul Wahab & Al-Damen, 2015) to issues related

to the institutional localities in which the business functions (Isaga, 2018). However, findings
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on these factors have generally been inconclusive (Isaga, 2018) probably because operations of
small businesses particularly for developing economies are complicated by variety of factors,
and as a result, no extensive surveys are conducted that comprehensively explain all the vari-
ables (Braidford, Drummond, & Stone, 2017). Perhaps, it may also suggest, as we propose, that
the dominant use of non-financial proxies such as customer satisfaction, corporate reputation,
happiness, personal development, cultural, and social network (see Mohamad Radzi et al,
2017) to proxy firm performance or growth is fairly limited. According to Walker and Brown
(2004), non-financial indicators of business growth are problematic to measure and subjective
in nature. In support, Beaver (2002) claimed that non-financial indicators are best
suited for firms connoted as “lift style” businesses, whose primary purpose is
neither linked to growth or financial gains. In this paper, we present empirical
evidence using financial proxies to measure firm growth based on the resource-
based view theory (Barney, 1986; Wenerfelt 1984) to further improve understand-
ing of antecedents of small-scale firm growth, particularly in Ghana where issues
of unemployment and poverty remain top priorities among government and non-
governmental organizations (Berkham, 1996).

Small-scale firms are an important source of employment and economic growth for the
Ghanaian economy (Nyoike, Langat, Karani, & Lagat, 2014; Oppong, Owiredu, & Churchill,
2014). According to Ghana Statistical Service (GSS), small-scale industries (SSIs) represent
the largest proportion of business establishments (92%) in the country (GSS, 2015) and em-
ploy more than 60% of the country’s labor-force (GSS, 2010). In addition, over 22% of Gha-
na’s Gross Domestic Product (GDP) is attributed to SSIs (GSS, 2010), hence making the
sector the heart of economic policy discussions (Oppong et al., 2014). Over the past few
years, Ghana’s policy toward employment creation has placed much emphasis on
the informal sector (promotion of small-scale industries) and less so on the for-
mal and private formal sector (Edusah & Antoa, 2014; Oppong et al., 2014). Since
the adoption of the World Bank’s Structural Adjustment Programme in the
1980s, SSIs have become the main focus of national development for employment
creation, poverty alleviation, and technological advancement (Ackah, Adjasi, &
Turkso, 2012; Oppong et al., 2014). The prominence accorded to small industries
was further enhanced due to its capacity to withstand foreign exchange shocks;
small-scale businesses are viewed as more viable investment options than foreign
exchange-dependent large-scale industries (Ackah et al., 2012).

In this empirical study, we consider small-scale firms as those with less than 30
employees (Steel & Webster, 1989) and are largely informal located in rural and peri-
urban communities (Edusah and Antoa, 2014). Within this context, the understanding
of critical factors that precipitate small-scale firms’ performance based on financial
measures is worthwhile for various reasons. First, the use of financial proxies such as
sales and employee growth is simple to document given the poor database management
of SSIs in developing economies. Besides, these financial indicators are central to eco-
nomic policy considerations on unemployment and poverty reduction strategies in
fledgling economies such as Ghana. Second, disadvantage by insufficient capital and
technical skills, examining the critical factors that influence small-scale firm growth,
will generate relevant policy discussions to improve rural enterprise growth for poverty
alleviation and employment creation. Furthermore, most previous studies that examine
factors influencing firm growth only investigated effects of firm internal factors such as
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entrepreneur and firm characteristics (Abdul Wahab & Al-Damen, 2015; Coad et al,
2016; Islam, Khan, Obaidullah, & Alam, 2011; Mothibi, 2015; Nyoike et al., 2014) with-
out consideration of external factors including institutional resources. Meanwhile, ac-
cess to institutional resources such as financial and training services have been
hypothesized to improve business performance. For instance, it has been demonstrated
that entrepreneurs that access financial resources are able to invest in sustainable edu-
cation, training of employees, and adoption of innovations to meet organizational ob-
jectives. This paper, therefore, contributes to knowledge on small-scale firm growth in
developing economies by examining entrepreneur and firm characteristics as well as in-
stitutional factors that influence small business growth in Sunyani municipality of
Ghana. In this study, we simultaneously use “size of employee” and “annual sales
growth” as proxies for firm growth through adoption of a multivariate multiple regres-
sion that specifies two models to investigate antecedents of firm growth.

Literature review

Business growth or success

The concept of business success has been used synonymously with business growth in man-
agement studies (Isaga, 2018; Mensah, Tribe, & Weiss, 2007). In the extant literature, no
universally accepted definition of business success exists (Barkham, Gudgin, Hart, & Han-
vey, 1996; Foley & Green, 1989; Mohammed et al., 2017). Success in any human endeavors
has closely been associated with the achievements of goals and objectives (Ngwangwama,
Ungerer, & Morrison, 2013), however, success in business studies though crucial in man-
agerial decision-making, firms especially small and medium enterprises (SMEs) are not able
to explicitly document them (Mohammed et al, 2017). For a large proportion of au-
thors, business success has been defined in terms of firm performance (Barkham
et al., 1996; Islam et al., 2011; Wang & Wang, 2012) that is often characterized
by such firm’s capacity to generate acceptable outcomes and actions (Van Praag,
2003). However, according to Mohammed et al. (2017), the use of firm performance to
measure success comes with complications and can be interpreted from different dimen-
sions. In general, the debate on business success indices has been limited to two broad con-
cepts: (i) economic (financial) and (ii) non-financial (non-pecuniary) success (Islam et al.,
2011; Rahman & Ramli, 2014; Walker & Brown, 2004). Financial measures for business suc-
cess or growth include return on assets, sales growth, profits, employee growth, and survival
rates while non-pecuniary measures include intangible constructs such as customer satisfac-
tion, personal development, achievement, corporate reputation, happiness, and market share
(Islam et al,, 2011; Masuo, Fong, Yanagida, & Cabal, 2001; Walker & Brown, 2004). In spite
of the great diversity that exists in measuring business success, Hornaday (1970) claimed
that continuity in business should be paramount.

According to Barkham et al. (1996), the choice for financial business success indicators
is differentiated by academic disciplines. For instance, researchers within geography and
economics used the number of employees as a proxy for firm performance due to the sim-
plicity of measurements especially among SMEs whose database management is poor.
Further, issues on employment levels are also key to policy makers and government ad-
ministrators. On the other hand, scholars with finance background also depend on finan-
cial indices such as profits, return on assets, and sales from the firm’s account to measure

business performance. Whereas these financial measures are simple to measure and easier
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to understand (Walker & Brown, 2004), Riquelme and Watson (2002) note that some of
these accounting data cannot be reliable in measuring businesses’ performance. Mean-
while, the use of non-financial factors has been criticized to be subjective and difficult to
measure and is also for businesses whose primary motive is not economic gains (Walker
& Brown, 2004). In fact, Beaver (2002) contends that non-financial measures are con-
nected with businesses termed as “lifestyle” businesses that have no motivation to grow
and have no regards to financial gains.

Given this background, this study employs two financial performance indicators, that is,
employee size and sales growth (see Coad et al., 2016 for example) which are important
to small-scale businesses, especially, in developing countries that are deficient in accurate
financial data management (Saffu, Walker, & Mazurek, 2012). The rationale to use both
proxies is to allow comparison of two econometric models that have employee size and
sales growth as response variables, and report on only explanatory variables that are sig-
nificant in both models so as to partly offset the weakness in the financial data employed.
According to Murphy et al. (1996), the choice of a firm growth indicator can influence
the result of a study. That is, a specific variable may have contrasting effects on two or
more performance indicators; hence, to produce results that are conclusive and definite,
there is the need to adopt wider perspectives of firm success indices.

Resource-based view (RBV) theory of firm growth

The resource-based view (RBV) theory is the commonest theoretical framework
used to assess factors that influence the performance of a small-scale business in
the management literature (Ismail et al. 2014; Rahman & Ramli, 2014; Saffu
et al., 2012). According to Ismail et al. (2014), the RBV theory was first discov-
ered by Wernerfelt (1984) and further developed by Barnery (1986). The theory
states that firms’ internal resources and capabilities generate comparative advan-
tages (Barney, 2001). According to Barney (2001), such firms’ performance is
generated from unique sets of resources which are not easily imitated and
substituted. In summary, Ismail et al. (2014) contend that heterogeneity in
resources owned by firms forms the basis of the RBV theory. Consequently, the
RBV theory provides a useful theoretical framework to explain factors that influ-
ence performances of firms (Irwin et al.,, 1998; Rahman & Ramli, 2014).

Firm resources in accounting and finance literature have been defined differ-
ently. For instance, Barney (1991) extended the definition of resources by Penrose
(1959) and categorizes firm’s resource into three (3) sub-groups: human, physical,
and organizational capital resources. While human capital resources denote
experience, training, technical know-how, relationships, and knowledge of firm
managers and staff, physical capital resources also imply firm’s technology, ma-
chinery, location, and access to productive inputs. On the other hand,
organizational resources refer to firms' policies in reporting, planning, and com-
munication and firm’s intra-relations and inter-relations with other firms and the
larger society. Other authors such as Capron and Hulland (1999) and Galbreath
(2005) also define resources as tangible and intangible assets that firms take own-
ership and control to produce the desired output in an efficient and effective
manner. According to Mohamad Radzi et al. (2017), tangible assets are limited to
human, physical, financial, and technological resources. However, assets including
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knowledge, capabilities, skills, and reputations are termed as intangible assets.
Mohamad Radzi et al. (2017) argue that firms have the desire to access and con-
trol resources either in the short or long term provided the resources will offer a
competitive advantage over rivalries. These firms may have disparities in the
access and control of the various resources, thus generating uniqueness in the
different products or services they offer. Thus, a firm’s performance is deter-
mined from effective utilization of resources and capabilities possessed in the
business (Saffu et al., 2012) since such resources are required for innovations to
gain and sustain competitive advantage (Mohamad Radzi et al., 2017).

The RBV theory provides a perfect contextual framework to analyze small
business success especially, for developing economies where firms are confronted
with inadequate access to resources and expertise (Saffu et al., 2012). Hence, the
Resource-Based View theory that postulates that firms’ resources and capabilities
are the main determinants of performance is adapted for this study.

In an extensive review of empirical studies on attributes associated with busi-
ness success, Mohamad Radzi et al. (2017) report that the most frequently cited
attributes are entrepreneurial competencies which include skills, entrepreneur
educational levels, experience, expertise (know-how), and personal goals. In the
least developed economies, some of these entrepreneurial competencies such as
business skills, expertise, and educational levels are low. As results, specialized in-
stitutional bodies are established to bridge the skills and knowledge gap expected
of entrepreneurs. Other relevant factors that influence business success include
access to financial resources and services from financial institutions (Mohamad
Radzi et al.,, 2017; Murphy et al., 1996).

Besides firms’ access to resources, entrepreneur demographics and firm characteris-
tics (Cragg & King, 1988; Duh, 2003; Rutherford & Oswald, 2000) are also key
determinants of small-scale business success. Demographic characteristics such as
gender, age, education, and industry experience are basic fundamentals to determine
business success (Islam et al., 2011). According to Abdul Wahab and Al-Damen
(2015), entrepreneurs required specific characteristics for performance and these fac-
tors reflect the competency of the entrepreneur to success. From the perspective of
firm characteristics, length of time in operation, type of industry, and ownership are
important factors that affect the performance of small-scale businesses (Smallbone
et al., 1995; Westhead 1995). Based on the above reviewed, we proposed to categorize
the factors that influenced small-scale businesses in Ghana into three (3) sub-groups:
demographic characteristics (age, gender, and education), firm characteristics (length
of time in operation, type of sector, and business ownership type), and institutional
factors (access to financial services and resources, access to technical trainings, and
business advisory services).

Human capital theory

Compared with the RBV, the human capital theory deals directly with resource endow-
ment of the entrepreneur which concerns his/her knowledge and capacities for efficient
business performance (Martin, McNally, & Kay, 2013; Oyedele et al., 2014; Yaacob,
Mahmood, Zin, & Puteh, 2014). Hence, the theory postulates that small businesses’
chance of survival and performance depend on the knowledge and experience of the
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entrepreneur (Dimov & Shepherd, 2005; Martin et al., 2013). According to Oyedele
et al. (2014), entrepreneurs with low human capital can be improved through training
since the theory deals with knowledge and capacities. As a result, improved human
capital development through entrepreneurship education and training has attracted
significant importance among governments around the globe (Martin et al., 2013). In
their operational definition of human capital, Dimov and Shepherd (2005) classified
human capital into (i) level of education and experience (age) termed as general human
capital and (ii) industry-specific human capital (employment experience, leadership
experience, and self-employed). Human capital variables including years of education,
experience (measured in terms of age), leadership experience, and self-employment
have been used in empirical studies to analyze the impact of human capital on business
success. For instance, Dimov and Shepherd (2005) reported a positive relationship
between education and experience, and small-scale business performance.

Conceptual framework and hypothesis

Based on the RBV and human capital theories, the framework in Fig. 1 is proposed
for this study. The framework also includes other important attributes which are
consistent or complemented the RBV theory in examining factors that influence
business success. Three categories of independent factors (entrepreneur factors, in-
stitutional- and firm-related factors) are hypothesized to influence two dependent
variables as noted in the framework. The firm performance is the dependent vari-
able and is measured by two financial performance indicators (employee growth
and sales growth) as adopted by Coad et al. (2016).

Entrepreneur characteristics

Various empirical studies have established a strong relationship between entrepreneurs’
demographic characteristics such as age, gender, and education, and firm performance
(Islam et al., 2011; Kolvereid, 1996; Kristiansen et al., 2003; Mazzarol, Volery, Doss, &
Thein, 1999; Reynolds et al., 2001). Entrepreneurs’ demographic characteristics have an
impact on entrepreneurial intention and endeavor (Reynolds et al., 2001), personal
qualities and traits, and entrepreneurial orientation (Islam et al, 2011) for business
success. For instance, Reynolds et al. (2001) report that entrepreneurs with older ages
from 25 to 45 years have higher entrepreneurial endeavors and hence are most success-
ful than younger counterparts. Similarly, Harada (2003) and Littunen and Virtanen
(2006) observe that older firm managers are endowed with rich business experience
and might have gone through different phases of business challenges compared with
younger entrepreneurs. Prior empirical studies have shown a positive relationship
between age and business success (Kristiansen et al., 2003). It is therefore important to
acknowledge that older entrepreneurs have higher-performing businesses than younger
ones.

Similarly, Mazzarol et al. (1996) report that male entrepreneurs are more successful
in businesses than female counterparts. A key reason attributed to female entrepre-
neurs’ underperformance is due to lower entrepreneurial intentions compared with
male counterparts. For instance, McPherson (1992) argues that in developing countries,
female entrepreneurs invest little to expand their business operation because funds
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generated are used to cater for household livelihood needs and security. Furthermore,
socio-cultural factors such as marital status (Robinson & Sexton, 1994), responsibility
of childcare (Presser & Baldwin, 1980), and growth orientation (Morris et al., 2006) and
other economic constraints including access to financial resources (Yetim, 2008) and
low educational background (Brush et al., 2003) further limit female entrepreneurs’
business growth. Hence, various studies (Gebreyesus, 2007 and Liedholm, 2001) have
reported higher business growth in male-owned businesses compared with female
counterparts.

Formal education has also been documented to influence entrepreneurial
intention and business success (Sinha, 1996). According to Sinha (1996), education
of entrepreneurs breeds entrepreneurial effectiveness since such operators have a
better understanding to deal with difficult situations intuitively. The business land-
scape of small-scale industries is evolving faster, and this requires the collection
and processing of complex information to succeed. Thus, firm entrepreneurs with
higher education tend to adopt more innovative practices compared with other
counterparts with no or little formal education. Studies for small-scale businesses
(Barringer, Jones, & Neubaum, 2005; Cooper, Folta, Gimeno-Gascon, & Woo, 1992;
Kim et al., 2006; Watson, Stewart, & BarNir, 2003; Yusuf, 1997) suggest a positive
relationship between small-scale business growth and education. In a study for
sub-Saharan Africa, Ramachandran and Shah (1999) establish a strong correlation
between entrepreneurs with secondary and university educational, and business
growth. Similarly, Jones (2004) reports that firm managers with higher education at
the tertiary levels increase the formation of new products, are innovative, and easily
adopt high technologies for successful businesses. Following these reviews, the
study postulates the following:

H1: Entrepreneur’s age is positively related to small-scale business growth in Sunyani
municipality.

Entrepreneur  demographic
factors: Age, gender and
education

Institutional resources: Access ~ Business success/performance:
to financial resources; bank
payment services, investment
services and business technical
training

Number of employees

Sales (monthly revenue)

Firm characteristics: Sector |
type, Ownership type and Firm |
age

Fig. 1 Conceptual framework of the effect of entrepreneur, institutional, and firm characteristics on
business performance
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H2: Entrepreneur’s educational background is positively related to small-scale business
growth in Sunyani municipality.
H3: Male entrepreneurs compared with female counterparts have higher small-scale

business growth in Sunyani municipality.

Institutional resources
The strategic relevance of institutional resources such as access to financial ser-
vices (McMahon, 2001; Mohamad Radzi et al., 2017) and technical trainings (Car-
ter et al, 2002; Goodale, 1989; Kitching and Blackburn, 2002) are well
documented as critical factors that could improve business performance.
Financial services including bank payment and investment (credit and savings)
services influence technological adoption for successful firm development. How-
ever, access to these services from formal financial institutions in rural Africa is
limited or non-existing (AGI, 2013). According to the Association of Ghana In-
dustries (AGI) (2013), the main bane of small-scale growth in Ghana is deeply
linked to the lack of adequate capital from formal financial institutions. For small
enterprises to sustain competitive advantage and growth, adequate financial re-
sources are demanded for sustainable investment in education and training of
employees as well as the initiation of any innovation process (Dyer et al.,, 2014).
Empirically, McMahon (2001) report a positive and significant relationship be-
tween small enterprise growth and access to sufficient financial resources.
Entrepreneurs of small businesses often have comparatively limited formal education
and business skills (Goodale, 1989) for organizational performance. Such small firms,
therefore, compensate these shortfalls through continuous training on the job and
apprenticeship programs. This is so, because, the small-scale business environment is dy-
namic with new challenges and opportunities that require that firm managers and em-
ployees acquire new skills for successful operations (Goodale, 1989). As a result, strategic
business training becomes a pre-requisite to acquiring new competencies for the attain-
ment of organizational objectives. (Gakure, R. W: Factors affecting job creating and low
job creating firms owned by women. Unpublished) Small enterprises normally compete
on their technical know-how and use the knowledge to gain competitive advantage since
they are financially handicapped to spend on labor, land, technology, and capital
(Mohamad Radzi et al., 2017). Based on the foregoing, the study hypothesized that:

H4: Firms’ access to banking payment service is positively related to small-scale business
growth in Sunyani municipality.

HS: Firms’ access to investment services (credit and savings) is positively related to
small-scale business growth in Sunyani municipality.

H6: Firms’ access to technical training is positively related to small-scale business

growth in Sunyani municipality.

Firm characteristics

Characteristics of small enterprises including ownership type, firm age, and sector of
firm could influence the business success (Islam et al., 2014; Mothibi, 2015; Smallbone
et al. 1995). Mothibi (2015) reports a significant positive relationship between firm age
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and business success. Arrow (1962); Chang, Gomes, and Schortheide (2002); and
Sorensen and Stuart (2000) observe that older firms may benefit from past business
experiences and therefore have a higher degree of sustainable growth and performance
than younger counterparts. In support, Islam et al. (2014) state that small businesses’
length in operation may be synonymous with a learning curve which presupposes that
older firms will have a higher probability of learning from their experiences to succeed.

With respective to firm ownership type, Westhead et al. (1995) report that firms that
are owned by more than one individual such as a partnership or diverse shareholders
are more likely to sustain business growth and performance than one ownership or sole
proprietorships. From the dimension of sector (enterprise) type, Liedholm and Chuta
(1975) find that the type of enterprise tends to have a significant effect on its perform-
ance. The study argues that the capital and investment requirements, as well as
customer-based small-scale businesses, are different, hence making profitability levels
dissimilar for different types of industries. In Ghana, small businesses such as the
processing sector that depend on agriculture for its primary resource are mostly not
sustainable and have a higher tendency of low growth compared with other sectors
because agricultural production in the country is seasonal (Edusah, 2014). Based on the

above arguments, the study posited that:

H7: The age of the firm is positively related to small enterprise growth in the Sunyani
municipality.

H8: Enterprises in agro-based processing are negatively related to business growth
compared with other enterprise sectors in the Sunyani municipality.

HO: Enterprises with more than one owner is positively related to business growth

compared with sole proprietorships in the Sunyani municipality.

Materials and methods

Study area

The Sunyani East municipality is one of the 27 administrative districts in the Brong
Ahafo region of Ghana and also serves as the regional capital of the subzone. The
municipality is located between latitude 7° 20" N and 7° 33" N and longitude 2° 20" W
and 2° 33" W. Sunyani East is strategically located between four districts: Tano North
to the east, Asutifi North to the south, Sunyani West to the northern, and Dormaa
districts to the west (Fig. 2). The municipality covers a geographical landmass of 506.7
km? representing 2.1% of the total land area in Ghana. The 2010 population and hous-
ing census suggest that the total population in the municipality is 123,224 representing
5.3% of the regional population. Across sex category, females are dominant (50.1%)
compared with males’ counterparts (49.9%) (Ghana Statistical Service, 2012).

Even though the Sunyani East serves as the administrative capital of Brong Ahafo
region, the municipality has an agrarian economy with a large rural population.
The agro-ecological characteristics of the municipality exhibit the moist semi-
deciduous forest vegetation zone. The rainfall pattern is bi-modal in nature with
the major season spanning from March to September and the minor season be-
tween October and December. The annual mean rainfall is 88.99 cm with relative
humidity between 75 and 80% during rainy seasons and from 70 to 80% in the dry
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seasons. The average yearly temperature ranges from 23 to 33°C, the highest ob-
served in March and April while the lowest is recorded in August (MoFA, 2018).
The seasonal nature of agriculture, unreliable rainfall patterns, and the imminent
threat of climate change in the municipality has served as a catalyst for rural dwellers
to seek for alternative livelihoods in non-farm activities as a way of diversifying income
for livelihood security and insurance. Official statistics show that 45.9% of the populates
are crop farmers, while 14.7% are employed in the industry sector mainly carpentry,
bricks and block laying, food processing, timber-related activities, construction works,
among others. Additional 9% are employed in the service sector (government, hair-
dressers, seamstresses, communication, tourism, etc.), and 10% engaged in other sectors
such as commerce, mining, head porting, and transportation. Currently, the municipal-
ity is undergoing massive rural industrialization as a mean of economic diversification
to end poverty and create jobs for the teeming unemployed youth. The initiative has re-
sulted in increased activities of rural small-scale industries (RSSIs) in the municipality.

Research design and data collection process

The mix quantitative and qualitative research approach was employed to carry out the
study. Using both techniques improve the validity and reliability of the data collected.
A structured questionnaire was used to collect quantitative data on respondent’s demo-
graphic, social, and cultural characteristics; business-related data and information; and
access to enabling business institutions in the study area. On the other hand, qualitative
data collection methods such as key informant interview and focus group discussions
were conducted to assess respondents’ perceptions and opinions on challenges affecting
business establishment, access to training programs, skills, and competencies in small-
scale business management.

The study uses cross-sectional data collected in October 2016. A structured
questionnaire was developed and pre-tested before actual data collection. The
aim of the pre-testing was to examine the practicality and appropriateness of the
instrument in answering the research questions of the study. Further, it was an
opportunity to revise and include questions which might previously be not con-
sidered. Ten (10) small-scale business operators were chosen through simple
random selection in two (2) communities under the municipality for the survey
instrument pre-testing. The data collected was analyzed, and the findings were
used to examine the strength and weakness of the questionnaire.

A two-stage sampling technique was adopted to sample 200 operators of small-
scale operators. Stage one includes selecting 10 communities (Atronie, Asukwaa,
Kotokrom, Nkrankese, Yawhimakrom, Adantia, Atuahenekrom, Nwawansua, Benu,
Nkwanta, and Nkurosu II) from a sample frame of communities located within
the municipality. At stage two, simple random selection was also applied to select
individual operators from a sample frame sourced from the government munici-
pal local authority. An equal proportion of 20 operators per community totaling
200 operators was adopted for fair representation.
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Fig. 2 Map of Ghana showing the study location and site. Source: Government of
Ghana (www.sunyanieast.ghanadistricts.gov.gh)

Measurement of variables

The variables used as proxies to measure financial service access and participa-
tion in training/skills improvement programs are based on literature and adapted
to fit the context of this study. Access to bank payment service was assessed
using five items on a 3-point Likert scale. The items include frequency of cash
withdrawals, payment of clients through banks, use of ATMs for withdrawals, cell
phone banking, and change checks or vouchers into cash. Four items measuring
access to investment services were also adopted and measured on a 3-point
Likert scale. The items measure the credit capacity and risk-bearing ability of
firms to receive credit facilities from formal banking institutions. These items
assessed the levels of firms’ ownership of current account with money; savings
account with money; business investments in insurance, stocks, and bonds at
bank; and receivable of loan facility for business. Meanwhile, six items were used
to assess the extent to which firms are receiving training/skill improvement from
governmental agencies such as business advisory services for firm performance
and growth. The items assessed the levels of awareness of support programs and
training from business advisory services; training received in business planning,
marketing, and information services; accounting and financial services;
entrepreneurship-related activities (new markets, products, and services); and hu-
man resource services. The remaining explanatory variables are explained in the
next section under the econometric methodology.

Data analysis

Both descriptive and inferential analytical tools were used to analyze the data. Descrip-
tive techniques such as means, standard deviation, frequencies, and cross-tabulations
were used to describe the data. Analysis of variance (ANOVA) was also used to
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compare the means of continuous variables among the industry types. In order to
analyze the effect of socio-economic and institutional factors on firm growth, we used
the multivariate multiple regression techniques that estimate a single regression model
with more than one dependent variable simultaneously:

PrEmpl; = Age; + Gen + Educ + TyInd + OwnrTY + AgeFirm + BankPyS;
+ BankInvS; 4 Training; + u;

PrSales; = Age; + Gen + Educ 4 TyInd + OwnrTY + AgeFirm + BankPysS,
+ BankInvS; + Training; + u;

where u; is the error that captures other variations, which are not captured by the
explanatory variables captured in the model. The dependent variables are annual
employee growth size (PrEmpl;) and sales rate (PrSales;). Employee growth is measured
in terms of the number of full-time and part-time employees also known as labor of
the firm. Annual sales growth is determined from the firms’ revenue made within the
year. Other explanatory variables are described in Table 1.

Results and discussions

Descriptive analysis

The descriptive analysis shows that out of the 200 rural small-scale firms surveyed,
46% are into agro-processing and 37% are within the artisanal industry while 17%
are from the service industry (Table 2). The majority of the respondents are fe-
males (51.5%) compared with male counterparts (48.5%). Across the industry,
female entrepreneurs dominate the processing sector while males preoccupy the ar-
tisan industry which is consistent with national reports (GSS, 2010). The high
illiteracy rate of 43.5% uneducated entrepreneurs and 43.5% with only basic educa-
tion has a negative implication for business growth because entrepreneurs will face
constraints in accessing information, credit, and technologies for business develop-
ment. The illiteracy statistics are similar to the national figure of 33.0% reported
by Edusah and Antoa (2014).

The mean age of operators, 35.64 years, depicts a youthful and active population
in the management of SSIs in the study area. The finding agrees with observations
made by Anheier and Seibel (1987) and Edusah and Antoa (2014) in the Central
region of Ghana. Across industries, the mean difference is significant suggesting an
aging population (37.8 years) for small-scale business operators in the processing
industry. Similarly, the data suggests a higher monthly sale (261.5) for processing
industry compare with artisans (149.34) and service industry entrepreneurs (141.5)
at 1% significance level. The average employee size is 2.4 whiles age of the firms is
5.75years. No significant difference exists among the three sectors for employee

size and firm age.

Validity and reliability test

The Cronbach’s alpha coefficients are above 0.6 which suggest that the institutional
constructs are internally stable and reliable for further analysis. Besides, the signifi-
cant Keiser-Meyer-Olkin (0.815) and Bartlett’s test of sphericity of 1467.3 confirms
the data on the institutional variables are valid for the data analysis (Table 3).
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Econometric results

The appropriateness of the multivariate multiple regression to the data was evaluated
in terms of the multivariate criterion that indicates if both equations, taken together,
are statistically significant. The result reveals that specification of the overall model is
statistically significant, irrespective of the type of the multivariate criteria used as indi-
cated by the significant levels (1%) of the F ratios from the Wilk’s lambda (0.277),
Lawley-Hotelling trace (2.193), Pillai’s trace (0.840), and Roy’s largest rot (1.981) coeffi-
cients. Similarly, the multivariate tests for each of the predictor variables are statistically
significant, irrespective of the test used, and were, therefore, included in the analysis.
The predictive power of the multivariate regression model for each of the response
variable was also assessed in terms of the fraction of variance explained. The R-squares,
0.6 and 0.57, imply that 60% and 57% of the variance in sale growth and employee
growth respectively are explained by entrepreneurs’ demographics and institutional and
firm characteristics. The F-statistics, 21.79 for sale growth and 18.78 for employee
growth models significant at 1% level, justifies the application of multivariate regression
model to the data. The Doornik Hansen chi-square value of 2021.46 significant at 1%
denotes that residuals of the data are normally distributed and the variance inflation
factor (VIF) is at acceptable levels with tolerance levels above 0.1 suggesting the ab-
sence of multicollinearity among the predictor variables. Therefore, the significant
effects of the predictor variables on the two response variables were evaluated (Table 4).
The results depict that effects of demographic factors (sex of operator, completion of
formal education at JHS level), institutional variables (bank investment and training ser-
vices), and firm characteristics (industry type) conjointly influence small-scale business
performance. Besides industry type, the coefficients of the remaining factors that
significantly influence business performance are consistent with a priori expectations.

Table 1 Definition of explanatory variables used in the multivariate multiple regression model

Explanatory variables Description

Gen Gender of respondent, measured as dummy
variable (1 =if operator is male and 0 = otherwise)

Educ: Formal education level, measured as categorical
(1* = no education, 2 = completed primary/JHS,
3 =completed SHS level, 4 = completed college/university

TyInd: Type of industry, measured as categorical
(1% = processing, 2 = artisan, 3 = service)

OwnrTy Firm ownership type, measured as categorical
(1°= sole proprietorship, 2 =2 operators partnership,
3 =more than 2 operators

Age: Age of operator measured as a continuous variable
Agefirm: No. of years of firm existence, measured as a continuous variable
BankPyS Bank payment service, measured as a continuous

variable using the index from a 3-point Likert scale
(1=never, 2 =rarely, 3=always) on 5 items

Bankinvs; Bank investment services, measured as a continuous
variable using the index from a 3-point Likert scale
(1 =never, 2 =rarely, 3 =always) on 4 items

Training Access to training services, measured as a continuous
variable using the index from a 3-point Likert scale
(1 =never, 2 =rarely, 3 =always) on 6 items

“Means base category
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Table 2 Socioeconomic and institutional characteristics of business operators

Variables RSSI types
Processing Artisan (37.0%) Services (17.0%) Overall
(46.0%) (200)
a) Discrete variables
Gend: Gender of business operator
Male1 185 20.5 9.5 485
FemaleO 27.5 16.5 7.5 515
Educ: Educational level of operator
Has no formal education 225 100 11.0 435
Completed primary/JHS 185 20.0 50 435
Completed SHS level 25 50 1.0 85
Completed college/university 25 20 0.0 4.5
b) Continuous variables Compare means (ANOVA) Overall (f test)
Age of operator 3784 33.59 3412 3564 (3.1)**
Employee size 221 2.26 2.29 24 (0.06)™
Age of firm 540 569 6.82 575 (1.2)™
Average monthly sales 261.58 149.34 141.50 199.64 (30.2)***

“Means base category. "not significant. **, ***Significance at 5% and 1% levels. Values in parenthesis are ANOVA
chi-square statistics

The study uses the RBV and human capital theoretical framework to examine the
precursors of business performance. Specifically, this study contributes to the literature
by investigating data on rural small-scale firms in Sunyani municipality of Ghana. Six
variables based on the RBV theory were found to be consistent with extant literature
on factors influencing SSIs performance.

The importance of demographic characteristics reflects the competencies entrepreneurs
required to succeed in business management. This finding is congruent with previous
studies (Harada, 2003; Islam et al., 2011; Littunen & Virtanen, 2006; Unger et al., 2009a).
For instance, Islam et al. (2014) in a study for Bangladesh found that entrepreneurs’
demographic factors such as age, gender, and education greatly influenced small-scale
business success. Similarly, Mothibi (2015) also reported that entrepreneur’s education
and age were significant determinants of business success in Kenya. Given that most small
businesses’ operators have lower formal education and are constraint by technical train-
ing, strong entrepreneurial characteristics such as education and age are important in de-
termining the success of the firm. The business landscape of small-scale firms is
evolving faster, and this requires the collection and processing of complex informa-
tion to succeed. Thus, firm operators with higher education tend to adopt more
innovative practices for success (Barringer et al., 2005; Cooper et al., 1992; Kim,
Aldrich, & Keister, 2006; Watson et al., 2003; Yusuf, 1997). Besides, older firm opera-
tors might be endowed with rich business experience and might have gone through
different faces of business challenges to overcome obstacles in firm operations
(Harada, 2003; Littunen & Virtanen, 2006).

The result of this study also indicates that institutional characteristics mainly access
to investment services and technical training significantly influence small-scale business
performance. In support of this finding, Martin et al. (2013) observed a strong positive

Page 14 of 20
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Table 3 Reliability and validity analyses of institutional constructs measured

Reliability test Number of items Cronbach’s alpha coefficient
Bank payment services 5 0.715
Banking investment services 4 0.836
Access to training services 5 0.732

Validity test

Keiser-Oklin measure of sampling adequacy 0.815

Bartlett’s test of sphericity Chi-square = 1467.3, dg =45, sig =0.000

relationship between entrepreneurs’ access to training and business success. In a related
study, Yaacob et al. (2014) in Malaysia also reported a significant positive relationship
between graduate entrepreneurs’ access to technical training and survival of businesses.
Business skill acquisition and continuous training are important antecedents of busi-
ness growth. For small businesses in the informal sector, formal education of operators
is low (Goodale, 1989); hence, entrepreneurs acquire skills and improve business com-
petencies through access to technical training to achieve organizational objectives.
From the result of the study, it appears that firm operators with limited business skills
can compensate the shortfall with continuous training on the job, especially in rural
areas for success. Meanwhile, access to investment resources from financial institutions
directly influences technology adoption for successful firm development in this dy-
namic business environment. However, the main bane of small-scale business growth
in rural Africa is attributed to insufficient capital from formal financial institutions.
Therefore, access to investment options that provide credit and savings opportunities is
necessary to help many small businesses respond to the rapidly changing business en-
vironment to be successful (McMaon, 2001).

Substantial empirical studies have highlighted the significance of firm characteristics
in influencing business performance (Islam et al., 2014; Mothibi, 2015; Smallbone et al,,
1995). However, the result of this study only found the type of industry sector to sig-
nificantly influence business performance. Consistent with this finding, Mothibi (2015)
reported that firm characteristics such as firm type are a crucial determinant of small-
scale business performance in Kenya. On the contrary, Islam et al. (2014) found no
significant relationship between firm-specific characteristics and performance in the
study for Bangladesh. In this study, it appears that businesses in the processing industry
mainly agro-processing tend to be more successful than the artisans and service indus-
tries. This finding is contrary to a prior expectation which suggests that processing
industries that use agricultural raw materials are unsustainable because agricultural
production, especially for developing countries, is risky and variable (Edusah, 2011).
Probably, the reason that accounts for this finding might be related to the improved
agricultural growth in 2016 when the study was conducted compared to other periods.

Implications and conclusion

The performances of small-scale firms in terms of growth and sustainability are affected
by both firm internal and external factors. This study considers firm internal factors
such as entrepreneurs’ and firms’ characteristics as well as external factors (institu-
tional) based on the RBV and human capital theories to make empirical and practical
contributions toward explaining critical factors that affect small-scale business
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Table 4 Multivariate multiple regression of factors that influence RSSIs performance in Sunyani

municipal
Variables Employee growth Sales growth
Coef. Std. err. Coef. Std. err.
Demographic characteristics
Gender 0.1719%%* 0.024 0.109%** 0.019
Log (age) -0.043 0.076 0.090 0.634
Formal education
Completed JHS level 0.055* 0.025 0.080%** 0.021
Completed SHS level 0.015 0.043 0.088** 0.035
Completed College/university —-0.044 0.076 -0.015 0485
Institutional characteristics
Access to bank payment services —-0.056 0.041 —0.146%** 0.034
Access to bank investment services 0.059* 0.034 0.092%** 0.028
Access to training services 0.041* 0.034 0.094%** 0.029
Firm characteristics
Industry type
Artisan —0.244%** 0.029 —0.114%* 0.024
Craft —0.277%** 0.033 —0.126%** 0.277
Log (age of firm) 0.049* 0.036 —0.006 0.030
Enterprise ownership
Partnership (2 operators) —0.096* 0.051 —0.002 0.043
Partnership (> 2 operators) 0.078 0.095 0.128 0.079
Constant 0.268* 0.140 1.851%%* 0.116
Model diagnostics Obs RMSE R-sq F-stat
Sales growth 200 0.129 0.60 21.79%%*
Employee growth 200 0.1556 057 18.78***

performance. The study, therefore, contributes to existing entrepreneurship literature
by explaining critical antecedents of small-scale firm performance in developing econ-
omies, particularly Ghana.

Given that previous findings on business success factors are inconclusive, the current
study concludes that these may be attributed to the over-reliance on measuring busi-
ness performance from a non-financial perspective, which is often subjective and may
not be an actual indicative of business success. Thus, the study evidences that the usage
of more than one financial indicator to proxy small-scale performance offers a possible
solution that also eliminates the weakness of using financial data especially in develop-
ing economies, thereby contributing to the measurement of small business perform-
ance. Past studies on small-scale success factors that consider financial indicators
examined the effect of either only internal or external factors on small business per-
formance. This study improves this body of knowledge by simultaneously examining
the effects of these two factors on business performance in the Ghanaian context which
has relatively received low research attention. The study is, therefore, a valuable
addition to the limited studies on small-scale business performance in Ghana. Indeed,

the ultimate contribution from the study shows that both internal (ie., firm and
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entrepreneur characteristics) and external (i.e., institutional characteristics) characteris-
tics are important contributors to business performance.

The study also presents several practical implications. First, the findings from the
study suggest that the effect of basic educational level on firm growth was conjointly
significant, but high school and undergraduate levels were conjointly insignificant. This
finding adds to earlier studies that report on the relationship between higher education
(i.e, undergraduate levels or higher levels) innovative practices and firm growth. This
finding has implications for the introduction of entrepreneurship education at the basic
level of education, thus the need to lay a firm foundation of entrepreneurship from
basic school level rather than the current situation where entrepreneurship education is
mostly limited to tertiary or undergraduate levels. Second, the study also shows that
provision of investment services and training programs are not only interconnected but
are crucial to small-scale performance. Small-scale entrepreneurs in Ghana and other
developing countries have a low educational background and insufficient capital to
expand business operations. The implication is that there is the need for linkage be-
tween provision of investment services targeting small-scale firms with requisite skills
training, technical backstopping, and finances for business performance. For instance,
the Government of Ghana through the Ministry of Business Development (MBD) and
National Board for Small-Scale Industries (NBSSI) should establish and make visible
more rural business advisory and investment services to improve small-scale entrepre-
neurs’ business skills and competencies. Further, the significant influence of gender on
business performance calls for gender mainstreaming in the promotion of small-scale
businesses. Therefore, programs designed for small-scale entrepreneurs should be
disaggregated based on female and male entrepreneur for maximum impact.
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