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ABSTRACT

The problem of access to loans faced by household enterprises (HEs) is the motivation for this study.
The study examined the determinants of access to loans in the various financial sectors. The objective
of this study was to identify the factors that influence HEs’ access to loans in general and also their
access to formal and informal loans, and also new strategies to finance HEs. The study focused on

entrepreneurial characteristics and enterprise features that influence access to loans in Ghana.

The study employed an informal enterprise survey of 729 household enterprises conducted in 2013 by
the World Bank in Ghana. The Heckman Probit regression with sample selection model was used to
estimate the determinants of access to loans because of the possibility of sample selection bias. But
the ordinary Probit Model was later used for the estimations since there was no existence of selection
bias. The results for total loans revealed that entrepreneur’s gender, household size, HE size and
possession of assets are all positive significant factors that influence HEs’ access to loans. For the
formal financial market, the results showed that the determinants of formal loans are entrepreneur’s
experience, HE age, HE size and possession of asset. All these significant determinants of access to
formal loans showed a positive relationship except HE age which indicated a negative relationship.

Finally, the determinants of access to informal loans are entrepreneur’s gender and household size.

In view of this, the study recommended that financial institutions should provide free training
programs geared towards equipping HE entrepreneurs with the right loan application skills. Also, the
government should formulate policies directed towards giving loans to female entrepreneurs in order
for their HEs to move beyond survival to the place of growth and expansion. In addition, the
government should provide loans for HEs in the transition from young to adulthood to enable such

enterprises to cater for their sharp increase in cost.
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CHAPTER ONE

INTRODUCTION

1.0 Background to the Study

The role of Household Enterprises (HEs) in the overall development of a nation cannot be
exaggerated. They play an important part in poverty reduction and are vital to higher
consumption. Haggblade et al. (2010) observed considerable evidence on the role HEs play in
raising incomes in households through increased employment, and diversification of household
income. The HE sector is responsible for many new non-farm jobs in many of the SSA countries,
even in periods of high economic growth (Fox & Gaal, 2008). Employment in HEs is the rapid
growing aspect of the economies in SSA countries undergoing growth and poverty reduction.
These enterprises have been the solution to diversification by transforming labour from

subsistence agriculture to non-agriculture activities (World Bank, 2012).

Despite the small scale nature of the operations of HEs, they continually have a significant role
in poverty alleviation since they help poor people become less poor. According to Abor and
Quartey (2010), HEs contributes immensely to employment generation, poverty alleviation and
economic growth in most African countries. In addition, Bakeine (2009) acknowledged that the
presence of a HE is a key element in lifting households out of poverty. The case of Ghana is not
an exception. From 1991 to 2006, about 1 million new jobs were created by HEs out of the total
of 2.8 million new jobs (World Bank, 2009). The HEs in Ghana are very important since they are
viewed as a means of livelihood for households and are often seen as a complement to family

farming.



Amidst all these contributions of HEs to developing countries, they face a lot of challenges of
which numerous studies such as Bakeine (2009) and Quainoo (2011) indicated lack of start-up

capital as a major bottleneck.

Finance serves as the core of every business and regulates its growth and survival (Aryeetey et
al., 1994; Abor and Quartey, 2010). Loans are a major source of finance for enterprises, and they
serve as a start-up capital to new businesses and an investment and working capital for already
existing businesses. The HEs need loans to acquire assets and to cover for daily and operational
expenses as well as the payment of remuneration (Quainoo, 2011). Improved access to loans
gives HEs the capability and opportunities to expand and increase productivity since growth in
employment and expansion in this sector tends to come from new enterprises springing up but

not from the already existing ones (Fox & Sohnesen, 2012).

Most empirical studies have shown that inaccessibility of loans is a major impediment to HEs
and MSEs in general, in both developed and developing countries particularly SSA countries
(Beck and Cull, 2014; Aryeetey et al., 1994; Baah-Nuakoh, 2003). For instance, the National
Bureau of Statistics (NBS) of Nigeria in partnership with the World Bank from its General
Household Survey in 2010/2011 asserted that HEs in Nigeria have low capital stock, with more
than 50 percent of these enterprises having a capital below 13,000 Naira ($87) and only a few of
them have access to loans (NBS, 2011). In addition, a World Bank study revealed that 90 percent
of HEs and MSEs surveyed stated loan acquisition to be the paramount setback to new
investment (Parker et al., 1995). It has also been established that the reason for low growth and

development of small enterprises is limited access to financial resources (Abor & Biekpe, 2006).



The major challenges HEs face in accessing loans include high interest rates, cumbersome
paperwork and requirement of collateral to qualify for loans by formal financial institutions
(Stephanou & Rodriguez, 2008; Bakeine, 2009; Quainoo, 2011; Alhassan & Sakara, 2014).
These impediments have led to HEs resorting to informal lenders such as traditional money
lenders, relatives and friends, ‘susu’ lenders and, savings and loans companies (Beck &
Demirgligc-Kunt, 2005; Nkuah et al., 2013). Though the above challenges are faced by most
enterprises, HEs are usually ignored and more attention is given to larger enterprises, and HEs

tend to be more constrained. In addition, Fox and Sohnesen (2012) stated that:

“Household enterprises are usually ignored in low-income Sub-Saharan African

development strategies” (p.1).

This persistent inability to access loans among HEs has attracted many researchers,
policymakers, and governments to make recommendations and put policies in place to finance
HEs (Kayanula & Quartey, 2000). Regardless of the World Bank enterprise financing policies to
eradicate the problem of access to loans, many of these enterprises in developing countries still
face this challenge, because of poor coordination and the quality of existing structures in support

of informal enterprises (Quainoo, 2011; World Bank, 2018).

Some of the policies are the formulation of the Credit Guarantee Scheme to help firms who are
without collateral to secure loans from financial institutions (Kayanula & Quartey, 2000). Also,
impositions of interest rate ceilings and direct credit policies were geared toward reducing the
interest rates (Nkuah et al., 2013). But these policies usually fail because they lead to high
reserve requirements and artificially low interest rates causing financial market distortion. This
will cause the breakdown of formal financial institutions’ ability to offer loans hence HEs will

turn to informal agencies for assistance.



Moreover, policies such as the introduction of Banking Regulation (Credit Bureau) as was
implemented in Kenya on 11th July 2010 to make lenders (bankers) more confident and to
prevent borrowers from taking loans at multiple financial institutions have made credit risk

management easier (Mole & Namusonge, 2016).

In the case of Ghana, institutions such as the Microfinance and Small Loans Centre established
in 2006 are to address and standardize the approval of loans and to provide training programs

and financial advisory services for small scale businesses (MASLOC, 2006).

Theoretically, lack of access to loans has been expounded through the credit rationing hypothesis
put forward by Stiglitz and Weiss (1981), which postulates that the problem is the result of
information asymmetry resulting in financial market distortions. Adverse selection and moral

hazard problems in loan agreement are the reason for inadequacies in the financial market.

Loan acquisition is subject to information asymmetry, not only on the side of the borrower but
also that of the lender. Financial institutions are unable to ascertain the faithfulness of the
borrower or to keep track of the money borrowed if it was used for the intended purpose. On the
flip side, lenders (HEs) are unable to signal the financial institutions that they possess the desired
characteristics that improve their probability of fulfilling their loan obligations (Gariba, 2015).

This leads to a failure of the financial market.

Financial institutions provide loans to HEs based on their capability to calculate the probability
that they would be repaid and this is hugely dependent on the profitability of the enterprise
(Stiglitz & Weiss, 1981). Furthermore, supervisory weaknesses, market failures, regulatory
constraints, financial structure insufficiencies, and financial institution inadequacies determine

the supply of loans to enterprises (Malhotra et al., 2007).



Nonetheless, financial institutions are able to approximate the creditworthiness of HEs and their
ability to repay the loans based on information they are able to obtain from owners of the
enterprises such as experience, association to business society, level of education, size of the
enterprise, the value of assets and possession of financial statements (Deakins et al., 2010;

Kumah, 2011; Pandula, 2011)

1.1 Problem Statement

Ghana’s sustained GDP growth from 1991 to 2006 created an average of § percent per year of
substantial self-employment and private wage employment. Notwithstanding the rapid growth in
wage employment during that period, agriculture remained Ghana’s leading primary

employment sector, with HEs a close second (Quainoo, 2011).

Despite all the success, the problems of access to loans, lack of managerial expertise,
inappropriate equipment and technology, and regulatory concerns of HEs still exist (Aryeetey et
al., 1994; Gockel & Akoena, 2002; Quainoo, 2011). Concerning managerial skills, most of the
entrepreneurs do not see the need for training and skill acquisition and the few who see it to be
needful do not have the means and cannot afford it, in the face of the many training and advisory

institutions available (Kayanula & Quartey, 2000).

However, several policy initiatives have been implemented by the government to assist HEs such
as the credit guarantee scheme. The Non-Bank Financial Institutions (NBFIs) were also
established to attend to the financial needs of HEs (Gockel, 2003). Also, there has been
substantial backing from international donor institutions like the United Nations Industrial

Development Organisation (UNIDO) and the African Business Angel Network (ABAN), which



is a Pan-African non-profit organisation founded to help the survival of infant businesses across
Africa and to encourage many more investors about the prospects in Africa (Gariba, 2015). In
recent times, the Business Development Minister, Mr Ibrahim Mohammed Awal, made mention
of some $10 million the government has made available under the National Entrepreneurship and
Innovation Plan (NEIP) and also added that this amount is not enough, therefore the government
has embarked on policy to add GH20 million by March 2018 (NEIP, 2018). These funds are to

support start-up businesses in both the formal and informal sector.

Access to loans from commercial banks by HEs has been a concern for entrepreneurs,
policymakers and government since most financial institutions in Ghana are hesitant to grant
loans to HEs because of the apparent high risk of the enterprises in this sector but are willing to
expand loans to large firms (Alhassan & Sakara, 2014). Many of the HE entrepreneurs are
considered not creditworthy by most of the financial institutions because they are not able to
satisfy rigid banking terms and conditions such as secured collateral, unfavourable maturity
period, burdensome loan repayments process and complex loan applications and disbursement
procedure (Abor & Quartey, 2010). These cause most of the HEs to turn to the informal credit
sector for loans. This is because most the entrepreneurs do not know the dynamics of accessing
loans from both formal and informal sources. Also, the financing of HEs may vary from country

to country depending on the nature and structure of the HE sector (World Bank, 2018).

Also, there are policies undertaken by governments and other NGOs to close the HEs financing
gap but they cannot do it alone and the gap also keeps widening overtime (World Bank, 2018).
According to the World Bank (2018) over 70% of MSME:s lack access to credit and this financial
gap is particularly wide in Asia and Africa. The current financial gaps in the formal and informal

enterprise sector are estimated to be $1.2 trillion and $1.4 trillion respectively (World Bank,



2018). Hence there is the need for the entrepreneurs to know the available financial assistance

and understand the dynamics of access to loans.

This brings the issue of how HEs can access loans and what new strategies can be employed to
finance HEs in Ghana. Also borrowing from an informal source comes at a high cost. The
interests are often high whilst the loan amount may be small. Therefore, there is the need to
assess both the formal and informal financial sector closely. This raises the question of not only
the determinants of total loans in general but to explicitly take a keen look at the factors that
determine access to loans by HEs from both formal and informal credit sectors. Finally, the
financing of HEs is based on the nature of the HEs, therefore there is the need to also look at

some ways of financing HEs in Ghana.

1.2 Research Questions

The study, therefore, seeks to find empirical responses to the following research questions:

1. What are the determinants of HEs’ access to total loans?

2. What are the determinants of HEs’ access to formal and informal loans?

3. What are the new strategies for financing HEs?

1.3 Objective of the Study

The study aims at achieving the following objectives:

1. Identify and estimate the determinants of HEs’ access to total loans.

2. Estimate determinants of HEs’ access to formal and informal loans.

3. Ascertain new strategies for financing HEs.



1.4 Justification and Significance of Study

This study is significant because of the contributions of HEs to the socio-economic development
in developing countries particularly SSA countries. The problem of access to credit has been
addressed by a lot of researchers, however, the literature on HEs financing shows that there are
no or little studies on the determinants of access to loans among HEs in developing countries in

Africa.

Whilst a few previous studies like Alhassan and Sakara (2014) and Gariba (2015) have examined
the determinants of access to credit by SMEs in Ghana, there is no study on determinants of
access to loans by HEs, with focus on formal and informal loans market. Moreover, previous
studies in Kenya like Akoten et al. (2006) and Mole and Namusonge (2016) were limited to
MSE:s in a specific sector and also a particular region. Most of the studies in Ghana also do not
distinguish between formal and informal access to finance. Also, a study on access to finance by
Non-Farm Enterprises in Ghana was focused on only rural areas (Osei-Assibey, 2014). In
contrast, this study focuses on the determinants of access to loans in general and also looks at the

determinants of formal and informal loans explicitly.

The findings of this study can inform policymakers and government on policies that are geared
toward eradicating the HEs financing impediments, particularly, in terms of access to loans.
Knowing how these variables affect access to finances would be significant in prioritizing the
efforts of stakeholders and government in promoting HEs’ access to loans and, therefore, the
financial inclusion of HEs in Ghana. Moreover, the findings of this study will serve as a
benchmark and guidance for financial institutions on how to meet the financial needs of HEs in

Ghana. Finally, this study will add to the existing literature on HEs’ financing.



1.5 Organisation of Study

The study is made up of six chapters outlined in the following manner.

The first chapter presents the introduction of the study and a general idea of the whole study.

Chapter two presents an overview of the HE sector and the structure of the financial sector in
Ghana, and the linkage between them. Chapter three presents a review of the literature on the

determinants of access to loans.

The methodology adopted by the study is presented in chapter four. Also, here we discuss the
sources of data, model specifications and measurement of variables. Chapter five analyses the

data and discusses the empirical results.

A summary of the whole study and the recommendations for policy are provided for in Chapter

SiX.



CHAPTER TWO

HOUSEHOLD ENTERPRISES, THE FINANCIAL SECTOR, AND INTER-

LINKAGES

2.0 Introduction

This chapter is in three major sections. The first section talks about the general overview of the
Household Enterprise Sector and the second also gives an overview of the structure of the
Financial Sector in Ghana. The last section discusses the linkage between HEs and the financial

sector.

2.1 Overview of Household Enterprise Sector

2.1.0 Introduction

This section gives an overview of the HEs sector in developing countries, with a specific focus
on Ghana. It begins with a theoretical definition of HEs and an overview of the HE sector in
Ghana. It also looks at the vital contributions that HEs make towards economic growth and
development, particularly in developing countries such as Ghana. It further discusses the general
challenges of the HEs sector, particularly lack of access to loans. Lastly, it examines the

government’s financial and policy supports to curtail HEs’ financing constraints in Ghana.
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2.1.1 Definition of Household Enterprises (HEs)

Household Enterprises have not received much consideration in the enterprise literature even
though they are crucial for the development of an economy. The definition of HE remains
varying or unclear (Kayanula and Quartey, 2000). It is a matter of literature. The inconsistency in
the definition of HE may lead to complications in the calculation of income and assets, and also
the rate of return on HE (Samphantharak & Townsend, 2012). Kayanula and Quartey (2000)

stated that:

“There is no single, universal, or uniformly acceptable definition of enterprises” (p.225).

Therefore, quite a lot of criteria have been employed to help define HE. A review of the
literature on the definitions of HE is based on diverse criteria such as the number of workers
employed (household members employed), the proportion of returns to the household, and the
value of fixed assets. To classify a business as a HE, standard practice (International Labour

Organisation, 2011) obliges that the following conditions have to be met:

a) The ownership condition (owned by a member of the household) and either
b) The size criteria (limit of the number of employees), and/or
C) The legal status (non-registration of the enterprise or its workers).

The last criterion (legal status) is mostly inconsistent since the rules on the registration of
enterprises vary by country. The word ‘registration’ may also differ in meaning depending on the
country. For example, in Uganda, registration means a certain level of legitimacy from the state,
but this is not the case in Tanzania and Rwanda. Also, in some countries, it is legal to do
business in an individual’s own name even without registering. Therefore it is only the first two

criteria that are mostly used by most researchers in order to maintain consistency (Fox &
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Sohnesen, 2012). The World Bank in collaboration with Women in Informal Employment:
Globalising and Organising (WIEGO) on a study on Policies and Programmes for Household

Enterprises in Africa defined HE as:

“Self-employed persons together with any family members or casual workers assisting

them (not involving contractual workers)” (WIEGO, 2008, p.1).

According to the World Bank (2012), HEs are self-employed enterprises working in non-
agriculture, which may employ contributing family workers. It also stated that HEs together with

Micro Enterprises (MEs) form what is known as Non-farm Enterprises (NFEs).

Narrowing down to developing countries, Fox and Sohnesen (2012) examined Household
Enterprises in SSA, and they sometimes used HEs and MEs interchangeably. This is because
they had a lot of characteristics in common: both are independent household owned non-farm
enterprises. The distinction is that HEs employ only family workers whereas MEs employ at

least one non-family employee on a constant or contractual basis.

The NBS of Nigeria also defines HE as a self-employment business that employs about 5

workers (NBS, 2011). A Household Enterprise as described by Bakeine (2009):

“HEs consist of self-employed (or own-account) workers and unpaid family members
engaged in non-farm business activities, at the lower end of what is often categorized as

micro, small and medium enterprises (MSMEs)” (p.3).

This implies that HEs represent the bottom of the pyramid of MSEs, therefore in some studies

they were known as Micro Enterprises (MEs) as shown in Fig. 2.1 below.

In conclusion, there is no general consent over the definition of a HE. Since the definitions vary

across countries, it is vital to look at definitions of HEs in the context of Ghana.
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SEs

MEs

HEs

Fig 2.1: A cross-section pyramid of Micro and Small scale Enterprise (MSE)

Source: Author’s compilation based on literature

2.1.2 Definition of HE in Ghana

In Ghana, the definition of HE is based on the classification of enterprises. Some studies use
turnover level and skill of labour while others make use of capital asset in the categorisation of
enterprises (Abor & Quartey, 2010). The classification of HE in Ghana has mainly been based on

the criteria of size and ownership.

Size has been well-defined in diverse ways like annual turnover, industry of enterprise and

number of workers (Weston & Copeland, 1998). But in most studies in Ghana, size has usually
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been defined as the number of employees. For example, a survey report of the Regional Project

on Enterprise Development Ghana categorized enterprises into:

(1) less than 5 workers — microenterprise; (ii) 5-29 workers — small enterprise; (iii) 30-99

workers — medium enterprise (iv) 100 and above — large enterprise (Abor & Quartey, 2010).

Furthermore, what explicitly defines HE from the various enterprises is ownership. According to
the Ghana Statistical Service (GSS), HEs are non-farm enterprises owned by a household. It also
considers the proportion of the returns of the enterprise that comes to the household (GLSS,
2014). The Living Standards Measurement Study (LSMS) by EGC-ISSER (2015) also follows

the definition of GSS. In addition, a World Bank study on HEs in Ghana stated that:

“HEs are small businesses engaged in nonfarm activity, and are operated by a single
individual (the owner) or with the assistance of family members or no more than five

non-family workers on a casual basis” (Quainoo, 2011, p.1).

Fox and Sohnesen (2012), on their examination on HEs in Ghana, defined HE as a non-farm

enterprise that is owned by a household and unincorporated, with only family workers.

The above did not indicate a cut off for the number of employees but one thing is certain, the
employees should be members of the household and causal workers but not permanent

contractual workers.
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2.1.3 General Overview of HEs in Ghana

In Ghana, 44.3 percent of households are engaged in non-farm enterprises, of which 50.4 percent
are in urban communities. As stated in the GLSS report that these enterprises are classified into
major groups (Manufacturing, Trading, and Other Activities) according to the United Nations
Statistical Classification System called the International Standard Industrial Classification of all

Economic Activities (ISIC), Revision 4 (GSS, 2014).

The common operations within this sector comprises of soap and detergents, fabrics, textile and
leather, cement and bricks, village blacksmiths and tin-smithing, ceramics, beverages, food
processing and bakeries, tailoring and clothing, wood furniture, electronic assembly, agro-
processing, mining and timber, mechanics, chemical-based products, but does not involve
farming, fishing, hunting and forestry (Kayanula & Quartey, 2000; Abor & Quartey, 2010;

Quainoo, 2011).

The HEs are also classified based on the number of years they have been in operation. A study

by Abor and Biekpe (2006) categorised them in this manner:

(1) Infant — less than 1 year
(i1) Young — from 1 to 5 years
(i11) Adult — from 6 to 10 years

(iv) Mature — 10 years and over

The majority of HEs in Ghana are not formally registered. Most of HEs run by females are more
likely to operate from the home. The HEs owned by females are likely to be overlooked since
they are home-based and do not operate directly in the traditional market. Therefore, these

owners tend to be invisible entrepreneurs (Mead & Liedholm, 1998).
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Household savings is the main source of capital for HEs. After household savings, is assistance
from friends or relatives, and then followed by the banks (GSS, 2014). HEs are usually more
labour-intensive, and more efficient in developing countries like Ghana where labour is abundant
and capital is scarce. Most of these HEs operate with low technological know-how and

innovation.

In addition, income generated by the financial and physical capital of HEs cannot be
straightforwardly separated from that generated by the human capital of members of the
household (wage earnings). Also, they are not secured by limited liability, therefore, the owners
are not different entities from their enterprises. This affirms what was established by
Samphantharak and Townsend (2012) that, business assets and household assets are legally

inseparable, therefore they are collectively used between household and business.

Another characteristic of HEs in Ghana is that their products and services are delivered to only
the local market. They lack the ability to access the international market even if they wanted to.
This is mainly because of the massive capital requirement for operating in the export market, low
level of education, informal nature of the business, and lack of training for entrepreneurs

(Gariba, 2015).

The lack of entry barriers has created competition which has led to the closure of inefficient and
poorly managed HEs, making the HEs in the trading (retail) sector face the highest closure risks.
Nevertheless, because of higher capital and skill requirements in the manufacturing sector, it has
made it less competitive (GSS, 2014). The HEs in services and manufacturing are more likely to

grow than those in trading.
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2.1.4 Contribution of HEs to Economic Growth and Development

In the early 2000s, there has been a resurgence of economic growth and development in low-
income SSA countries, including Ghana. Fox and Sohnesen (2012) postulated that, between the
years of 2000-2008, countries like Ghana, Rwanda, Mozambique, Uganda, and Tanzania all
recorded GDP per capita growth above 3 percent per annum. This growth was partly attributed to
the increase in non-farm private enterprise employment, which included owners and family

members in HEs.

Household Enterprises creates most of the new jobs outside of agriculture (GSS, 2014). The
movement of labour outside of the agricultural sector in the recent decade shows up as HE
employment, and just a little showing up as wage employment. The principal reason for the
increase in HE employment over the previous years was due to the debt crisis, during which
many developing countries underwent a laying off of workers in the public sector, and the
private sector was not capable of absorbing the growing labour force (Fox & Gaal, 2008).
Employment in HEs of SSA countries undergoing growth and poverty reduction is the rapid
growing part of such economies. These enterprises have been the key solution to diversification
by transforming labour from subsistence agriculture to non-agriculture activities (World Bank,
2012). In Ghana, the GSS (2014) stated in the GLSS report that, more than six million people are

engaged in non—farm enterprises, including both HEs and MEs.

Another key contribution of the HEs to both developed and developing countries is poverty
alleviation and diversification of income. Although 40 percent of household rely on HEs as an
income source, they (HEs) are often disregarded in low-income SSA development strategies Fox
& Sohnesen, 2012). This is because the majority of the informal enterprises are often believed to

be unproductive, hence described as a poverty trap (Banerjee & Duflo, 2006). Contrary to this
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assertion, a study by Barrett et al. (2001) evaluated household livelihoods in rural SSA and
concluded that HEs (non-farm activities) aided in the reduction of household poverty. It was also
noted by Fields (2012) that, the only way for poor households in SSA to eradicate poverty is by
earning more money from employment. He further argued that most non-farming employment in

SSA countries like Ghana is now in HEs and has helped alleviate poverty.

In Ghana, the majority of HEs in rural areas are often seasonal ventures, since investments in the
agricultural sector (farming) have not reduced risk or increased productivity enough for
households to particularly specialize in one sector or the other (Fox & Sohnesen, 2012). This
enables poor households to diversify their income, leading to a rise in income and making them

less poor.

2.1.5 Problems Facing Household Enterprises (HEs)
This section reports on the challenges most HEs face in starting and the daily running of their

businesses.

Inadequate capital and lack of finance

Inadequate capital and lack of finance are the repeatedly challenge mentioned by most HEs
(GSS, 2014). It covers the several challenges confronted by HEs in their daily operations as well
as the following: (i) inability to acquire a suitable worksite; (ii) difficulties in securing tools and
material inputs; (ii1) high cost of raw materials; (iv) inability to meet customer demands; (v) high

costs of utilities and fuel.
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The challenge of lack of finance includes a circumstance where HEs experience hitches in
starting and in running the affairs of the business due to delays or failure to obtain loans. Many
HEs try but fail to obtain loans from formal financial institutions. Even those granted the loans,
encountered a lot of complexities in the process. A World Bank study showed that 71 percent of
the urban HEs and 65 percent of the rural HEs reported difficulties in accessing loans. In all, 68
percent of all entrepreneurs surveyed claimed to be experiencing difficulties in acquiring finance

for their businesses (Bakeine, 2009).

The main difficulties faced in their effort to access loans include finding acceptable collateral;
the interest rate is too high; the maximum loan size allowed for micro businesses being too
small; the loan process is too long and tedious to deliver the required funds at the time needed;
and the repayment terms being unfavourable (Stephanou & Rodriguez, 2008; Bakeine, 2009;

Alhassan & Sakara, 2014).

Resulting from the inability to raise finance, numerous HEs survive on a very insignificant
capital base and ultimately collapse. Because of this, many HEs resort to the informal sector,
including borrowing from friends and relatives to accumulate some capital (Nkuah et al., 2013;
GSS, 2014). In several cases these alternatives fail to deliver, and should they even deliver, they

only make available just a fraction of what the enterprise actually needs.

Poor Infrastructure

The problem of poor infrastructure entails HEs experiencing poor road network and power
supply problem. The problem of access, reliability, and cost of electricity (power) in Ghana is a
critical challenge particularly among HEs in the manufacturing, services, and trade (retail)

sectors. Whereas rural based HEs are almost always affected by inaccessibility to electricity,
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urban HEs may have access to electricity but are affected by the unreliable nature of the supply
and high cost of electricity (Bakeine, 2009). The direct consequences of this problem on HEs’
operations are lost employment and a decline in income. The common remedy most of the HEs
resort to is buying generators to operate their business. This often is out of their reach since the
cost of buying and maintaining a generator is expensive and therefore most the enterprises’

production reduces drastically.

Lack of a Proper Worksite

Lack of a proper worksite, in this case, comprises of lack of a work place; unsuitable work place;
and lack of storage space. Unsuitable work place includes worksites without a shelter and opened
to hash weather (hot sun and rain), and worksites considered as unsafe and insecure. This is a
general challenge among entrepreneurs in quest of starting a business. However, after
discovering a place and starting operations, HEs sooner or later are faced with a similar problem
when rent increases or they need relocation to bigger sites to accommodate the expansion.
Bakeine (2009) argues that the majority of HE entrepreneurs do have premises to operate in, but
their key setback is the high cost of rent. With increasing costs in most SSA economies,
landlords periodically increase rent, and many of the HEs cannot pay such rapidly increasing

rent.

Lack of Business Knowhow

The lack of business knowhow unfolds in two main branches. These are: (a) finding buyers; (b)
problem of bad debts (Bakeine, 2009). Lack of buyers is one of the main challenges of HEs on
the lookout to sell their goods and services. The concerns, in this case, are insufficient buyers,

high level of competition for the limited buyers available, and target market contains only low-
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income earners. This problem would have been avoided if HEs could undergo a basic study of
their target market to know the gap available, level of competition, and location of buyers. Many
of the entrepreneurs, for lack of advice and training, do not see the need to engage in a study of

the market before commencing operations (Kayanula & Quartey, 2000).

Bad debts arise out of regular business transactions with customers, who are short of the cash.
This problem seems to be common with new-entrant enterprises, which are inexperienced to deal
with this issue of credit purchases. Usually, customers negotiate for credit and promise to pay
back later. They (customers) end up taking too long to pay or not paying. This leaves the HE

without the goods and cash as well (Bakeine, 2009).

Lack of access to Appropriate Technology

This is a challenge faced by HEs that are unable to upgrade their technology due to, lack of
finance and unavailability of the desired technology. One may think that this is only a problem to
the rural-based HEs but it hurts the urban ones as well. For example, a study by Bakeine (2009)
revealed that 66 percent and 67 percent of HEs in urban and rural localities respectively lack

access to appropriate technology.

Although all enterprises face the above challenges, HEs are usually ignored and more attention is
given to larger enterprises. According to Kayanula and Quartey (2000), larger enterprises already
receive massive support through finance, direct subsidies, tax policy, and general trade and HEs
tend to be more constrained. This was also affirmed by Fox and Sohnesen (2012) concerning

HESs in low-income SSA countries.
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2.1.6 Policies, Institutional and Support Environment for HEs

Household Enterprise improvement campaign in Ghana was not a major priority of the
government during the 1960s and 1970s. This is because, during the first republic era (1960-
1966), the president (Dr. Kwame Nkrumah) emphasized on policies in the direction of
industrialisation and modernisation at the state level, but did not support the micro domestic
indigenous sector. The economic crunch (high inflation) that hit Ghana in the early 1980s pushed
numerous employees in the formal sector into alternative self-employment in order to make a
decent income (Kayanula & Quartey, 2000). Self-employment and small scale enterprise
employment recorded 2.9 percent growth per annum; this was more than that of employment

growth in large firms (Steel and Webster, 1991).

The government now got interested in the expansion of the small business sector. The National
Board for Small Scale Industries (NBSSI) was also established in 1985, to cater for the needs of
small businesses; this was through training programs such as the Entrepreneurial Development
Programme, which is aimed at training and assisting individuals with potential entrepreneurial

capabilities into self-employment (Kayanula & Quartey, 2000).

A Mutual Credit Guarantee Scheme was established for entrepreneurs, who for the reason of no
collateral could not access bank loans, to access loans. Also, a Rural Finance Project was
established to provide long-term loans for craftsmen and small-scale farmers (Kayanula &
Quartey, 2000). The National Vocational and Training Institute (NVTI) was also founded by the
government to train and enhance the skills of elementary and secondary school leavers, and such
other persons through master craftsmanship, apprenticeship and career development (NVTI,

2009).
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