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ABSTRACT

The aim of this study was to determine the effects of organizational structure (formalization
and centralization) on employee job stress and employee efficiency of micro finance firms in
Ghana. Guided by theoretical concepts in organizational behavior and institutional theory, a
standardized questionnaire was adapted and used to collect data from a sample of 222
employees working in the microfinance industry in Ghana. The collated data was analyzed
using factor, correlational and regression analysis. Results from factor analysis showed that out
of the seven factors tested only two components were found to be predictive of formalization
(that is job codification and rule observation). Again it was found that out of the nine factors
tested two components were found to be predictive of centralization (that is hierarchy of
authority and decision making). Also out of the six factors tested two components were found
to be predictive of job stress (that is lack of organizational support and job pressure). Finally
out of twelve factors tested two components were predictive of employee efficiency (that is
performance capacity and attendance). It is concluded that not all standardized factors of
formalization and centralization are predictive of organizational structure in the Ghanaian
situation. Correlational and regression analysis showed a negative relationship between
formalization and job stress. It is concluded that organizations that are highly formalized will
have more productive employees due to reduced job stress levels, whiles those with less
formalized organizational structures will have less productive employees due to higher levels
of job stress. It is therefore recommended that management of microfinance firms in Ghana
design their organizational orientation to be highly formalized so that job stress of employees

are reduced leading to increased productivity.
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CHAPTER ONE

INTRODUCTION

This chapter introduces the research work to be undertaken. First, it provides a context within
which the study will be situated. This is then followed by the identification of the problem.
After this research questions are posed that allow the objectives of the research to be stated.
The purpose of the study is stated, followed by the scope and limitations of the study. The

chapter ends with an overview of the organization of the study.

1.1 Background

In this global and technology driven economy, organizations have to deal with difficult terrains
in regards to the environment they operate in and stiff competition (CNN Money, 2014). The
microfinance industry is no exception to this phenomenon. According to Sekyere (2013), the
concept of micro financing can be traced back to the tradition of people saving and taking small
loans from individuals or groups as self-help to start a business or farming venture. For over
twenty years, the microfinance industry has recorded a lot of success in regards to outreach and
sustainability in most countries of the world, particularly in Latin America and Asia (Gallardo,

2002).

Africa is not left out and is growing rapidly with extensive microfinance activities almost in
every country on the continent. In Africa and particularly in Ghana, we can surmise that
microfinance is primarily a supply-driven work, with a small number of methods used mainly
to provide working capital loans to micro entrepreneurs, farmers and the vulnerable in our rural

areas (MFEP, 2005).



According to a report by the Bank of Ghana (BOG, 2014), Ghana has four hundred and nine
licensed microfinance institutions (MFIs). A World Bank report of micro finance institutions
in Ghana notes that the policy framework for microfinance is based primarily on poverty
reduction strategy. According to the World Bank Report (2010), it is an attempt to balance
growth and macroeconomic stability with human development and empowerment. This then
World Bank Report (2010) explains positively reduces the country’s poverty levels in the
medium term. Anku-Tsede (2013) notes that of particular interest in Ghana is the evolution of
a tiered system of different laws and regulations for different types of institutions, for the most

part in response to local conditions, needs and institutional developments.

Asiama (2007) observed that while Ghana’s approach has resulted in a wide range of MFIs and
products with the potential for substantial outreach to the poor, it has also allowed easy entry
of institutions with weak management and internal controls. This has led to the closing of

bankrupt units and takeovers among others (Asiama, 2007).

1.1.1 Micro finance institutions

According to the United Nations Development Program Report on Capacity Development
(UNDP, 2005), microfinance involves the provision of financial services and the administering
of small amounts of money through a range of products and a system of intermediary functions
that are targeted at low income clients. This includes insurance, loans, savings, transfer services

and other financial products and services.



The Ministry of Finance and Economic Planning (MFEP), Ghana refers to micro finance “as
the provision of small loans and other facilities like savings, insurance, and transfer services to
poor low-income households and microenterprises” (MFEP, 2005). According to Anku-Tsede
(2014), micro finance has been employed over the years to apply to that portion of the
financial sector that focuses on the delivery of financial services to the poor and low

income earners.

Anku-Tsede (2014) further notes that micro finance in Ghana is understood to be a subsector
of the financial sector and mostly referred to as non-banking financial institutions. According
to Gallardo (2002) these institutions use a number of different financial methods to reach the
poor. The microfinance sector in Ghana has various types of institutions and these have been

grouped into three (BOG, 2005). These are as follows:

Informal financial suppliers which include Susu Collectors, Moneylenders, Family members,
Rotating Savings and Credit Associations (ROSCA). Semi-formal financial suppliers which are
credit oriented NGOs such as Sinapi Aba Trust, ENOWID Foundation and Catholic Relief
Services. Formal financial suppliers which include the Non-Bank Financial Institutions
(NBFIs) that is Savings and Loans Companies, like Women’s World Bank, Ghana — (WWBG),
Credit Unions, Rural and Community Banks and some commercial banks (for example,

Agricultural Development Bank and Metropolitan and Allied Bank).

The commercial banks program their microfinance activities through their branches in the rural

areas, whereas the Rural and Community Banks which are scattered in all the regions and



districts of rural Ghana collaborate with the ARB Apex Bank in getting to their targets (Sekyere,

2013).

1.1.2 Structures and operation of MFIs

Due to different regulatory requirements and groupings in operation, Dary and Issahaku (2013)
observed that microfinance institutions take up different ownership and organizational forms.
Ghana according to Gallardo (2002) currently has a three-tiered structure comprising of formal,
semi-formal and informal institutions providing microfinance services to urban, rural poor and
underserved sectors of the economy (Gallardo, 2002). Credit activities and financial
intervention are regulated under the jurisdiction of the Bank of Ghana (BOG). The regulatory
framework under the Banking Law (1989) and the Non-Bank Financial Institutions (NBFI) Law
(1993) supports a tiered structure of licensed financial agents and of financial regulation (World

Bank, 2005).

In the formal sector, institutions providing microfinance services are made up of Rural Banks,
Savings and Loan (S&L) companies and Credit Unions (World Bank, 2005). According to
Gallardo (2002), rural banks owned by communities are public companies. Gallardo (2002)
further notes that they are usually assisted with capitalization from BOG and are registered and
licensed as unit banks and have no branching privileges under the provisions of the Banking
Law. Rural Banks according to Gallardo (2002) are limited to defined geographical (rural) area,
and can only offer banking services limited to loans, checking, savings and time deposits. Also,
ownership and voting control structures of Rural Banks appear like that of credit unions because

of their one share-one vote structure (Gallardo, 2002).



On the other hand S&L companies are owned by private individual parties and are registered
and licensed under the NBFI Law (Gallardo, 2002). Gallardo (2002) observed that they offer
banking services limited to loans and to savings and time deposits. Unlike the Rural Banks,
S&L companies can have branches throughout the country, that is, they are not restricted to a
particular geographical area and have cumulative shareholding positions. The minimum
capitalization requirements at entry for both Rural Banks (US$20, 000) and S&L companies
(US$50, 000) are significantly lower than the levels set for commercial and development banks

(Gallardo, 2002).

According to the Bank of Ghana (BOG, 2005), the Credit Unions are registered under the Law
on Cooperatives and are subject to regulation by the Credit Union Supervisory Board, a
government agency. They are owned mutually by cooperative associations of individual

members. They are under the NBFI Law, required to be registered and licensed by the BOG.

Under the provisions of the Law on Trusts and Charitable Institutions, some NGOs, organized
by private parties as trust entities or charitable institutions, offer micro loans and nonfinancial
services to their clients (BOG, 2007). These are not regulated or supervised by external
government agencies. Most of the microcredit NGOs belong to an umbrella organization called
Ghana Micro Finance Network (GHAMFIN). GHAMFIN provides staff training and
organizational capacity-building assistance and circulates best practice guidelines and standards

for governance, operations and performance efficiency (Steel & Andah, 2003).



Gallardo (2002) noted that susu collectors found in the informal sector, provide collection and
safekeeping services for the savings of mostly market women and operators of
microenterprises. The market women and microenterprise operators are able to access “loans”
from their susu collectors through “advance drawdowns”, and they obtain these loans against
the total amount of savings they have contracted to deposit weekly for a set period (Gallardo,
2002). The advances according to Gallardo (2002) are made by the commercial and
development banks, rural banks, and S&L companies where the susu collectors deposit the

monies they collect and manage.

Another variation on the susu collection system is the susu club. According to Anku-Tsede
(2013) members go to a designated place on a scheduled day of the week to make their savings
deposits with the susu collector who runs the susu club. The set-up allows a susu collector to

manage the deposits of a much larger number of clients (Anku-Tsede, 2013).

Susu collectors and susu clubs are not registered and licensed by any government agency
(Anku-Tsede, 2013). Anku-Tsede, (2013) further observes that there is, however a growing
number of individual susu collectors who belong to cooperative associations of collectors (e.g.,
the National Association of Susu Collectors or the Greater Accra Association of Susu
Collectors). These associations have established accreditation and identification procedures for
their members. They also provide protection of deposits for the clients of their collectors. These
are members who would otherwise lose their deposits as a result of nonperformance due to

death or embezzlement by a susu collector (Anku-Tsede, 2013; Gallardo, 2002). Susu



collectors average about 150-200 market women and microenterprise operators, as clients,

while susu clubs may have as many as 400-500 members (Dary & Issahaku, 2013).

1.1.3 Challenges facing MFlIs

In a bid by Ghana to mobilize deposits from the segment of the population that are unbanked
and encourage a habit of savings by Ghanaians, micro financing has faced some challenges.
Due to this a number of account holders in parts of the country have lost their savings to such
institutions within the past couple of years (Domfeh, 2013). Domfeh (2013) again argues that
some microfinance firms have been shut down by the regulator whilst others collapsed as a

result of poor risk and business management.

According to research conducted by Asiama (2007), some of the challenges or limitations are
inappropriate institutional arrangements, poor regulatory environment, inadequate capacities,
lack of coordination and collaboration, poor institutional linkages, no specific set of criteria
developed to categorize beneficiaries, channeling of funds by MDAs, lack of linkages between
formal and informal financial institutions, inadequate skills and professionalism, and

inadequate capital.

In a speech by the Head of Banking Supervision at the Bank of Ghana, Mr. Franklin Belynye,
at the 7" Ghana Microfinance Forum under the theme “Microfinance Regulation and
Compliance” (2013) he noted that the challenges facing MFIs included under capitalization and

pricing, incompetence in fund management, the large applications from potential companies



among many others. The specific challenges facing the industry are discussed in more detail

below.

i. Institutional arrangements

According to Asiama (2007), different stakeholders play varying roles which are expected to
complement each other. These roles currently overlap in certain cases because of the lack of
defined areas of operation. Another reason for the overlap according to Belynye (2013) and
Asiama (2007) is partly due to the fact that organizational and institutional hierarchy and
reporting relationships among all the stakeholders are not clearly defined (Asiama, 2007;
Belynye, 2013). Asiama, (2007) and Belynye, (2013) explained that the respective roles and
responsibilities of stakeholders are not properly designed and communicated leading to job

ambiguity, conflicting and overlapping roles.

il. Regulatory Framework

Anku-Tsede (2014) noted that there seems to be a lack of information flow on the formulation,
implementation and review of regulatory, supervisory policies and procedures to ensure cost-
effective approaches to regulation across the institutions in the micro finance industry. Anku-
Tsede (2014) observed further that there is also the absence of any specific rules or procedures
in the resolution of conflicts arising out of microfinance activities (Anku-Tsede, 2014).
Furthermore, Sekyere (2013) and Asiama (2007) also observed a lack of specific guidelines for
operations among apex bodies, namely, CUA, GCSCA, ASSFIN and Cooperative Council,
which has led to uncoordinated activities that impacts on the performance and outreach of their

member institutions.



iil. Capacity Building and Funding for the Sector

According to Belynye (2013), despite attempts by the different stakeholders to improve the
human capital in the industry by organizing training programs and activities, the staffing and
competency level being achieved with these training programs is still below what is desired.
This, Belynye (2013) explains means the human capacity of key stakeholders and institutions,
including Microfinance and Small Loans Centre (MASLOC), GHAMFIN, MFIs, relevant
Ministries, and technical service providers needs to be enhanced for microfinance operations.
Asiama, (2007) and Belynye, (2013) both noted that the development of the human capacity in
these areas is key as it may have had a rippling effect on the governance and structure of the

industry.

Belynye (2013) again noted that microfinance Apex bodies do not have adequate skilled and
professional in-house trainers and/or facilitators. Belynye, (2013) observed that they also lack
in-house monitoring and evaluation units to continually measure progress of their activities over
time. A World Bank Report on rural and micro finance firm regulation in Ghana, (2003) and
Asiama (2007) suggested that in terms of infrastructure, the sub-sector has not developed an
integrated and holistic logistical support and internal operating systems. Asiama (2007) noted
three sources of funding for MFIs: the institutions themselves, government, and development
partners. Available funds have not fully met the needs of developing and expanding the
industry; also, the different sources come with their conditions, and distort the market in some

cases (Asiama, 2007).



iv. Credit Delivery and Management

Asiama (2007) and rural and micro finance firm regulation in Ghana, report by the World Bank
(2003) both noted that the strategies currently in place for the delivery of credit are not
diversified or efficient enough, and as such are not able to fully meet the varying demands of
the market and different categories of end-users. Asiama, (2007) notes also, that there is no
framework for the categorization and upgrade of emerging microfinance institutions in the
semi-formal and informal sub-sectors with respect to their operational capacities and
capabilities. According to a 2010 UN report on Micro finance and Poverty Eradication:
Strengthening Africa’s Micro finance institutions, though the primary objective of
microfinance is to provide resources for the poor, there is yet to be reliable and acceptable
methods for classifying various poverty levels to enhance the categorization of potential and

actual MFI clients.

V. Targeting the Vulnerable and the Marginalized

According to Asiama, (2007) people with disabilities and impairments lack products and
services designed to meet their needs. Asiama, (2007) notes that they are not adequately served
by existing microfinance funds and services. According to Asiama, (2007) this group can
benefit from complementary skills training programs. Asiama, (2007) observed that current
skills training and funding arrangements for women appear not to be market-driven, and argues
specific services and products that target women for entrepreneurship development need to be
more coherent. The Ghana Living Standards Survey (GLSS) estimates that about a third of the
population of Ghana are young people aged 15-24 years and constitute over half of the

unemployed population (GLSS 4, 2012). Sekyere (2013) opined that there is therefore a need

10



for special microfinance, grant and training programs that target the youth for entrepreneurial

development.

Vi. Data/Information Gathering and Dissemination

According to Anku-Tsede (2013) and Asiama (2007), there is a general lack of information on
microfinance institutions, their operations and clients in the country. Asiama, (2007) observed
that there are difficulties in centrally monitoring progress in the industry due to the different
approaches to methodology for data and information gathering at the national level. An MFEP
report on micro finance institutions in Ghana (MFEP, 2012) noted that the attempt to develop
a national data bank on microfinance has not been fully realized and there is an absence of a
well-defined reporting system by both the government and development partners with regards

to their interventions.

The MFEP report (2012) concludes that the result is a database that is not adequate for decision-
making and planning. According to Asiama (2007), institutionally the gathering and circulation
of data/information are weak within and between institutions. Anku-Tsede (2013) also noted
that inadequate and unreliable information on outreach in terms of its depth and breadth is one
of the biggest challenges facing the industry. This lack of information Anku-Tsede (2013)

observed has affected targeting of clients and ultimately poverty reduction.

Despite the many challenges facing the micro finance industry in Ghana it still remains one of
the avenues government seeks to use in reducing poverty levels. It therefore becomes

imperative for MFIs in Ghana to become efficient and remain competitive, so that they fulfill

11



the mandate of poverty reduction. It also becomes important to understand the role institutional
arrangements i.e. organizational structure or institutional hierarchy plays in creating conducive

working environment for employees such that they are productive.

1.2 Statement of the Problem
From the discussion highlighted in sub section 1.1.3 above, it is obvious that MFIs in Ghana
face institutional arrangement, i.e. organizational and hierarchical structure issues that affect

behavioral conditions of employees which poses a challenge that needs to be researched.

1.3 Purpose of the Study

The research therefore seeks to identify the factors that influence organizational structure and
to provide an understanding of how differences in organizational structure of MFIs in Ghana
results in differences in employee behavior, specifically employee job stress and employee

efficiency.

1.4 Research Objectives

The objective of the study is to determine
1. The type of organizational structure that dominates MFIs in Ghana.
2. The effect of a highly formalized organizational structure on employee job stress.
3. The effect of a highly centralized organizational structure and employee job stress.
4. The effect of a highly formalized organizational structure on employee efficiency.

5. The effect of a highly centralized organization structure on employee efficiency.

12



1.5 Research Questions

In response to the problem stated above, this research seeks to specifically answer the following

questions:

1.

2.

Which type of organizational structure dominates MFIs in Ghana?

What effect will a highly formalized organizational structure of MFIs in Ghana have on
employee job stress?

What effect will a highly centralized organizational structure of MFIs in Ghana have on
employee job stress?

What effect will a highly formalized organizational structure of MFIs in Ghana have on
employee efficiency?

What effect will a highly centralized organization structure of MFIs in Ghana have on

employee efficiency?

1.6 Research Hypotheses

Based on the research objective above four hypotheses were proposed as follows:

1.

Highly formalized organizational structures of micro finance firms in Ghana will lead
to employee job stress.

Micro finance firms in Ghana with highly centralized organizational structures will lead
to high employee job stress.

Micro finance firms in Ghana with highly formalized organizational structure will have
inefficient employees.

Micro finance firms in Ghana with highly centralized organizational structure will have

inefficient employees.

13



1.7 Significance of the Study

Policy

The study will allow for the development of policies that empowers management to adopt
organizational structures that best suits the firm in question and allows for the structure to be
changed when needed. Results of this study will enable management of microfinance firms
institute policies that allow for continual assessment on the structure of the organization so as

to minimize negative employee behavior that affects productivity.

Practice
Management of micro finance firms need to look at organizational stressors, manage them so
that they can minimize negative employee behavior. This will create a conducive working

environment that will enhance efficiency and effectiveness.

Future Research

In future research can be carried out to ascertain whether the model is able to predict employee
job stress across different occupations and sectors. Again the industry chosen for this study is
generally considered a high stress rather than a low stress environment because of the presence
of overwhelming factors in the financial environment. It would therefore be of great interest to
find out if external pressure affect employee job stress and if yes how it affects it. It would also
be of great interest for researchers to explore how non-work lives, physical environment, role

and interpersonal relationships influence stress at the workplace.
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1.8 Scope and Limitation of the study

In this study, we did not try to construct a complete model of employee job stress in the
microfinance sector of the financial industry, but merely to extend our knowledge in
understanding the influence of organizational structure on employee job stress and efficiency

in a Ghanaian setting.

The results of the study must be viewed in the light of two limitations. First, the study is limited
to employees of microfinance firms in Ghana. The validity of the findings can therefore not be
generalized to include job incumbents in other industries. In the future, research can be
conducted to compare the predictive validity of the model across different occupations and
industries. Secondly, the microfinance sector is a high stress environment due to the highly
competitive nature of the industry. It would therefore be important to research if and how

external pressures affect job stress of employees of MFls.

1.9 Organization of the study
Chapter 1 of this study introduced the problem statement and described the specific problem

addressed in the study as well as design components.

Chapter 2 presents a review of the literature and relevant research associated with the problem

addressed in this study.

Chapter 3 presents the methodology and procedures used for data collection and analysis.

Chapter 4 contains an analysis of the data and the presentation of the results.

Chapter 5 offers a summary and discussion of the researcher's findings, implications for

practice, and recommendations for future research.
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CHAPTER TWO

LITERATURE REVIEW

This chapter provides an overview of previous research on organizational structure, employee
job stress and employee efficiency. It introduces the study framework, the main focus of the
research described in this thesis and also the theory underpinning the study. It is divided into 7
main sections: the concept of institutional arrangements, development of institutional theory,
perspectives of institutional theory, organizational structure, organizational structure and
workplace outcomes, the concept of organizational/employee efficiency and finally the study

framework.

2.1 The Concept of Institutional Arrangement

According to the United Nations Development Program on Capacity for Afghan Public Service
(UNDP Report, 2001), institutional arrangements are the policies, systems, and processes that
organizations use to legislate, plan and manage their activities efficiently and to effectively
coordinate with others in order to fulfill their mandate. The UNDP Report (2001) further noted
that if a country, for example, has a “brain drain” problem, it can move from “brain drain” to
“brain gain” by creating incentives to encourage skilled workers to remain in their home
countries, to return to their home countries after university education abroad, or to return to

their home countries on a short-term basis to engage in specific projects.

Eaton, Meijerink and Bijman (2008) similarly observed that institutional arrangement refers to
a set of rules or agreements governing the activities of a specific group of people pursuing a

certain objective. According to North (2005) institutional arrangements are the combination of
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formal constraints, informal rules, and their enforcement characteristics. Chan (2007) indicated
that institutional arrangements are the legislative activity, organizational structures, attitudes,

sub-culture, policies and instruments employed by organizations to fulfill their mandate.

Institutional arrangement, institution and organization are terms often used interchangeably and
in different ways (Ostrom, 1990). In a United Nations (UN) Report on Microfinance in Africa:
Combining the Best Practices of Traditional and Modern Micro Finance Approaches towards
Poverty Eradication (2013), institutional arrangements are viewed as the collective rules, norms
and shared strategies that define or guide stakeholder behavior. The UN Report (2013) further
noted that, institutional arrangements may be formally described in the form of a law, policy or
procedure, or may emerge informally as norms, standard operating practices or habits. The
United Nations Report (2013) further stated that institutional arrangements can facilitate
cooperation among divergent stakeholders, define subsequent roles and responsibilities for

action and act as a catalyst for implementation, including channeling resources effectively.

According to Williamson (2009), institutional arrangements can be seen in two main forms
which are formal and informal institutional arrangements. Williamson (2009) noted that formal
institutional arrangements are government defined and enforced constraints whiles informal
institutional arrangements represents private constraints that arise from norms, culture and
customs that emerge spontaneously and are not designed or enforced by government.
Williamson (2009) further observed that informal institutional arrangements are strong
determinants of economic development, whereas formal institutional arrangements are only

successful when set in informal or private constraints.
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According to Boateng (2006), institutional arrangements can be either top-down, bottom-up or
lateral. Boateng (2006) notes that the top-down refers to the decision making process that begins
from the national (constitutional choice level) to the regional (collective choice) and then to the
local (operational level). Boateng (2006) further indicates that the bottom up institutional
arrangement is usually led by stakeholders and communities with a focus on intervention,
identification of the problem, strategy and implementation, whiles the lateral institutional

arrangement is a collaborative effort.

2.2 Developmental Stages of Institutional Theory

Institutional theory since the 1960’s has developed into one of the leading viewpoints in
organizational analysis (Palmer & Biggart, 2002). According to Scott (2008) institutional
theory is a theoretical posture that places emphasis on rational myths, isomorphism, and
legitimacy. Scott (2004) further notes that institutional theory focuses on the deeper and more
resilient aspects of social structure, and considers the processes by which structures, including
schemes, rules, norms, and routines (elements), become established as authoritative guidelines
for social behavior. Scott (2004) indicated that institutional theory has differing components
that explain how these elements are created, diffused, adopted, and adapted over space and

time; and also how they fall into decline and disuse.

Several researchers (DiMaggio & Powell, 1983; Oliver, 1991; Tolbert & Zucker, 1983; Scott,
2004, 2008) on this theoretical posture of organizational analyses share two broad views.
Heugens and Lander (2009) note that researchers who share the first view generally are doubtful

of simplistic social process accounts, like those provided by neoclassical economists or rational
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choice political scientists. Granovetter (1985) further observed that, these accounts provide an
antisocial understanding of organizational behavior that pays no attention to the impact of social
forces on organizational action and decision making. Second, according to Wooten and
Hoffman (2008) institutional theorists attribute the source of organizational action as coming
from outside the organizations themselves. Scott (2001) indicated further that the environment
must hence be seen as a social assemble with a background of action that crafts and grooms the
very process of organizational decision making itself and not merely as a source of possibilities

and disturbances to which organizations must rationally adapt.

According to Donaldson (1995) and Hirsch and Lounsbury (1997) despite the commonalities,
areas of theoretical and empirical tension and contentious debate have existed in institutional
theory since its conception. Donaldson (1995) noted that the most dominant being the structure
versus agency debate. The central question surrounding this debate, according to Heugens and
Lander (2009) is whether organizational behavior is primarily the product of macro social
forces or of organizational agency. In the structuralist camp are Hoffman and Ventresca, (2002)
who postulate that over time populations of organizations become increasingly isomorphic as
together they integrate templates from their institutional environments in search of legitimacy.
However Heugens and Lander (2009) further note that agency scholars (DiMaggio & Powell,
1983; Tolbert & Zucker, 1983) disagree with this view which they see as too deterministic.
Agency scholars like DiMaggio (1988) and Oliver (1991) developed a counter hypothesis.
DiMaggio (1988) and Oliver (1991) both postulate that organizations in responding to

institutional pressures experience differing degrees of discretion. According to DiMaggio
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(1988) and Oliver (1991) an increase in institutionalization provides a stimulus for acts of

deviance and institutional entrepreneurship.

Barreto and Baden-Fuller (2006) note that a second contention among institutional theorists is
in regards to the effect of isomorphic conformity on performance. According to Heugens and
Lander (2009), most institutional theorists generally agree that organizations that conform to
social norms reap more positive social evaluations. Heugens and Lander (2009) observed
however, that there is disagreement on what effect conformity will have on organizations’
substantive performance. DiMaggio and Powell (1983) observed that new templates for
organizing are adopted by organizations, primarily out of a desire to be perceived as acceptable
and appropriate. According to Meyer and Rowan (1977) the functionality of such templates was
not considered at the time of adoption, hence their integration is performance-neutral. In
contrast, performance scholars like Deephouse, (1999) and Westphal, Gulati, and Shortell,
(1997) suggests that organizations are likely to favor templates that allow them to bring in

practical benefits.

Heugens and Lander (2009) observed a third issue of contention among institutional theorists.
This Heugens and Lander (2009) explain concerns the moderating influence of organizational
field—level factors on isomorphic processes. According to Heugens and Lander, (2009) most
institutional theorists in the past have focused on the organization-level drivers of isomorphism.
DiMaggio and Powell (1983) note that these theorists’ focus is within-field variability. In other
words according to DiMaggio and Powell (1983) it is the extent to and rate at which

organizations adopt characteristics that are similar to those of their peers. Heugens and Lander
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(2009) noted that on the other end of the scale is examining the effect of organizational field—
level factors on isomorphic change which few researchers have done. Heugens and Lander
(2009) argue that this gap is understandable given the complexity and intensity of the task of

collecting comparative field data.

2.3 Perspectives of Institutional Theory

According to Scott (1987) there are considerable variations among approaches in the defining
principles of the institution and institutionalization. Scott (1987) noted that, in approaching
institutional theory, it is best to acknowledge at the onset that there is not one, but several
variants. Scott (1987) further observes that whiles some options are defined, clear and obvious
about their definitions, others are less clear in their conception of institutions. There, however

is an underlying similarity in the various approaches, but little agreement on specifics.

2.3.1 Institutionalization, a method of imparting value

The work of Selznick (1957) is one of the first and most dominant versions of institutional
theory in organizations. Selznick (1957) observed that in addition to influences and constraints
of the external environment, organizational structure was formed as a response to the features
and obligations of participants. Selznick (1957) further stated that institutionalization refers to
this process of adaptation and noted that, 'to institutionalize' is to impart value over and above

the practical requirements of the job.

Selznick's (1957) approach to institutions also focused on the importance of history, the

progress of a living form changing over time, and emphasized an all-inclusive approach.
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Selznick (1957) applied his approach of institutional theory in an examination of the Tennessee
Valley Authority, voluntary, educational, and service organizations. Primarily, Selznick's
(1957) focus was on imparting value to a process that, before institutionalization, had only

contributory usefulness.

Institutionalization advances permanence (that is continuance of the structure) by imparting
value. Selznick (1957) further noted that institutionalization is a "process” that happens in the
organization over time. Selznick (1957) observed that the extent to which institutionalization
occurs varies from organization to organization; for instance, organizations with characteristics
such as distinctive goals, are specific and technical in their business processes are less likely to
develop into institutions than those without these characteristics. According to Scott (1987),
Selznick's concept remains at the definitional level and does not explain it: Selznick only stated
and illustrated the process but did not clearly justify it. Scott (1987) noted that Selznick’s usage
and handling of institutionalization lets us know that values are imparted but not how this

impartation takes place.

2.3.2 Institutionalization as a way of producing reality

The second and the third types of institutional theory are grounded in the work of Berger and
Luckmann (1967), the sociology of knowledge. Berger and Luckmann (1967) argue that public
lawfulness is founded in part on public experience, a human creation, produced in public or
communal relations. According to Berger and Luckmann (1967) public lawfulness survive as a
result of the endeavor of humans. Berger and Luckmann (1967) explain that as individuals act,

explain their achievements, and share with others their explanations, social order is created.
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These interpretations Berger and Luckmann (1967) observed are a way of classifying the
behavior into categories that helps the actors respond to the behavior in like manner. Berger
and Luckmann (1967) explained that institutionalization is the means by which the actions recur
or are frequent and are given comparable value over time. Berger and Luckmann (1967)
indicated that activities and company are both key: certain activities are linked with particular

players; e.g., Supervisors give orders, workers follow them.

Berger and Luckmann (1967), state that institutionalization has three stages: externalization,
objectivation, and internalization. Wuthnow et al (1984) notes, when action is taken that is
externalization, but when actions together are interpreted as an outside experience unconnected
to ourselves then that is objectivation; as the objectivated world is internalized it becomes
internalization. Berger and Luckmann (1967) suggest, therefore that society is a human product,
whiles man is a social product. Berger and Luckmann (1967) explain that it is ironic that man
is able to create a world he then sees and lives through as though it was not a product of human
endeavor. This concept is the basis of work done by Zucker, Meyer and Rowan; theorists who
have advanced and used these ideas in the analysis of organizational forms. Zucker (1977)
therefore asserted that institutionalization is a process by which specific players circulate what
is defined generally or within society as real. Zucker (1977) further asserts that an act is clearly
seen as an unacknowledged part of this public experience. Zucker (1977) notes that
institutionalization is also a property variable. This implies that institutionalized acts must be
seen as factual and external (Zucker, 1977). Meyer and Rowan (1977) noted that
institutionalization includes the procedures that public course of action, responsibilities, or facts

assume rule-like prominence in public thinking and accomplishment.
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Scott (1987) observed that the common characteristic these definitions have, stem from the fact
that institutionalization is seen as the collective way humans come to accept a general
explanation of public experience. According to Scott (1987) this concept is rigorously viewed
as free from the perspective and behavior of the player. Scott (1987) explains further that it is
however, unacknowledged as defining the "way things are” and or the "way things are to be

done "

Berger, Berger, and Kellner (1973) noted that contemporary awareness is fashioned by an
interdependent belief system linked to the development of (i) technological production, (ii)
bureaucracies, and (iii) diversification of our worlds (e.g., the distinction between public and
private domains). Berger et al (1973) argued that the associated cognitive styles and belief
systems, both progress and freely bring about additional increase of "rational™ social, economic
and political organizations. Zucker (1983) indicated that this opinion of the organization, is the

predominant form of institution in modern society.

The focus on institutionalization as a process or procedure continues to dominate Zucker's
(1983) work. Zucker (1983) notes that institutionalization is grounded in conformity in the
taken-for-granted aspects of everyday life. Zucker (1983) contended that institutionalization is
not conformity produced by authorization (whether positive or negative), nor is it compliance
resulting from the process of internalization. Institutionalization according to Zucker (1983)

produces a general agreement about what is suitable and, essentially, meaningful behavior.
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2.3.3 Institutional systems as a class of elements

According to Scott (1987) this account of institutional theory emphasizes that institutionalized
philosophies make up a unique group that give explains the structure of the organization. This
importance stems from Meyer and Rowan's (1977) contention that the occurrence of
organizational forms can be credited to the existence of elaborated "rational myths" or shared
philosophies. According to Meyer and Rowan (1977) the importance moves from the properties
of generalized ideologies to the presence of various sources of efficient and objective doctrines.
These doctrines Meyer and Rowan (1977) contend recognizes numerous societal objectives and

goals and spell out in a rule-like way the right way to practice them.

Meyer and Rowan (1977) note that the existence and efficacy of these sources go past the
decision of any individual participant or organization and are therefore described as
institutionalized. Scott (1987) argues that the shift in focus introduces a number of important
changes; first, there is a reconceptualization of the significant features of organizational
environments. This Scott (1987) contends, is in contrast to leading theories of organizational
environments such as contingency theory or resource dependence. These theories according to
Scott (1987) mainly concentrates on technical requirements, resource flows, data flows, and
influence relation. Scott (1987) observed that the new concept on the other hand, stresses on
the character played by ethnic elements (symbols, cognitive systems, normative beliefs) and
the authors of such factors. Scott (1987) further notes that institutional elements of
environments are defined in contrast to technical factors. Meyer and Scott (1983) stated that
technical environments are those within which a merchandise or service is exchanged in a

market. When this happens Scott (1987) explains further that organizations are honored for
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efficient and effective control of the employment process, and institutional environments as
characterized by the elaboration of principles and essentials to which individual systems must

adapt if they are to receive support and legitimacy.

Second, Scott (1987) observed that institutionalization as a typical process is no longer stressed.
Organizations according to Meyer and Rowan (1977), conform to a set of institutionalized
beliefs. According to Meyer and Rowan (1977), it is the organizations are rewarded for doing
so through resources, increased legitimacy, and survival capabilities and not necessarily
because they "constitute reality” or are taken for granted. Scott (1987) again notes that
organizational analysts began to theorize more clearly about the dissimilar types of procedures
that might cause an establishment to alter its social system. According to Scott (1987), the
concept of institutionalization is no longer linked by definition to a unique process. DiMaggio
and Powell (1983) developed the best categorization of this character and distinguished among
coercive, memetic, and normative processes leading to compliance. Nonetheless, Scott (1987)
remarked that these classes are, not consistent with the operation-based definition of
institutionalization. This Scott (1987) argues focuses specifically on conformity based on the

degree to which the adopted model is taken for granted.

Third, Scott (1987) argues that attention can be paid to the nature of the belief systems with less
attention devoted to distinct operations. In their formal propositions, Meyer and Rowan’s
(1977) concept of rational myths (and through the role of examples from public opinion,

educational organizations, laws, courts, professions, political theories, regulatory structures,
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awards and prizes, certification and accreditation bodies, governmental endorsements and
requirements), highlighted the fact that there are multiple and various institutional sources and

belief systems found in advanced societies.

Scott (1988) indicates that modern societies recognize that, the sources and varieties of social
beliefs and symbolic systems have become rationalized. Scott (1987) explains that customs,
folkways and traditions give way to laws, formulae, and regulations. For instance Scott (1987)
observed that traditional authorities (example elders’ council) are substituted by the nation-
state, the professions, and rationalized systems of jurisprudence. Therefore, this version of
institutional theory according to Scott (1987) calls attention to actors, like the state and
professional connections that shape organizational life. This according to Scott (1987) is done
by directly placing limits and requirements and also indirectly creating and circulating new

rational myths.

The implication DiMaggio and Powell (1983) observed is that an institution seeks legitimacy
of the morphological features of its organizational form from a superodinate unit. The
subordinate unit DiMaggio and Powell (1983) noted does so voluntarily to seek out the attention
and blessing of the authorizing agent and is in no way obliged to behave thusly. DiMaggio and
Powell (1983) further indicated that studies show that this type of pressure is normative and
mostly found among professional sectors and organizations. Scott (1987) observed that the
voluntary hospitals in the U.S. for instance, are not required to obtain accreditation from the

Joint Commission on Accreditation of Hospitals. As a precondition of their functioning,

27



however most find it beneficial to act thus. A work by Singh, Tucker and House (1986) of the
population of voluntary social service agencies operating in Toronto, Canada during the period
1970-1980, measured such authorization mechanisms as being listed in the Community
Directory of Metropolitan Toronto and receipt of a charitable registration number issued by
Revenue Canada. Singh et al (1986) noted that voluntarily sought indicators like these showed
that the organizations listed had been endorsed by powerful external collective actors and so

had gained external legitimacy.

Singh et al’s (1986) analyses also showed that acknowledgement of voluntary indicators or
external legitimacy was connected with improved life chances. In other words, according to
Singh et al (1986) these listed organizations had significantly higher charge per units of survival
than those that were not listed over the period reviewed. According to Dornbusch and Scott
(1975) authorization is the procedure by which norms supporting the use of dominance by a
given agent are specified and imposed by a superordinate unit. Scott (2005) observed that
legitimated power is authority and legitimated power is power that is normatively regulated.
Scott (2005) notes that an association's authority if "approved" is, likely bolstered and
constrained by the activities of authorities' above it and in a position to administer its proper

utilization.

According to Scott (2005), there are multiple potential sources of empowerment and so
organizations must determine which, external sponsors to connect to if any. Scott (2005)

mentions that doing so usually involves monetary values as well as gains. Scott (2005) explains
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that it is due to that fact that organizations may have to change their structures and/or natural
actions to enable them attain the financial backing of outside agents. Despite this Scott (2005)
notes further that the frequency of occurrence of the authorization process across many different

industries, indicates the gains associated with these external connections far outweigh the costs.

2.3.4 Institutions as distinct societal spheres

Scott (1987) mentions that another concept of institution adopts the idea of diversity among
ideologies and connects it with the traditional position of public foundations. According to Scott
(1987), communal establishments refer to systems of principles and practices that come with
differing operational setting within societal systems, e.g., faith, work, the family, and politics
are understood as both symbolic (that is intellectual and standard) systems and behavioral

systems, in most of these conventional definitions.

Scott (1987) noted further that institutional analysis involved describing different social
constructions. For example, Scott (1987) mentioned that families paid attention to the different
beliefs and patterns as opposed to economic interests. As Friedland and Alford (1991) put it;
civilization is composed of societal spheres that are singled out. Friedland and Alford (1991)
explained that each distinct sphere contains different philosophies and dissimilar types of social

relations which are both correct and useful.

Friedland and Alford (1991) noted further that this account of institutional theory focuses on
particular intellectual and standard systems (official reasoning and patterned human activities).
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These Friedland and Alford (1991) that remain, in varying types and content, in all civilizations.
Swidler (1986) notes also that these collections of reasons and behaviors are available to

individuals and organizations to use for their own interests.

The four accounts of institutional theory evaluated above suggests that while there are some
key repeating themes, there is still a lot of difference among current institutional theories of
organizations. This study, therefore sits within the institutional theory, specifically the version
of the theory that views institutions as a class of elements. This is because this study seeks to
understand the organizational structure of microfinance institutions in Ghana. Institutional
theory provides a framework in helping us understand how coercive, memetic or normative
institutional mechanisms help in the formation of organizational structures of microfinance

institutions in Ghana.

2.4 Organizational Structure

Porter and Lawler (1965) observed that the structure of an organization is its parts and positions
and their methodical and comparatively lasting relationships to each other. Hage and Aiken
(1967), also note that the organizational structure is the exercises undertaken in regard to rules,
processes and policies in an organization. Hage and Aiken (1967) identified two key
characteristics of organizational structure, namely formalization and centralization. According
to Hage and Aiken (1967), formalization looks at how much supervision, employees get to

make sure they are not breaking the rules and regulations of the organization. Centralization on
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the other hand deals with the extent to which authority is disseminated among the different

positions in the organization.

Hage and Aiken (1967), Hall (1991) and Matherly (1985) all noted that formalization has two
further divisions, specifically, work codification characterized as the level to which an
association, accurately spells out guidelines and methods identified with employments in
distinctive circumstances. Hall (1991) explains that rule observation is the degree to which
an association unbendingly holds fast to the rules and techniques. Hage and Aiken (1967),
Hall (1991) and Matherly (1985) further indicate that centralization on the hand is divided into
a hierarchy of authority and centralized decision making. Hage and Aiken (1967), assert that
the former inspects the level subordinates are dependent upon their bosses in making
decisions, while the latter distinguishes the level of employees’ participation in the

determination of asset distribution and policy development.

According to Mullins (2010) the division of work among members in an organization and the
coordination of their activities, such that it is directed towards the goals and objectives of the
organization is the purpose of organizational structure. Mullins (2010) notes that structure
creates a framework of order and command through which activities of the organization can be
planned, organized, directed and controlled. Mullins (2010) explains that it is also the pattern
of relationship between positions and members in the organization. Mullins (2010) observes
further that the goal of organizational structure is to provide economic and efficient

performance of the organization. Other goals according to Mullins (2010) are resource
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utilization, monitoring the activities of the organization, coordination of different parts of the
organization and different areas of work, flexibility in order to respond to future demands and
developments and to adapt to changing environmental influences, accountability for areas of
work undertaken by groups and individual members of the organization and finally the social

satisfaction of members working in the organization.

2.4.1 Dimensions of organizational structure

A review of literature indicates that several authors (Burton and Obel, 1998; Dewar and
Dutton., 1986; Geeraert, 1984; Mintzberg, 1979; Pugh and Hickson, 1976; Robbins, 1990)
have tried to define a logical set of organizational structure variables. According to Burton
and Obel (1998), organizational structure in broad terms includes (i) the division of work, the
distribution of tasks and activities, and (ii) coordination mechanisms, which includes
standardization and formalization. Different dimensions of organizational structure are used

by various authors.

For instance Geeraerts (1984) specialization is used in earlier studies to describe task
distribution among firm members. Geeraerts (1984) also distinguishes between specialization
and differentiation (also known as departmentalization). Geeraerts (1984) notes that both
specialization and differentiation affect the 'complexity’ of the organizational structure.
Geeraerts (1984) further observes that most authors agree with the importance of separate
attention to the locus of authority in decision-making (‘centralization’) and the relevance

of codes and procedures for coordination (‘formalization’).

32



A last dimension Geeraerts (1984) contend describes how a firm organizes its day- to-day
(partly informal) coordination between individuals and departments. Galbraith (1973) and
Mintzberg (1979) identified three main types of coordination: direct control, mutual adjustment
and standardization. According to Galbraith (1973) and Mintzberg (1979) this implies that the
division defines how specialization and centralization of specific tasks and authorities are
distributed in the organization. Galbraith (1973) and Mintzberg (1979) explain that
formalization, standardization and coordination are about controlling and optimizing

organizational procedures (that is coordination mechanisms).

Mullins (2010) indicated that grouping of activities, responsibilities of individuals, levels of
hierarchical authority, span of control and formal organizational relationships are some of the
variables that determine the dimensions of organizational structure. Child (2005) however,
proposes six major dimensions as components of organizational structure. These according to
Child (2005) are as follows (i) allocation of individual tasks and responsibilities, (ii) job
specialization and definition, (iii) grouping together of sections, departments, divisions or larger
units, (iv) formal reporting relationships, (v) levels of authority and spans of control,
(vi)delegation of authority and procedures for monitoring and evaluating the use of discretion,
systems, communication of information, integration of effort and participation and motivation
of employees through systems for appraisal of performance and reward are the dimensions of

organizational structure.
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Mullins (2010) has suggested an additional dimension of organizational structure as
information technology. Mullins (2010) argues that information technology impacts on the
structure, management and functioning of most organizations. According to Mullins (2010)
information technology results in new patterns of work, affects individual jobs, nature of
supervision and managerial roles, changes to lines of command and authority, the formation
and structure of groups and demands attention to job design. Information technology Mullins
(2010) further notes typically result in fewer levels of management causing a flatter

organizational structure.

Though difficult to accurately describe what constitutes a good or effective organizational
structure Urwick (1952) proposes that a lack of or a deficient organizational structure is
illogical, cruel, wasteful and inefficient. Urwick (1952) indicates that it is illogical because no
member of an organization should be appointed to a senior position without first knowing his
or her responsibilities and relationships attached to that position and its role within the social
pattern of the organization. Again Urwick (1952) suggest it’s cruel because the individual
members of the organization suffer most when there is a lack of or deficient organizational
structure. Urwick (1952) stated that the individual members without clear definition of their
duties or the qualifications required to perform those duties will be held responsible for poor
results. Urwick (1952) further noted it will be wasteful because jobs would not be put together
along the lines of functional specialization hence new members of the organization cannot be
trained effectively to take over those jobs. Urwick (1952) observed that in effect jobs will be
fitted to members of the organization instead of members of the organization to the jobs. Finally

Urwick (1952) suggests that a lack of or deficient organizational structure will create
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inefficiencies because if the organization is not founded on principles managers will fall back
on personalities that is playing politics in matters of promotion and reward. According to
Urwick (1952) this is because they would have no clearly established principles which are

understood by everyone in the organization.

2.5 Organizational Structure and Workplace Outcomes

In the public sector setting, empirical evidence establishes a negative impact of organizational
structure on workplace outcome. For instance, Pandey and Welch (2005), found that a high
degree of formalization brought about a high degree of work estrangement among public
servants, prompting the negative impression of formality among supervisors. Pandey and
Welch (2005) concluded that supervisors with a positive view of their work are able to rise
above the imperatives of formality, because their level of participation in the job is high in
contrast to those with negative work mentality. Pandey and Welch (2005) further noted that
high job participation levels decreases work isolation, leading to supervisors that are better able
to handle bureaucracy. Similarly, Sarros, Tanewski, Winter, Santora, and Densten (2002)
investigated how transformational and transactional leadership styles (leadership behavior) and
organizational structure (formalization and centralization) influence work isolation among
officers in the US Fire Department. Sarros et al (2002) observed that centralization
aggravates greater intensity of leadership behaviors, leading to work isolation. Sarros et al
(2002) concluded that supervisors and managers must take into account empowerment in the
decision-making process. According to Sarros et al (2002) this fosters a more noteworthy

feeling of independence, clarity, achievements, and opportunity in their employment.
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Yagil (2002) stated that low levels of formalization and inflexibility are highly associated with
leader expert power and subordinate job satisfaction. French and Raven (1960) explained that
expert power arises from the leaders' own experiences, skills or knowledge (French & Raven,
1960). Interestingly, Yagil, (2002) observed that employees, substitute the role of a leader
with clear, itemized, and inflexible arrangements and methods with respect to their jobs
and structure. According to Yagil, (2002) this shows that subordinates’ attitude or behaviors
is influenced more by situational factors related to organizational structure than by the level

of powerfulness in leaders.

In a comparative study across sectors, Kim and Lee (2006) noted that competences of employee
information-sharing differed between the public and private sector. Kim and Lee (2006) stated
that this was because managers in the public sector face various organizational constraints
(attributed to higher levels of formalization and centralization in the public than the private
sector) in enhancing employee knowledge-sharing capabilities. A study by Michaels,
Dubinsky, Kotabe, and Chae (1996) across cultures, found that high formalization led to low
role uncertainty for Americans, yet it was not the case for the Japanese and Koreans. A
reasonable explanation might be the different employment environment in the states studied.
Erez and Earley (1993) observed that Japanese and Korean workers are more collectivist than
their Americans counterparts, who are more individualistic. Michaels et al (1996) observed that
for Korean and Japanese sales personnel, formalization increases their organizational
commitment. Michaels et al (1996) further noted official rules, strategies, and processes
provide procedures to employees about their work such that, fair enforcement of rules, caused

employees to develop an optimistic view towards the organization. Michaels et al (1996)
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indicated that in deciding on the level of organizational formalization and centralization to

adopt management must take into account cultural and sector factors.

According to Tata and Prasad (2004) organizational structure has been found to effect or result
in certain workplace outcomes which are obvious in many experimental inquiries. Tata and
Prasad (2004) for example, studied the effect of organizational structure (that is formalization
and centralization) on the relationship between self-management and team effectiveness. The
study results indicated that higher self-guided groups seemed more effective in organizations
that permit contributions from employees concerning their task performance (micro- level
decision-making). Tata and Prasad (2004) observed that at all levels, however, macro-level
decision making did not influence the strength of self-management and team effectiveness. Tata
and Prasad’s (2004) findings also suggested a stronger association between self-management
and team efficacy in organizations with lower levels of formalization. Tata and Prasad (2004)
further noted that when there are fewer instructions, strategies, and processes, it allows for

flexibility in the self-management of teams leading to the teams’ effectiveness.

In the same vein, Dean, Brandes, and Dharwadkar (1998) showed that organizational
formalization has the potential to exacerbate organizational cynicism, which is more damaging.
According to Dean, Brandes, and Dharwadkar (1998), it begins with the experiences of
employees, like lack of integrity, honesty, fair dealings and sincerity, among top management

in the introduction and enforcement of rules, procedures, or policies of the organization. Dean,

37



Brandes, and Dharwadkar (1998) further explained that this leads to feelings of distrust and

disrespect among employees towards the organization.

2.5.1 Formalization and employee job stress

Robins and Coulter (2005) noted that formalization is the degree to which jobs are standardized
within the organization and the extent to which the behavior of employees is guided by rules
and procedure. A number of empirical findings have made evident the role of organizational
structure as a cause of numerous workplace outcomes. For instance, Porter and Lawler (1965),
indicated that differences in organizational structure resulted in differences in the attitudes and
behavioral conditions of employees. This is further supported by the findings, of Aizzat,
Ramayah, and Yeoh (2006), which found that formalization was positively related to job stress.
According to Selye (1976), job stress is the non-specific response of the body to any demands
made upon it. Parker and DeCotiis (1983) also noted that job stress is an awareness or feeling
of personal failure to function normally due to perceived conditions at the workplace, and one’s
psychological and physiological reactions to these uncomfortable or undesirable conditions.
Clarke and Watson (1991) observed further that job stress is considered to be an internal state
or reaction to anything a person consciously or unconsciously perceives as a threat, either real
or imagined. According to Cook and Hunsaker (2001), Matteson and Ivancevich (1999) and
Robbins (2003) stress can be caused by a multitude of environmental, organizational, and
individual variables. Von Onciul (1996) notes that these variables are known commonly as

organizational stressors because they serve as agents that trigger stress reactions.
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Aizzat, Ramayah, and Yeoh (2006) observed that a job that has inflexible rules and procedures
gives less autonomy and freedom of the employee in the performance of their tasks, will most
likely lead to job stress. According to Lapidus et al (1997) the role expectations of an employee
will be formed through formalization. Aizzat, Ramayah, and Yeoh (2006) also noted that
organizations with high formalization, have explicit job descriptions, numerous
organizational rules, and clearly defined procedures concerning work processes. Aizzat,
Ramayah, and Yeoh (2006) further stated that similarly, a highly formalized job, implies the
individual doing that job has little discretion as to what is to be done, when it is to be done, and
how he or she does it. Aizzat, Ramayah, and Yeoh (2006) observed that since formalization
involves the creation of rigid rules and procedures, individuals are likely to experience high
stress due to lesser control on their work performance and little flexibility to choose actions that
they think well fits the particular situation. Lapidus et al. (1997) observed that high
organizational formalization was positively related to job stress. From the discussion the

following proposition (H1) is made:

H1: Highly formalized organizational structures of microfinance firms in Ghana will

lead to employee job stress.

2.5.2 Centralization and employee job stress

Another structural component of organizations is centralization. Robbins and Coulter (2005)
describe centralization as the degree to which decision-making is concentrated at a single
point in the organization. According to Robbins and Coulter (2005), an organization’s key
decision made by top managers with little or no input from lower-level employees, implies

that centralization exists.
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McShane and Von Glinow (2003), also note that when formal decision making is done by a
small group of people typically top management or those at the top of the organizational
hierarchy then the organization is centralized.  Sohi et al (1996) observed that highly
centralized organizations have low levels of flexibility because workers have limited
autonomy and control over their work, which in turn, positively affects or increases their
stress levels. According to Froiland (1993) as cited in Savery and Luks (2001),
centralization means a lack of empowerment, therefore when employees are empowered, they
have more control over how they perform their work, which tends to reduce the risk of
stress. Lait and Wallace (2002) noted that lack of autonomy and control over day-to-day work
activities in the financial services specifically banks contributed to higher job stress. In relation

to microfinance firms in Ghana, proposition (H2) is made:

H2: Microfinance firms in Ghana with highly centralized organizational structures will

lead to high employee job stress.

2.6 The Concept of Employee Efficiency

According to Erdil, Kitapci & Timurlenk (2010) efficiency and productivity are sometimes used
interchangeably. However Erdil, Kitapci & Timurlenk (2010) notes that productivity which is
at times known as worker productivity is an evaluation of the efficiency of an employee or
employees. Eling and Luhnen (2010) observes that productivity is typically a measure of the
output of an employee over a specified period of time. According to Eling and Luhnen (2010)
it is compared to the average of other workers doing similar kind of work in the organization.

Rouse (2014) notes that the success of any organization lies primarily on the productivity
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(efficiency) of its workforce. This Rouse (2014) opined makes employee efficiency

(productivity) of great concern to organizations.

A study by Meijaard, Brand and Mosselman (2005), of 1141 firms in Holland revealed that
organizational structure indeed had an effect on employee efficiency and needed to be
considered in future analysis of organizational efficiency. Child (2005) also asserts that the
fundamental requirements for the continued operation of an organization are the allocation of
responsibilities, grouping of functions, decision-making, coordination, control and reward.
Child (2005) notes therefore, that the quality of an organization’s structure will affect how well

these fundamental requirements are met.

Mullins (2010), contends that the structure of the organization, affects productivity and
economic efficiency as well as the morale and job satisfaction of the workforce. Mullins (2010)
notes that the human aspect of the organization is very crucial to its success. The structure of
an organization according to Mullins (2010) must hence be designed in such a way that it
maintains a balance of the socio-technical system and the effectiveness of the organization.
Mullins (2010) observes that attention should be given to the interactions between structural
and technological requirements as well as the social factors and the needs and demands of the

human part of the organization.

Several researchers such as Johnson & Lenders, 2001; Kacmar et al., 1999; Kakabadse et al.,
1999), argue that there is no perfect organizational structure that fits all organizations.
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According to Johnson and Lenders (2001) organizations cannot be fully centralized or
decentralized, but be both that is a hybrid. Hall (1991) also observed that depending on changes
that occur in the external and internal environment, structure in any large organization needs to
be revised from time to time. Johnson and Lenders (2001) further noted that managers therefore
face a big challenge in terms of identifying which structure provides the most benefits to

employees as well as the organization.

2.6.1 Formalization and employee efficiency

According to Dalton, Todor, Spendolini, Fielding and Porter (1980) formalization is the degree
to which appropriate behavior is described in writing. In this regard formalization can be a job
description detailing activities expected in a job classification (for example, “"the human
resource manager will be responsible for interviewing potential employees™). Dalton et al
(1980) note that role ambiguity occurs when there is no minimum level of formalization. Kahn,
Wolfe, Quinn, Snoek & Rosenthal (1964) and Rizzo, House, and Lirtzman, (1970) observed
that employee attitude and efficiency is affected by role ambiguity. On the other hand, Hackman
and Lawler, (1971) and Hulin and Blood, (1968) note that formalization can limit the scope
of the job leading to job dissatisfaction, absenteeism, turnover, boredom, alienation and low

efficiency.

Hage and Dewar (1973) in a study conducted on health and welfare agencies found no
association between formalization and efficiency. Similarly Vredenburgh and Alutto (1977)

who conducted a study on bank employees reported no association between formalization and
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employee efficiency. Again studies conducted by Rogers and Mulnar (1976) on county
administrators and Schuler (1975) on manufacturing employees found no association between

formalization and employee efficiency.

Conversely studies conducted by Vinson and Holloway (1977) on white collar workers drawn
from the bank, insurance companies, public utilities and governmental agencies reported a
positive association between formalization and efficiency. Again in another study by Baum and
Youngblood (1975) on undergraduate students a positive association was reported between
formalization and employee efficiency. Harrison (1974) also reported a positive association

between formalization and employee efficiency from their studies conducted on scientists.

Dalton et al (1980) however noted that it becomes quiet difficult to generalize these results to
blue and nonprofessional employees due to the target population of scientists and students in
the laboratory setting. The contradictory findings indicate that an association between levels of
formalization and efficiency has not been convincingly demonstrated. Based on the discussion

the following proposition (H3) is made:

H3: Microfinance firms in Ghana with highly formalized organization structure will

have inefficient employees.

43



2.6.2 Centralization and performance

According to Dalton et al (1980) centralization involves the placement of authority to make
decisions in organizations. Dalton et al (1980) noted that a structure is considered centralized
when the power to make decisions is exercised by one or few individuals. Dalton et al (1980)
observed that the ultimate in centralization would be one person making all the decisions. In
Dalton et al’s opinion the distribution of decision-making authority throughout the organization
is known as the degree of centralization. Empirical research conducted at the departmental level
of analysis, by McMahon (1976) showed a negative association between centralization and
employee efficiency. Further studies conducted by both Miller (1967) and Harrison (1974) also

showed a negative association between centralization and employee efficiency.

Equally studies conducted by McMahon and Ivancevich (1976) and McMahon and Perritt
(1971) also on the departmental level reported no (zero) associations between centralization
and employee efficiency. On the organizational level the findings are similar. Hage and Dewar
(1973) found no associations between centralization and employee efficiency, with Reimann
and Neghandi (1976) also reporting no associations between the two variables mentioned
above. Khandwalla (1973) and Fiedler and Gillo (1974) also reported no association between

centralization and employee efficiency at the organizational level.

On the other hand also on the organizational level, Sorensen and Baum (1976) in their study
conducted on employees of an international voluntary organization in Australia and New
Zealand reported a negative relationship between centralization and employee efficiency. In

another study conducted by Pennings (1976) on investment bankers a negative association was
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reported between the two variables, centralization and employee efficiency. Similar findings

were also reported by Beck an Betz (1975) and Luke, Block, Davey and Averch (1973)

In summary on both the organizational and departmental levels there is contradictory reports of
no association and negative association of centralization and employee efficiency. Also
according to Dalton et al (1980) the varying industries and employees used at both the
departmental and organizational levels makes it difficult to make generalization and conclude
on the association between centralization and performance. Based on the discussions above a

fourth proposition (H4) was obtained:

H4: Microfinance firms in Ghana with highly centralized organization structure will

have inefficient employees.

2.7 Conceptual Framework

Based on literature on organizational behavior, specifically organizational structure, two
constructs were identified, namely formalization and centralization as indicated by Hage and
Aikens (1967) and Robins and Coulter (2005). Reviewing literature on workplace outcomes
specifically employee behavior revealed a number of constructs such as leader expert power
and subordinate job satisfaction (Yagil, 2002), organizational commitment (Michaels et al,
1996) and work alienation (Sarros et al, 2002). However, for the purposes of this study two
constructs have been chosen employee job stress (Aizzat et al, 2006) and employee efficiency
(Chebat et al, 2002). The study will therefore be guided by the study framework below (Fig

2.1). The figure below postulates that microfinance firms in Ghana that are highly formalized
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will lead to increased employee job stress and inefficient employees whiles microfinance firms
in Ghana that are highly centralized will lead to high employee job stress and decreased

employee efficiency.

Highly formalized | f

organizational

Employee Job

Stress
structure
Highly centralized Employee
organizational Efficiency
structure

Fig. 2.1 Study Framework
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CHAPTER THREE

RESEARCH METHODOLOGY

In this section of the study, the researchers explain the scientific methods which will be used in
data collection to address the research questions. This section seeks to present the philosophical
assumptions and strategy underpinning the research and discusses the data collection and

method of analyzing it.

According to Sarantakos (1998), a research methodology or model entails theoretical principles
as well as framework that provide guidelines about how research is done in the particular
context of a paradigm. A paradigm is a set of beliefs, techniques and values form the
fundamental philosophical assumptions which define what is valid research and its appropriate
methods (Myers & Avison, 2002). This section of the study outlines the research design, the
population under study, the sampling procedure, and the instrument for data collection, method
for data analysis among others. Ethical considerations pertaining to the research were addressed

as well.

3.1 Target and Study Population

Microfinance firms in the Greater Accra Region of Ghana constituted the study population.
According to Kothari (2004), all the items under consideration in any field of inquiry constitute
a ‘universe’ or ‘population’. A complete enumeration of all the items in the ‘population’ is
known as a census inquiry. It can be presumed that in such an inquiry when all the items are

covered no element of chance is left and highest accuracy is obtained.
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The target population was however made up of eight microfinance firms within Accra. The
selection of these firms was based on its staff strength (15 and above) and their willingness to

participate.

Greater Accra Region was the preferred geographical location for the study due to its
accessibility and the high concentration of microfinance firms operating in the region. This the
researcher felt would constitute a good representation of microfinance companies. Again firms
with a staff strength of fifteen and above were selected to ensure that the firm had some
semblance of an organizational structure. According to the Ghana Statistical Services (2010)
Greater Accra Region is an attractive location for many corporate and educational institutions
as well as business activities. The results is a large pool of clientele and small to medium scale

enterprises (SMEs) microfinance firms can sell their products to.

3.2 Sampling Procedure and Sample Size

Considering the population under study, a non-probability sampling technique was employed.
Particularly the microfinance firms were selected using the purposive sampling technique.
Kothari (2004) notes that this sampling technique is used when part of the universe is selected
deliberately to constitute a sample representing the universe. In this study firms were selected
based on a staff strength of fifteen and above to ensure that there were departments and the
firms were large enough to have a formal organizational structure. Again according to the Bank

of Ghana (2014) as at October 2014 four hundred and nine microfinance firms had been licensed
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to operate in Ghana with Accra recording the highest number (195) followed by Kumasi in the

Ashanti Region. Purposive sampling technique was hence the best to use for this study.

Criteria for selection of sample size was the inclusion criteria: Employees working at the
selected microfinance institutions in Accra and those who were willing to participate in the
study were included, whiles those not willing to participate were excluded from the study. A

sample size of 400 was selected for the study. This was based on sample size determination by

2
Miller and Brewer (2003) at 95% confidence level. The model is expressed as n=N/ [1+N (e) ]

where N is the sample frame; n is the sample size and e is the confidence interval.

3.3 Research Design

The research adopted a quantitative approach. This according to Kothari (2004) implies data is
generated in a quantitative form which can then be subjected to formal and rigid quantitative
analysis. Furthermore the quantitative approach is inferential in nature. Kothari (2004) notes
that the purpose of an inferential approach to research is to develop a data base from which to
infer characteristics or relations of populations. In other words Kothari (2004) explains that a
sample of the population is studied either by questionnaires or observation to determine it
characteristics and then it is inferred that the population has the same characteristics. This
de