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ABSTRACT 

The main objective of the study was to examine the financial systems operating in the food 

production and distribution sectors in the Northern Region of Ghana. A sample size of 194 

respondents consisting of 160 food producers and 24 food distributors as well as 10 banking 

institutions were interviewed. Purposive sampling technique was used to select districts and 

microfinance institutions. Simple random sampling was used to select communities whereas 

systematic sampling procedure was employed for farm households in chosen communities. 

Techniques employed for the data collection was questionnaire administration, participatory rural 

appraisal and direct observation. Statistical Package of Social Science and Microsoft Excel were 

used to analysed the data providing frequencies, means, percentages and proportions data. 

The study revealed that over 70% of the entrepreneurs interviewed depend heavily on informal 

financial sector for their small scale agri-businesses.. The result also revealed that most of the 

entrepreneurs availed only small amount of credit from the formal and informal financial sectors. 

Illiteracy with its attendant factors of fear, information gap and the lack of understanding in 

addition to the lack of collateral and high interest rates played a high role in deterring 

entrepreneurs from seeking loans,. 

The study concludes that lending terms in the formal sector focus on default risks and high 

transaction costs whiles in the informal sector, the failure to seek loans was due to the failure by 

the different lenders to offer the credit package required by specific borrowers. The study 

recommends that, formal financial institutions should link their operations with those of informal 

lenders. This can help ensure that they reach the agri-business enterprises. 
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CHAPTER ONE 

INTRODUCTON 

1.0 Background 

The contribution of finance to the development of food crops value chain cannot be 

overemphasized. In the Northern Region of Ghana where poverty is high and agriculture serves as 

the major occupation, the need for financial capital in all agro-businesses is crucial. In this chapter 

the background and significance of food crops value chain development, and the constraints 

associated with it in relation to formal and informal financial systems with regard to food 

producers and distributors are discussed. Also included are the problem statement, research 

questions, the objectives of the study, the scope, as well as the limitations of the study and a 

description of the study area. 

Agriculture is the mainstay of the economy of Ghana, accounting for about 50% of Gross 

Domestic Product (GDP) and employed more than 60% of the labour force, mostly women 

(World Bank, 2002). Agricultural production in Ghana takes place in the rural areas where 

majority of households depend on crop production with some amount of animal production as 

their means of livelihood. 

However, moves to create the necessary avenues for the provision of credit to rural entrepreneurs 

have so far proved elusive. Furthermore, the informal credit at their disposal is inadequate 

although this form of credit overrides the bureaucratic steps involved in formal loan applications 

to commercial banks and has desirable social implications. At the same time, interest rates in the 

formal sector continue to rise, making it difficult for agricultural value chain operators to access 

financial capital for their businesses (Conteh, 1995). 
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The lack of resources for financing agricultural production has for long remained an unsolved 

challenge for many developing countries (Braima, 1994). For example, accessing financial capital 

for food production and distribution is becoming more elusive and difficult year after year. As 

such the operations of food producers and distributors have not been cost-effective leading to 

seasonal food price hikes at consumer level. 

Challenges such as risks and uncertainties, lack of collateral, informality of operations, low 

margins with associated low cash flows which render commercial loans too expensive for the 

sector, are common in the food value chain (Besley, 1994). 

The governments of many developed countries have adopted a combination of direct grant 

subsidies, subsidized loans, tax incentives, domestic protection and other measures to help 

remove these challenges to enable agricultural producers stay viable. Unfortunately for 

developing countries, efforts to address the fundamental problems of the sector though usually 

well meant are normally not well implemented. In most African countries for instance where 

resources are scarce with narrow tax bases, and government spending far exceeds domestic 

revenue, there are bound to be fragmented, less than fully effective attempts at promoting 

agricultural finance (Mosley and Hulme, 1998). Consequently, until agricultural related problems 

are holistically addressed, it is difficult to set the scene for the healthy and sustainable growth of 

the agricultural sector. 

1.1 Problem Statement 

Agriculture is the economic backbone for many Ghanaians especially in the rural areas. As such it 

plays an important role in the social and economic development of the country. The sector 

accounts for a high proportion of Gross Domestic Product (GDP) and acts as the main source of 

employment and income in the peri-urban and rural areas where the majority of people reside. In 
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the agricultural sector.

1.1 Problem Statement

Agriculture is the economic backbone for many Ghanaians especially in the rural areas. As such it

plays an important role in the social and economic development of the country. The sector

accounts for a high proportion of Gross Domestic Product (GDP) and acts as the main source of

employment and income in the peri-urban and rural areas where the majority of people reside. In
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2002, the agricultural sector contributed about 50 percent of the Gross Domestic Product (GDP) 

and employed more than 60 percent of the labour force, mostly women (World Bank, 2002). In 

2005, the sector contributed 40.6 percent of the Gross Domestic Product with 27.1 and 32.3 

percent for services and industry respectively (ISSER, 2005). According to Alhassan and Poulton 

(2009) in the Northern Region of the country, the major significance of agriculture is that, it 

offers job avenues to the highest proportion of the economically active population mainly as input 

suppliers, food producers, farm labourers, food processors and distributors as well as transporters. 

In the new global economic trend, efforts are on going to upgrade and link agri-businesses for 

higher operational efficiency and higher profitability to alleviate poverty in developing countries 

(Aryeetey and Udry, 1997). With over 60 percent of the population engaged in such businesses in 

the rural areas, the sector has a high potential for contributing to rural development (Schmits et al, 

1987) 

Unfortunately, the majority of the operators in this sector are not credit worthy by the standards of 

most formal credit institutions. Whereas a small number of Non Governmental Organisations 

(NGOs) finance an increasing number of businesses in the sector, most formal institutions deny 

these operators access to their services. Aryeetey, (1996) stated that some informal credit 

institutions in some developing countries are making efforts to assist with the credit needs of food 

sector operators although the limited resources of these informal credit operators restrict the 

extent to which they can effectively and sustainably satisfy the credit needs of agro-enterprises. 

There is the need therefore, for capital mobilization, allocation and its efficient utilization in the 

agricultural sector to improve the operational efficiency of agricultural value chain operators in 

the country. On the contrary, credit institutions and individuals capable of serving this purpose 
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seem to shy away from agricultural sector operators in Ghana as a whole and especially the 

northern sector which forms a very important part of food security mobilization in the country 

(Conteh, 1995). In northern Ghana many agro-businesses are operating below capacity and viable 

operational standards. The operators of these businesses blame inadequate finance for this 

problem. 

The difficulty of financial acquisition by ago-business operators to run their businesses continues 

to cause a big setback to the development and modernization of food production and distribution 

in Ghana. In the midst of these difficulties knowledge on the effect of financial shortages, and 

types of credit available in both formal and informal sources that will help address the problem is 

lacking for policy makers, agriculturalists and researchers. This study sought to examine the 

financial circumstances of agro-business operators at the production and distribution levels and 

the role of both formal and informal financial systems in the development of effective food crops 

value chains in the Northern Region of Ghana. 

1.2 Research Questions 

Although numerous questions came to mind on the financial systems of food producers and 

distributors, the study focused on finding answers to the following questions: 

1. What are the sources of credit and the main features of formal and informal credit 

institutions that determine the access of small scale producers and distributors to credit 

facilities in the Northern region of Ghana? 

2. What factors determine these entrepreneurs's participation in credit markets? 

3. What are the dimensions of loans normally acquired by these entrepreneurs? 

4. Are credits paid back according to agreements by producers and distributors? 

4 

seem to shy away from agricultural sector operators in Ghana as a whole and especially the

northern sector which forms a very important part of food security mobilization in the country

(Conteh, 1995). In northern Ghana many agro-businesses are operating below capacity and viable

operational standards. The operators of these businesses blame inadequate finance for this

problem.

The difficulty of financial acquisition by agro-business operators to run thei r businesses continues

to cause a big setback to the development and modernization of food production and distribution

in Ghana. In the midst of these difficulties knowledge on the effect of financial shortages, and

types of credit available in both formal and informal sources that will help address the problem is

lacking for policy makers, agriculturalists and researchers. This study sought to examine the

financial circumstances of agro-business operators at the production and distribution levels and

the role of both formal and informal financial systems in the development of effective food crops

value chains in the Northern Region of Ghana.

1.2 Research Questions

Although numerous questions carne to mind on the financial systems of food producers and

distributors, the study focused on finding answers to the following questions:

I. What are the sources of credit and the main features of formal and informal credit

institutions that determine the access of small scale producers and distributors to credit

facilities in the Northern region of Ghana?

2. What factors determine these entrepreneurs's participation in credit markets?

3. What are the dimensions of loans normally acquired by these entrepreneurs?

4. Are credits paid back according to agreements by producers and distributors?

4

www.udsspace.uds.edu.gh 

 

 

 

 



5. What factors limit the enhancement of financial delivery systems for food production and 

distribution? 

1.3 Research Objectives 

The main objective of the study was to examine the financial systems operating in the food 

production and distribution sectors in the Northern Region of Ghana. 

Specifically the study sought to: 

1. Identify the sources and main features of financial institutions that determine access of 

small scale food producers and distributors to credit sources in the Northern region of 

Ghana. 

2. Examine the factors that determine the participation of food producers and distributors in 

credit markets. 

3. Determine the dimensions of loans normally acquired to these entrepreneurs and the pay 

back rates. 

4. Determine whether credits are paid back according to agreements by producers and 

distributors. 

5. Identify the factors that limit the enhancement of financial delivery systems for food 

production and distribution and to suggest recommendations to address these problems. 

1.4 Relevance of the Study 

Agriculture is the backbone of Ghana's economy since it contributes significantly to its gross 

domestic product. It also employs more than half of the total population of Ghana, most of who 

dwell in the rural areas. As such findings from the study will serve as a guide to efficient and 
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sustainable disbursement of credit and the assessment of lending and borrowing among 

stakeholders in the agricultural sector. 

1.5 Limitations of the study 

Data for the study is varied and was collected over a wide area of the Northern Region of Ghana 

and also from official sources. Due to the limited logistics and other facilities available for the 

study, input supply, processing and the consumer components of the value chain was not included 

in the study. As such, areas of coverage were limited to the food crops production and distribution 

sectors, with greater focus on semi-rural and urban markets. Another limitation to the study was 

the inability of respondents to keep records as a result of low literacy rate and had to recall data 

from memory. In spite of these limitations, efforts were made to ensure the collection of reliable 

and adequate data for analysis. 

In their review of growth opportunities in Ghana, Shepherd et al. (2005) have highlighted that 

several studies have been conducted in the field of agricultural value chain financing. One of 

these studies was an examination of constraints and opportunities of agricultural funding 

(Braima, 1994). Inspite of these studies further information is required for a better understanding 

of the circumstances prevailing in food crop production and distribution financing in some 

specific parts of the country. Hence the findings of this study, will add to the existing body of 

knowledge in the area of agriculture food crops financing. Agricultural development requires 

much more financing and since it provides high employment to the people and hence increases 

their income levels, policy recommendations of the study will provide direction in bringing about 

increased and easy access of to agriculture financing. The study will make useful suggestions that 

will serve as a guide for MoFA, and NGOs to find solutions to constraints affecting food crops 

producers and distributors in accessing funds for their business operations in the Northern Region 

of Ghana. 
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Finally, policy recommendations from the study can also serve as a blue print for the Savanna 

Accelerated Development Authority (SADA) to better and seriously integrate financial agro 

business to increase productivity and income thus bringing about an improvement in the living 

standard of the people in the Northern Region of Ghana. 

1.6 Scope of the study 

Agricultural finance refers to financial products and services that flow through any point from 

production to consumption in order to increase returns on investment, growth, or competitiveness. 

This study concerns mainly formal and informal financial systems that operate in the production 

and distribution sectors of the food crops value chain in the Northern Region of Ghana. The 

aspects of operations covered include types of credit, crediting systems and procedures, loans 

recovery methods, loan repayment rate as well as terms and conditions of loan acquisition. 

1.7 Organization of the study 

The study is organized to consist of five chapters; Chapter one which is the introduction includes 

the background, problem statement, objectives and relevance of the study, while the review of 

existing relevant literature is presented in chapter two. Chapter three comprises an outline of the 

methodology used for the study. The findings of the study and the discussion of results are 

presented in chapter four. The last chapter presents the recommendations and conclusions drawn 

from the study. 

7 

Finally, policy recommendations from the study can also serve as a blue print for the Savanna

Accelerated Development Authority (SADA) to better and seriously integrate financial agro

business to increase productivity and income thus bringing about an improvement in the living

standard of the people in the Northern Region of Ghana.

1.6 Scope of the study

Agricultural finance refers to financial products and services that flow through any point from

production to consumption in order to increase returns on investment, growth, or competitiveness.

This study concerns mainly formal and informal financial systems that operate in the production

and distribution sectors of the food crops value chain in the Northern Region of Ghana. The

aspects of operations covered include types of credit, crediting systems and procedures, loans

recovery methods, loan repayment rate as well as terms and conditions of loan acquisition.

1.7 Organization of the study

The study is organized to consist of five chapters; Chapter one which is the introduction includes

the background, problem statement, objectives and relevance of the study, while the review of

existing relevant literature is presented in chapter two. Chapter three comprises an outline of the

methodology used for the study. The findings of the study and the discussion of results are

presented in chapter four. The last chapter presents the recommendations and conclusions drawn

from the study.

7

www.udsspace.uds.edu.gh 

 

 

 

 



CHAPTER TWO 

LITERATURE REVIEW 

2.0 	Introduction 

A review of literature is a classification and evaluation of what accredited scholars and 

researchers have written on a topic (Taylor, 2007). It consists of overview, a summary and 

evaluation (`critique') of the current state of knowledge about a specific area of research. 

According to Brown (1996), the essence of literature is to guide and expose the researcher to 

various works similar to the topic understudy. 

This chapter presents and highlights related studies, the methods used and findings made. It also 

reviewed appropriate sub topics of the subject matter of the study such as the meaning of 

microfinance, Value Chain in agriculture. Also covered were the role of financial policies and 

types of value chains. 

Beside the exposure, enlargement, guidance and broadening of knowledge about the topic, 

literature reviews let you gain and demonstrate skills in two ways; information seeking, that is, 

the ability to scan the literature efficiently to identify a set of useful articles, books and documents 

relevant to the topic and critical appraisal- ability to apply principles of analysis to identify 

unbiased and valid studies (Taylor, 2007). Literature review also helps the researcher to build 

upon the work that already been done in the field the researcher is researching into (Fisher, 2007). 

Knowledge is not the exclusive preserve of an individual but the accumulation of ideas from so 

many people. Therefore this chapter seeks to review, summarize and evaluate current state of 

knowledge about existing literature by researchers and accredited scholars relating to the topic 

under study (Taylor, 2007). The steps set out in this section include: locating the literature, 
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assessing the study's quality and deciding as whether they should be included; synthesizing and 

re-analyzing the results and presenting them in a clear and vivid manner. 

The research was categorized into four main sections which include: Business financing, 

microfinance, agriculture finance and value chain. 

2.1 Business Financing 

Financing was not of much importance to business enterprises before the advent of the industrial 

revolution. The methods of production were very simple (Blurtit, 2009). For instance, the artisans 

used to work with simple tools in the open or in small hat. At that time labour was more important 

than capital. Finance did not pose any problem to business enterprises. 

Since the beginning of the industrial revolution, there has been remarkable growth and expansion 

in businesses and production due to urbanization and civilization and these reasons have posed 

serious challenges to business enterprises (Bluitit, 2009). The problem these changes have created 

to business enterprises is how to solicit for financial support to start up new and expand the 

existing businesses to increase production .Business financing has become a major obstacle to 

business entrepreneurs. The starts up of businesses and methods of production have now become 

complex. The time lag between production and consumption has become long due to the financial 

constraints of business enterprises and the methods of production (Bluitit, 2009) 

Boachie-Mensah and Marfo-Yiadom (2007) stated that "raising funds to start a business is usually 

a herculean task for many would-be entrepreneurs". Financing a firm is a critical element for 

business success. Many potentially successful businesses have failed because of 

undercapitalization lack of sufficient funds to pay for needed assets or operating expenses 

(Burgess and Steinhoof, 1993). Financing is the base of the business enterprises and it is required 
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to purchase assets and for the flow of the economic activities in the business. It is indeed the life 

blood and nerve center of industrial and commercial enterprises (Diyakhan; cited in Blurtit, 

2009). However, financing of businesses is often necessary to achieve the business goals and 

objectives. Business financing flows from sale of goods and services and also flows out for 

meeting various types of expenditure (Pirraglia, 2009). Business financing is a relative a relative 

phrase, meaning different things to different people. According to Richards (2009), business 

Financing is a branch of economics concerned with resource allocation, management and 

investment. Simply, Financing deals with matters related to money and the market. 

The discussions that follow are that clear meaning and understanding has bccn gained from the 

views of the Boachie-Mensah and Marfo-Viadorn. The idea gotten from the meaning of business 

financimg from the definition, gives a lucid meaning but in a context that does not suit financing 

of smallholder businesses. For example, the definition talked about the allocation, management 

and investment of resources in the business ventures. Their principal concerned is with the 

existing businesses which, is already operating in the financial market that deals with the real 

Stock Exchange market. That means that it has to do with the stock Exchange terms, rules, 

regulations and agreements and that the business is already in operation and has its financial 

needs put in place. 

With critical analysis and evaluation of the third researcher's definition, (Pirraglia, 2009) it failed 

to take into consideration the different sizes and types of businesses operating in the world, 

especially types of businesses mostly dominated in the under developed and the developing 

worlds. It also failed to indicate how financial needs for businesses can be acquired before talking 

about its allocations, investment and management. It has been noted however, that about 90% of 

all businesses in the world, even in the United Stated and mostly Africa are smallholder 
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businesses (Megginson, Byrd and Megginson, 2000). Most of these smallholder businesses are 

not qualified to tender at the Stock Exchange market and as such cannot float shares to the general 

public. Therefore the idea gotten from the definition, when critically analyzed, can be said to be 

focused only on the allocation, management and investment of large business enterprises and 

considered their financial needs and aspirations to the neglect of the smallholder businesses and 

their accessibility to financing and the start up business as well as the expansion of the existing 

ones. In addition, definition left out how and where the financing of businesses can easily be 

accessible. 

Besides, business financing according to Dalton; cited in Blurtit, (2009) are those activities which 

deal with the provision and management of funds for satisfactory conduct of a business. Dalton 

further stated that financing of businesses mainly covers three major objectives: 

First, it is to obtain an adequate supply of capital for the needs of the business. Secondly, it is to 

increase capital through better management and thirdly, to make profit from the use of funds and 

its overall objective of a business enterprise. 

The discussion that follows from the perspective about business financing is that it is clearly 

understood and the idea has been given a vivid meaning. The idea gotten from the meaning of 

business financing gives a clear meaning but in a framework that suits the modern description of 

financing of the smallholder businesses. Here he made mentioned of the processes of the 

accessibility and importance of business financing to both business starts ups and the expansion 

of the existing ones. The author emphasised that it is one of the first steps involved in starting up 

any business venture. 

The management of the business funds was also considered. Dalton further talked about the 

various activities which would be embarked on in all the processes of the business planning, 

11 

businesses (Megginson, Byrd and Megginson, 2000). Most of these smallholder businesses are

not qualified to tender at the Stock Exchange market and as such cannot float shares to the general

public. Therefore the idea gotten from the definition, when critically analyzed, can be said to be

focused only on the allocation, management and investment of large business enterprises and

considered their financial needs and aspirations to the neglect of the smallholder businesses and

their accessibility to financing and the start up business as well as the expansion of the existing

ones. In addition, definition left out how and where the financing of businesses can easily be

accessible.

Besides, business financing according to Dalton; cited in Blurtit, (2009) are those activities which

deal with the provision and management of funds for satisfactory conduct of a business. Dalton

further stated that financing of businesses mainly covers three major objectives:

First, it is to obtain an adequate supply of capital for the needs of the business. Secondly, it is to

increase capital through better management and thirdly, to make profit from the use of funds and

its overall objective of a business enterprise.

The discussion that follows from the perspective about business financing is that it is clearly

understood and the idea has been given a vivid meaning. The idea gotten from the meaning of

business financing gives a clear meaning but in a framework that suits the modem description of

financing of the smallholder businesses. Here he made mentioned of the processes of the

accessibility and importance of business financing to both business starts ups and the expansion

of the existing ones. The author emphasised that it is one of the first steps involved in starting up

any business venture.

The management of the business funds was also considered. Dalton further talked about the

vanous activities which would be embarked on in all the processes of the business planning,

11

www.udsspace.uds.edu.gh 

 

 

 

 



implementation and evaluation. He made mentioned of those activities which will be dealing with 

the provision and management of the funds for the satisfactory conduct of the business. Here, the 

author implied that the activities which will be involved in financing the business would be first 

and foremost considered and was factored into the definition. That is, how the business will be 

obtaining its financial needs for the start up of the business and its management leading to its 

sustainability, growth and profitability. The author further mentioned the ways and means that 

entrepreneurs discover and manage the finance gotten from the various sources in running the 

businesses. It also stressed three major over all objectives of a business enterprise. The third 

objective of business enterprise which the author mentioned will depend heavily on the type and 

accessibility of finance, entrepreneurs' ability to manage the funds in operating the firm and its 

capacity to plan, implement, execute as well as evaluate all aspects of the business activities. The 

definition took into consideration almost all the aspects of techniques and resources needed for 

business start up, operations and the expansion of existing businesses. 

Similarly, business financing according to Diyakhan (2007) as cited in Blurtit (2009) is the 

provision of money at the time when it is needed by a business or it is an administrative area or 

set of administrative functions in an organization which relate to arrangement of the cash and 

credit so that that the organization may have the means to carry out the objective as satisfactorily 

as possible. In other words business financing is that business activities which is concerned with 

the acquisition and conservation of capital funds in meeting the financial needs and overall 

objective of the business enterprise. 

According to Diyakhan (2007), business financing is mainly developed around three major 

objectives which include; first, it is concerned with the alternative ways by which adequate supply 

of the money can be raised; second, it deals with the financial aspects of getting land, building, 
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machinery, payment to workers and marketing obligations of the business and; lastly it seeks to 

make profit from the use of capital which is an overall objective of a business enterprise. 

The argument ensured from the author's perspective is that it is bluntly understood and the 

contemplation has given a colourful sense to the business financing. Here, the author's, idea of 

business financing was in line with Dalton. This is because both authors made mentioned of the 

activities and arrangement of getting access to the financial needs for the start up and expansion 

of the business enterprises. Similarly, author's aims and objectives of business enterprises seem to 

go in the same stripe. They were all gearing towards one goal. 

Additionally, business financing which is also known as capital for businesses refers to any form 

of wealth employed to produce more wealth for the firm (Boachie-Mensah and Marfo-Yiadom , 

2007). They indicated further that, in a typical business, capital in businesses exits in several 

forms such as; cash, inventory, plant and equipment. The authors' definition is ideal but it lacked 

certain aspect in relation to the researcher's context of the study. Thus, it failed to consider the 

activities that will be involve in obtaining the cash, inventory and the equipment they claim that 

capital can be in those forms. It was slightly in line with the first author's view. Both authors 

failed to tell the researcher or readers how finances can be accessed to start up the business. They 

just talked about the types of capital that comprised of the business but how it can be accessible, 

manage and invest was missing. 

In conclusion, I agree with the ideas gotten from almost all the authors' perspective of business 

financing but most particularly, I strongly support the definitions given by the second and third 

authors (Dalton and Diyakhan; cited in Blurtit,2009). With the second author's definition which 

stated that business financing are those activities which have to do with the provision and 
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management of funds for satisfactory conduct of a business and added that the financing of 

business mainly covers three major objectives including obtaining an adequate supply of capital 

for the needs of the business. Conversing and increasing capital through better management and 

making profit from the use of funds which is the overall objective of any business enterprise. 

When the two definitions above are critically analysed, the authors(Diyakhan and Dalton,(2007) 

ideas, aims and objectives are in the same streak and their definitions took in to consideration all 

aspects needed in business enterprises. This implies that the researcher will support both authors 

and will therefore rejects earlier definitions given by Investor word and Boahie-Mensah and 

Marfo-Yiadom. The reason for the rejection is that the two authors' ideas focused most 

particularly on an already established large-scale firms and their management to the neglect of 

how accessible the finance will be to the business and did not consider the mostly dominated 

businesses in the world-the smallholder enterprises. 

From the views gotten the various authors perspectives of business financing above, the 

researcher will define business financing as any activity that is carried out to solicit for funds and 

other necessary equipment, machinery for the business start up, expansion and the administrative 

procedures which are carried out for the better management of the funds as well as the 

sustainability of the business in order to make profit (This study, 2010). 

2.2 Types and Sources of Business financing. 

A new business, or major expansion of an existing business, should be evaluated with great care, 

paying particular attention to its capital requirement (Megginson, Byrd and Megginson, 2000). In 

the words of Bbachie-Mensah and Marfo-Yiadom (2007:150) "Lack of start-up capital leaves the 

business on a weak financial foundation, vulnerable to the causes of business failure". The 
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bottom line is the businessman needs capital for his business (Gass, 2009). The capital needs will 

change over time, which is why you as a business owner need to build a strategy for capitalizing 

your business from the beginning. This is where most business owners drop the ball. They can 

come up with great concepts, good marketing strategies, hire the right people, but they ultimately 

fail because they never planned for their capital needs (Gass, 2009). Managing and planning well 

for your capital need, can be an effective vehicle to help grow business enterprises (Richards, 

2009). The capital needed by entrepreneur to start a business is known as seed money, venture 

capital, or injection capital (Boahie-Mensah and Marfo-Yiadom, 2007). It is said to be risk 

capital, since investors in new businesses must be prepared for the possibility of losing everything 

in exchange for the chance to earn significant rewards. Where and how to find the venture capital 

partly depends on the nature of the proposed business and the amount of the money required. 

Boachie-Mensah and Marfo-Yiadom (2007) stated that it is important and necessary for one to 

understand the nature of the capital requirement for his or her business so as to determine the 

appropriate source of capital needed for the business. They explained that capital refers to any 

form of wealth employed to produce more wealth for the firm. They indicated that in a typical 

business, capital exist in several forms; cash, inventory, plant and equipment and hence the basic 

types of capital required for businesses have are; fixed, working and growth capital. Therefore, 

fixed capital is that capital which is needed to purchase the firm's fixed or permanent assets. They 

are assets used for the production of goods and services and are not for sale (Boachie-Mensah and 

Marfo-Yiadom, 2007). 

Working capital is another form of capital required by a business. It refers to the firm's temporary 

funds which is the capital used to support the firm's normal short-term operations. Technically, 

working capital may be referred to as current assets less current liabilities (Boachie-Mensah and 
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Marfo-Yiadom, 2007). The uneven flow of cash into and out of business creates the need for the 

working capital. Generally, working capital is utilized in buying inventory, paying bills, wages 

and salaries, financing credit sales and taking care of any unexpected emergencies (Boachie-

Mensah and Marfo-Yiadom, 2007). 

Growth capital is another type of capital required when an existing business is expanding or 

changing its primary direction. For instance, when there is an increasing demand of products of a 

business, the business would need a large cash injection to increase plant size, expand sales and 

production work force , and purchase more equipment (Boachie-Mensah and Marfo-Yiadom, 

2007). Once the entrepreneur has been able to identify the types o f capital he or she required to 

boost the business, there is the need to survey the sources for the funds (Boachie-Mensah and 

Marfo-Yiadom, 2007). 

Different authors (e.g. Boachie-Mensah and Marfo-Yiadom, 2007; Megginson, Byrd and 

Megginson, 2000; Shinn, 2009, Ward, 2009; and Richards, 2009) have similar views about the 

types or sources of funding to business enterprises. It has been said that there are two major types 

or categories of funding businesses and they include; equity and debt financing. 

2.2.1 Equity Financing 

Access to equity financing has repeatedly been identified as a recurring constraint to smallholder 

businesses growth and development. Commercial banks apply conservative policies while lending 

to smallholder businesses. More importantly, the existing structure of financial sector was 

developed to serve medium to large enterprises that are organized as formal businesses. Most 

banks consider lending to smallholder businesses an unattractive venture due to a range of 

objective and subjective factors. This include high transaction costs, smallholder business 
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operators' inability to comply with tangible collateral requirement, no linkage of financial 

products with smallholder business sector needs, among others, The banks have also been unable 

to structure or offer and manage, smallholder business specific medium to long term financing 

options. As one should expect, the smallholder business sector is not homogeneous, therefore, the 

attractiveness of an enterprise to financial institutions varies with smallholder business size, 

structure of organization, maturity, industrial sector, among others (Mustafa and Khan, 2008). 

Equity financing, according to Ward (2009), is the money that is acquired from the small business 

owners themselves or from other investors. This is where stockholders purchase shares in a 

corporation. Small business owners may invest their own funds into their businesses, funds 

gleaned from inheritance, savings, or even the sale of personal assets which then serves as equity 

financing for the business. 

Besides, the contribution of making personal investment that serves as equity financing in a 

business, is often necessary to attract other investor and/ or lenders. Investors and lenders usually 

would like to see the owners' equity financing contribution of 25% to 50%. Generally, investors 

and lenders take the entrepreneur's equity financing contribution as a sign of his or her 

commitment to the business. They want to see that the entrepreneur is willing to share the risks 

and the rewards. While there is a great deal of talk about angel investors as sources of equity 

financing, the main sources of equity financing for small businesses continue to be family and 

friends. Equity financing, according to Boachie-Mensah and Marfo-Yiadom (2007), represent the 

personal investment of the owner(s) in the business. It is at times referred as risk capital because 

the investors assume primary risk of losing their funds should the business fail. There are 

therefore different types or sources of equity financing for business enterprises. According to 

Boachie-Mensah and Marfo-Yiadom (2007) the types or sources include the following: 
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Personal savings: Personal savings is said to be the first place that an entrepreneur would need to 

look for start-up money. It is alleged to be the least expensive source of fund available. It was 

noted however that the entrepreneur is expected to provide about 50% of the start-up funds in the 

form of equity. Therefore, if the entrepreneur is unwilling to risk his or her money, then other 

potential investors would not likely risk theirs in the in the business either. Also, if the 

entrepreneur contributes less than 50% of the initial capital requirement, then an implication of it 

is that a huge amount of capital would have to be borrowed and the consequence of it massive 

repayment. 

Friends and Relatives: this is another type or source of equity financing also available to 

entrepreneurs. Here, the entrepreneur contacts friends and relatives who might be prepared and 

willing to invest in the business for support. In view of the relationship with the entrepreneur, 

these people may be the most likely to invest and often maybe more patient than the outside 

investor. 

Private Investors: Private Investors are sometimes known as business angles. This is among the 

sources of equity financing available to entrepreneurs. These investors play an important role in 

financing business start-ups and they serve as primary source of capital for emerging 

entrepreneurial companies. They are high income-earning professionals who emerged as good 

potential angles to provide capital to entrepreneurs. 

Partners: partners are also another source of equity financing to entrepreneurs. Here, the 

entrepreneur might consider taking a partner in order to be able to expand the capital base of the 

proposed business venture. Two common types of partners can be identified. They are; general 
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partners who are personally responsible for the business debts and limited partners, who are those 

whose limited liability protects their personal assets from the business's debt. 

Corporations/Companies: some big companies are now increasingly involved in financing 

businesses especially small businesses. Progressively large companies are believed to uphold their 

own venture capital funds to finance projects mostly with small businesses. 

Public stock sales: It is said to be one of the types/sources of equity financing to entrepreneurs. 

The entrepreneurs may go public by selling to investors shares of stock in the company. It was 

said , going public is an effective means of raising needed capital , but it could be an expensive 

and long process of fraught with regulatory bottlenecks. It was mentioned that going public is not 

for every firm. 

Venture capital companies: Venture capital firms are another source by which an entrepreneur 

could secure equity funding. These are private organizations that purchase equity positions in 

fledging businesses they hope could produce substantial returns in a few years' time. Venture 

capitalists are more concerned with the future profit prospects of the business investment. 

Consequently, they invest funds in return for a share of the ownership and try to develop long-

term capital gains. 

According to Magginson, Byrd and Magginson (2000), regardless of the type or size of business, 

they are really only two sources of financing and they include; equity and debt financing. Equity 

financing is the owner's share of the firm's assets, in which the nature of this claim depends on 

the legal fonn of ownership. The authors' discussions on the various sources of equity financing 

are elaborated as follows. 
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Self-financing: It is the first source of equity financing to entrepreneurs discussed by the author. 

It was mentioned that owners of small firms rely more on their own capital and less on external 

debt capital debt capital than owners of larger firms. Moreover, small firms are more dependent 

on short-term debt than long-term debt. Nevertheless, some of the small companies use external 

financing occasionally and they are those firms who experience rapid growth. It was stressed 

further that entrepreneurs must invest considerable amount of their own funds in the business 

before seeking outside funding. Since outside investors usually want to see commitment on the 

part of the owner and it serves as some kind of assurance that guarantee him or her consistent and 

continuous operation of the business. On the other hand, it was stated that many owners also 

prefer using their own funds in starting or operating the business simply because they feel 

uncomfortable risking other people's money or they do not share control and management of the 

firm. 

Small Business Investment Companies (SBICs): this is another source of financing for 

entrepreneurs. These are private firms who are licensed and regulated by the small business 

administration (SBA), who make "ventures" or "risks" investments to small firms. It was stressed 

that (SBICs) also supply equity capital extends unsecured loans to small enterprises. That meets 

their investment criteria. They further said that (SBICs) finance small firms by making straight 

loans and equity-type investments that give the SBIC actual or potential ownership of the firm's 

equity securities. It was mentioned furthermore that SBICs as well provide management 

assistance to the businesses they support with financing. 

Venture Capitalist: this was discussed in addition to the other types of sources of finance to 

business enterprises. Traditionally, venture capitalists are firms in partnerships composed of 

wealthy individuals who make equity investments to small firms' opportunities for vast growth 

and they preferred to back fast-growth industries. It was however said that venture capitalists are 
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not a good source of funding for new business and this suggest that more than two-thirds of all 

venture capital goes to expand existing businesses. Nonetheless, foreign stock exchanges are also 

sources of venture capital, in addition to many, the capitalists provide management skills and 

business contacts. 

Angel Capitalists: this is another type of sources of equity Financing to entrepreneurs. They are 

diverse group of high-net-worth individuals who invest part of their assets in high-risk and high-

return entrepreneur venture. It has been predictable, however, that about 90% of small businesses 

start with the financial help from friends and relatives, It is therefore estimated that the angel 

capitalists provide up to four times as much total investment capital for small businesses as do the 

professional venture Firms. 

2.2.2 Debt financing 

Access to capital is critical to keep facilities current, add major information technology systems 

and strengthen quality initiatives. For financial and capital planning to be effective, entrepreneurs 

must be aware of the changing conditions of the capital markets and the types of capital available. 

Therefore, debt financing is a major source financing to enterprises (Runny, 2006). 

There have been different opinions by authors as to what debt financing mean. According to 

Boachi e-Merisah and Marfo Yiadorn (2007), debt financing refers to the funds that the 

entrepreneur has borrowed and must repay with interest. It was said, few entrepreneurs have 

ample personal savings to finance start-up costs of business so almost all entrepreneurs arc 

involved in some form of debt financing. Wolfe (2009), said debt financing is borrowing money 

on credit with a promise to repay the amount borrowed plus interest, Similarly, debt financing 

according to Richards (2009), is borrowing money from an outside source with the promise to 
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return the principal, in addition to an agreed-upon level of interest. The most popular source for 

debt financing is the bank, but debt can also be issued finance by a private company or even a 

friend or family members. 

Finally, debt financing according to Tatum (2009), is the raising of funds to generate working 

capital that is used to pay for projects or endeavors that the debt wishes to undertake. 

Debt financing is diverse from equity financing. With equity financing, revenue is generated by 

issuing shares of stock at a public offering. The shares remain active from the point of issue and 

continue to generate returns for investors as long as the shares are held. By contrast, debt 

financing involves the use of debt instruments that are anticipated to be repaid in full within a 

given time frame. With debt financing, the investor anticipates earning a return in the form of 

interest for a specified period of time (Tatum, 2009). 

2.2.3 Sources and Types of debt financing 

Several authors have contended that two types of financing surface in any discussion about 

finding sources of money and they include: debt and equity financing. It has been said that the 

easiest way to raise money is through debt financing or loans. Commercial lenders such as banks 

and finance companies tend to be the biggest source of debt financing. Through debt financing, 

the borrower is able to get funding and maintain control of the business (Richards, 2009; Tatum, 

2009; Boachie-Mensah-Yiadom, 2007; Megginson, Byrd and Megginson, 2000). 

There is a wide range of options faced by business owners when seeking debt capital (Boachie-

Mensah and Marfo-Yiadom, 2007). Therefore, the various identified options of sources of debt 

capital that can be explored by entrepreneurs are discussed below. 
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and finance companies tend to be the biggest source of debt financing. Through debt financing,

the borrower is able to get funding and maintain control of the business (Richards, 2009; Tatum,

2009; Boachie-Mensah- Yiadom, 2007; Megginson, Byrd and Megginson, 2000).

There is a wide range of options faced by business owners when seeking debt capital (Boachie-

Mensah and Marfo- Yiadom, 2007). Therefore, the various identified opti OilS of sources of debt

capital that can be explored by entrepreneurs are discussed below.
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Commercial Banks: that is the first point of call by which entrepreneurs can secured debt 

financing and it is considered to be the center of the financial market, offering the greatest number 

and variety of loans to businesses. Entrepreneurs recognize banks to be lenders of first resort. 

Bank loans are second only to entrepreneur's personal saving as a source of capital for launching 

businesses. However, in view of the banks conservative lending practices, they prefer to grant 

loans to established firms than high-risk start-ups. If they should grant a loan to a start-up venture, 

banks would like to see adequate cash flows to repay the loan, ample collateral to secure it, or 

other forms of guarantee to insure it. Banks are generally short-term lenders of capital to 

businesses especially small firms. 

Short-term loans: short-term loans are second to commercial bank loans which the entrepreneur 

can obtain debt financing. Hence, they are the most common type of commercial loans granted to 

businesses especially small businesses. These are loans extended for less than one year. These 

loans typically are used to replenish the working capital account to finance the purchase of more 

inventories, boost output, finance credit sales to customers, or take advantages of cash discounts. 

Short-term loans are in seven different forms and they include the following; 

Commercial Loans: this is otherwise known as traditional bank loans; involve the bank granting 

loan to small business owners without requiring him or her to pledge any specific collateral to 

support the loan in case of default. Here, the business owner is expected to repay the whole 

amount borrowed. In a situation where the commercial loans exceeds certain amount, the 

entrepreneur might be required to maintain a compensating balance in a bank account as form of 

security for the loan. In some instances, however, a bank might accept flat fees or higher interest 

rates in place of compensating balances. 

Line of credit: Line of credit is a short term loan which referred to as an agreement with a bank 

that allows a small firm to borrow up to a predetermined amount at a time during the year. At this 
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point; the banks normally delimit the open line of credit to 40-50% of the firm's present working 

capital. It is often extended for one year and at times it is secured by collateral. 

Floor planning: Floor planning is also a type short-term loan. This type of financing is often used 

by retailers of high value items that are easily distinguishable from one another, such as major 

appliances, boats, and automobiles. The loan is secured by the assets on the dealer's showroom 

floor. For instance, a commercial bank finances a company dealing in cars. The bank helped the 

company to purchase its automobile inventory and it maintained a security interest in each car in 

order by holding its title as collateral. The car company pays the interest on the loan monthly and 

repays the principal as the cars are sold. 

Bonds: These are among the types of debt financing available to entrepreneurs but to larger 

enterprises. Bonds have always been an important source of debt financing for large enterprises. 

Few small business owners, though, recognize that they could also take advantage of this credible 

source of capital. 

2.3 Micro financing 

The relationship flanked by lenders and borrowers can be contentious. The entrepreneurship 

literature contains myriad anecdotes concerning mistrust and conflicting objectives between this 

stake holders. Simultaneously, there is unavoidable interdependence between the stakeholders. 

Hence, capital is the livelihood of the mounting venture. No financing entity will survive without 

making loans (Michael, Rowe and Hoy, 2005). Nonetheless; direct lending between friends, 

family and neighbours has existed since before formal banks, legal agreements and even 

currencies,. These loans were often small and much likes today's "Microfinance" which relied on 

relationships of trust between individuals, or social capital. Today, formal banks play a large role 
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in financial intermediation, which has allowed for scale transparency and efficiency, but has 

failed to meet the needs of the poor (Powers; Magnoni and Knapp, 2008). 

Nonetheless, microfinance is distinct from angel investors and venture capital (Michael, Rowe 

and Hoy, 2005). However, achieving economic and social development is greatly facilitated 

through access to savings, investment, credit and insurance (UN Advisors Group on Inclusive 

Financial Sectors, 2008). 

It was stressed further that access to well-functioning financial institution offering a variety of 

financial products and services can directly provide the tools needed to protect, diversify and 

increase ones's sources of income. Such access thus their own economic decisions that can 

provide a push out of poverty. Despite the broad consensus of the importance of financial access 

as a poverty alleviation tool, it is estimated that between two and three billion people around the 

world have no access to financial services. Consequently, the majority of the population in 

developing countries does not have access formal financial services. The situation is particularly 

dire in the least developed countries especially Ghana, where more than 90% of the population is 

excluded from the financial system (UN Advisory Group on Inclusive Financial Sectors, 2008). 

It is accordingly estimated that more than 200 commercial banks and other institutions are now 

engaged in the provision of financial services to the poor. However, there is still significant gap in 

the demand and supply of financial services. 

Nevertheless, Microfinance is a complex subject which means different things to different people. 

According to International Organisation of Employers (2006), is the provision on a sustainable 

basis of financial services to those that have difficulties in accessing the financial market. It was 

said that microfinance and microcredit are often used interchangeably, they are however, elements 
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such as loans, savings, leasing guarantees, insurance, transfer services and other financial services 

and products targeted as low income clients. 

Similarly, Annan (2005) defined microfinance as the financial services provided to low-income 

people, usually to help support self-employment. The financial services include; small loans, 

savings plans, insurance, payment transfers and other services that are provided in small 

increments that low-income individuals can afford. These services help families to start and build 

`micro' enterprises, the very small businesses that are important sources of employment, income 

and economic vitality in developing countries worldwide that help them escape poverty. 

To discuss ideas presented above by the two authors,(International Organisation of Employers) 

and Annan would say that the explanations of the two definitions are clear, concisely and factual 

and reflect similar thoughts but presented in deferent ways. However, the main focus was geared 

toward the provision of financial facility to the poor for their empowerment and the consequence 

in poverty reduction. In addition, the researcher supports both ideas and adds to it that 

microfinance empowers the poor through the promotion of enterprises. 

To conclude therefore, micro finance can only be regarded as a tool for poverty reduction only 

when it is readily available and it is used only for its intended purpose and is well managed and 

utilized. 

2.4 Evolution and theories of microfinance of developed and developing countries. 

The concept of microfinance is not new. Savings and credit groups that have operated for 

centuries include the susus of Ghana, chit funds in India, tandas in Mexico, arisan in Indonisia, 

cheetu in Sri Lanka, pasanaku in Bolivia and numerous savings clubs and burial societies found 

all over the world . Formal credit and savings institutions for the poor have also been around for 

decades, providing customers who were traditionally neglected by commercial banks a way to 
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obtained financial services through cooperatives and development finance institutions (CGAP, 

2006a). 

The Irish Loan Fund system was one of the earlier and longer-lived micro credit organizations 

which was providing small loans to rural poor with no collateral and was initiated in the early 

1700s by Jonathan Swift. Swift's idea began slowly but by 1840s had become a wide spread 

institution of about 300 funds all over Ireland. Their principal purpose was making small loans 

with interest for short periods (CGAP, 2006b). 

In the 1800s various types of larger and more formal savings and credit institutions began to 

emerge in Europe, organized primarily among the rural and urban poor. These institutions were 

known as People's Banks, Credit Unions, and Savings and Credit Co-operatives. The concept of 

the credit union was developed by Friedrich Wilhelm Raiffeisen and his supporters. Their 

altruistic action was motivated by concern to assist the rural population to break out of their 

dependence on moneylenders and to improve their welfare. From 1870, the union expanded 

rapidly over a large sector of the Rhine Province and other regions of the German States. The 

cooperative movement quickly spread to other countries Europe and donors, also in developing 

countries (CGAP, 2006c). 

The concept of Microfinance in Western Europe traces its root from various partly parallel 

developments. Due to the growing numbers of unemployment, various countries and regions 

established loan funds in order to fight the unemployment (Evers and Jung, 2007). Some of the 

funds in include; Fonds de Participation in Belgium, the investing social help of the social 

services department in Kassel (Germany) and the Prince's Trust in the UK. It was however, 

emphasized that many of these initiatives were badly managed and they lost huge parts of their 
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loan capital due to high default rates. Nonetheless the successful ones are still in existence and 

their success was attributed to the fact that they relied on foreign microfinance expertise to 

improve their lending technologies. This was inspired by the success microfinance in developing 

and transition countries, which several individuals became dedicated to the subject which worked 

to transfer the ideas of microfinance to Western European countries. Nevertheless, microfinance 

has not been easy transferring to western European context and many efforts failed due to 

distinctive attitude and expectation of donors, the failure of the market and the significant 

differences in the environment (Evers and Jung, 2007). 

Also, in the last five to six years a real boom of the sector has led to the establishment and/or 

entrance of many new institutions and actors into the market. Banks has now become actively 

involved in the sector. So far, private commercial banks have not become directly involved. A 

direct and business-driven involvement of commercial bank is however still missing (Evers and 

Jung, 2007). Furthermore, the evolution of microfinance in developing and transition countries is 

closely linked to the paradigm change from "financial development" to "developing financing" in 

development cooperation (Evers and Jung, 2007). 

Beginning in the 1970s experimental programmes in Bangladesh, Brazil and other countries 

started to disburse tiny loans to economically active groups of poor women to invest in micro-

businesses (CGAP, 2006b).This type of micro enterprise credit was based on solidarity group 

lending in which every number of a group guaranteed the repayment of members. These "micro 

enterprise lending" programs had an almost exclusive focus on credit for income generating 

activities (in some cases accompanied by forced savings schemes) targeting very poor (often 

women) borrowers (CGAP, 2006b). Experiments included micro-enterprise credit programs and 

financial institutions organized on a self-help basis. 
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Now, microfinance institutions, whose origins were social are becoming more professional and 

sustainable and in some cases, even profitable. Many of these institutions are now seeking 

commercial funding. At the same time, commercial institutions are also beginning to get involved 

in providing financial services to poorer clients (Evers and Jung, 2007). Through the 1980s, the 

policy of targeted, subsidized rural credit came under a slow but increasing attack as evidence 

mounted of the disappointing performance of directed credit programs, especially poor loan 

recovery, high administrative cost agricultural development bank insolvency, and accrual of a 

disproportionate share of the benefits of subsidized credit to larger farmers. The basic tenets 

underlying the traditional directed credit approach were debunked and supplanted by a new 

school of thought called the 'financial systems approach', which viewed credit not as productive 

input necessary for agricultural development but as just one type of financial service that should 

be freely priced to guarantee its permanent supply and eliminate rationing (CGAP, 2006c). 

In Indonesia, the Indonesian People's Credit Banks Perkreditan Rakyat (BPR) opened in 1885 

became the largest microfinance system with close to 9000units. In early 1900s, various 

adaptations of these models began to appear in parts of rural Latin America. While the goal of 

such rural finance interventions was usually defined in terms of modernizing the agricultural 

sector, they had two specific objectives: increased commercialization of the rural sector, by 

mobilizing 'idle' savings and increasing investment through credit, and reducing oppressive 

feudal relations that were enforced through indebtedness. In most case, these new banks for the 

poor were not owned by the poor themselves, as they had been in Europe, but by government 

agencies or private banks. Over the years, these institutions became inefficient and at times, 

abusive (CGAP, 2006a). 

Between the 1950s and 1970s, governments and donors focused on providing agricultural credit 

to small and marginal farmers, in hopes of raising productivity and incomes. The efforts to 
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expand access to agricultural credit emphasized supply-led government interventions, or farmers' 

cooperatives in some cases, that received concessional loans and on-lent to customers at below-

market interest rates. These subsidized schemes were rarely successful (CGAP, 2009a). 

Additionally, the concept microfinance is not new in Ghana. There has always been the tradition 

of people saving and/ or taking small loans from individuals and groups within the context of self-

help to start businesses or farming ventures. For example, available evidence suggests that the 

first credit union in Africa was established in Northern Ghana in 1955 by Canadian Catholic 

missionaries. However, susu, which is one of the microfinance schemes in Ghana, is thought to 

have originated from Nigeria and spread to Ghana in the early twentieth century. Over the years, 

the microfinance sector has thrived and evolved into its current state due to various financial 

sector policies and programs undertaken by different governments since independent(Asiamah 

and Osei, 2007). 

The financial systems school held that the emphasis on the interest rate ceilings and credit 

subsidies retarded the development of financial intermediaries, discouraged intermediation 

between savers and investors and benefited larger scale producers more than small scale, low-

income producers. Meanwhile, microcredit programs throughout the world improved upon the 

original methodologies and defied conventional wisdom about financing the poor. First they show 

that poor people, especially women, had excellent repayment rates among the better programs that 

were better than the formal financial sectors of most developing countries. Second, the poor were 

willing and able to pay interest rates that allowed microfinance institutions (MFIs) to cover their 

costs. These two features - high repayment and cost-recovery interest rates - permitted some MFIs 

to achieve long-term sustainability and reach large members of clients (CGAP, 2009a). 

The 1990s saw growing enthusiasm for promoting microfinance as a strategy for poverty 

alleviation. The microfinance sector blossomed in many countries, leading to multiple financial 
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services films serving the needs of micro entrepreneurs and poor household. These gains, 

however, tended to concentrate in urban and densely populated rural area. It was not until the 

mid-1990s that the term "microcredit" began to be replaced by a new term that included not only 

credit, but also savings and other financial services (CGAP, 2009a). 

CGAP (2009b) further indicated that "Microfinance" emerged as the term of the choice to refer to 

range financial services to the poor, that include not only credit, but savings and other services 

such as insurance and money transfer. Today, practitioners and donors are increasingly focusing 

on expanded financial services to the poor in frontier markets and on the integration of 

microfinance in financial systems development. 

The recent introduction by some donors of the financial systems approach in microfinance which 

emphasise favorable policy environment and institution-building has improved the overall 

effectiveness of microfinance interventions. Numerous challenges, however, remain, especially in 

rural and agricultural finance and other frontier markets (CGAP, 2009c). CGAP (ibid) stated that 

the microfinance industry and the international development community share the view that 

permanent poverty reduction requires addressing the multiple dimensions of poverty. This means 

viewing microfinance as an essential element in any country's financial system. 

2.5 Types of Microfinance Institutions (MFIs) in Ghana 

Microfinance Institutions offer financial services to underserved, impoverished communities. 

Institutional microfinance includes microfinance services provided by formal, semiformal and 

informal institutions. These institutions are those whose major business is the provision of 

microfinance services ( Dewey, 2008). Microfinance institutions (MFIs) in Sub-Saharan Africa 

include a broad range of diverse and geographically dispersed institutions that offer financial 
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emphasise favorable. policy environment and institution-building has improved the overall

effectiveness of microfinance interventions. Numerous challenges, however, remain, especially in

rural and agricultural finance and other frontier markets (CGAP, 2009c). CGAP (ibid) stated that

the microfinance industry and the international development community share the view that

permanent poverty reduction requires addressing the multiple dimensions of poverty. This means

viewing microfinance as an essential element in any country's financial system.

2.5 Types of Microfinance Institutions (MFIs) in Ghana

Microfinance Institutions offer financial services to underserved, impoverished communities.

Institutional microfinance includes micro finance services provided by forma], semiformal and

informal institutions. These institutions are those whose major business is the provision of

microfinance services ( Dewey, 2008). Microfinance institutions (MFIs) in Sub-Saharan Africa

include a broad range of diverse and geographically dispersed institutions that offer financial
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services to low-income clients. Non-governmental Organizations (NGOs), Non-Bank financial 

institutions, cooperatives, Rural Banks, Savings and Postal financial institutions and an increasing 

number of commercial banks, appear to serve the broad financial needs of their clients (Lafourca 

et al 2005). Several authors have contended that microfinance has been supplied from three broad 

main sources and these include; formal, semi-informal and informal (Lafourca et al, 2005; 

Asiama and Osei, 2007; Amit, Neeraj and Warriar, 2007; ADB, 2008). 

The formal financial sector in Ghana comprise the Traditional Commercial Banks, Rural and 

Community Banks and other financial institutions such as the Savings and Loan companies 

whose operations are registered, licensed and regulated by the Bank of Ghana (Asiama and Osei, 

2007). Therefore, the involvement of formal sources in microfinance has increased during the last 

two decades. These greater involvement has stemmed from the expansion of the scope of formal 

institutions into microfinance through downscaling and establishment of linkage programmes 

with semi-formal sources of different types; the emergence of new formal institutions focused on 

microfinance, such as the World Bank, ARB Apex Bank; reforms of state-owned financial 

institutions such as Social Investment Fund (SIF); and the introduction of new microfinance 

programmes by the governments through non-financial institutions. However, the formal 

operations concentrate mostly on providing credit facilities, and savings mobilization which is yet 

to receive adequate attention, with few exceptions (ADB, 2008). 

The second source is the semi-formal institutions. These are institutions which are formally 

registered but not licensed or regulated by Bank of Ghana such as the credit unions, Cooperatives 

Susu Collectors Association, Ghana Cooperative Council and Association of Financial Non-

governmental Organisations and they constitute the key stakeholders of the micro-finance sub-

sector in Ghana (Asiama and Osei, 2007a).The third source is the informal institutions. Asiama 

and Osei (2007) stated that there are financial sectors whose service providers are usually not 
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registered and unregulated by the bank of Ghana and rarely involve legal documentation. They 

are listed money lenders, susu clubs and Rotating Savings and Credit Associations (ROSCAs). 

2. 6 Policy Framework of microfinance 

Since more than 3/4 of the population of Ghana lives under $2 a day, (Minot and Goletti 2005) 

microfinance is probably the most appropriate way to provide financial services to the majority of 

Ghana's population. It is not surprising therefore, that government perceives microfinance to be 

central in achieving the greater goal of poverty alleviation. Through microfinance the government 

aims to provide poor entrepreneurs, especially those in the informal sector, with greater access to 

customized financial services. The first systematic effort to restructure the rural banking sector 

was with the initiation of the International Development Association (IDA) finance project which 

was operational from 1989-1995. This project, which was implemented by the Bank of Ghana 

(BoG), initiated institutional reforms in the rural banking sector and provided a line of credit to 

the eligible rural banks. A Rural Financial Services Project (RFSP), which had an estimated 

outlay of $22.96 million and spanned from 2001 to 2006, was implemented by the BoG. The 

project aimed at providing a coherent framework for rural economic transformation and growth. 

It aimed to broaden and deepen financial intermediation in the transformation of rural areas 

through effective operating. The project had the following objectives (Amit, Neeraj and Warriar, 

2007): 

I. Capacity building of the informal financial sector. The component aimed to strengthen 

operational linkages between informal and semi-formal micro-financial institutions and 

the formal network of rural and community banks to enable them to expand services to a 

large number of rural clients; 
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2. Capacity building of rural and community banks through restructuring weak rural banks 

and strengthening their operational effectiveness; 

3. Strengthening their internal control systems including provision of new information 

technologies, logistics and training and developing key staff; 

4. Establishment of ARB Apex Bank for the rural banking system to harness economies of 

scale needed by the rural banks to become competitive and 

5. Strengthening the institutional and policy framework for improved oversight of the rural 

finance sector. 

Ghana is also developing a national Microfinance Strategic Framework to remove impediments to 

improving delivery of financial services to the micro and small enterprises. The framework aims 

at fostering delivery a fully integrated financial sector supported by a reliable regulatory system 

and that and that offers a broad range of informal sectors, on a sustainable basis. The objective is 

to establish a decentralized and sustainable microfinance system, prudentially regulated with 

close linkages with the informal financial sector and an effective outreach to the poor (Amit, 

Neeraj and Warriar, 2007). 

Also, the government has recently constituted the National Microfinance Center (NAMFIC), to 

facilitate administration of government and donor credit funds and coordinate the efforts of 

microfinance practitioners and stakeholders. Government is strengthening GHAMFIN to provide 

financial and managerial capacity building services to MFI networks and service providers (Amit, 

Neeraj and Warriar, 2007). 
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2.7 Regulatory and Legal framework of microfinance 

Various regulatory returns including monthly statement of assests and liabilities and loan 

portfolio quality monitoring have been prescribed and are being monitored by the bank of Ghana 

(UN Advisor Group, 2008). 

The bank of Ghana is the Regulatory body of all microfinance institutions in Ghana. It regulates 

the banking and non-banking financial sub-sectors. The legal framework governing the central 

bank were revised via the Bank of Ghana Act, 2002, giving autonomy to BOG in framing 

monitory policy, regulation and supervision of banking and non-financial institutions(Amit, 

Neeraj and Warriar, 2007). The financial institutions (non banking) Law, 1993 and the rules 

framed under the Act are applicable to savings and loan companies. Ghana has so far not 

established a separate framework to cater to the regulatory requirements of the microfinance 

sector (Amit, Neeraj and Warriar, 2007). Bank of Ghana has prescribed a minimum setup capital 
* 

requirement for various types of regulated financial institutions. 

The current requirements for institutions that can offer microfinance services are: 

• Local commercial Banks must have a minimum capital of 70 Billion Cedis (7,000000 

Ghana cedis) of which 60% should be from resident Ghanaians. 

• Foreign Banks must have a capital of 70 billion cedis(presently 7 million Ghana cedis) 

with a minimum of 60% being subscribed in convertible currency. 

• A development Bank is required to have a capital of 70 billion cedis (presently 7 million 

Ghana Cedis) 

• Rural banks are required to have a capital of 500 million cedis (presently 50,million 

Ghana Cedis) of which corporate bodies should own at least 50% and individual 20%. 

• Savings and loans companies should have a capital base of 15 billion cedis, 

(presentlyl 500000 Ghana Cedis) and if it is a foreign savings and loan then 60% of the 
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capital should be in the form of convertible currency (Amit, Neeraj and Warriar, 2007: 

15). 

The liquidity requirements for banks and other deposit taking commercial institutions are laid 

down by Bank of Ghana. They need to maintain a primary reserve in the foini of cash deposits 

with Bank of Ghana and a secondary reserve in the form of investments of government securities 

and treasury bills. 

In 2002, the liquidity requirements for the rural banks were 62% to enable them to benefit from 

the high yields on sovereign securities and improve their financials, this has subsequently been 

brought down to the current level of 8% in the form primary reserves plus 5% deposit with ARB 

Apex Bank and a 30% secondary reserve. Thus, rural banks currently need to have 43% of their 

assets in form of liquid assets. However, the current requirements stipulate that a bank's capital 

should be at least 6% of its risky assts. The primary or Tier one capital (equity and free reserves) 

should constitute at least 50% of the total capital adequacy requirement, subordinated debt 

component in the secondary capital should not exceed 50% of the total secondary or tier two 

capitals. 

Banking and financing institutions regulation provisioning requirements and rules for minimum 

disclose. Audit guidelines and long form Audit Report to be submitted by the auditors have been 

prescribed. Banks are required to submit their balance sheet and profit and loss. Accounts to Bank 

of Ghana within three months from date of closing (31st  December). Accounts are also required to 

be published in a leading daily newspaper (Amit, Neeraj and Warriar, 2007). 
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Other Regulators include the following: 

ARB Apex Bank: It is a regulatory body which looks after the clearing and settlements and 

treasury management needs of the rural banks. 

Credit Union Association (CUA): This serves as a self-regulatory apex body for the credit unions. 

Ghana Cooperative Susu Collectors Association (GCSCA): This is a regulatory body that imposes 

barriers to entry as well as providing services to members. 

GHAMFIN: This is another regulatory body designed to contribute to a mechanism for supporting 

sustainable grass root institutions that provide financial services to the poor (Amit, Neeraj and 

Warriar, 2007). 

In discussion, it is indicated that there exist other supporting bodies who foresee other minor 

activities concerning legal and regulations at the grassroots levels besides the central bank. In the 

researcher's view the sovereignty of the legal and regulatory activities vested in the central 

government or the bank of Ghana is a decision and the researcher supports the view. This is so 

because when such activity is left in the hands of the private financial operators, it may lead to 

complications as to how other financial sectors will enter the market, especially those with the 

sole intention of providing financial means the small business operators. 

In conclusion therefore, there should be flexibility in the legal and regulations so as to make it 

possible for more entrance to enable minimize the "missing gap" in the microfinance sector. 

2.8 Microfinance Beneficiaries 

According to Routio (2007), targeting women or loaning exclusively to women is another aspect 

common to successful microfinance models. This is because women are confirmed to be the best 

borrowers and repay their loans more faithfully than men. Also, women are more likely than men 

to faithfully utilize their loans to improve their businesses. Therefore, giving loan exclusively to 
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women helps to empower women in societies, especially places where women do not enjoy the 

same benefits as men. 

UNCDF (2005) also demonstrated to fact that microfinance benefits women. It was further said 

that some MFIs achieve deeper outreach by targeting the client groups that are most vulnerable 

such as women and or people with very low incomes. It was again added that in 2003, represented 

61% of borrowers among the reporting MFIs in south Asia, 80% in middle east and north 

Africa(MENA) 76% in East Asia and the pacific, 60% in Latin America and the Caribbean (LAC) 

and 58% in east Europe and Central America. Therefore, unregulated MFIs serve the highest 

percentage of women borrowers. Women represent just over 50% of borrowers from cooperatives 

63% of borrowers from regulated MFIs and 69% of borrowers from unregulated MFIs. One 

explanation for the variation is that unregulated MFS include NGOs and projects that specially 

target women. 

Also CGAP (2009), argues that typical microfinance clients are poor and low income people that 

do not have access to other formal financial institutions. Microfinance clients are usually self-

employed, household-based entrepreneur. Their diverse `microfinance' clients include small retail 

shops, street vending, artisanal manufactures and services provisiontin. In rural areas micro-

entrepreneurs often have small income-generating activities such as food processing and trade. 

Asiama and Osei (2007b) said the end users of microfinance services are the economically active 

poor who are clients of microfinance product and services in which most of them are women. 

This researcher supports the authors and agrees with the fact that microfinance benefits the 

economically active poor who are mostly women. The reason for the support is that women are 

the most marginalized and vulnerable group in society, so empowering them by providing 
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microfinance services will improve their social states. Providing microfinance exclusively to the 

women will make them have self-confidence and self-esteem which will help to reduce 

vulnerability, marginalization and in turn, reduce poverty. 

2. 9 Role of Microfinance in Reducing Poverty 

Access to financial services plays a vital, though complementary role in eradicating poverty. 

Financial services to the poor encourage self employment, decision making and sustainable 

growth, allowing benefiaries to fulfill their personal and professional goals (Zabaleta, cited in 

Islam, 2006). It also facilitates assets building (Miller, cited in Islam, 2006). Direct impact of 

access to financial services address income poverty and increase incomes which is instrumental to 

finance for human capital (health, education physical infrastructure including drinking water and 

sanitation) which gradually creates an enabling environment to address human poverty (Otti; cited 

in Islam, 2006). It is an acclaimed fact that financial services to the poor broadly provide the 

necessary financial capital, information and mechanisms for growth of MSMEs. It is also a source 

of credit and insurance, an avenue for savings investment and trade (Lweya; cited in Islam, 2006). 

More so, access to financial services builds a sense of self-esteem and trust (Velasco, cited in 

Islam, 2006) 

On the contrary view, however, (Dagvignon; cited in Islam, 2006) said extending financial 

services to the poor does not necessary play a positive role in eradicating poverty as it may lead to 

accrued indebtedness. It was stressed that it turns out to be traps rather than solutions. However, 

extending access of financial services to the poor plays a significant role in alleviating poverty. It 

was further said that those who want and need financial services will consider financial services if 

the access is easy and if they are properly informed. In conclusion microfinance will succeed in 

eradicating poverty only if it brings new choices to the poor, through accrued accessibility. 
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The researcher support the arguments put forward by the authors. Even though, researchers have 

argued that microfinance is a poverty eradication tool, since it empowers the poor and the 

vulnerable especially women to have employments, cater for health and education needs, among 

others which are indicator of poverty. But tackling poverty with microfinance means, it should be 

readily accessible as indicated by Davignon (2006). All the positive attributes of microfinance 

mentioned above can be achieved only if it becomes easily accessible. 

2.8 Definition of Concepts 

According to Khandker (2006), microfinance refers to the financial and non-financial services 

(often small ) for low income people. Microfinance refers to small scale credit and savings 

services for people and it is widely acclaimed as a means of reducing poverty and promoting 

economic and social development (Marcus et al., 1999). Microfinance is the provision of a broad 

range of financial services such as depositors, loans, payment services, money transfer sources, 

insurance to poor and low income households and their micro enterprises (Agriculture 

Development bank, 2008). 

Credit is considered to be an essential input to increase agricultural productivity, mainly land and 

labour. It is believed that credit boosts income levels, increases employment at the household 

level and thereby alleviates poverty. Credit enables poor people to overcome their liquidity 

constraints and undertake some investment especially in improved faun technology and inputs, 

thereby leading to increased agricultural production Binswanger et al (1995). Furthermore credit 

helps poor people to smooth out their consumption pattern during the lean periods of the year 

(Binswanger and Khandker, 1995). World Bank (1989) also observed that improved consumption 

is an investment in the productivity of the labour force. According to Navajas et al (2000), the 

professed goal of microcredit is to improve welfare of the poor as a result of better access to small 
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level and thereby alleviates poverty. Credit enables poor people to overcome their liquidity

constraints and undertake some investment especially in improved farm technology and inputs,

thereby leading to increased agricultural production Binswanger et al (1995). Furthermore credit

helps poor people to smooth out their consumption pattern during the lean periods of the year

(Binswanger and Khandker, 1995). World Bank (1989) also observed that improved consumption

is an investment in the productivity of the labour force. According to Navajas et al (2000), the

professed goal of microcredit is to improve welfare of the poor as a result of better access to smal I
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loans. Diagne and Zeller (2001) argues that lack of adequate access to credit for the poor may 

have negative consequences for various households level outcomes including technology 

adoption , agricultural productivity, fund security, nutrition health and overall welfare. Access to 

credit therefore affects welfare outcomes by alleviating the capital constraints on agricultural 

households, hence enabling poor households with little or no savings to acquire agricultural 

inputs. This reduces the opportunity costs of capital intensive assets relative to family labour, thus 

encouraging the adoption of labour-saving, higher-yielding technologies and therefore increasing 

land and labour productivity. Access to credit in adoption increases the poor households' risk-

bearing ability, improves their risk-copying strategies and enables consumption smoothing 

overtime. By so doing, microfinance is argued to improve the welfare of the poor. 

Ryne and Otero (1992) argued that financially sustainable Microfinance Finance Institutions with 

high outreach have a greater likelihood of having a positive impact on poverty alleviation because 

they guarantee sustainable access to credit by the poor. Outreach is the number of clients served 

by the MFI. Financial sustainability on the other hand measures the extent to which the MFI 

covers its operational and financial costs from internally generated revenues (interest and 

commissions). Microfinance Institutions with higher repayment rates are more likely to be 

financially sustainable. 

Buckley (1997) argued that the commonly touted indicators of success of micro credit 

programmes (namely high repayment rates, outreach and financial sustainability) says nothing 

about the impact micro enterprise operators and only tantamount to 'Microfinance evangelism'. 

Based on three countries ( Kenya, Malawi and Ghana ), Buckley ( 19997) concluded that there 

was little evidence to suggest any significant and sustained impact of microfinance on 

beneficiaries in terms of micro entrepreneurs graduating to higher or more sophisticated 
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operators, increased income flows or level of level of employment. The main argument that was 

adduced was that improvement in access to microfinance and markets was not sufficient unless 

there was an accompanying change in the undertakings themselves (that is changes in techniques 

and or technology). 

Zeller and Sharma (1998) argued that microfinance can help to established or expand family 

enterprises, potentially making difference between guiding poverty and economically secure life. 

But Burger (1989) observed that microfinance tend to stabilize rather than increase income, and 

tends to preserve rather than create jobs. 

Evidence by Coleman (1990) suggested that the village bank credit did not have any significant 

impact on physical asset accumulation, production and expenditure on education. The women 

ended up in a vicious cycle of debt as they used the money from the village bank loans so as to 

qualify for more loans. However, there was significant positive impact for women who had access 

to bigger cheap loans from the village bank (by virtue of being village Bank committee measures) 

which they also re-lent at higher interest rates. The main conclusion from this study was that 

credit is not an effective tool for helping the poor because of other factors (such as lack of access 

to markets, price shocks, and unequitable land distribution) but not lack to credit. This was a 

similar view expressed by Adams and Von Pischke (1992). 

Mosley and Hulme (1998) in their study of thirteen Microfinance Institutions in seven developing 

countries concluded that household income intended to increase at a decreasing rate, as the 

debtors income asset positions improved. Results by Diagne and Zeller (2001) in their Malawi 

study also suggested that microfinance did not any effect on household income. 

Using gender empowerment as an impact indicator, some studies argued that micro credit has a 

negative impact on women empowerment (Goetz and Gupta, 1994; Ackerly, 1995). Montgomery 
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et al (1996) using a "managerial control" index as an indicator of empowerment (the index ranged 

from no control where women did not have any control over the use of loans and did not 

participate in funded projects to "full control" where they fully participated in decision making 

including marketing of output) concluded that the majority of women (especially married women) 

did not have control over loans. Where it was the women who were targeted by the credit 

programme, the men took over the management of loans, hence negating the development 

objective of lending to women. 

The primary responsibility of repaying the loans, however, rested on the women who borrowed 

the money such that in cases where the men failed or refused to pay, the women were forced to 

draw on their personal savings or sell household assets for loan repayment. This is the unfortunate 

scenario of having responsibility without control and this, in most cases, degenerates into 

domestic violence against women. Evidence by Montgomery et al (1996) suggested that for first 

time women borrowers from microfinance programmes, only 9% had sole authority over funded 

projects; while 87% reported that the projects were managed as a family partnership. Whereas for 

male first time loanees, 33% had sole authority over funded projects while 56% were managed as 

family partnerships. Interpreting family partnerships as disguised male dominance, the conclusion 

was access to credit did little to empower women. 

Ackerly (1995) using "accounting knowledge" as an indicator of women empowerment where 

women who knew input costs of funded projects, sales revenue and profits were judged to be 

empowered, concluded that the women were marginally empowered by access to credit. The 

women ended up being overworked and fatigued, but with no control over loans. Other studies on 

the other hand argued that microfinance had a positive empowerment impact on women (Rahman, 

1986, Pitt and Khandker 1998 Kabeer, 2001). Using additional empowerment indicators (such as 
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productive asset ownership and political awareness), Kabeer (2001) concluded that access to 

credit has a positive impact on women empowerment. There are varying conclusions in the 

methods used for impact measurement, such as qualitative or quantitative methods, failure to 

control indigenous programme placement and differing judgments as to what kinds of changes 

constitute evidence of positive impact. 

Despite the development opportunities which credit would offer to poor households, formal banks 

hardly lend to the rural people engaged in agriculture because they lack the properties to offer as 

collateral to secure the loans. Furthermore, because of the small sizes of the loans normally 

required by these entrepreneurs, formal banks are reluctant to release credit to them as transaction 

costs are high. Another factor why formal banks are reluctant to lend to people employed in 

agriculture is the high uncertainty of their incomes, which is highly dependent on weather and 

sheer luck (World Bank, 1989,). As such, poor households rely almost exclusively on informal 

credit markets (Nissanke, 1994; Soyibo, 1994). 

2.11 Theoretical and conceptual issues in financial markets 

An increasing body of analytical work has attempted to explain the functioning of credit markets 

using new theoretical developments. These provide a theoretical foundation for policy 

intervention. Most of this body of literature has followed from the pioneering work of Stiglitz and 

Weiss (1981). The work by Stiglitz and Weiss (1981) marks the beginning of attempts at 

explanations of credit rationing in credit markets. 

The credit demand function can only be interpreted from the borrower's participation decision, 

i.e., the decision to borrow or not, and from which sector to borrow. Such a decision will depend 

on, among other things, on the borrower's economic endowment and the opportunities at his/her 
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disposal. The credit demand schedule identification problem therefore implies the existence of 

credit rationing (Elhiraika and Ahmed, 1998). 

Empirically, research on the use of credit by rural households tends to imply that although it is not 

obvious that demand for credit far outweighs the supply, there are significant obstacles to the 

transformation of potential demand into revealed demand (Aryeetey, 1996a). The absence of 

supply creates a lack of demand expressed in low revealed demand. Again, due to market failure 

in the credit market, the transaction cost involved in obtaining credit is considered greater than the 

utility prompting households to switch profits between activities as a way of financing working 

capital. This also explains the existence of informal credit markets alongside formal credit 

institutions. Many surveys on formal and informal credit sources in Kenya have been mainly 

qualitative in nature (Raikes, 1989; Alila, 1991; Aleke , 1994; Daniels et al., 1995). 

Zeller (1993, 1994) used a univariate probit model to estimate the factors that determine an 

individual's borrowing decisions, in terms of their participation in formal or informal credit 

markets in Madagascar. The market segments are treated separately in order to identify 

similarities and differences between the sectors in credit applications and rationing. The results 

show that among the informal lenders, age, schooling, wage income, sick days and household 

headship are significant determinants of applications for credit. On the other hand, gender and 

social events are not significant. Age, the years of schooling and the ratio of outstanding loans 

increase the probability of being supply constrained. Higher household wealth reduces the 

probability of being constrained. 

In the formal sector, being male significantly increases the probability of applying for a loan. 

Zeller (1993) divides the factors into individual characteristics, labour assets, household events 

that affect credit demand, and reasons for participation. This approach assumes that an 
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individual's decision is only affected by internal factors. However, external factors also play an 

important role in influencing participation in credit markets. 

A number of conceptual difficulties have been identified in estimating credit demand, especially 

in fragmented markets with imperfect information. In most models where there is the possibility 

of loan default due to imperfect contract enforcement, and an upward sloping supply curve, it is 

assumed that lenders offer borrowers a choice of points on the supply curve to which they are 

restricted. It therefore becomes difficult to identify the loan demand schedule using information 

on observed loan amounts since this reflects only the existing supply. The credit demand function 

can only be identified from the borrower's participation decision; namely, the decision to borrow 

or not and from which sector to borrow. 

Apart from the conceptual difficulties in identifying demand for credit, Nagarajan et al. (1995) 

note that estimates of loan demand are often biased because they use models that do not 

adequately correct for selectivity bias or they use data that do not account for the existence of 

multiple loans. However, in a situation of supply constraints and multiple loans for individual 

households, it is important to develop a definition of loan demand and data so that all loans 

obtained from different sources can be measured. Moreover, Nagarajan et al. (1995) further argue 

that while loan demand is unobservable, it can be inferred under certain behavioural restrictions 

by aggregating individual loans received from various types of lenders. It therefore becomes 

important to gather such data that allow all loans from different lenders during a given period to 

be measured. The authors developed a theoretical and econometric framework to estimate credit 

demand from field data. This framework has been used by Elhiraika and Ahmed (1998) to 

estimate loan demand from field data from Sudan. Bigsten et al. (2000) estimated credit market 

participation and constraints faced by firms by modeling the explicit demand for funds by firms 

and assessing the decision rules used by financial institutions to grant loans. Since applying for 
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funds has transaction costs, firms can build internal funds from retained profits. They argue that 

controlling for risk attitudes, the factors that determine whether firms have a demand for credit are 

expected return on investment, the opportunity cost of using own funds and the cost of outside 

funds. Given credit market imperfections, firms may prefer external funds, but would not apply 

due to inability to meet collateral requirements, perceived low rate of application success, and 

high costs associated with loan application. 

2. 12. The discovery of informal finance 

For decades, views on rural finance have been biased in favour of formal financial institutions 

which are institutions operating according to the principles of the legal framework of a country 

(Krahnen and Schmidt, 1994). Formal financial institutions include: commercial and nationalised 

banks, specialised agricultural development agencies and village and regional co-operatives 

(Bouman, 1990). 

Assisted by extensive donor funds for development co-operation, many attempts have been made 

to introduce and expand formal finance in developing countries. These attempts were fuelled by 

stereotypes of informal finance as being evil and a barrier to fair and sustainable development. 

Horror stories about informal moneylenders legitimised efforts to eliminate informal finance by 

replacing it with formal financial institutions. 

Moneylenders were perceived to be "monopolists", "usurers" and "exploiters", charging poor 

peasants exorbitant interest rates and consequently keeping them poor. However, formal financial 

institutions proved not to be the "key to development". Formal finance with its complicated 

bureaucratic procedures did not seem suitable for the rural poor in developing countries. When 

the failures of formal finance became apparent, informal finance appeared on the agendas of 

researchers and policy makers. They had to admit that informal finance was flourishing where 
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formal finance was suffering. This resulted in "taking a fresh look at informal finance" (Adams, 

1992): an interest in learning from informal finance instead of abolishing it on the basis of 

stereotypes. New studies on informal finance showed its heterogeneity: there was much more 

types of informal finance: 

1. Sophisticated but legally unregulated institutions such as credit unions, indigenous banks, 

pawnshops, finance companies and services of nongovernmental organisations (NGOs) 

which are regulated only slightly by governments. 

2. More or less specialised moneylenders operating in localised markets. They have highly 

personalised relationships with their customers. Their interest rates are high, but they extend 

their loans quickly. 

3. Merchants who provide loans (usually with no explicit interest charge) linked to the sale or 

purchase of commodities. 

4. Pawnbrokers who require borrowers to exchange collateral physically for loans and they do 

not need much information about their clients. 

5. Loan brokers who facilitate contacts between lenders and borrowers by trading on inside 

information about potential clients. Loans are relatively large compared to other types of 

informal finance. 

6. Landlords who provide their tenants with loans. 

7. Friends and relatives. These are the most common source of informal finance. Loans from 

friends and relatives usually do not involve interest or collateral, can be of different sizes 

and repayment arrangements can be open ended. Often borrowers are expected to provide a 

loan to the lender in the future (reciprocity). 

8. Money guards are responsible persons who agree to safeguard cash for individuals, usually 

without interest although favours and gifts may be given. 
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9. Savings groups consist of individuals who regularly or irregularly deposit funds with a 

group leader. The accumulated money can be distributed to members after a certain time or 

can be used as an emergency fund. 

10. Rotating savings and credit associations (ROSCAs) explicitly pool savings and tie loans to 

deposits. Members are usually familiar with each other, contribute a certain sum every day, 

week or month, after which the fund is distributed to one of the members (Adams, 1992). 

In general, informal finance involves small loans and deposits and short-term transactions, 

operated without physical collateral, and takes place close to the residence of its clients. 

Therefore, informal finance is considered more suitable to the needs of the rural poor who 

participate in a "penny economy", characterised by small-scale transactions and risks. While 

formal finance is superior when it comes to large-scale developments, informal finance is much 

better linked to the mini-character of rural economies (Bouman, 1990). Certain financial 

services are provided much more efficiently by informal systems than by formal intermediaries. 

Informal finance proves to be flexible in adapting to changes, convenient, characterised by high 

loan recovery rates, and is client-oriented (Adams and Ghate, 1992). 

In Tanzania, researchers concluded that informal finance makes a "positive contribution to both 

production and consumption activities of rural people" (Kashuliza, 1993) and is "linked with the 

attempt to alleviate poverty in several ways including: ability to cultivate larger farms, getting 

higher crop yields and a better food security status than before" (Kashuliza et al., 1998). Such 

positive findings have implications for development policies and lead to a redefinition of policy 

strategies for dealing with informal finance. Policy options then included leaving informal finance 

alone ("benign neglect"), linking formal and informal finance, converting informal finance to 

formal finance and learning from informal finance without corrective intervention (Adams and 

Ghate, 1992). 
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higher crop yields and a better food security status than before" (Kashuliza et aI., 1998). Such

positive findings have implications for development policies and lead to a redefinition of policy

strategies for dealing with informal finance. Policy options then included leaving informal finance

alone ("benign neglect"), linking formal and informal finance, converting informal finance to

formal finance and learning from informal finance without corrective intervention (Adams and

Ghate, 1992).
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However, some elements are lacking in the debates that followed the discovery of informal 

finance. Easy generalisations about its merits ignore diversity and change. Moreover, few studies 

explore rural finance (whether it can be labelled "formal" or "informal") from the point of view of 

the most determining factor: the rural savers and borrowers. Their decisions with regard to 

savings, credit and insurance should be more systematically explored by looking at financing 

options, savings practices and hierarchies of creditors (Hospes, 1995). 

2. 13 Perspectives on informal rural finance 

Rural regions in developing countries are simultaneously faced with urgent problems such as 

poverty, over exploitation of natural resources and failing development interventions. The urban 

bias of governments and development agents has led to a relative and absolute deterioration of 

rural areas. Rural regions have often financed urban industries, but were not positively linked to 

the economic urban development. Within the rural regions, unequal development policies have 

contributed to a growing gap between the rich and the poor. In the current era of trade 

liberalization, this gap is unlikely to decrease, because the rural poor are at a disadvantage in 

liberalized markets (Food and Agriculture Organization-FAO, 1997). 

For all these reasons, it is of vital importance to study the kind of strategies or coping mechanisms 

the rural poor employ to deal with their situation, particularly in areas with marginal natural and 

economic resource bases or "disadvantaged areas". Rather than labeling the rural poor as passive 

victims, we should take as the starting point for analysis, their livelihood strategies. Only with 

such detailed information are sustainable and equitable development interventions possible, since 

interventions should not substitute but rather complement existing or "indigenous" coping 

mechanisms. Strategies with regard to saving, borrowing and insurance deserve special attention, 

because these mechanisms are crucial elements of survival and the key to economic growth 

through investment. As Schmidt and Kropp (1987) put it, "successful rural finance stimulates all 
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rural developments". Rural finance, then, is broadly defined as "the complex of decisions of 

individuals and groups regarding savings, financing and insurance; institutionalization of financial 

services; and changing conditions that affect the decisions and institutional arrangements of 

people related to savings, financing and insurance" (Hospes, 1996). 

2. 14 Cheap credit via savings mobilization 

The discovery of informal finance was preceded by an increasing sceptical attitude towards 

formal finance. Credit was viewed as a major tool in rural development and regarded as the most 

important instrument for achieving an economic spin-off for the rural poor and as the informal 

financial sector was believed to exploit the rural poor, formal financial institutions were seen as 

the new credit agents. Rural banks, co-operatives and specialised farm credit institutions created 

many programmes to deliver low-priced small credit to the poor, often to targeted groups, such as 

"small farmers"(Bouman and Hospes, 1994). 

Governments and donors subsidised credit programmes in order to keep interest rates low, which 

explains the term "soft loans" and "cheap credit". It was believed that commercial interest rates 

would be too high for the rural poor to repay. Hence, cheap credit would result in better 

repayment rates. Cheap credit also became a strategic tool of many governments to satisfy the 

rural population and create loyal "clients". However, it became clear that loan recovery was very 

poor, because farmers perceived credit as a free gift, and loans of the wrong size were provided at 

the wrong moment to the wrong customers. Hence cheap credit undermined development rather 

than enhancing it (Seibel, 1994). Credit indebted the rural poor and, as Adams and Von Pischke 

(1992) pointed out, "debt is not an effective tool for helping most poor people enhance their 

economic condition". In short, "the experience with credit for small farmers, handled by formal 

financial institutions, proved to be in direct contradiction to the economists' argument that 
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financial intermediation by banks ensures a better (re)allocation of resources in the economy" 

(Bouman, 1990). 

The failure of credit-led approaches shifted attention towards the other half of rural finance: 

savings. The assumption that rural people in developing countries were too poor even to think of 

saving was challenged. The rural poor turned out to be "eager and regular savers" and therefore 

needed safe deposit facilities. Motives for saving were not hard to find: even the rural poor 

insured themselves against future difficulties (e.g. diseases, income losses) and tried to safeguard 

themselves against fluctuating incomes (often due to seasonal variation). Consequently, the task 

for development agents became the mobilisation of savings of rural households. 

0 
Savings became a precondition for obtaining credit. A crucial assumption underlying the savings-

led approaches was that "clients" preferred "safe, liquid, easily accessible, profitable and 

0 

	

	trustworthy savings facilities" (Hannig, 1998). Savers were thus believed to have a preference for 

liquidity, with easy accessibility of cash. The easy accessibility of cash was seen as an advantage 

when investment opportunities presented themselves. Consequently, monetary savings were 

supposed to be a crucial determinant for development. Although authors such as Schmidt and 

Kropp (1987) recognised the rationality of saving in assets (because of high inflation or a low 

degree of monetisation), they still viewed this as an unfavourable situation, because assets are not 

liquid and exchanging them for cash is "time-consuming and difficult" (Schmidt and Kropp, 

1987). In short, the "imperfect" financial system forced people to save in kind and not in cash, so 

the system should be changed. 

However, precisely the assumption of a liquidity preference has been subject to criticism. Studies 

by Shipton and others showed the importance of savings in kind, rather than in cash. This finding 

led to a redefinition of savings as "any conservation of movable property by an individual or 
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group for future use or disposal" (Shipton, 1992). Such a definition of savings is leading us away 

from narrow, money-oriented approaches and economic reasoning that does not take into account 

the social structuring of financial decisions. People do not always want cash easily accessible. 

Savings strategies are often mainly concerned with "removing wealth from the form of readily 

accessible cash, without appearing antisocial" (Shipton, 1995). People try not only to remove cash 

from the hands of needy relatives but also from their own hands by - for example - entrusting it to 

a money-keeper or burying it in a box under the ground. Moreover, savings are diversified in 

order to reduce risk and keeping wealth less conspicuous. In short, neither liquidity nor an 

illiquidity preference should be assumed, but rather a "balance between savings in cash and kind, 

between liquidity and illiquidity". 

2.15 Groups in rural finance 

Groups and co-operatives were viewed as popular alternatives in rural financing when it became 

apparent that formal financial institutions were biased towards wealthier and more influential 

farmers and failed to reach the rural poor. Co-operatives engaged in rural finance can be both 

specialised financial co-operatives and agricultural co-operatives; lending groups are "less 

rigorously organised than co-operatives and usually created to receive a loan from an outside 

source" (Huppi and Feder, 1990). Both were believed to have a potential to reach the rural poor, 

who did not have access to formal financial services, and to lower the transaction costs of the 

lender, since loans could be distributed to groups or co-operatives instead of to many individual 

small farmers and traders. 

Huppi and Feder (1990) identified four advantages of lending groups and credit co-operatives: 

1. Economies of scale. Since group loans save the lender transaction costs whiles borrowing 

members of co-operatives also save the costs of traveling to banks. 
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2. Enhanced information about borrowers. Due to the social and economic links between 

members, they can give adequate information to the lender. 

3. Risk pooling through joint liability. "Peer pressure" is put on potential defaulters because 

members' own interests are at stake, and 

4. Improved bargaining which helps members to improve their access to credit. 

At the same time, some weaknesses of lending groups and co-operatives were noted: 

1. Moral hazard, since group members have little incentive to repay if many others default 

unpunished. 

2. Concentration of the loan portfolio. There is little diversification if group members have 

similar occupations. 

Hence, Huppi and Feder concluded that both lending groups and co-operatives "have the potential 

to provide credit to small farmers while allowing financial intermediaries to function as viable 

institutions" (Huppi and Feder, 1990). Outside lenders can benefit from the "peer pressure" 

exercised by the "homogenous borrowing groups", although often some form of training is 

necessary. 

Denying access to future loans by all members in case of default by any member leads to high 

repayment rates (as shown by the famous Grameen Bank in Bangladesh). Lending groups and 

co-operatives are mainly created as a response to outside incentives (e.g. to qualify for credit). 

The approach of Huppi and Feder (1990) was an intervention: advocating group-based finance 

rather than first identifying already existing forms of group-based savings and credit mechanisms. 

It overlooked the importance of indigenous self-help groups that were initiated and regulated by 

the rural poor themselves. Such (financial) self-help groups are a common phenomenon in low- 
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income countries and from their functioning lessons could be drawn for development agents who 

want to set up group-based savings or credit programmes. 

Bouman (1994a) described three main functions of (financial) self-help groups as follows: 

1. Security or insurance: covering rites de passage, life cycle events, spiritual and religious 

ceremonies, education and insurance for members and their close kin against the consequences of 

illness, accidents, and deaths. 

2. Economic Functions: providing safekeeping facilities, loans, collective investments and 

community development works. 

3. Socialising: meetings, entertainments, sports, singing, dancing, politics etc. 

Two basic forms of financial self-help groups are Rotating Savings and Credit Associations 

(ROSCAs) and Accumulating Savings and Credit Associations (ASCRAs), which have different 

local names. In a ROSCA, savings are distributed among members immediately after they have 

been pooled. The ROSCA comes to an end when every member has had his or her turn, but some 

ROSCAs have an emergency fund as well. In an ASCRA, "the pooled savings are kept in custody 

and accumulated for a specified time, at the end of which the savings are redistributed" (Bouman, 

1994b). ROSCAs and ASCRAs have some characteristics in common: they are autonomous 

organisations with voluntary participation and high degrees of self-sufficiency, self-regulation and 

self-control. 

Consequently, they have an amazing ability to adapt to a changing environment. Hence, the 

evolution of financial self-help groups reflects changes in a broader social, economic and political 

context. Bouman concluded that "the indigenous self-help model works, and with good results" 

(Bouman, 1994b). Although authors Krahnen and Schmidt (1994) warned against problems of 
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professionalization and efficiency within financial self-help groups, and Seibel (1985) and 

Nagarajan et al. (1994) proposed linking them to banks or Non Governmental Organizations 

(NGO), positive views about self-help groups have been widely adopted. Development 

organizations have tried to build upon the successes of self-help groups. 

As a result of the positive views on the role of groups in development, many studies on rural 

finance focused exclusively on self-help groups. An example is the study of Kappers (1986) who 

described five types of self-help groups with financial functions in Swaziland. However, such an 

approach is not without problems, since self-help groups are not compared to other savings and 

credit strategies. Their relative importance is not known and their functioning is not 

contextualised. Groups are not only models, but are perceived and used differently by their 

members: they construct and reconstruct their own form of the group (Hospes, 1995). Members 

are too easily assumed to be homogenous; their many different strategies are overlooked. In order 

to avoid such biases, we should consider heterogeneous group-based and individual savings and 

credit arrangements, and take as the entry point the viewpoint of the individual savers and 

borrowers. This approach gives room for exploring the different meanings that groups have for 

their members and the way these groups are perceived by non-members. 

2.16 The Role of microfinance in developing countries. 

According to Morrant-Roux (2008), Agriculture has returned to being a primary global concern. 

Prices of agricultural goods, such as cereals, are hitting record highs on International markets. 

Food security is no longer a guarantee. High food prices are no longer a short-term problem for 

consumers, especially among poor population southern countries. On the other hand, high 

performing agricultural markets have the potential to stimulate a new wave of investment and 

innovation. They give struggling peasants in southern countries a chance to earn a decent living. 
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But to take advantage of this historical situation that so many have been waiting for, farmers will 

need to invest and increase production. 

Access to finance is therefore decisive yet the majority of peasants in developing countries are 

still excluded from the banking system. Bank penetration rates in agricultural regions of Africa 

and south Asia are barely over 5-6% (Baclier, 2007). In developed countries, agricultural banks 

played an important role in the modernization of agriculture and bankerisation earlier on. In 

developing countries microfinance has the potential to play this role, given its advantage in terms 

of proximity to the client and its frequent association with cooperative approaches. These 

characteristics can be found in the approaches originally used by local agricultural banks in 

France (World Bank, 2007). 

2.17 Formal financial systems in other countries. 

The formal financial sector in China consists of financial intermediaries, who are delegated 

monitors that operate with state charters. Within this formal sector, lending by state-owned banks 

dwarfs all other types of formal lending, such as equity, trade credit, leasing, or factoring, that 

make up a small percentage of GDP. The banking sector is dominated by four state-owned banks 

that were commercialized in 1995. Historically, a large share of bank funding has gone to state-

controlled companies, leaving companies in the private sector to rely more heavily on alternative 

financing channels. The state banks have a high ratio of nonperforming loans to total loans 

(Cousin 2006 and annual statistics from the Chinese Banking Regulatory Commission), poor 

profitability, poor institutional framework, and weak corporate governance. Most bank loans in 

China are backed by collateral, and the only type of collateral acceptable to many banks is land or 

buildings (Gregory and Tenev 2001; Cousin 2006). 

Moveable assets are rarely used as security due to the highly restrictive secured financing lending 

system; inventory and receivables cannot be used as collateral under Chinese Security Law (WB- 
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PBOC Report, pp. 195-96). The banks rely on courts and the state and local governments for 

repossessing collateral and to ensure loan repayment. The local governments in China have strong 

legislative powers recognized by the constitution and implement national laws according to their 

needs (Zhang and Booth 2001; Fan, Huang, and Zhu 2002). Studies using macro data report 

mixed findings on the association between financial development and growth in China. While 

Boyreau Debray (2003) shows that banking depth is negatively correlated with interprovincial 

differences in growth rates, several other studies, including Liu and Li (2001), Zhou and Wang 

(2002), and Cheng and Degryse (2006), find that banking development is positively associated 

with growth across Chinese provinces. Cull and Xu (2000, 2003) focus only on the state sector in 

China using data on Chinese state-owned enterprises from 1980 to 1994 and find that even in the 

state sector, bank financing was associated with higher productivity, profitability, and adoption of 

reforms compared to government transfers. Thus, the inefficiency of Chinese bank lending should 

not be overstated, especially for recent years, since there has been a massive restructuring of the 

banking sector, including allowing entry of foreign banks, both to prepare the banks for equity 

listings and strategic sales and in anticipation of China's accession to the WTO. As argued in 

Cheng and Degryse (2006), Chinese banks have unique advantages, such as a larger geographic 

scope and fewer restrictions in attracting deposits, and are a less costly source of financing than 

other nonbank financing channels, such as urban and rural credit cooperatives. 

While China's banking system is large, its equity and bond markets are smaller than that of most 

other countries, in terms of both market capitalization and total value traded as a percentage of 

GDP. The equity markets are largely a vehicle for privatization by the government rather than a 

market for capital raising by firms with growth opportunities, as shown in Wang, Xu, and Zhu 

(2004). The corporate bond market in China is crippled by excessive government regulation and 

the lack of institutional investors and credit rating agencies to help price the debt accurately. 
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Durnev et al. (2004) show that compared to other transition economies, China has one of the 

poorest functioning stock markets, with highly synchronous stock returns that can be linked to 

weak property rights, corporate opacity, and political rent seeking. Other forms of formal 

financial institutions such as factoring and leasing are relatively under-developed in China 

(Gregory and Tenev 2001). 

2.17.1 The informal financial systems in other countries. 

The informal financial sector in China, also referred to as the nonstandard financial sector in 

Allen, Qian, and Qian (2008), consists of non-delegated monitors, such as pawn brokers and 

money lenders, as well as delegated lenders such as private money houses and informal banks that 

operate without state charters and are explicitly banned by the People's Bank of China. The 

delegated informal lending institutions are illegal, although the enforcement of laws banning them 

by central and local government agencies is uneven and inconsistent over time. While it is 

difficult to estimate the size of the informal financial sector precisely, conservative estimates 

value it to be at least one-quarter of all financial transactions (Tsai 2002), with an estimated size 

of CNY 740-830 billion at the end of 2003 (Central Finance University of China, unpublished 

report on Nationwide Survey of Informal Finance.). The informal lending institutions in China 

take various forms. Interpersonal lending (minjian jiedai) based on personal credit and reputation 

and trade credit (hangye xinyong) are largely legal and very commonly used among entrepreneurs. 

Our classification of trade credit as informal finance in China given its no delegated nature, is 

consistent with the existing literature on the Chinese informal financial system (Cull, Xu, and Zhu 

2009). However, it must be noted that trade credit is regarded as formal finance in developed 

markets, and in the absence of detailed data on trade credit lending technologies in China, we 

interpret this classification with caution. None of our main results on bank financing and informal 

financing are dependent on this classification. Pawnshops are legal in some areas and illegal in 
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others, and as of 2000, they were classified as a special kind of industrial and commercia 

enterprise regulated by the State Economic and Trade Commission. 

Rotating credit associations or hui (community or association or club) are organized b3 

individuals, and while they are tolerated by the state in some provinces, they are shut down it 

other provinces and do not have access to formal legal channels (Tsai 2002, 2004). There are alsc 

private money houses and underground lending organizations that function like banks but charge 

very high interest rates above the state-mandated interest rate ceilings (Tsai 2002; Farrell et al. 

2006) and are thus not sanctioned by the People's Bank of China. Access to the informal market 

is usually based on networking through common friends, and the cost of accessing informal credit 

varies depending on the structure of local social networks. While low-interest loans are common 

only among close friends and family (Tsai 2004), Allen, Qian, and Qian (2008) note that private 

moneylenders and money houses charge very high interest rates, with the associated loan 

contracts resembling junk bonds. 

The informal lenders rely on trust and reputation or coercion and violence for repayment of the 

loans and very often do not require collateral or guarantees. For instance, a survey by Zhang, 

Yuan, and Lin (2002) estimates that 84% of all informal lending in the Guangdong province is 

based on personal credit without collateral. The informal lenders that do require collateral are 

more lenient than banks in the types of collateral that they require, including oxen or personal 

assets such as motorcycles (Tsai, 2002), and are willing to renegotiate loan terms and contracts. In 

addition, informal lenders rarely access the limited secured financing transactions market if 

required, and there are no separate clauses or articles in the Guarantee Law of China for informal 

lenders (Li 2005a, b; Han 2006; World Bank—People's Bank of China 2006). Thus, the 

enforcement mechanisms of these informal institutions are not through the legal system or 
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through government connections but through informal means, including violence as in the case of 

the illegal private money houses. 

2.17.2 Formal versus Informal finance 

To summarize the above discussion, the formal financial system in China operates with a state 

charter and consists of financial intermediaries as delegated monitors. The informal financial 

system consists of individual lenders or nondelegated monitors such as moneylenders and 

institutions that operate without state charters (Tsai 2002; Allen, Qian, and Qian 2008). This 

distinction between formal and informal financing channels manifests in the type of enforcement 

mechanisms used. Formal financial intermediaries such as banks typically lend conditionally on 

collateral (Gregory and Tenev 2001; Cousin 2006) and rely on formal institutions such as courts 

or government channels to enforce repayment of loan contracts (Zhang and Booth 2001). By 

contrast, individual moneylenders and the informal delegated lenders that are deemed illegal by 

the people. Our definition of formal versus informal financing in China overlaps with two 

commonly used definitions: the definition from the financial intermediation literature (Diamond 

1984; Berger and Udell 1998) that informal financing is not associated with a delegated monitor, 

unlike formal financing, and the definition in the economics literature (Kandori 1992; Udry 1994; 

Straub 2005) that informal financing is characterized by the use of self-enforcing contracts and 

social sanctions, including coercion and violence, to ensure repayment rather than formal legal 

enforcement mechanisms. 

This latter definition is consistent with the extensive theoretical literature in corporate finance on 

optimal financial structures, where investors can observe the firm's cash flows but cannot enforce 

legal rights to these cash flows (Hart and Moore 1995; Bolton and Scharfstein 1996). In the 

context of China, our definition of informal financing is also consistent with the definition of 
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Allen, Qian, and Qian (2008) that informal financing is everything that is not bank financing, 

since the banking sector is the largest component of the formal financial sector. Allen, Qian, and 

Qian (2008) specifically refer to lending by the moneylenders and private money houses as the 

nonstandard financial sector. Bank of China rarely requires collateral and do not use the courts or 

the government and rely on informal channels to enforce repayment (Tsai 2002). 

2.17.3 Accessing formal and informal credit markets. 

Credit markets in Africa have mainly been characterized by the inability to satisfy the existing 

demand for credit in rural areas. However, whereas for the informal sector the main reason for 

this inability is the small size of the resources it controls, for the formal sector it is not an 

inadequate lending base that is the reason (Aryeetey, 1996). Rather, the reasons are difficulties in 

loan administration like screening and monitoring, high transaction costs, and the risk of default. 

Credit markets are characterized by information asymmetry, agency problems and poor contract 

enforcement mechanisms (Nissanke and Aryeetey, 1995). They are mainly fragmented because 

different segments serve clients with distinct characteristics. Because of this, lending units are 

unable to meet the needs of borrowers interested in certain types of credit. The result is a credit 

gap that captures those borrowers who cannot get what they want from the informal sector, yet 

they cannot gain access to the formal sources. Enterprises that want to expand beyond the limits 

of self-finance but lack access to bank credit, demand external finance, which the informal sector 

is unable to satisfy. 

Two main theoretical paradigms have been advanced to explain the existence of this 

fragmentation: the policy-based explanation and the structural-institutional explanations 

(Aryeetey et al., 1997). 
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According to the policy-based explanation, fragmented credit markets (in which favoured 

borrowers obtain funds at subsidized interest rates while others seek funds from expensive 

informal private lenders) develop due to repressive policies that raise the demand for funds. 

Unsatisfied demand for investible funds forces credit rationing using non interest rate criteria, 

while an informal private lending markets develops at uncontrolled interest rates. Removing these 

restrictive policies should therefore enable the formal sector to expand and thereby eliminate the 

need for informal finance. According to the structural institutional explanations, imperfect 

information on creditworthiness, as well as cost of screening, monitoring and contract 

enforcement among lenders, results in market failure due to adverse selection and moral hazards, 

which undermines the operation of financial markets. As a result, lenders may resort to credit 

rationing in the face of excess demand, thus establishing equilibrium even in the absence of 

interest rate ceilings and direct allocations. Market segmentation then results. 

Market segments that are avoided by the formal institutions due to institutional and structural 

factors are served by informal agents who use personal relationships, social sanctions and 

collateral substitutes to ensure repayment. An extended view of this explanation is that structural 

barriers result in monopoly power, which perpetuates segmentation. 

Another view has attempted to explain the existence of informal finance as simply residual 

finance, satisfying only the excess demand by those excluded from formal finance. According to 

this view, informal sector finance develops in response to the formal sector controls. Structural 

and institutional barriers across segments perpetuate segmentation by providing opportunity for 

monopoly power. A further explanation is that fragmentation exists due to inherent operational 

characteristics of the markets. Looking at the role of informal financial sectors in Ghana, 

Aryeetey and Gockel (1991), attempted to investigate factors that motivate the private sector to 
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conduct financial transactions in the informal financial sectors. They argue that the informal 

sector derives its dynamism from developments in the formal sector as well as from its own 

internal characteristics. The informal and formal sectors offer similar products that are not 

entirely homogeneous, implying that both sectors cater for the needs of easily identifiable groups 

of individuals and businesses, but at the same time serve sections of the total demand for financial 

services. 

However, participants from either sector may cross to the other depending on factors like 

institutional barriers, availability of credit facilities and the ease of physical access. Aryeetey and 

Gockel (1991) examine some of the factors that influence demand for formal savings and lending 

facilities in Ghana and observe that incomes, bank formalities and banks' preference for large 

transactions were the major ones. Travel costs and time are among other factors that determine 

transaction costs to the entrepreneurs. 

Besley (1994), has classified major features of rural credit markets that can be used to explain the 

existence of formal and informal credit markets in Africa. Among these are the existence of 

collateral security and covariant risks. Collateral security is often beyond the reach of many 

borrowers in rural areas. But even where this is not the case, the ability of the lender to exclude it 

is often limited, making enforcement of loan repayment difficult. Such difficulties help to explain 

the use of informal financial markets, which use social sanctions to ensure enforcement. 

In rural areas, shocks in incomes that create borrowers' potential to default will affect the 

operation of credit markets. In most rural economies, borrowers are faced with risks arising from 

uncertainties about their incomes. By diversifying their loan portfolios, lenders can avert such 

risks. However, credit markets in rural areas are segmented, with lenders' loan portfolios being 

concentrated on borrowers facing common shocks to their incomes. An important cost of 
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segmentation is that funds fail to flow across groups of individuals despite the benefits of doing 

so. According to Besley (1994), this kind of segmentation may also be reinforced by government 

regulations. In incomplete markets, rural households could use partially functioning credit 

markets to provide insurance against income shocks mainly by trading insurance. However, due 

to incomplete information about the nature of the risk faced by each individual, and possible 

changes in the private behaviour of other individuals, insurance arrangements are only partial 

(Aryeetey, 1996b) or are totally absent (Aryeetey and Udry, 1997). 

Another important factor of both formal and informal markets relate to penalties. In the absence 

of formal contract enforcement mechanisms, both formal and informal institutions rely on lending 

practices that emphasize loan screening rather than monitoring, which appears to suggest more 

concern with adverse selection than moral hazards. 

Differences emerge in the methods used by formal and informal institutions. Whereas formal 

lenders rely more on project screening, informal lenders rely more on the character and history of 

the borrower, particularly on personal knowledge of the borrower. Loan monitoring is rarely done 

by informal lenders due to the lenders' knowledge of borrowers, while in the formal market it is 

mainly due to lack of facilities. Transaction costs are generally lower in informal markets than in 

formal ones. One of the issues that emerge from this market structure is which financial 

institutions are accessible to the rural poor, and which factors determine their demand for credit 

from the different sources as determined by their participation decisions.  

The foregoing literature review shows that financial markets in African countries are 

characterized by imperfect and costly information, risks, and market segmentation resulting in 

credit rationing. This is one of the underlying factors in the coexistence of both formal and 

informal credit markets serving the needs of the different segments of the market. On the other 
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hand, policy-based and structural-institutional explanations attempt to explain the coexistence of 

both segments of the market as a result of policy and structural institutional rigidities. Imperfect 

information emerges as an important explanation for credit rationing. This is because, due to 

information asymmetry, loan terms and conditions are used that affect the behaviour of 

borrowers. 

Among other revelations, the literature shows that the assumption that formal interests rates are 

the reason borrowers do not use formal credit is not accurate. Rather, the unique characteristics of 

credit services explain segmentation in the credit market. In addition, lack of effective contract 

enforcement and the consequent default risk are also important in loan rationing. Among the 

inquiries that arise out of this scenario is the need for an empirical explanation for the coexistence 

of both formal and informal credit sources based on the foregoing background. A related question 

is that of access to financial services from both sources. In a fragmented credit market, what 

explains borrowers' decision to borrow at all, and whether to borrow from either formal or 

informal segments? 

A large part of financial transactions in Africa occur outside the formal financial system. 

Literature on the theory of credit markets with incomplete markets and imperfect information is 

largely relevant to the functioning of informal markets. Informal finance has been defined to refer 

to all transactions, loans and deposits occurring outside the regulation of a central monetary 

authority, while the semiformal sector has the characteristics of both formal and informal sectors. 

In Africa it has been defined as the operations of savings and credit associations, rotating savings 

and credit associations (ROSCAs), professional moneylenders, and part-time moneylenders like 

traders, grain millers, smallholder farmers, employers, relatives and friends, as well as 

cooperative societies (see Aryeetey et al., 1997; Aryeetey and Udry, 1997). 

66 

hand, policy-based and structural-institutional explanations attempt to explain the coexistence of

both segments of the market as a result of policy and structural institutional rigidities. Imperfect

information emerges as an important explanation for credit rationing. This is because, due to

information asymmetry, loan terms and conditions are used that affect the behaviour of

borrowers.

Among other revelations, the literature shows that the assumption that formal interests rates. are

the reason borrowers do not use formal credit is not accurate. Rather, the unique characteristics of

credit services explain segmentation in the credit market. In addition, lack of effective contract

enforcement and the consequent default risk are also important in loan rationing. Among the

inquiries that arise out of this scenario is the need for an empirical explanation for the coexistence

of both formal and informal credit sources based on the foregoing background. A related question

is that of access to financial services from both sources. In a fragmented credit market, what

explains borrowers' decision to borrow at all, and whether to borrow from either formal or

informal segments?

A large part of financial transactions III Africa occur outside the formal financial system.

Literature on the theory of credit markets with incomplete markets and imperfect information is

largely relevant to the functioning of informal markets. Informal finance has been defined to refer

to all transactions, loans and deposits occurring outside the regulation 0 f a central monetary

authority, while the semiformal sector has the characteristics of both formal and informal sectors.

In Africa it has been defined as the operations of savings and credit associations, rotating savings

and credit associations (ROSCAs), professional moneylenders, and part-time moneylenders like
-.

traders, grain millers, smallholder farmers, employers, relatives and friends, as well as

cooperative societies (see Aryeetey et al., 1997; Aryeetey and Udry, 1997).

66

www.udsspace.uds.edu.gh 

 

 

 

 



Three types of informal units in Africa have been identified: savings mobilization units with little 

or no lending; lending units that do not engage in any savings; and those units that combine 

deposit mobilization and lending (Aryeetey and Udry, 1997). Institutions that combine both are 

relatively new, however, they respond to the need for direct financial intermediation and mostly 

fall under self-help organizations. The types of informal financial units vary mainly because they 

are purpose oriented and mostly developed to meet the demand for specific financial services, 

responding to the demands of a distinct clientele, defined by using various socio-economic 

criteria. 

However, while informal financial units develop their market niches and have different reasons 

for selecting a particular segment of the market, they tend to have similar fundamental practices in 

the administration of credit, which allows for a uniform analysis. As these goals change, informal 

financial units change their operational structures. Studies on informal finance in Africa show that 

they will do well so long as the level of economic activity demands increasing financial services 

for groups that cannot be reached by the formal financial institutions (Chipeta and Mkandawire, 

1994; Soyibo, 1994). The emergence of demand for short-term credit especially among traders 

and farmers will most likely lead to the development of an informal unit to meet that demand. 

Informal credit therefore seems to develop in response to an existing demand. 

Aryeetey and Udry (1997) have further observed that while credit from an individual lender to a 

set of borrowers may vary in terms of what package each borrower receives, the more significant 

variation in the informal credit market depends on what lenders are able to offer in the market. 

They therefore note that differences in the loan characteristics represent different lender types. 

The failure of many government subsidized credit programmes to reach the targeted groups has 

prompted the emergence of alternative means of administering rural credit so as to reduce the 
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access problem (Braverman and Huppi, 1991). Informal credit markets have developed in rural 

areas, providing faster services to their clients. That informal finance is more important than 

formal finance has been proven by different approaches used to measure its magnitude in different 

countries, namely Chipeta and Mkandawire (1992) for Malawi and Aryeetey and Gockel (1991) 

for Ghana. 

Important lessons can be learned from the success of informal financial institutions. Often the 

degree of flexibility and creativity in informal finance accounts for the high degree of success in 

such institutions. The types of services they provide mostly contrast with those offered by 

traditional credit programmes. These are characterized mainly by short-term and small loans, 

increasing discipline in terms of savings, judgement of borrower creditworthiness, and 

information about the borrower. Service is based on flexible arrangements to adjust to changing 

economic circumstances, and reducing the transaction costs to the borrowers who respond by 

maintaining discipline in order to sustain their access to credit. The result is a dependable working 

relationship between the lender and the borrowers. Most services of informal finance are client 

oriented, thus reducing the transaction costs for customers, and making their services attractive 

despite the explicitly high interest rates (Aryeetey, 1996). 

This contrasts with the formal lender practices, which charge relatively low interest rates, but 

often impose procedures on borrowers that substantially increase their transaction costs. In the 

informal financial markets, loans and deposits are often tied, enabling individuals to increase their 

access to credit by improving their deposit performance. This allows participants to enhance their 

creditworthiness through their savings and repayment record. All these lessons emphasize the fact 

that financial intermediaries at the small-scale level must be prepared to offer the financial 
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services demanded by clients and design their contracts to meet the individual if microfinance is 

to succeed (Schmidt and Kropp, 1987). 

Atieno (2001) investigated different sources of credit used by enterprises and were classified 

broadly into formal and informal sources. She found out that the informal sector in many African 

countries is highly heterogeneous, especially with respect to borrower—lender relationships. The 

typology of informal financial units also varies because they are purpose oriented and meet 

different types of demand. In considering the dichotomy between formal and informal segments 

of the credit market, it is important to note that rural credit markets in Africa are mainly 

fragmented with the various segments serving borrowers with different characteristics (Nissanke 

and Aryeetey, 1995). Because of the multiplicity of arrangements in the informal markets, the 

sector cannot be aggregated (Adams, 1992). 

While the formal sector may have distinct characteristics especially with respect to the lending 

policies and its control by the central monetary authority, the informal sector is highly 

heterogeneous. This heterogeneity can be seen in terms of the type of relationship between the 

borrower and the lender, like social cohesion interlinked transaction. The result is credit products 

that differ from each other in such loan characteristics as duration, uses and related costs (Zeller, 

1994). Informal credit markets are segmented according to the products they provide, their 

lending terms and conditions, and the characteristics of the groups they serve. A typology of 

financial units can then be identified from the credit market. The rural credit market can be 

disaggregated into a formal sector and an informal sector consisting of three main segments: 

• Category 1 consisting of family, friends and relatives, and own savings at home 

• Category 2 consisting of group based credit programmes 
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• Category 3 consisting of commercial lenders Atieno, (2001) 

Access to financial services by smallholders is normally seen as one of the constraints limiting 

their benefits from credit facilities. However, in most cases the access problem, especially among 

formal financial institutions, is one created by the institutions mainly through their lending 

policies. This is displayed in the form of prescribed minimum loan amounts, complicated 

application procedures and restrictions on credits for specific purposes (Schmidt and Kropp, 

1987). For small-scale enterprises, reliable access to short term and small amounts of credit is 

more valuable, and emphasizing it may be more appropriate in credit programmes aimed at such 

enterprises. Schmidt and Kropp (1987) further argue that the type of financial institution and its 

policy will often determine the access problem. Where credit duration, terms of payment, required 

security and the provision of supplementary services do not fit the needs of the target group, 

potential borrowers will not apply for credit even where it exists and when they do, they will be 

denied access. 

The Grameen Bank experience shows that most of the conditions imposed by formal credit 

institutions like collateral requirements should not actually stand in the way of smallholders and 

the poor in obtaining credit. The poor can use the loans and repay if effective procedures for 

disbursement, supervision and repayment have been established. On the issue of interest rates, the 

bank also supports the view that high interest rate credit can help to keep away the influential 

non-target group from a targeted credit programme (Hossain, 1988). This further demonstrates the 

need to develop appropriate institutions for the delivery of loans to small-scale borrowers. 

Notable disadvantages of the formal financial institutions are their restriction of credit to specific 

activities, making it difficult to compensate for losses through other forms of enterprises, and 

their use of traditional collateral like land. There is need for a broad concept of rural finance to 
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encompass the financial decisions and options of rural economic units, to consider the kind of 

financial services needed by households, and which institutions are best suited to provide them. 

Access to credit is often confused with participation in credit programmes. However, the two 

terms are used interchangeably in many research works. According to Diagne and Zeller (2001), a 

household derives access to a particular source of credit if it is able to borrow from the source, 

although for a variety of reasons it may choose not to. The extent of access to credit is measured 

by the maximum amount a household can borrow or its credit limit. If this amount is adequate, the 

household is said to have access to credit. A household or business firm is said to participate in a 

credit programme if only it is borrowing from a source of credit. A household is credit 

constrained when it lacks access to credit or cannot borrow as much as it wants. The 2000 

population and housing census in Ghana revealed that 80% of the working populations in the 

country are found in the private informal sector. This group is characterized by low access to 

credit, which constraints the development and growth of the private sector of the economy most 

of which is linked to agribusiness. 

2.18 Agricultural Finance: An Insufficient poorly Adopted Supply 

The old rural finance paradigm of the 1960s and 1970s was based on public authorities desire to 

facilitate access to rural finance. The objective was to promote agricultural development by 

modernizing agriculture. The most common approach involved direct government intervention 

via state —owned development banks and direct donor intervention in credit markets with 

favorable terms and conditions like soft interest rates or lenient guarantees. However, systems 

were costly and unsuitable due to poor repayment, and ultimately did not have desired effect on 

the development of agricultural production (Meyer, 2007). In the 1980's, the failure of 

government led credit supply gave way to a new paradigm and a renewed approach to rural and 
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agricultural finance in developing countries. States owned development banks closed, financial 

sectors were liberalized and microfinance involved, Based on an approach that encourages 

financial intermediation, the new rural finance model redefined the roles of the various actors 

involved in providing financial services, especially governments. Public subsidies were redirected 

towards creating new microfinance institutions (MFIs) that were supposed to achieve financial 

sustainability, thanks to cost-covering interest rates. 

Despite the great hopes associated with the strong growth of the microfinance sector, it soon 

became clear that the supply of microfinance for agricultural activities was marginal at best and 

poorly adopted. At the time of liberalizing the financial sector, commercial banks did not pick up 

the slack of former government led- interventions in rural areas and many banks actually closed 

their rural branches (Zeller, 1993). Finance for agricultural activities became even rarer. 

2.19 Microfinance's Limited contributions to Agriculture Finan ace. 

hispi to of the important contribution of agriculture to the GDP of developing countries, the supply 

of financial services to farmers in these counties is still limited. A regional analysis conducted by 

trive[]i and Valero (2006) of 2004 data from 16 central and south America countries illustrate 

their situation, With few exception (Nicaragua and Paraguay), the portion of agricultural loans 

disbursed was inferior to the overall contribution of agriculture to the country's CsDP. It is 

difficult to evaluate the volume of credit microfinance institution's (MFis) disburse for 

agriculture, Cumulatively, MFIs around the Nvorld lend roughly 30billion dollars, but there are 

huge territorial differences (between and within countries) in how these funds are allocated. 

Indeed, despite an annual growth of 36% of poor clients served by MFIs between i 997 and 2005 

(Dalay-Harris, 2006), most institutions still concentrate on urban and pert-urban areas that are 
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easy to serve. Among rural institutions, the portion of credit portfolio that goes to agricultural 

activities varies considerably. 

Among the member countries of the West Africa Economic and Monetary Union, a study on rural 

finance conducted in 2000 found that only 14% of overall credit supply goes to the agricultural 

sector. Remarkably, 92% of this supply came from the commercial sector, largely surpassing the 

participation of development banks ( 5%) and MFIs (3%), whose credit supply is essentially 

characterized by short-term loans (Lessaffre, 2000). 

2.20 The Role of Rural Financial Institutions (RFI) in Ghana. 

The main role of a rural financial institution is the provision of financial intermediation in the 

rural communities. They mobilize savings and provide lending to the people within its radius of 

operations. Rural Financial Institutions normally specialize in the extension of credit facilities to 

small peasant farmers, fishermen, cottage industry operators and merchants. According to Addeah 

(2000), the most significant formal Rural Financial Institutions in 

Ghana are the rural banks, the first of which was established in Ghana in the year 1976. As at 

2000, there were 132 rural banks in Ghana. The nature of business of a rural bank is to carry out 

the following roles: 

• Mobilize savings from residents in the community 

• Accept cash and cheques for the credit of current and savings account 

• Ensure a proper and accurate handling of all money transactions 

• Provide loans and overdrafts to its customers 

• Accepts securities for safe custody 

• Engage in any economic activity that will promote social and economic development 

of the community 
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• Assist customers in respect of their activities with a view to consolidate, extend and 

develop their undertakings. 

2.21 Agriculture in Northern Ghana: Food Production 

In the 1970s northern Ghana was seen as having the potential to supply the whole country with 

agricultural produce (Al-hassan and Poulion 2009). The state, therefore, invested in a number of 

agro-processing ventures in the north, as well as supporting agriculture (especially grains 

production) through subsidised tractor services and fertilisers and through providing a degree of 

market support through the purchasing activities of the Ghana Food Distribution Corporation 

(GFDC). Many of these interventions were judged ineffective in stimulating agricultural 

development and, as they were also costly, were terminated during the structural adjustment 

reforms of the 1980s and early 1990s.With the withdrawal of these supports, however, there has 

effectively been no strategy for agricultural development in the three northern regions except 

the targeted smallholder development projects funded by IFAD and GoG. 

As already noted, agricultural production in these regions remains dominated by semi-subsistence 

production of staple food crops. The large commercial rice farms of the 1970s in particular have 

collapsed following the withdrawal of subsidies and liberalisation of output markets that has seen 

surges in imports of commodities such as rice and meat products. According to MoFA data, in 

2007 the share of staple crops (maize, rice, sorghum, millet, cassava, and yam) in total arable 

crop area was 54% in Upper East, 61% in Northern Region and 63% in Upper West Region. 

However, although much land is devoted to staple crop production, most of what is produced is 

consumed at home. According to GLSS4 (1998), 92% of rural households in Northern Region 

produced maize, but only 27% sold any. In Upper West and Upper East, over 90% of all 

households produced sorghum or millet, but only 8% sold any. A critical development question 
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for northern Ghana, therefore, is why households devote so many resources to semi-subsistence 

production of staple foods, rather than producing higher value crops for the market. 

These show that the returns to labour from producing groundnuts comfortably exceed those from 

the maize-sorghum intercrop in a "normal" season, even when the purchase price is used to 

value grain (that is, assuming that the household is food deficit). This suggests that production of 

staple foods is not a cash income generation strategy. However, MoFA data shows that 

production of groundnuts has been increasing rapidly in the Northern Region in recent years 

(mainly based on area expansion), whilst the production of maize and sorghum has shown 

contraction in area suggesting that relative returns does play some part in farmers' cropping 

choices. In a poorer year, the returns to the maize-sorghum intercrop and to groundnuts 

are comparable. Given the uncertainties around the data, it may be that some households 

continue to grow grains for fear that prices will be unaffordable during a poor year. In other 

words, they may feel that they are better off growing their own staples than specialising in the 

production of other crops for sale and relying on market purchases to supply their food needs. 

Another possible explanation for the prominence given to staple food crops is that they 

respond differently to the main cash crops under particular rainfall conditions (most obviously 

drought). Simple correlations using MoFA annual data for 1995-2004 show that groundnut yields 

are negatively and significantly correlated with maize in Northern Region, which provides 

tentative support to this hypothesis. Meanwhile, perhaps surprisingly, maize yields are positively 

and significantly correlated with both millet and sorghum yields. A similar test for Upper West 

finds groundnut yields to be positively and significantly correlated with yam yields, but not with 

any of the main cereals, whilst millet and sorghum yields are negatively and significantly 

correlated with maize and rice. These relationships again provide some limited evidence for the 
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risk-spreading hypothesis. In Upper East groundnut yields are positively and significantly 

correlated with rice, whilst maize and sorghum yields are also positively and significantly 

correlated. 

A third explanation for the prominence given to semi-subsistence production of food staples 

relates to social organisation. In all three northern regions, "households" are complex extended 

family units. Physically they are focused on a "compound" where the head (usually male) lives 

with his wife/wives, their sons, daughters-in-law and grandchildren (assuming that married sons 

have not physically moved out of the parental compound) and unmarried daughters. Within the 

so-called "compound" system found in these regions, the compound head has authority to 
0 

demand labour from all other household members on the main compound food plot, so as 

to ensure a basic level of staple food supplies for the whole household. These reciprocal 

0 
obligations continue even if a married son physically moves out of the parental compound. When 

the head dies or becomes too infirm to carry out his food producing responsibility, this 

responsibility - plus the authority to call on labour - passes onto the eldest son. 

Binswanger and McIntire (1987) suggest that social institutions are a response to a combination 

of a) risk and b) failure in the markets (especially insurance, savings and credit) that could 

otherwise protect people against this risk. Pooling social institutions, such as the compound 

system, are particularly well suited to absorbing idiosyncratic risk, for example embedded labour 

risk in areas historically prone to disease. However, in addition, whilst they can only offer 

imperfect protection against covariate risks, they may still be the best available protection against 

these. Unless anthropologists whom we are unaware of have researched this, the specific reasons 

for the rise of the compound system in the Guinea savannah and Sahel zones of West Africa are a 

matter of conjecture. Our observation is that idiosyncratic risk is less of a characteristic of these 
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these. Unless anthropologists whom we are unaware of have researched this, the specific reasons

for the rise of the compound system in the Guinea savannah and Sahel zones of West Africa are a

matter of conjecture. Our observation is that idiosyncratic risk is less of a characteristic of these
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zones than covariate rainfall risks (too little rain or a very short rainy season). In the case of a very 

short rainy season, the compound system has the advantage of rapid mobilisation of labour on the 

household food plot. Historically, strength in numbers may also have been an advantage in a 

dangerous and sparsely populated region. The compound system can thus be thought of as 

an informal social protection system. However, as with all such systems, it comes at a cost: it 

imposes constraints on agricultural diversification by compound members. On the one hand, there 

is a cultural expectation that a good head will provide his household with grain from own 

production; on the other, junior household members can only grow other crops (which they 

control and can either eat or sell) in times when their labour is not demanded on the household 

food plot. The resulting low and/or untimely labour input can reduce yields on other (higher 

value) crops. However, Labour gangs in communities (usually formed by junior household 

members) have evolved to enable them cope with this labour constraint. 

North (1990) observes that informal institutions (of which the compound system is again a good 

example) tend to evolve slowly. Thus, they may evolve in response to a particular problem of 

market failure (e.g. thin and unreliable food markets in northern Ghana, combined with absent 

markets for insurance and credit), but may then be slow to change even if the efficiency of food 

markets improves. Thus, even if households would be better off producing groundnuts for market 

and using the proceeds to buy maize and if food markets now operated well enough for that 

to be a safe strategy, the compound system could continue to encourage maize production. Some 

evidence in support of a gradual institutional change hypothesis is that the compound system is 

evolving. One generation ago, the responsibility of the household head was to provide staple food 

for all household members for two meals per day; now the responsibility only covers supper. This 

gives households greater flexibility in sourcing more food from the market. Sub-units now have 

responsibility for two meals per day and labour obligations to the wider household are only to 
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grow enough food for one. Observers of agriculture in northern Ghana highlight the 

following key constraints to increasing production of staple food crops: 

1. Limited irrigation development; 

2. Limited adoption of improved seed varieties 

3. Limited use of fertilizer: However, as local fertilizer prices are close to US$500/ton, if we 

assume a conservative response ratio of 5kg maize per kg fertilizer, then the variable cost 

ratio for fertiliser application is still only two, which makes fertiliser application a 

marginal proposition. Even where fertiliser application is clearly profitable (most likely in 

areas close to major centres), the lack of seasonal credit limits the number of households 

that can afford it; 

4. Limited use of animal traction, which is in turn a function of the unequal ownership of 

oxen. Where a household has to rely on hand hoeing to prepare land, they can rarely 

cultivate more than two acres per active member, given the short time window 

available for land preparation following the onset of the rains. 

Land is still fairly plentiful in much of Northern and Upper West regions. These observations 

suggest asset thresholds that households need to cross (associated in particular with animal 

traction ownership) if they are to enjoy high cereal yields on a regular basis and hence invest 

significantly in production of higher value crops for the market. Even thought this discussion has 

not provided conclusive evidence on the central question as to why households in northern 

Ghana devote so many resources to semi-subsistence production of staple foods, it has made the 

following suggestions: 

• production of staple foods is not a profit maximising strategy; 

• Some households may continue to grow grains for fear that prices will be unaffordable 

during a poor year. Insofar as this is true, there could be positive externalities from raising 

food production and stabilising prices within the three northern regions; 
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• crop diversification (not devoting the entire cropped area to a single, high-return crop such 

as groundnuts) helps protect against rainfall risk; 

• the compound system is a social (non-market) institution that encourages stable food 

(maize) production and thereby imposes constraints on agricultural diversification by 

compound members, albeit to a lesser extent than a generation ago; 

• there are asset thresholds that household cereal yields on a regular basis and hence invest 

significantly in production of higher value crops for markets need to cross if they are to 

enjoy high revenue. 

After focusing on promoting agricultural growth (the targeting of resources to high potential 

agricultural areas, albeit ones that have perhaps suffered from relative under-investment in the 

past), in the recent past, the national Food and Agriculture Sector Development Policy, 

FASDEP, is currently being revised to give additional weight to the objective of poverty 

reduction among smallholders. In the 2008 budget Statement, Government introduced a Northern 

Development Fund with seed money of 25 Million Ghana Cedis (US$16 million). This is a clear 

response to the growing debate about increasing poverty in the three northern regions and the 

growing disparity in development between north and south of the country. It remains to be seen 

how this fund will be used. 

2.22 Sources and Types of Finance in the Value Chain 

The financial institutions which are the foil 	ial lending institutions such as banks, 

microfinance institutions, financing companies, cooperatives as well as some of the key players 

in the value chain themselves provide agricultural finance. The former group (banks) is the 

major source of financing in the urban areas, whereas, the latter group prevail in the rural 

areas especially agribusiness enterprises which maintain direct linkage and vested interests in 

agricultural producers (Fries and Akin, 2005). This situation can be attributed to the high 

79 

• crop diversification (not devoting the entire cropped area to a single, high-return crop such

as groundnuts) helps protect against rainfall risk;

• the compound system is a social (non-market) institution that encourages stable food

(maize) production and thereby imposes constraints on agricultural diversification by

compound members, albeit to a lesser extent than a generation ago;

• there are asset thresholds that household cereal yields on a regular basis and hence invest

significantly in production of higher value crops for markets need to cross if they are to

enjoy high revenue.

After focusing on promoting agricultural growth (the targeting of resources to high potential

agricultural areas, albeit ones that have perhaps suffered from relative under-investment in the

past), in the recent past, the national Food and Agriculture Sector Development Policy,

FASDEP, is currently being revised to give additional weight to the objective of poverty

reduction among smallholders. In the 2008 budget Statement, Government introduced a Northern

Development Fund with seed money of25 Million Ghana Cedis (US$16 million). This is a clear

response to the growing debate about increasing poverty in the three northern regions and the

growing disparity in development between north and south of the country. It remains to be seen

how this fund will be used.

2.22 Sources and Types of Finance in the Value Chain

The financial institutions which are the formal lending institutions such as banks,

microfinance institutions, financing companies, cooperatives as well as some of the key players

In the value chain themselves provide agricultural finance. The former group (banks) is the

major source of financing in the urban areas, whereas, the latter group prevail in the rural

areas especially agribusiness enterprises which maintain direct linkage and vested interests in

agricultural producers (Fries and Akin, 2005). This situation can be attributed to the high

79

www.udsspace.uds.edu.gh 

 

 

 

 



transaction costs and risk associated with agricultural production because of its vulnerability to 

weather, pest and diseases that create repayment problems. Direct value chain finance builds on 

established relationship between value chain players. They are known also as the informal 

sources of credit. Warehouse receipts and contract growing or out-grower schemes financing 

systems are two examples of this scheme. 

These facilitate the link between the financing or formal lending institutions as key 

players in the value chain such as traders and assemblers who can vouch even for the small 

producers as prospective clients of financing institutions. Fries and Akin (2005) have cited the 

advantages of contract growing and trader credit in terms of the quicker provision of 

credit needed, technical supervision provided, and most of the time no collateral required. It 

is however biased towards the needs of small farmers and the loan maturity is short. Indirect 

financing, on the other hand, has a higher ceiling with long maturity period because of the 

amount being loaned, although loan processing involves paper work. Countries however are 

promoting the enhancement of financial institutions as source of capital. 

2.23 Agricultural Value Chain Finance 

The concept of "agricultural value chain" covers the full range of activities and participants 

involved in moving agricultural products from farmers' fields to consumers' tables. Participants 

in this chain need money to carry out their activities. Although they often tutu to tiaditioiial tuial  

credit sources, rural producers, processors and retailers are receiving increasingly large injections 

of resources from other entities or actors with whom they trade. Value chain finance refers to 

financial products and services that flow to or through any point in a value chain in order to 

increase returns on investment, growth, or competitiveness for that value chain (RAFI 2006). 

These flows of credit and financing among value chain actors comprise what is known as "value 
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chain finance." Although value chain finance is conceptually simple, it is more complicated in 

practice: financial linkages between different players within a given value chain are often difficult 

due to factors such as longstanding familial and trading relationships; informal, culturally 

embedded factors; the presence of feudal landlords and their dominance in the value chain; a lack 

of formalized trade relations between different levels of the value chain; and, finally, knowledge 

and information asymmetries between different actors in the value chain. The concept of 

agriculture and value chain finance is therefore still relatively new for most developing countries, 

including Nepal RAFI (2006). 

In general, the majority of agricultural finance in developing countries and underdeveloped 

economies is provided from within the value chain, with no direct involvement from financial 

institutions. The future challenge lies in creating more and stronger bridges between value chain 

actors and financial institutions (direct value chain finance) while recognizing and formalizing 

lending arrangements between value chain actors (indirect value chain finance). In cases where 

banks are inactive, actors within a value chain cater for financial shortages by entering into non-

cash transactions and negotiations to better manage and coordinate the effective functioning of the 

value chain. In the case of indirect value chain finance, examples might include a buyer of the 

product advancing credit to small producers, producer or farmer groups, providing inputs on 

credit to their members; agro-businesses advancing credit to his or her clients, and input suppliers 

providing inputs on credit in return for in-kind repayment after harvest. In these relationships, 

there is generally no transfer of money, but the needs of various actors are met 'in kind' through 

the provision of goods and services. In informal indirect value chain finance mechanisms as they 

are currently practiced in many developing countries, no cash changes hands. Figure 3 depicts an 

indirect value chain finance approach. 
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Figure 1: Example of Indirect Value Chain Finance 

Source: RAFI Notes Value Chain Finance, 2006 

Direct value chain finance: In more developed economies, financial institutions play a key role in 

financing actors in the value chain. Several financial institutions strategically position themselves 

to cater for viable and potential value chains. Linking a financial institution to the value chain can 

be an effective way of taking "direct financing" a step further and improving 

the likelihood of establishing viable, long-term financing relationships. Strengthening direct 

financing can also be a way to provide value chain actors greater freedom of choice in carrying 

out their value chain transactions, since it has the ability to free them from lending obligations to 

other actors in the value chain. Examples of effective direct value chain finance might include 

warehouse receipts lending; bank lending to a producer based on that producer's relationship with 

a well-established buyer; or, a trade association operating a savings and credit cooperative and 

lending to its members (traders, producers). When a buyer with a sufficiently strong reputation as 

a reliable purchaser is willing to guarantee what it buys from its suppliers (farmers), even 

smallholders become potential customers for formal financial institutions. Figure 4 depicts a 

direct value chain finance approach. 
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Figure 2: Direct Value Chain Finance 

Source: Rafi Notes Value Chain Finace, 2006 

A type of direct value chain finance that builds on established relationships between value-chain 

actors facilitates credit screening, monitoring and enforcement, resulting in faster service and 

fewer obstacles to credit provision. This is practiced in developing economies like Nepal where 

financial institutions are still clustered around cities and district headquarters. However, it is not 

considered complete direct value chain financing as it does not build financial linkages among all 

the value chain actors and instead limits itself to rural actors at the lower levels of a given value 

chain — that is, between farmers, immediate buyers at the village level, and input suppliers - and 

ignores more powerful players in the value chain such as regional traders and exporters, who are 

considered to have a stronger financial base. A more coordinated effort to channel funds from 

higher level actors with a stronger financial base to lower level actors with poor access to formal 

financial services could constitute a more sustainable direct value chain finance mechanism. In 

order for this to happen, however, there needs to be a neutral facilitator who oversees the 

governance of such an arrangement (such as development actors, trade associations, or chambers 

of commerce). 

Direct value-chain finance from financial institutions is a longer-term process that complements 

and builds off the strength of value-chain relationships. The benefits of these relationships — 

secure 
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markets, improve skills — make potential borrowers more creditworthy (attractive) to financia 

institutions. Lending by financial institutions is more explicit than indirect value chain lendirq 

because it is not embedded into another commercial transaction — financial institutions know holA 

profitable their lending is, whereas value chain actors generally look only at their overal 

profitability. Ultimately, lending by financial institutions may well be more sustainable, as it taps 

into a larger potential pool of funds and transfers responsibility for the actual lending to o 

specialized entity that sees lending as their core line of business, rather than as a necessary but 

secondary activity. Finally, because of the involvement of regulated financial institutions, clients 

may have access to a greater range of financial services, including savings, insurance, transfers 

and investment credit. The key to success in this type of mechanism is to facilitate linkages 

between savings and credit cooperatives, micro finance institutions (MFIs), and commercial 

banks, and to help these institutions to cater for the needs of various actors in the value chain. For 

example, commercial banks could cater for regional traders and exporters who require a higher 

volume of financial services, while MFIs could cater for smaller-scale traders, producers, and 

local input suppliers RAFT, (2006). 

According to Miller (2007) Agricultural finance has always involved higher levels of risk and 

high costs associated with lending. For this reason, many are unable to obtain access to suitable 

financial services from financial organizations and have instead relied upon supplier and 

trader finance and other forms of financing. As agricultural value chains are becoming more 

integrated, complex and competitive, these forms of financing are becoming more important. 

Knowledge and efficiency become critical elements. 'When finance is linked with the chain, 

financial decisions can be made on the basis of a better understanding of the business 

competitiveness and risk, but also with the improvements in information and communication 
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technology and the innovations in new financial and business models and approaches, financial 

costs can be reduced and risks can be mitigated. 

Value chain finance is not new; however its application has now expanded significantly in new 

ways. The growing interest in agricultural value chain finance takes into account two important 

issues. First it recognizes the change in agriculture and agribusiness and the growing integration 

and concentration of supply chains. Globalization is changing agriculture and many producers are 

being pushed out as they can no longer compete as a result of production costs and compliance to 

the many new rules and regulations governing agriculture in a global world. Financial 

organizations and their clients alike must now look beyond the past performance and balance 

sheets of clients for assessing loans and provision of financial services. They must now give 

emphasis toward the future and both the competitiveness of the client and his/her ability to 

produce and add value efficiently and to the overall health of the whole supply chain in their 

region and country. 

For agribusiness finance, corporate finance teams must now consider their role of agents of 

structural change among chain linked partners in order to assure that all of the parts of the chain 

are working together to create maximum value. The efficient mobilization of working capital 

within chain linked commercial structures in particular has become an increasingly important 

competitiveness enhancing tool. Before an organization can hope to rationalize its financial 

supply chain it needs first to identify all factors which effect working capital and investment 

uncertainty. 

The second important issue is that agricultural finance has always involved higher levels of risk 

and high costs associated with lending. For this reason, many farmers and agribusinesses are 

unable to obtain access to suitable financial services from financial organizations and have instead 

relied upon supplier and trader finance and other forms of indirect or non-bank financing. As 
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agricultural value chains are becoming more integrated, complex and competitive, these forms of 

financing are becoming more important since knowledge and efficiency become ever more 

critical elements. When finance is linked with the chain, financial decisions can be made on the 

basis of a better understanding of the business competitiveness and risk. New improvements in 

information and communication technology and the innovations in new financial and business 

models and approaches make this type of finance more easily adapted with often significant 

reduction in costs of finance and in risk to financial institutions as well as those directly within the 

supply chain. 

Knowledge is a key to success in any business. Value chain finance means more than just 
0 

making loans but to invest in: 

market trend knowledge, 

0 understanding of key risks and 

iii. 	being aware of alliance and linkage opportunities. 

It also means using that knowledge and employing improved methodologies to reduce each 

other's exposure to market price risk, production risk and collateral risk. On the user side of 

farmers and agribusinesses there is interest to increase economic opportunities, grow the business 

and assets and importantly mitigate risk. From the lender or the supply side of financial services, 

there is a desire to cost-effectively introduce flexible and longer term loan products with 

manageable risk and build a long-term relationship of trust, effective management and 

profitability for the institution and its clients. 

An understanding of the risks and opportunities of finance begins with an analysis of the 

actual sources, uses and flows of finance that are currently with a value chain, including the types 

of financial products needed at each level and by the many individuals, companies and institutions 

within the chain. For example, he noted that farmers and small-scale entrepreneurs tend to obtain 
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their working capital primarily from three sources, namely small-scale microfinance type 

organizations, traders and/or their producer organizations. Most of them also use their own funds 

and that of family members. Banks on the other hand tend to fund processors, and trade 

companies who in turn often advance funds to the local traders. Banks also fund private investors 

who together with their own funds use bank finance to invest in or own these companies. In most 

countries banks and similar formal financial institutions have the most access to sources of 

funding and their constraint on lending to agriculture has more to do with the costs and risks than 

with the lack of capital, especially in the case of financing small-scale producers. By improving 

the flows of capital within the chain, bank funds can reach all actors in the agricultural value 

chain, thus reducing the shortage of capital often experienced by producers and entrepreneurs. 

Also by working closer with those involved and with those who are influential in leading and 

knowing the operations and trends of the value chains, financial analysts can better calculate the 

business risks within and the credit risks associated with them and then work together to structure 

its financial products to best address the needs and risks. 

2.24 Relevance of agricultural value chain financing 

The inter-reliant linkages of a chain and the security of a market-driven demand for the chain's 

products provide producers, processors and other chain actors the access to the markets they all 

need. Being part of a value chain reduces the threat of failure and hence making it easier for chain 

actors to obtain financial assistance from banks and other lending institutions at lower cost. For 

instance Food and Agriculture Organization (FAO) found out that agro-enterprise firms in Africa, 

Asia and Latin America are turning to business alliances and related contracts in order to manage 

risk, gain access to resources, improve logistical efficiency, achieve increased control over 

competitive factors that are beyond their firm boundaries (Millar et al 2007). 
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Building upon inter-independent linkages of value chain is thus a core component of 

empowerment and development. Besides, inputs can be provided to farmers by processors or 

exporters and be repaid directly from the sales of the product, without having to go through 

traditional loan processes. Agricultural value chain covers all aspects of services and trades 

associated with the production and processing of agricultural commodities from input 

supply through primary production to processing and finally marketing. In a simplest term, 

enterprises and individuals, who add value to a commodity or service, link together and manifest 

themselves, as a chain of operations is a value chain. We have numerous producers, traders, 

processors, stockiest, distributors and retailers. The interdependent linkages of the chain and the 

security of the market drivers demand for the final product, provide the producers and processors 

with an assured market for their products. 

In theory, agro business follows the same basic principles as other industrial sectors with two 

attributes that makes it different and increases its complexity. Firstly, primary production is often 

seasonal, whilst demand is much more constant for some agricultural product. This gives seasonal 

fluctuation in price and need to store the product. Secondly, in developed countries government 

often provide considerable agricultural subsidies and intervene in both the marketing and 

input supplies, which often lead to considerable market distortions. Value Chain Management 

approach can integrate small and marginal farmers with agricultural enterprises through 

market linkages for high value commodities (fruits, vegetables, flowers, spices, fisheries, egg, 

milk, meat and poultry) based on market demands, comparatives advantage and farmer 

preference in a given area. Production of Higher Value Commodities (HVCs) offers greater 

opportunities to diversify incomes of small and marginal farmers. However, the marketing 

system of agro products is complex and the actors throughout the supply chain are not linked. 

Support is thus needed to provide farmers with appropriate profitable market outlets and up 
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to date market information to maximize their return & increase output with better quality 

standard. 

For a particular product, travel from the farm gate to consumers it usually has to pass 

through many different hands. On the way it is packed, unpacked, graded, sorted, handled and 

transported many times. This has significant consequences not only for the quality of the product 

when it reaches the consumer but also for the efficient organization of the agricultural marketing 

system. Study conducted in Bangladesh concludes that: Value chain in horticultural, fisheries 

and poultry sub-sectors is weak and virtually non-existent (Ahmed, 2005). At present 

conditions, agricultural value chain finance is very important for the small and marginal 

farmers to involve them in the agriculture value chain system i.e. production, processing and 

marketing system to sustain them in the competitive market. 

2.25 Financing along the food crops value chain 

Traders have provided financial assistant to farmers for production and other needs for centuries 

such as emergencies. Many of these traders in turn receive finance from food crops producers and 

other processors who in turn may be financed by wholesalers or exporters who are further 'up' the 

chain from production to marketing. A paper delivered by Millar et al, (2007), on a case study at 

Kuala Lumpur, Malaysia stated that processors played the central financing role for rice in Asia as 

wholesalers do in Africa. According to them, even the traditional form of share food crop farming 

is a form of value chain finance since the farmer shareholder receives inputs and other required 

financing land owners in a formal or informal contractual arrangement. 

Financing agro-business today goes far beyond simple linkages. They may move to integrate 

credit and other financial services directly or indirectly at many or all of the steps in the value 

chain. For chain actors to have greater influence on factors such as pricing, technology, quality 
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standards, logistics, timeframes, among others they need to opt for a partnership strategy based or 

shared interests and mutual growth and also make it easy for them to access credit. For example 

(Bediako, 2009) in an unpublished document titled "Marketing of legumes in Ghana" indicatec 

that traders have no official sources of finance and have to device ways of assisting one another ir 

the food trade business. Thus, traders have developed a variety of credit systems with interest 

built into the price of goods for fellow wholesalers and retailers who buy on credit and pay later. 

When chains are well organized, does the producer's access to finance increase? The answer, 

according to Miller et al (2007) is positive and can be attributed to the following reasons: 

1. Increased credit worthiness, since participation in the chain can enhance the security of 

loans repayment. 

2. Increased funding coming from supplier's directly involved in the chain, 

3. Decreased risk as a borrower due to secured markets and reduced income variability. 

4. Reduced transaction costs for obtaining loans in kind and cash. 

2.26 Value chain product linked financial systems. 

Product linked finance usually has a buyer-seller relationship and most often uses the commodity 

as collateral. This is due to the fact that finance is often either used as an incentive for selling or 

buying a product. Product related finance is when the product itself is used as a guarantee for 

financing. Finance is an integral part embedded into the overall "package" of services and the 

costs of the financing may not be explicitly stated or even calculated. In this way, finance helps 

most by reducing the costs and increases the effectiveness of doing business by attracting a 

business market (Miller, et. al., 2007). The following are examples of product linked finances. 

1. Trader finance 

With Trader Finance, the trader is able to advance funds with the guarantee being the produce to 

be harvested or in some cases the crop or product to be grown or produced. The price is normally 
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fixed at the time of financing but in the countries without functioning commodity exchanges, this  

price-setting is often done by the trader on speculation without knowing what the market price of 

the quality will be at the time of delivery. In order to reduce trader risk, the prices offered tenth 

to be low and therefore becomes a disadvantage to the producer (Miller et. al., 2007). 

2. Marketing or Processing Company Finance 

Marketing company finance works in a similar way but whereas traders tend to be smaller and 

normally operate as intermediaries between producers, processors and marketing companies, the 

marketing financing is normally driven by the interest of the company to secure products to meet 

their marketing goals and commitments. They may or may not directly manage the funding since 

they may choose to involve a bank or other financial institution to directly manage disbursements 

and collections are managed through receipt of the product. There often is an established 

relationship between the company and the producers or producer groups. Marketing companies 

may have more options to obtain advanced prices for their commodities and therefore have a 

more secured basis for setting the prices of the products they procure through advancing funds to 

traders and producers. Marketing finance is often the primary source of funding for commodities 

even though the relative roles of each varies by region and by commodity (Millar, Calvin and 

Silva 2007) 

3. Contract Agriculture and Outgrower Schemes, 

Contract farming financing has some of the characteristics of marketing company finance but has 

strict contractual relationships that specify the type of production, quality, quantity and timing of 

the products to be delivered. Finance and technical assistance provision, if needed, is written into 

the binding contract. Contract farming can be defined as an agreement between farmers and 

processing and/or marketing firms for products under forward agreements and frequently at pre-

determined prices. The contractual commitments provide bankers with a signal of security and 

seriousness as well as a potential for ensuring repayment through discounting from sales income. 
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Contracts can be formal or informal, even verbal when there is a sufficient level of trust and 

mutual interest. Less formal and less rigid forms of commitment between producers and buyers 

are called outgrower schemes which can function similarly to that described above. Outgrower or 

contracts fanning schemes, generally involve the development of mutually beneficial 

relationships between parties who need and depend on each other such as with export crops and 

dairy (Millar, Calvin and Silva 2007) 

4. Warehouse Receipt or Inventory Finance 

A warehouse receipt is an asset backed security (normally a commodity) which serves as a 

guarantee. Warehouse receipts are negotiable and can be redeemed, at any time, for inventories of 

the same grade and value as those for which they were originally written. They facilitate the 

conversion of illiquid farm product inventories into cash and they improve the tradability and 

liquidity of underlying commodity markets. Warehouse receipt systems allow farmers to create 

bankable collaterals through the deposit of non perishable commodities in warehouses which third 

party asset managers control and safeguard the quantity and quality of the product in the interest 

of holders of the negotiable warehouse receipts. While simple in concept, they require that 

commodity grades and standards be generally accepted within the trading community and often 

require regulatory policies which are often not present in many developing countries. However, 

Food and Agriculture Organisation (FAO) (1997) found that relatively simple community level 

systems for warehouse receipts can work well in developing countries where there is sufficient 

local or regional organizations and community interest to ensure transparency. 

2.27 Assessing credit sources along the value chain. 

One procedure for assessing credit sources along the value chain is the Participatory Rural 

Appraisal (PRA). In their report titled Agricultural Microfinance Research Project, Ronald and 

Garcia (2007) used the method to determine producers' access to financial credit. The main 
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objective of the study was to determine the access to financial sources of households engaged in 

agricultural production. 

The methodology of the study involved the following PRA procedures: 

1. Focus group discussion - in which a check list was used to collect community based data 

through conversational sessions. 

2. A transect walk - in which key community members and the researchers undertook a walk 

through the community to locate the general features of the community. 

3. Historical trends — which used timelines to determine the extent of crop cultivation and 

financial assistance over the years? 

4. Seasonal calendar development - in which labour utilization during the different times of the 

year was captured. 

5. Ranking and scoring - which was used to assess household access to funding. 

In the scoring and ranking procedure, scores were assigned by the group to each desirable 

characteristic of the funding source. Using corn seeds, farmers scored the sources according to 

their circumstances on given criteria. Farmers identified their own criteria based on their 

knowledge of access features to the credit, and the conceived problems associated with sources of 

the funds. 

The criteria were then discussed and agreed upon before being used for ranking. The result of 

the study indicated that friends and relatives are the most popular sources of loans by producers. 

Most of the respondents indicated that access to credit had become more difficult. They also 

viewed that obtaining loans from banks remained difficult and that government support on credit 

was inadequate. 
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The study recommended that, the decision making patterns of the producers should be 

ascertained, for example, the reason behind their decision to cultivate a certain crop or shift to 

other income sources should be established. The contribution of each income source to the total 

income of the farmers should also be determined so as to have an idea of producers most 

reliable income sources and the related ability to repay. 

2.28 Conceptual/Theoretical framework 

Concepts are building blocks of models and theories used as working definitions in a particular 

analysis which has been devised or chosen (Fisher, 2007). On the other hand frameworks are 

analytical schemes that simplify reality by selecting certain phenomena/variables and 

suggesting certain relationships between them which are judged in terms or utility (Fisher, 

2007). Conceptual frameworks are therefore building blocks of models used to simplify 

conditions by selecting certain phenomena/variables and suggesting certain relationships 

between them to make it easier to discuss, analyse or research (Fisher, 2007). Therefore the 

conceptual framework below indicates how, the concept in the literature review are simplified 

and are interlinked. It shows how the accessibility of financial services to small and medium 

scale enterprises lead to higher productivity and business expansion. The review was however 

focused on three main concepts; these are made up of business financing which deals with the 

provision and management of funds for satisfactory conduct of a business (Dalton, 2009 cited 

in Blurtit, 2009). 

Business financing is the first concept which looked at three main basic concepts; Large scale 

business financing as a holistic approach, small business financing and micro financing, 

subsequently, "Microfinance" emerged as the term of choice referring to as a range of financial 

services to the poor that included not only credit, but also savings, investment and other services 

such as insurance and money transfers (CGAP, 2006c). Microfinance and Microcredit are often 
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used interchangeably, therefore it is the provision on a sustainable bases of financial services to 

those that have difficulties in accessing the financial market, they are however elements such as 

loans, savings, leasing guarantees, insurance, transfer services, and other financial services and 

products targeted at low income clients (International Organization of Employers, 2006). 

In the diagramme below (fig. 5), two types or sources of business financing (equity and debt 

financing) form the basis of micro financing where ago-business operators access financial 

support for their capital build ups. The two arrows from the base pointing upwards to appropriate 

financing demonstrate this. The next concept was the enterprise. This was made up of large scale 

enterprises, medium enterprise and micro enterprise. Enterprises are entities that employs certain 

number of people, which has a capital support and is able to break even or make profit (this study, 

2010). The three long rectangles indicate the various stages of the enterprises with arrows 

pointing upwards to enterprise development (Figure 3). The enterprise development in turn 

generates higher revenue. Hence, a conducive environment is created to enhance growth in 

building capacity of business for more loans and for that matter, business expansion and 

improvement in standards of living. This would come about as a result of good nutrition, better 

housing, education, good heath, better clothing, among others for the household. 

Also, the policies/legal/regulatory framework includes the processes of business licensing, 

registration, certifications and payment of taxes is linked to enterprise development. When these 

strategies are well structured, business would be developed and new ones will spring up and that 

will create more employment which then leads to improvement in standards of living. The current 

poor living standards of the rural dwellers who form the majority of agro-enterprise operators 

especially in developing countries, including Ghana and for that matter Northern Region as a 

result of the lack of access to financial markets, poor policies as well as legal and regulatory 

bottlenecks is worrying. The need for a better understanding of the contemporary financial 
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systems operating in rural agro-industries and the associated difficulties necessitated this research 

study and thus the topic: Formal and informal financial systems of food crops producers and 

distributors in the Northern Region of Ghana. 

Figure 3: Framework illustrating concept interrelationships 
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CHAPTER THREE 

RESEARCH METHODOLOGY 

3.0 	Introduction 

This Chapter presents the methodology of the study and addresses issues concerned with the 

study area, type and sources of data, sampling procedures, sample size, method of data collection, 

research design and the methods of data analysis. 

3.1 The Study Area 

The survey was conducted in the Tamale, Yendi, Nanumba North and Tolon-Kumbungu Districts 

of the Northern Region of Ghana (Fig. 5). However, Tolon-Kumbungu is now two separated 

districts. The region is one of the major food production areas of the country. Food crops such as 

maize, millet, yam, soya beans, cowpea, groundnuts, are produced in the region.Tamale is the 

regional capital and it is blessed with many different kinds of financial institutions such as Ghana 

Commercial Bank, National Investment Bank, Barclays Bank, Agricultural Development Bank 

and Social Security Bank. It also has numerous susu collectors and micro finance agencies such 

as Bayport, Cooperative Financial Societies which serve mainly the private industrial products 

sellers and other businesses. 

Tamale also has the biggest food wholesale market, the Aboabo market, where large quantities of 

grains, cereals, legumes and tubers are sold to traders, individuals and institutions from Tamale 

and other parts of the country. 

In addition to serving as a rural district, the Nanumba North District is also blessed with fertile 

land and produces high quality grains, tubers, cereals and legumes for the country. 

Geographically, the study covered only Northern Region, the second largest in food production in 
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the country (Bediako, 2009). The region is the largest in terms of land mass. It is also about 70, 

390 sq Km in area which constitutes about 30% of the area of the country (IFAD, 2006). Northern 

Region shares boundaries with the Upper East and Upper West Regions to the north, Brong 

Ahafo and Volta Regions to the south, and two neighbouring countries, the republic of Togo to 

the east and La Cote d'Ivoire to the west. The land is mostly low lying except in the north-eastern 

corner with the Gambaga escarpment and along the western corridor. The region is drained by the 

Black and White Volta and their tributaries, rivers Nasia and Daka. The climate of the region is 

relatively dry, with a single rainy season that begins in May and ends in October. The amount of 

rainfall recorded annually varies between 750mm and 1050mm. 

The harmattan winds, which occur during the months of December to early February, have 

considerable effect on the temperatures in the region, which may vary between 14°C and 40°C. 

The vegetation is classified as grassland; interspersed with the guinea savannah woodland, 

characterized by drought-resistant trees such as acacia, baobab, shea, dawadawa, mango neem 

(GhanaDistricts.com) 

Northern Region, which is made up of 20 districts is the least densely populated area in Ghana. 

Most of the inhabitants (52%) speak a language of the Mole-Dagomba subfamily in the Niger-

Congo language family. The largest ethnicities within this group are Dagomba and Mamprusi. 

The largest individual ethnic group is the Dagomba constituting about a third of 	the 

population. The region is one of the least developed areas of Ghana. More than 70% of the 

economically active population is engaged in agricultural activities (GhanaDistricts.com). The 

population density of Northern Region is about 17 persons per square kilometer with a total 

population of about 1.2 million. The population of the area is growing at the rate of 3.6% per 

annum. 76% of the people stay 
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in the rural areas; 80% of whom are smallholder farmers (National population council 2000, 

Northern Region Office). 

Tamale lies between latitudes 0°  90'N and longitudes 0° 10'W to 0° 90'W covering an area of 

about 9221=2  (Meteorological Station, Tamale 1998). The Tamale municipality is boarded by 

Salaga district to the East, the Savelugu-Nanton district to the North and the Tolon-Kumbungu 

district to the West (Encyclopedia, 2004) 
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3.2 	Design of the study 

Research design can be thought of as the structure of research and it is the 'glue 'that holds all the 

elements in a research together (Trochim, 2006). It is used to structure the research and show how 

the major parts of the research project, samples or groups, measures, treatments or programs and 

methods work together to address the central research questions(Sarantakos, 2005). Research 

design is therefore described as a plan, structure and strategy of investigation used to obtain 

answers to research questions or problems (Kelinge, 1986; cited in Kumar, 1997). It provides a 

framework for designing a systematic study that addresses the study goals, objectives and 

questions. Hence, for a research study, the choice of appropriate research design is essential in 

enabling one to arrive at valid findings and conclusions (Brown, 1996). Non-experimental 

research design was employed for the investigation of the study. The design was descriptive and 

cross-sectional in nature. This design was used to assess the formal and informal financial 

0 systems of food crops producers and distributors in Northern Region of Ghana. 

3.3 	Sample Size and Sampling procedures 

The use of samples in research helps to make generalizations, draw conclusions or make 

inferences on the targeted population based on the study of the samples about parameters of the 

population from which the samples are taken (Yin, 2003). In addition, samples form a finite part 

of a statistical population whose properties are studied to gain information about the whole 

population (Webster, 1985). Sampling is the act, process or technique of selecting a suitable 

sample, or a representative part of a population for the purpose of determining parameters or 

characteristics of the whole population (Mugo, 2003). 
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3.3.1 Sample size 

The target population for the study was food crops producers, distributors as well as formal and 

informal financial institutions in the Northern Region. It is from this population that an 

appropriate sample for the study was drawn. Sample size in non-statistical estimation is directly 

associated with two major factors: paradigm that guides the research, and the nature of the target 

population. In quantitative research, both are seriously considered when the sample size is 

addressed (Sarantakos, 2005). The question about appropriate sample size in social research is 

given attention by researchers of all schools of thought (Kramer and Thieman1987; cited in 

Sarantakos, 2005). Consequently, the sample size was 194 in total, of which 10 and 24 were 

drawn purposively and randomly respectively from financial institutions and two markets in the 

region. The remaining 160 respondents were drawn from food crops producers from the region. 

The total sample size of 194 was considered reliable enough to provide the information required. 

3.3.2 Sampling Procedure 

The following sampling procedures were employed in the study. 

1. Purposive Sampling 

This is a non-probability sampling technique and as the name implies, it is used purposefully and 

enables elements to be selected for specific reasons (Twumasi, 2001). Hence, people with 

specialized knowledge or locations with special characteristics for instance can be purposively 

selected for the purpose of obtaining specific information. Hence, the technique was used to select 

the following for the study: 

i. Districts in which the study was undertaken (Table 1). 

ii. Microfinance institutions in the Tamale Metro and Yendi Municipal 

iii. Yendi and Tamale markets 
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2 Simple random sampling 

In simple random sampling, each item in the population has an equal chance of 

inclusion in the sample and its advantage is that it is simple and easy to apply when small 

populations are involved (ABS, 2004). However, since every item in a population has to be listed 

before the corresponding random numbers can be read, the method is very cumbersome to use for 

large populations. Nevertheless, the method was used to select Communities or the villages in 

each of the districts of Tamale, Yendi, Tolon-Kumbungu and Namumba North, where producers 

were interviewed (Table 1) for the study. 

3. Systematic sampling 

If a list of all items in a population exists, or if the population items are filed in order, then 

systematic sampling may be used. The method involves choosing the first item and thereafter 

selecting every Nth  item(Kumar, 1954) For example, if a sample of 100 students is required from 

a population of 1000 students, every 10th  student in the class register will be selected the first 

inclusive. This method is unbiased and useful provided that a list of the population exists or that 

the items in the population are filed, easy to make a selection, and there is no characteristic in the 

population which recurs at every 10th item. 

The systematic sampling procedure was therefore found appropriate for the selection of farm 

households in the chosen communities. Following are detailed discussions on the procedures and 

the rationale for the selection of districts, communities, markets, and microfinance institutions. 

i. The Selection of Districts 

With the differences in production levels and crop varieties between the eastern corridor and the 

rest of the region, it was decided to select two districts in the eastern corridor in addition to two 
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other districts in other parts of the region. Accordingly, the purposive sampling technique 

(discussed above) was employed and four (4) out of 20 districts in the Northern 

Region, were selected. The selected districts were Tamale, Yendi, Tolon-Kunbumgu, and the 

Nanumba North (Figure 5 and Table 1). 

With regard to the financial institutions, a total of ten (10) lending institutions were selected by 

the purposive sampling procedure. These comprise two banks, two credit unions, one government 

institutions (MASLOC), two private money lenders and three "susu" collectors. This selection 

was based on the types of lending institutions that were found to be operating with the 

respondents. 
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FIGURE 5: MAP OF NORTHERN REGION SHOWING THE CAPITAL TOWNS OF 

THE STUDY DISTRICTS AND COMMUNITIES 
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ii. The selection of communities 

As discussed under the simple random sampling procedure the selection of communities was done 

using the procedure of simple random sampling. With assistance from the extension department 

of the District Agricultural Office, the names of fifteen important food producing communities 

were used for a random selection of four (4) communities in each district for the study (Table 1). 

The procedure involved writing the names of the 15 key food producing communities in each of 

the four selected districts on a piece of paper, placing the papers in a container and then drawing 

four (4) communities one after the other for each district. 

Table 1: Districts and communities selected for study. 

No District Farming communities 

1 Tamale Adubiyili, Fuo, Dungu, Jarigu 

2 Yendi Demon, Sung, Zanduli, Adibo 

3 Tolon-Kumbungu Nyankpala,Kpachi, Vaggo,Yuguyili 

4 Nanumba North Kabliya,Chamba, Lupusi, Jilo 

Total Respondents 

Source: Field Survey, 2010 

iv. Selection of food producers 

For each of the selected communities in each of the four districts, thirty-five (35) farmers were 

selected by the method of systematic sampling in addition to five (5) village elders who were 

purposively selected based on their positions as key informants. Thus fourty farmers were 

interviewed in each community. In every community entered the first household was selected for 

interview and thereafter the third or fifth house was selected depending on the size of the village. 

In all a total of one hundred and sixty (160) food producers in the four districts were chosen as 

respondents for interview after which general focus group discussions were held in each 

community for all respondents. 
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v. Selection of markets 

As discussed under purposive selection, Yendi market which is the biggest and most active in the 

eastern corridor and Aboabo market in Tamale which is also the biggest and most active in 

Tamale and the whole region and falls in the central corridor of the region were purposively 

selected for the study of food marketing intermediaries. 

The market intermediaries were however selected for interview by the simple random method of 

section in which markets sheds were selected alternatively and the traders' interviewed. Twelve 

(12) traders in each of these two markets were randomly selected and interviewed by 

questionnaires. 

In addition to interviews, focus group discussions were also held during which general views and 

experiences in formal and informal finance in food marketing were collected. Incidentally some 

village food assemblers and even producers who had brought produce for sale in the markets were 

also identified in some of the groups. 

A total of hundred (160) food producers were selected from the districts and interviewed (Table 

2). At the distribution level, twenty four (24) distributors from the two important markets in the 

region, namely Tamale and Yendi markets were also selected and interviewed. The total number 

of food value chain operators interviewed on farms and markets including financial operators 

added up to one hundred and ninety four (194) respondents. 
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Table 2: Selected Samples of Food Producers, Distributors and Financial Institutions 

Districts Producers Distributors Financial Institutions Total 

Yendi 40 12 2 54 

Tamale 40 12 8 60 

Tolon — 

Kumbungu 

40 - 40 

Nanumba 

North 

40 - 40 

Total 160 24 10 194 

Source: Field survey, 2010 

3.4 Data Requirements, Types and Source 

The study covered the period 2007-2009 and covered types of financial systems, sources of 

funding available and procedures for credit delivery. The study also covered seasonal requirement 

and activities and non-formal loans to producers and distributors. The data types were both 

qualitative and quantitative comprising: 

(a) Descriptive information such as methods of credit delivery, financial sources available 

and repayment methods. 

(b) Quantitative numerical data such as the ages of respondents and values of loans were 

also collected. 

3.4.1 Types and Sources of data 

Both primary and secondary source data were collected for the study. Samples of food crop 

producers and distributors, as well as private informal and formal financial institutions in the 

study areas formed the major sources of primary data. These data were collected in selected 

households of farming communities, two major markets, the offices of financial institutions 
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and `susu' collectors found in the markets. Respondents from these sources were interviewed 

with the aid of pre-test by structured questionnaire (Appendix I) and focus group discussions. 

Secondary source of data were obtained from both published and unpublished documented 

materials from the Ministry of Food and Agriculture (MoFA), offices of financial institutions, the 

interne and related documents from libraries. Both qualitative and quantitative data were 

collected. The quantitative data consists of information obtained in numerical values while 

qualitative data consists of descriptive information. 

3.5 Methods of data collection 

The techniques employed for primary data collection included: 

1. Questionnaire administration; 

2. Participatory Rural Appraisal (PRA); 

3. Direct observation. 

In a Participatory Rural Appraisal the respondents or in the system under study participated in the 

process of data collection and formed the basic source of the information so collected. The 

method used involved mainly focus group discussions in which respondents were encouraged to 

discuss and respond to checklist questions related to their financial requirements, sources of 

finance, loans acquired and the terms and conditions as well as their business problems. By 

directly observing some financial operations of "susu' collectors in the markets , it was easy to 

identify problems associated with private financial operators and evaluate what key informants 

say about the organisation and operation of the financial system against what is actually observed 

(Holtzman, 1986). 

Data types obtained by direct observation included the following: 

0 The operations and "tools"of the informal financial `susu' collectors. 
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0 The operations of stock crediting systems especially between wholesalers and retailers; 

0 Financial security related problems as money exchanged hands in the open. 

3.6 Analytical Framework 

To achieve the stated objectives, the study used both descriptive and quantitative methods. In 

support of the Participatory Rural Appraisal procedures used for data collection, the Statistical 

Package of Social Sciences (SPSS) and Microsoft Excel were employed to calculate frequencies, 

means, percentages and proportions which were presented in tables and graphs. Data were 

collected on loans and from different lenders available to the borrowers. The socio-demographic 

characteristics of respondents were also analysed by the descriptive statistics which is a generic 

ten-n for statistics that can be used to describe the variables (Sunden and Wicander, 2002). The 

socio-demographic characteristics of food crops producers and distributors such as their ages, 

gender, educational level and religion were also analysed using frequency counts and percentages. 

3.7 Method of data analysis 

The first objective of identifying the sources of credit and the main features of formal and 

informal institutions that determine access of small scale food producers and distributors to credit 

sources was achieved through the administration of semi-structured questionnaire and 

Participatory Rural Appraisal (PRA). The method of informal focus group discussion was done 

with food crop producers and distributors. The PRA with producers and distributors involved a 

scoring and ranking of loan accessibility features of formal and informal credit institutions in their 

operational areas. The data collected from the formal and informal financial institutions were 

analysed by descriptive statistical procedures for proportions, averages and percentages. 

Examining the operational and other factors that determines or influences the participation of food 

producers and distributors in credit markets was also achieved by the PRA procedure and 
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questionnaire administration. Focus group discussion was organized for producers and 

distributors in separate discussions to identify and rank the factors that dissuade or encourage 

them to seek for credit or participate in credit markets. 

Determining the dimensions of loans normally available to these entrepreneurs and the pay back 

rates were also achieved with the administration of structured questionnaire to purposively 

selected respondents who had benefited at some time from formal and informal loans or both. 

The data collected were analysed by descriptive statistical procedures for proportions, averages 

and percentages. 

The identification of limiting factors preventing the enhancement of financial delivery systems for 

food production and distribution was also achieved by questionnaire administration to all parties 

involved in the study namely food crop producers, food distributors, and formal and informal 

financial institutions. The data collected were also analysed by descriptive statistical procedures 

for proportions, averages and percentages. 

With the aid of Simple preference ranking the limitations of accessing funds by food crops 

producers and distributors was analysed. The procedure of assigning scores for each criterion was 

introduced to the group during focus group discussions. The food crops chain operators identified 

the factors that hinder them from accessing funds in the financial delivery systems. 

A score of ten was assigned to each cell. A higher score indicates the severity of the limitation. 

The sum totals of the scores under each criterion for each factor represented the major limitation 

affecting food crops value chain operators. The constraints were ranked based on the total score 

and these were used to draw final conclusions on the preference of constraints. 
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CHAPTER FOUR 

FINDINGS AND DISCUSSIONS 

4.0 	Introduction 

This chapter presents the results of the study and their discussions. Section 4.1 of the chapter 

discusses the descriptive statistics of socio-demographic characteristics of the respondents while 

4.2 presents sources of finance and the main features of each of these sources that influence the 

participation of small scale food producers and distributors to take credit. Section 4.3 presents the 

internal business factors that determine entrepreneurs' participation in the credit market. In 

section 4.4, the dimensions of loans normally acquired by the agro-entrepreneurs and the pay 

back rates are presented while 4.5 present the types of informal loans available to producers and 

distributors. Section 4.6 presents the status of the most prevalent loans to producers and 

distributors while 4.7 presents the seasonal requirements and major activities of producers and 
0 

distributors. Finally, section 4.8 presents and discusses the restrictive factors against the 

enhancement of financial delivery systems for food production and distribution in the Study Area 

4.1 	Demographic Characteristics Respondents 

This section presents and discusses the results of the general characteristics of the respondents. 

4.1.1 Age Distribution of Producers and Distributors 

The age distribution of the producers and distributors interviewed are presented in Table 3. 

The ages of producers ranges from 25 to over 66 years. Based on the results obtained from the 

analysis, 77.5% of the producers were aged between 25 to 55 years, whiles 6.9% of them were 

between 56 to 65 years old implying that a lot of the youth are participating in crop production in 

the study areas. Only 3.1% of them were over 66years of age. 
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The age of food distributors also range from 25 to over 66 years. About 79.2% of the traders 

interviewed were between 25 to 55 years, whiles 16.7% of them were between 56 to 65 years. In 

contrast to producers however, as much as 12.5 % of traders interviewed were 66 years of age and 

above. 

Table 3: Age group distribution of producers and distributors 

Production Distribution 

Age Group Frequency Percentage Age Group Frequency Percentage 

25-35 63 39.4 25-35 6 25 

36-45 61 38.1 36-45 6 25 

46-55 20 12.5 46-55 5 20.8 

56-65 11 1.9 55-65 4 16.7 

66years + 5 3.1 66years+ 3 12.5 

TOTAL 160 100 TOTAL 24 100 

Source: Field Survey 2010 

Both the production and the distribution sectors are dominated by the economically active groups, 

25 to 55 years for producers and 25 - 55 years for distributors. However, the small number of 

producers above 66 years of age suggests that farming does not favour older people. Traders are 

able to engage in their business for longer periods than farmers. 

4.1.2 Gender distribution of producers and distributors. 

Majority of the producers interviewed were males (73%) with minority females (27%). This is 

indicated in Fig. 6. The higher number of males may be attributed to the labour-intensity of 

farming and the culture of the Muslims in the study area who discourage females from exhaustive 

farming activities. 
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The distribution sector revealed that a higher percentage of females (57%) were engaged in food 

marketing. However, 43% of males were also found to be involved in the food trade (Fig. 6). 

From observation it was noticed that the women were mainly in the retailing section while males 

operated wholesaling where large capital requirement and bulky handling serve as a setback to the 

women. As such females are mostly assisted financially in credit stock sales by wholesalers than 

their male counterparts who have to buy by cash from farmers and assemblers. 

Figure 6: Gender distribution of respondents 

Source: Field Survey, 2010 

4.1.3 Marital status 

The study also revealed that 89.5% of the food chain operators interviewed consisting of both 

producers and distributors are married while 10.5% are unmarried (Fig. 7). There are therefore 

more married people involved in food crops value chain activities in the studied communities in 

Northern Region of Ghana. This can be linked to the high labour demand associated with food 

crops production where men are predominant as well as cultural demands of early marriage for 

girls even at the distribution sector. 
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Northern Region of Ghana. This can be linked to the high labour demand associated with food

crops production where men are predominant as well as cultural demands of early marriage for
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4.1.4 Ethnicity of respondents 

The ethnicity of the respondents interviewed was made up of 66% Dagombas, 19% Nanumbas, 

11% Gonjas and 4% Konkombas (Fig. 8). 

Figure 8: The ethnicity of respondents 

Source: Field Survey, 2010 
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4.1.5 Religious distribution of producers and distributors. 

With the exception of 7.3% and 2.5% producers being Christians and traditionalists respectively, 

the rest (90.2%) of the producers interviewed were Moslems (Fig. 9). For the distributors 

Christians were found to be 3.3% and Moslems 96.7%. Although no traditionalist was among the 

respondents in the distribution sector, the result does not in any way imply that traditionalists do 

not participate in the marketing of food since such a conclusion will require another vigorous 

study. The result, however, confirms the 2000 population census indicating that Moslems form 

the highest population in the Northern Region of Ghana. 

Figure.9: Religious distribution of producers and distributors. 

Source: Field Survey, 2010 

4.1.6 Educational level of producers and distributors. 

The distribution of the educational level of producers in the study area (Table 4) shows that about 

76% had no formal education while 16.3% had basic education. Only 7.5% had secondary 

education. At the distribution sector, the study revealed that 70.8% had no formal education, 

whereas 20.8% had basic education. Only 8.4% had secondary education among those 

interviewed in the markets. The low level of formal education might have affected farmer's and 
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education. At the distribution sector, the study revealed that 70.8% had no formal education,

whereas 20.8% had basic education. Only 8.4% had secondary education among those

interviewed in the markets. The low level of formal education might have affected farmer's and
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trader's record keeping abilities since most could not state their exact output and the quantities 

and prices of their products. Though some of the operators are moderately literate, they constitute 

only a small percentage of the sample. The low level of education could also contribute to the 

inability of the formal financial sectors to give out loans to producers and distributors who in 

many cases do not operate saving accounts. 

Table 4: The level of education of producers and distributors. 

Production Distribution 

Level of Education Frequency Percentage Frequency Percentage 

No Formal Education 122 76.2 17 70.8 

Basic Education 26 16.3 5 20.8 

Secondary 12 7.5 2 8.4 

Total 160 100.00 24 100.00 

Source: Field Survey, 2010 

4.2 Credit Sources and factors determining credit acquisition. 

This section discusses the credit sources found available to producers and distributors as well as 

the features associated with loan acquisition from these sources. Several factors explain why food 

producers and distributors prefer to use or refuse loans from specific sectors of the credit market. 

The study revealed that two issues played a part in loan acquisition by agro-business 

entrepreneurs. These consist of: 

1. Small scale business characteristics, and 

2. The loan terms and requirements enforced by lenders. 

The small scale business characteristics found include low revenues and low participation in 

credit demand by the enterprises. Respondents revealed also that the lending terms and 

requirements 

enforced by credit markets which include application fees, collateral values and application and 

repayment periods contributed to their decision to either participate or refrain from crediting. The 
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result confirms the findings of Zeller, (1994) who stated that "the participation of entrepreneurs in 

credit markets can be divided into enterprise characteristics and loan terms including the 

conditions imposed by lenders". Various credit sources were examined and classified into formal 

and informal financial sources. The study revealed from focus group discussions that food 

producers and distributors access operational funding from both formal and informal sources. 

However, the informal sector was the most available source of credit to small scale producers and 

distributors (Table 5) 

Table 5: Formal sources of funds for producers and distributors. 

Formal sources of funds 

Production 

Number 	percentages 

Distribution 

Number 	percentages 

Loan from the bank 4 2.5 3 12.5 

Cooperative society 8 5.0 7 29.2 

Registered 	Individual 

money lenders 6 3.8 2 8.3 

Non-Borrowers 142 88.7 12 50 

Total 160 100 24 100 

Source: Field Survey, 2010 

From the total number of producers interviewed (160), only 11.3% received funding from formal 

sources made up 8.8% from non-bank financial institutions and 2.5% from banking institutions. 

This result confirms World Bank(1989) assertion that formal banks are reluctant to lend to people 

employed in agriculture as a result of the high uncertainty of their incomes, which is highly 

dependent on weather and the lack of resources. 

In contrast 12 out of 24 respondents representing 50% of the food distributors interviewed in 

selected markets used formal sources of credit (Table 5). However, the results indicate that 37.5% 

of these food distribution credit recipients from formal institutions received their loans from non-

bank formal financial institutions with only 12.5% from banking institutions. The low level of 
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of these food distribution credit recipients from formal institutions received their loans from non-

bank formal financial institutions with only 12.5% from banking institutions. The low level of
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producers loans beneficiaries from the banks indicates the difficulty in accessing loans from 

formal banking sources even by food marketing sector. Thus though distributors do better in 

assessing loans from formal sources many still depends on informal sources for finance. 

The result for informal financial sources (Table 6) indicate that own savings (40% and 33.4%) 

was the most common source of finance available for both production and distribution 

respectively at the informal credit sector. However, income from farming, pre-finance by trader 

partners and help from family members (23.7%, 18.7% and 13.8% respectively), were the 

prevailing sources used at the production level after own savings. In the distribution sector 

periodic contributions from group members, known as adashi and help from family members 

followed next with 20.8% each. 

Table 6: Informal sources of finance used by food producers and distributors. 

Source of funds 

Production level 

Number 	Percentages 

Distribution level 

Number 	Percentages 

Own savings 64 40.00 8 33.4 

Loan from ROSCAs (Adashi) - - 5 20.8 

Stock credit 3 12.5 

Help from family members 22 13.8 5 20.8 

Income from farming/trading 38 23.7 3 12.5 

NGOs 6 3.8 - - 

Pre-finance 30 18.7 - - 

Total 160 100 24 100 

Source: Field Survey, 2010 

Thus generally, the results indicate that for producers and distributors, own savings, help from 

family members, business partners at the farm level (traders) and loans from ROSCAs (adashi), 

which are informal sources, provided the major sources of the credit. These results imply that 

agri-business operators in Northern Region depend mostly on informal sources of finance which 
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are woefully inadequate. The result confirms an earlier discovery that "poor households rely 

almost exclusively on informal credit markets for their business capital. (Nissanke, 1994; Soyibo, 

1994). 

4.3 Factors that determine entrepreneurs' participation in the credit market 

Through focus group discussion, respondents listed the factors that influenced them to decide to 

either borrow financial capital for the support of their business or to refrain from borrowing 

(Table 7). The result revealed that illiteracy with its attendant factors of fear, information gap and 

the lack of understanding played a high role in deterring entrepreneurs from seeking loans. 

However, operational factors such as previous credit experiences, operational capital, age, gender 

and years of experience were revealed to be prominent in influencing both traders and producers 

to develop interest in applying for and acquiring loans. From the results of loans acquired by 

respondents however, (Tables 7 and 8) indicate a low loan acquisition culture of respondents. 

Table7: factors affecting credit acquisition 
Borrowers decision factors Non-borrowers decision factors 

Previous credit experience Lack of information 

Operational capital No understanding of loan procedure 

Revenue level Distance to credit source 

Level of education Fear of molestation 

Age of entrepreneur High application fees 

Years of experience Slow processing of application 

Level of present debt High collateral 

Easy accessibility Gender 

Short repayment period 

Source: Field Survey 2010 

4.4 Dimensions of loans normally acquired by entrepreneurs and the pay back rates 

Most of the farmers and traders acquired small amount of credit from the formal and informal 

financial sectors (Table7 and 8). At the formal sector the number of producer borrowers decreased 

from 2007-2009 with a percentage of 25%, 18.8% and 8.8% with an average annual amount of 

I L' 
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4.4 Dimensions of loans normally acquired by entrepreneurs and the pay back rates

Most of the fanners and traders acquired small amount of credit from the formal and informal

financial sectors (Table7 and 8). At the formal sector the number of producer borrowers decreased

from 2007-2009 with a percentage of 25%, 18.8% and 8.8% with an average annual amount of
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300, 470 and 275 Ghana Cedis respectively. However, at the distribution sector the numbers of 

borrowers were higher than the production sector. From 2007-2009 the percentage of borrowers 

were 37.5%, 45.8% and 20.8% with an average amount of Gh0570, Gh0500 and Gh0400 

respectively. Moreover, the non-borrowers, of both producers and distributors were many, 

running through all the three years. The result indicates that agro business operators including 

producers have difficulty in accessing credit from formal financial sectors. 

Table 8: Formal sector loan acquisition by producer and distributors 

Period 

Formal Sources of Capital 

Percentage of borrowers and average amount borrowed 

Production Distribution 

Borrowers Non-Borrowers Borrowers Non-Borrowers 

2007 25% (GH0300) 75% 37.5% (GH0570) 62.5% 

2008 18.8% (GH0470) 81.2% 45.8% (GH0500) 54.2% 

2009 8.8% (GH0275) 91.2% 20.8% (GH0400) 79.2% 

Source: Field Survey, 2010 

At the informal sector it was only 3.8% of the producers with an annual average of 200 Ghana 

Cedis in 2007 who were able to access credit (Table 9)., the number of borrowers however 

increased in 2008 and 2009 with a small margin. The results of the study revealed that food crops 

operators lack access to adequate funding for their farming and trading activities. For example 

respondents were asked whether they have ever received loans from formal and informal financial 

sectors from 2007 to 2009 for their agro business activities and over 75% responded negative. 
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300, 470 and 275 Ghana Cedis respectively. However, at the distribution sector the numbers of

borrowers were higher than the production sector. From 2007-2009 the percentage of borrowers

were 37.5%, 45.8% and 20.8% with an average amount of Gh¢570, Gh¢500 and Gh¢400

respectively. Moreover, the non-borrowers, of both producers and distributors were many,

running through all the three years. The result indicates that agro business operators including

producers have difficulty in accessing credit from formal financial sectors.

Table 8: Formal sector loan acquisition by producer and distributors

Formal Sources of Capital

Percentage of borrowers and average amount borrowed

Production Distribution

Borrowers Non-Borrowers Borrowers Non-Borrowers

Period

2007 25% (GH¢300) 75% 37.5% (GH¢570) 62.5%

2008 18.8% (GH¢470) 8l.2% 45.8% (GH¢500) 54.2%

2009 8.8% (GH¢275) 91.2% 20.8% (GH¢400) 79.2%

Source: Field Survey, 2010

At the informal sector it was only 3.8% of the producers with an annual average of 200 Ghana

Cedis in 2007 who were able to access credit (Table 9)., the number of borrowers however

increased in 2008 and 2009 with a small margin. The results of the study revealed that food crops

operators lack access to adequate funding for their farming and trading activities. For example

respondents were asked whether they have ever received loans from formal and informal financial

sectors from 2007 to 2009 for their agro business activities and over 75% responded negative.

122

www.udsspace.uds.edu.gh 

 

 

 

 



Table 9: Informal sector loan acquisition by producers and distributors 

Period 

Informal Sources of Capital 

Percentage of borrowers and average amount borrowed 

Production Distribution 

Borrowers Non-Borrowers Borrowers Non-Borrowers 

2007 3.8%(G1-10200) 96.2% - - 

2008 18.7% (G1-10350) 81.3% 20.8%(G1-10420) 79.2% 

2009 10.0% (G1-10400) 90.0% 16.7%(G1-10490) 83.3% 

Field Survey, 2010 

Reasons given for avoiding credit included the following: 

	

i. 	The lack of credit sources in their operating areas or vicinity (22.9%). 

High interest rate (32.9%) 
aw
0  Lack of collateral to guarantee credit (28.8%) 

	

iv. 	No information on credit availability (15.4%). 

High interest rate (32.9%) which appears to be a major reason for not accessing credit 

facilities, confirm earlier studies that interest rates in the formal sector continue to rise, making it 

difficult for agricultural value chain operators to access financial capital for their businesses 

(Conteh, 1995). 

However, this suggests the type of demand for credit that exists in the credit market. For 

example, where entrepreneurs need credit to expand the size of their operations or start a business, 

family and friends may not provide adequate resources. 

4.4.1 Procedures for credit delivery and repayment 

The result of the study revealed that the procedure of formal financial institutions in loan delivery 

consists of profitability appraisal methods in which the business operations of clients are 
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Table 9: Informal sector loan acquisition by producers and distributors

Informal Sources of Capital

Percentage of borrowers and average amount borrowed

Production Distribution

Period Borrowers Non-Borrowers Borrowers Non-Borrowers

2007 3.8%(GH¢200) 96.2% - -

2008 18.7% (GH¢350) 81.3% 20.8%(GH¢420) 79.2%

2009 10.0% (GH¢400) 90.0% 16.7%(GH¢490) 83.3%

Field Survey, 2010

Reasons given for avoiding credit included the following:

1. The lack of credit sources in their operating areas or vicinity (22.9%).

11. High interest rate (32.9%)

111. Lack of collateral to guarantee credit (28.8%)

iv. No information on credit availability (15.4%).

High interest rate (32.9%) which appears to be a major reason for not accessing credit

facilities, confirm earlier studies that interest rates in the formal sector continue to rise, making it

difficult for agricultural value chain operators to access financial capital for their businesses

(Conteh, 1995).

However, this suggests the type of demand for credit that exists in the credit market. For

example, where entrepreneurs need credit to expand the size of their operations or start a business,

family and friends may not provide adequate resources.

4.4.1 Procedures for credit delivery and repayment

The result of the study revealed that the procedure of formal financial institutions in loan delivery

consists of profitability appraisal methods in which the business operations of clients are
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evaluated by the bank. The procedure is a security measure that helps to assess the repayment 

capacity of the potential borrower. However, these procedures turn out to discourage small scale 

agro-business operators from accessing credit from formal financial institutions as most of the 

respondents have no formal education and therefore find it difficult to meet with cumbersome 

procedures and the high interest rate. For instance, the result of the study in Table 4 indicates that 

76.3% of producers and 70.8% of distributors have no formal education, which is the fundamental 

tool to easily access credit from banks since tender documents require proper understanding 

before filling. This has prevented the agro-business operators from accessing loans. Besides, 

enquiries from some formal lending institutions like Barclays bank, Standard Charted Bank, 

Prudential Bank, Zenith bank, HFC Bank, SG-SSB indicates that only insignificant numbers of 

agro-business operators receive financial assistance from them as a result of a high defaulting 

rates resulting from the erratic rainfall patterns in the region which causing low farm productivity. 

Distributors who have been able to access loans from these banks were found to have received 

only paltry sums of money ranging from Gh0250-Gh0800 at high interest rates. 

In contrast, the informal sector study result indicate that procedures involved in loan delivery and 

repayment were more flexible with bearable or no interest rate charged. For instance the results 

showed that the informal financial sector involved in small, loans and deposits with short-term 

transactions, which are operated without any physical collateral, and normally operate in close 

proximity to the residence or work place of clients, thereby rendering loan delivery and 

repayment in the informal sector much easier and on flexible terms. Adams and Ghates (1992) 

confirmed this in their work that "informal finance proved to be flexible in adapting to changes, 

convenient, characterised by high loan recovery rates, and client-oriented". 

Respondents in this study also indicated that loan sizes normally delivered by the informal 

sectors are small ranging from Gh0120.00 to Gh¢250.00 and with the majority of this type of loan 
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only paltry sums of money ranging from Gh¢250-Gh¢800 at high interest rates.

In contrast, the informal sector study result indicate that procedures involved in loan delivery and

repayment were more flexible with bearable or no interest rate charged. For instance the results

showed that the informal financial sector involved in small. loans and deposits with short-term

transactions, which are operated without any physical collateral, and normally operate in close

proximity to the residence or work place of clients, thereby rendering loan delivery and

repayment in the informal sector much easier and on flexible terms. Adams and Ghates (1992)

confirmed this in their work that "informal finance proved to be flexible in adapting to changes,

convenient, characterised by high loan recovery rates, and client-oriented".

Respondents in this study also indicated that loan sizes normally delivered by the informal

sectors are small ranging from Gh¢120.00 to Gh¢250.00 and with the majority of this type ofloan
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coming from family members, there is no interest rate charges attached and the form of repayment 

is flexible. 

4.5 	Informal financial sources available to producers and distributors 

The following sources of informal finance were found to be available to entrepreneurs in food 

production and distribution in the study area. 

A. Producers 

1. Income from farm produce: The result of the study revealed that 12% of the producers 

interviewed used income from their farms. By this type of informal financial system, farmers sell 

sone of their food crops and the money is used for the next season's cultivation. 

2. Pre-financing by distributors. Some farmers are assisted by wholesalers either in cash or 

inputs or at the harvesting season they pay the traders. The repayment is mostly made up of the 

food crops cultivated by the farmer and sold to the trader at an agreed fixed price. The trader 

deducts her/his debt and pays the producer the difference. The result revealed that 18.7% of the 

producers interviewed had benefited from this type of informal financial source. 

3. Assistance from family members: The results indicated that some small-scale producers 

request for and get support from family members. For instance 13.8% of the producers 

interviewed had received help as a form of credit or free assistance from family members. 

4. Dakpariba system: Another form of informal, in-kind financial system found in farming 

communities is the traditional dakpariba system in which producers form groups to assist each 

other in farm work on rotational bases. The practice is usually carried out on market days in 

villages leading to the name "dakpariba" meaning market day farmers. 
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B. Distributors. 

1 "Adashr - This is an informal form of susu organized by traders themselves. A fixed amount o 

money is collected by the leader of the group from each participant for a fixed period of time 

example one week, two weeks, three weeks, one month. The total amount is then given to one 01 

the members to use as capital. The process is repeated until all members are served. Then the 

cycle starts again. This confirms Bediako,( 2009) in which she indicated that " most traders have 

limited official sources of finance and have to device ways of assisting one another in the food 

trade business in Ghana". 

2. Capital build-up through `susu' contribution. This is an informal form of capital generation. 

It is done through the aid of susu (mobile mini traditional bankers) collectors. By the method, 

traders make daily contributions of a fixed, affordable, self determined amount of money to 

registered mobile money keepers who are described as susu collectors. After 31 days of payment 

to the susu collector he/she refunds the bulk amount covering 30 days contribution to the 

contributors. The result of the study indicated that 33.4 % of traders interviewed depend on this 

method as a source of finance by which they build up capital periodically as a self-financing 

mechanism. 

3. Stock credit. This credit was found to be the commonest source of in-kind non-formal 

financial assistance available to distributors on markets and also on farms. Some traders operate 

stock credit at the wholesale and retail levels on high purchases, by crediting goods to lower scale 

traders for sale before payment is effected. On farms some assemblers for lack of capital also 

make purchases on credit from producers for transfer to other localities such as big towns to be 

paid for on the next visit to the farm. Small scale food processors also get opportunities to credit 

food stocks for cooking and pay to the wholesalers later. Farmers especially, complained of a high 

percentage of 'breaches of trust' by some of these creditors. 

4. Help from family members. 

The study revealed also that 12.5% of the traders interviewed had at one time or other sought and 

received financial support from family members most of whom had come to their aid in their 

businesses. Women respondents in particular confided that they had been supported by their 
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husbands. In addition, some of the traders had inherited their businesses from parents under 

whom they had been trained. 

5. Help from Non-Governmental Organizations (NGOs). 

When traders were asked whether they had received any financial assistance from government or 

NGO as well as cooperative societies all the respondents replied in the negative. However, some 

groups of wholesalers indicated that they had been given a form of training in stock management, 

and how to treat their goods with chemicals during storage as a protection from insect damage. 

Some elderly cowpea wholesalers in the Tamale market for instance, had received market 

training from the Natural Resources Institute from 1996-2000 on the treatment and storage of 

cowpea which had helped and continues to help them in reducing storage lose 

4.6 Status of prevalent loans to producers and distributors 

The study reveals as shown in Tables 10 and 11 that loans advanced to producers and distributors 

could be described in terms of their adequacy, timeliness and flexibility according to the terms 

and conditions under which they are granted. 
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Table 10: State of informal loans to producers 

Source of 

funds 

Loan adequacy Timeliness Payment terms Constraint 

Help from 

members 

Not adequate 

- family due 

Timely Flexible Amounts not adequate 

to family poverty 

NGOs Inadequate Timely Flexible but difficult 

in times of poor 

harvest 

Mostly input loan and 

does not cover other 

expenses 

Pre-finance Adequate Timely Very difficult in 

times of poor harvest 

Fixed price. Farmer is 

trapped to contract 

price 

Source: Field Survey 2010 

Table 11: State of informal loans to distributors 

Source of funds Loan adequacy Timeliness Payment terms Constraints 

Loan from 

ROSCA 

(Susu collectors) 

Not adequate Timely Flexible 

Only large and medium 

scale dealers able to 

access 

Private money 

lenders 

Adequate Timely Flexible Very high interest rate 

and only large and 

medium scale dealers 

able to access. 

Stock credit Adequate Timely Flexible but must 

pay before 

another stock is 

permitted 

In markets stocks 

creditors are normally in 

bad condition. Mostly 

benefit small traders at 

retail level. 

Help from family 

members 

Not adequate Timely Flexible Not always available 

Source: Field Survey, 2010 
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Table 10: State of informal loans to producers

Source of Loan adequacy Timeliness Payment terms Constraint

funds

Help from Not adequate Timely Flexible Amounts not adequate

family , due to family poverty

members

NGOs Inadequate Timely Flexible but difficult Mostly input loan and

in times of poor does not cover other

harvest expenses

Pre- finance Adequate Timely Very difficult in Fixed price. Fanner is

times of poor harvest trapped to contract

pnce

Source: Field Survey 2010

Ta ble 11: State of informal loans to distributors

Source of funds Loan adequacy Timeliness Payment terms Constraints

Loan from Only large and medium

ROSCA Not adequate Timely Flexible scale dealers able to

(Susu collectors) access

Private money Adequate Timely Flexible Very high interest rate

lenders and only large and

medium scale dealers

able to access.

Stock credit Adequate Timely Flexible but must In markets stocks

pay before creditors are normally in

another stock is bad condition. Mostly

permitted benefit small traders at

retail level.

Help from family Not adequate Timely Flexible Not always available

members

Source: Field Survey, 2010
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The state of non—formal loans to both producers and distributors of the food crops value chain 

operators was found to be more timely with flexible payment terms but with some dependence 

limitations in terms of adequacy. The study revealed that although informal credit sources 

provided easier access to finance by agro-businesses in terms of more acceptable lending terms 

and conditions reflected in non-collateral, easier application procedures and repayment periods as 

well as being more flexible and timely as shown above in table 11, the inadequacy, of these 

informal sources to meet the credit needs of the small scale farmers poses a limitation. The 

implication is that agro-business operators in need of additional capital for the expansion of 

business operations are not able to find the required amounts. This has impacted negatively on 

small scale agro-businesses making many of them low income earners. 

4.7 Seasonal requirements and major activities of producers and distributors 

Results from group discussions on seasonal trends of loans and related activities on farms and 

markets revealed that various farming and off-farming activities are performed by food chain 

entrepreneurs throughout the year (Table 9). 
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Table.12: Seasonal requirements and activities of producers 

Producers 

Months Requirements Information required Activity performed Training 

requirement 

January 

Loan 

Product prices and 

markets 

Processing, storage, 

transporting products to 

markets for better price 

Farming skills 

and value chain 

programmes. 

February 

Loan 

Product prices and 

markets 

Processing, storage, 

transporting products to 

markets fot better prices, 

-V 

March x Product prices and 

markets 

Off-farm income activities and 

selling at home to traders 

-V 

April x Product prices and 

markets 

Off-farm income activities and 

selling at home to traders 

AI 

May Loans / Inputs Input prices and 

sources 

Off-farm income activities, 

selling at home to traders and 

land preparation 

\I 

June 

. 

Loans / Inputs Input prices and 

sources 

Land preparation and planting -V 

. 
July Loans / Inputs Input prices and 

sources 

Land preparation, Planting, 

weeding and fertilizer 

application 

Al 

August Loans / Inputs Input prices and 

sources 

Weeding and fertilizer top 

dressing 

-V 

September x Product prices and 

markets - 

Harvesting, processing and 

selling 

-V 

October x Product prices and 

markets 

Harvesting, processing and 

selling 

-V 

November x Product prices and 

markets 

Harvesting, processing and 

selling 

V 

December x Product prices and 

markets 

Storage, Harvesting, 

processing, selling, mounding 

V 

x- Loans not required 
	

Source Field Survey, 2010 
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Table.12: Seasonal requirements and activities of producers

Producers

Months Requirements Information required Activity performed Training

requirement

January Product prices and Processing, storage, Farming skills

- Loan markets transporting products to and value chain

markets for better price programmes.

February Product prices and Processing, storage, '>/

Loan markets transporting products to

markets for better prices,

March x Product prices and Off-farm income activities and '>/

markets selling at home to traders

April x Product prices and Off-farm income activities and '>/

markets selling at home to traders

May Loans / Inputs Input prices and Off-farm income activities, '>/

sources selling at home to traders and

land preparation

June Loans / Inputs Input prices and Land preparation and planting '>/

sources .
July Loans / Inputs Input prices and Land preparation, Planting, ..J

sources weeding and fertilizer

application

August Loans / Inputs Input prices and Weeding and fertilizer top '>/

sources dressing

September x Product prices and Harvesting, processing and '>/

markets selling

October x Product prices and Harvesting, processing and '>/

markets selling

November x Product prices and Harvesting, processing and '>/

markets selling

December x Product prices and Storage, Harvesting, '>/

markets processing, selling, mounding

x , Loans not required Source Field Survey, 2010
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Table 12 revealed that producers mostly access loans and inputs in the months of May —August to 

run their small scale farming businesses. Information on product prices and training of producers 

is required throughout the farming season. However, discussions revealed that the operators lack 

many relevant information and working skills as well as funding. The major activities performed 

by food distributors throughout the year were also studies (Table 13). Results obtained indicated 

that the information required to easily access loans and to improve the performance of these 

activities for enhanced income generation was inadequate. 

Table 12 revealed that producers mostly access loans and inputs in the months of May -August to

run their small scale farming businesses. Information on product prices and training of producers

is required throughout the farming season. However, discussions revealed that the operators lack

many relevant information and working skills as well as funding. The major activities performed

by food distributors throughout the year were also studies (Table 13). Results obtained indicated

that the information required to easily access loans and to improve the performance of these

activities for enhanced income generation was inadequate.
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Table.13: Seasonal requirements and activities of distributors 

Distributors 

Months Requirements Information required Major activity performed Training 

requirement 

Jan. Loan Product 	sources 	and 

prices at the farm gate 

and cities 

Purchasing, assembling 

and stocking 

Stock 

management, 

record keeping, 

book keeping 

Feb. Loan A/ Purchasing, assembling 

and stocking 

Ai 

March x 4 Wholesaling and retailing Ai 

April x -4 Wholesaling and retailing Ai 

May x Ai Wholesaling and retailing 4 

June x 4 Pre-financing of farmers, 

wholesaling, retailing 

A/ 

July x A/ Pre-financing of farmers, 

wholesaling, retailing 

V 

Aug. x Al Wholesaling, retailing -V 

Sept. x Ai wholesaling, retailing -1- 

Oct. Loan Ai Purchasing, assembling 

and stocking, 

wholesaling and retailing 

V 

Nov. Loan 

. 

AT Purchasing, assembling 

and stocking, 

wholesaling and retailing 

A/ 

Dec. Loan Ai Purchasing, assembling 

and stocking, 

wholesaling and retailing 

"I 

x - loans not required 	y - Same as above 
	

Source: Field Survey, 2010 

The results imply that distributors also need training to strengthen the activities of the food 

crop value chain. For instance during discussions it was revealed that only cowpea traders in 
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Table.13: Seasonal requirements and activities of distributors

Distributors

Months Requirements Information required Major activity performed Training

requirement

Jan. Loan Product sources and Purchasing, assemb Iing Stock

prices at the farm gate and stocking management,

and cities record keeping,

book keeping

Feb. Loan -V Purchasing, assembling -V

and stocking

March x -V Wholesaling and retailing -V

April x -V Wholesaling and retailing -V

May x -V Wholesaling and retailing

June x -V Pre-financing of farmers, -V

wholesaling, retailing

July x -V Pre- financing 0f farm ers, -V

wholesaling, retailing

Aug. x -V Wholesaling, retailing -V

Sept. x -V wholesaling, retailing -V

Oct. Loan -V Purchasing, assembling -V

and stocking,

wholesaling and retailing

Nov. Loan -V Purchasing, assembling -V

and stocking,

wholesaling and retailing

Dec. Loan -V Purchasing, assembling -V

and stocking,

wholesaling and retailing

x - loans not re uired -V - Same as above Source: Field Surve ,2010q y

The results imply that distributors also need training to strengthen the activities of the food

crop value chain. For instance during discussions it was revealed that only cowpea traders in
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Tamale market had received a limited training on treatment and storage of cowpea in small 

quantities between 1996-2000 from the Natural Resource Institute, UK. 

4.8 Limitations and Ranking of Agro-business Limitations in Each District 

In order to identify the level of severity of each constraint, the group conducted a scoring and 

ranking of the problems in each district capital. Higher scores were awarded to the most 

important/serious problems. Results obtained indicated that the most severe problems 

affecting producers were low producer prices, lack of credit from bank and high interest rates 

(Table 14). For distributors, the most severe constraints to their business operations include 

high interest rates by banks and private money lenders, the lack of effective groups to press 

for loans and lack of collateral for bank loans (Table 15). This result confines the findings of 

Murray, (2005) who stated that clientele of microfmance in many parts of the world are 

resource poor food chain operators and entrepreneurs. 

The study revealed various factors that contribute to the difficulties in financial delivery 

systems for producers and distributors of food in the Northern Region of Ghana. Some 

limiting factors identified across the study area through focus group discussions include the 

following: 

• Low produce prices 

• High borrowing rates 

• Lack of access to funds 

• Lack of access to markets 

• Unprofessional organization of farmer groups for loans acquisition 

• Lack of information on credit sources 

• Lateness of credit disbursement 
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Tamale market had received a limited training on treatment and storage of cowpea in small

quantities between 1996-2000 from the Natural Resource Institute, UK.

4.8 Limitations and Ranking of Agro-business Limitations in Each District

In order to identify the level of severity of each constraint, the group conducted a scoring and

ranking of the problems in each district capital. Higher scores were awarded to the most

important/serious problems. Results obtained indicated that the most severe problems

affecting producers were low producer prices, lack of credit from bank and high interest rates

(Table 14). For distributors, the most severe constraints to their business operations include

high interest rates by banks and private money lenders, the lack of effective groups to press

for loans and lack of collateral for bank loans (Table 15). This result confirms the findings of

MUITay, (2005) who stated that clientele of micro finance in many parts of the world are

resource poor food chain operators and entrepreneurs.

The study revealed various factors that contribute to the difficulties in financial delivery

systems for producers and distributors of food in the Northern Region of Ghana. Some

limiting factors identified across the study area through focus group discussions include the

following:

• Low produce prices

• High borrowing rates

• Lack of access to funds

• Lack of access to markets

• Unprofessional organization of farmer groups for loans acquisition

• Lack of information on credit sources

• Lateness of credit disbursement
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• Lack of credit from banks 

• Lack of collateral for loans 

• Low literacy rate 

Table 14: Scores and ranks of food production limitations in districts 

Criteria Tamale Yendi Tolon- 

Kumbungu 

Namumba 

North TotalRank Constraints of producers 

1 Low produce price 10 10 9 9 38 l St 

2 High borrowing rate 10 10 7 8 35 3rd 

3 Lack of access to 

funds 

7 6 8 10 31 4th' 

4 Lack of access to 

markets 

7 6 8 9 30 5th 

5 Farmer groups not 

effective in 

organizing loans 

5 9 6 7 27 7th 

6 Lack of information 

on credit and price 

6 5 3 6 20 10'1' 

7 Lack of credit from 

banks 

10 8 9 9 36 2nd 

8 Lack of collateral 10 3 7 9 29 6th 

9 High illiteracy rate. 6 5 2 10 23 9th 

10 Lateness of the credit 

disbursement 

9 7 3 7 25 8th 

Source: Field Survey, 2010 
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• Lack of credit from banks

• Lack of collateral for loans

• Low literacy rate

Table 14: Scores and ranks of food production limitations in districts

Criteria Tamale Yendi Tolon- Namumba

Constraints of producers Kumbungu North Total Rank

1 Low produce price 10 10 9 9 38 15t

2 High borrowing rate 10 10 7 8 35 3fd

3 Lack of access to 7 6 8 10 31 4th

funds

4 Lack of access to 7 6 8 9 30 s"
markets

5 Farmer groups not 5 9 6 7 27 ill

effective in

organizing loans

6 Lack of information 6 5 3 6 20 1aU1

on credit and price

7 Lack of credit from 10 8 9 9 36 2nd

banks

8 Lack of collateral 10 3 7 9 29 6th

9 High illiteracy rate. 6 5 2 10 23 9tl1

10 Lateness of the credit 9 7 3 7 25 8U1

disbursement

Source: Field Survey, 2010
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Table 15: Scores and ranks of distributors limitations 

Criteria Tamale Yendi Score Rank 

Limitations of distributors 

1 High illiteracy rate 6 7 13 5th 

2 Lack of Information 7 8 15 4th 

3 High interest rate at banks and 

private lenders 

10 9 19 1st 

4 Lack of collateral 9 8 17 3rd 

5 Lack of effective agro business 

groups to press for loans 

9 9 18 2nd 

6 Lack of access to funds 5 7 12 6th 

7 Inability to pay back loans 4 5 9 7th 

Source: Field Survey, 2010 
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Criteria Tamale Yendi Score Rank

Limitations of distributors

1 High illiteracy rate 6 7 13 5th

2 Lack of Information 7 8 15 4th
,., High interest rate at banks and 10 9 19 1st-'

private lenders

4 Lack of collateral 9 8 17 3rd

5 Lack of effective agro business 9 9 18 2nd

groups to press for loans

G Lack of access to funds 5 7 12 6th

7 Inability to pay back loans 4 5 9 7th

Source: FIeld Survey, 2010
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CHAPTER FIVE 

Summary, Conclusion and Recommendations 

	

5.0 	Introduction 

This chapter presents a brief summary of the findings of the study, conclusions and 

recommendations. The summary and conclusions are presented in section 5.1 and 5.2 

respectively. Section 5.3 presents policy recommendations based on the findings of the study. 

	

5.1 	Summary 

The study examined the formal and informal financial systems of the food value chain at the 

production and distribution levels in the Northern Region of Ghana. The Participatory Rural 

Appraisal (PRA) techniques were the main procedures used for the collection of data with a 

limited questionnaire administration in financial institutions. Both primary and secondary data 

were collected and the analytical procedures used to analyse data involved statistical inferences 

with the application of the Statistical Package of Social Sciences (SPSS) and Microsoft excel for 

the calculation of frequencies, means, percentages and proportions. 

5.1.1 Socio-demographic characteristics of respondents 

At the production level 76.2 percent of the respondents had no formal education while 16.3 percent 

had basic education and 7.5 percent received secondary education. On the contrary, results at the 

distribution level indicated that 70.8 percent had no secondary education, 20.8 percent had basic 

education and 8.4 percent had received secondary education. Male respondents at the production 

level were 73 percent as compared to 27 percent females. At the distribution level however, female 

distributors were found to be 57 percent whiles males were 43%. Most of the respondents 

interviewed were Muslims since the region consists of a higher percentage of Muslims in the 

country. 
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Summary, Conclusion and Recommendations

5.0 Introduction

This chapter presents a brief summary of the findings of the study, conclusions and

recommendations. The summary and conclusions are presented in section 5.1 and 5.2

respectively. Section 5.3 presents policy recommendations based on the findings of the study.

5.1 Summary

The study examined the formal and informal financial systems of the food value chain at the

production and distribution levels in the Northern Region of Ghana. The Participatory Rural

Appraisal (PRA) techniques were the main procedures used for the collection of data with a

limited questionnaire administration in financial institutions. Both primary and secondary data

were collected and the analytical procedures used to analyse data involved statistical inferences

with the application of the Statistical Package of Social Sciences (SPSS) and Microsoft excel for

the calculation of frequencies, means, percentages and proportions.

5.1.1 Socio-demographic characteristics of respondents

At the production level 76.2 percent of the respondents had no formal education while 16.3 percent

had basic education and 7.5 percent received secondary education. On the contrary, results at the

distribution level indicated that 70.8 percent had no secondary education, 20.8 percent had basic

education and 8.4 percent had received secondary education. Male respondents at the production

level were 73 percent as compared to 27 percent females. At the distribution level however, female

distributors were found to be 57 percent whiles males were 43%. Most of the respondents

interviewed were Muslims since the region consists of a higher percentage of Muslims in the

country.
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5.1.2 Credit Sources and factor determining credit acquisition. 

Several factors explain why food producers and distributors prefer to use or refuse loans from 

specific sectors of the credit market. The study revealed that two issues played a part in loan 

acquisition by agro-business entrepreneurs. These consist of: 

1. The business type and its operating characteristics, and 

2. Type of credit institution, its loan terms and requirements 

Various credit sources were examined and classified into formal and informal financial sources 

from which respondents seek funding. The study revealed that more respondents from the 

distribution sector attracted loans from banking institutions than the production sector. This may 

imply that loan repayment rate might be better in the distribution sector where bank savings culture 

is developing better than the production sector. Other internal business related factors found to 

influence participation in credit acquisition include business sizes and revenues, and illiteracy with 

its attendant factors of fear, information gap and the lack of understanding. However, operational 

factors such as previous credit experiences, operational capital, age, gender and years of 

experience were revealed to be prominent in influencing both traders and producers to develop 

interest in applying for and acquiring loans. From the results of loans acquired by respondents 

however, the results indicate a generally low loan acquisition culture of respondents from both 

sectors. 

Out of the total number of producers interviewed (160), only 11.3% received funding from formal 

financial sources. These recipients consist of 8.8% users of non-bank financial institutions and 

2.5% users of banking institutions. In contrast 12 out of 24 respondents representing 50% of the 

food distributors interviewed in selected markets used formal sources of credit. However, the 

results indicate that like their producer colleagues, 37.5% of these food distribution credit 
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acquisition by agro-business entrepreneurs. These consist of:

1. The business type and its operating characteristics, and

2. Type of credit institution, its loan terms and requirements
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its attendant factors of fear, information gap and the lack of understanding. However, operational
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recipients received their loans from non-bank formal financial institutions with only 12.5% from 

banking institutions. 

The low level of loans from the banks by producers and distributors indicates the difficulty in 

accessing loans from formal banking sources. Thus though distributors do better in assessing loans 

from formal sources many still depend on informal sources for business funding. The informal 

sector was clearly shown to be the most available source of credit for both food producers and 

distributors. 

With regard to the effect of loan terms and requirements of credit institutions, the study revealed 

that credit types and their related features such as the lending terms enforced by credit markets 

which include application fees, collateral values and application and repayment periods also 

contributed to the decision of small scale business enterprises to either participate or refrain from 

crediting. 

5.1.3 Informal financial sources available to producers and distributors 

The result for informal credit sources indicated that own savings (40% and 33.4%) was the most 

common source of finance available for both production and distribution respectively, at the 

informal credit sector. However, income from farming, pre-finance by trader partners and help 

from family members (23.7%, 18.7% and 13.8%) were the next prevailing sources used 

respectfully, at the production level. In the distribution sector periodic contributions from group 

members, known as adashi and help from family members followed next with 20.8% each. 

Generally, the results show that for producers and distributors, own savings, help from family 

members, business partners at the farm level (traders) and loans from roscas (adashi), which are 

informal sources, provided the major sources of their funding. These results imply that agro- 
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recipients received their loans from non-bank formal financial institutions with only 12.5% from

banking institutions.

The low level of loans from the banks by producers and distributors indicates the difficulty in

accessing loans from formal banking sources. Thus though distributors do better in assessing loans

from formal sources many still depend on informal sources for business funding. The informal

sector was clearly shown to be the most available source of credit for both food producers and

distributors.

With regard to the effect of loan terms and requirements of credit institutions, the study revealed

that credit types and their related features such as the lending terms enforced by credit markets

which include application fees, collateral values and application and repayment periods also

contributed to the decision of small scale business enterprises to either participate or refrain from

crediting.

5.1.3 Informal financial sources available to producers and distributors

The result for informal credit sources indicated that own savings (40% and 33.4%) was the most

common source of finance available for both production and distribution respectively, at the

informal credit sector. However, income from farming, pre-finance by trader partners and help

from family members (23.7%, 18.7% and 13.8%) were the next prevailing sources used
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business operators in the Northern Region depend mostly on informal sources of finance consisting 

of family, friends and relatives and their own savings. 

5.1.4 Dimensions of loans normally acquired by entrepreneurs and the pay back rates 

Most of the farmers and traders availed only small amount of credit from the formal and informal 

financial sectors. At the formal sector the number of producer borrowers decreased from 2007-

2009 with a percentage of 25%, 18.8% and 8.8% with an average annual amount of 300, 470 and 

275 Ghana Cedis respectively. However, at the distribution sector the numbers of borrowers were 

higher than the production sector. That is from 2007-2009 the percentage of borrowers found was 

37.5%, 45.8% and 20.8% with an average amount of Gh0570, Gh0500 and Gh0400 respectively. 

Moreover, the non-borrowers, of both producers and distributors were many, running through all 

the three years. The results indicate that agro-business operators including producers have 

difficulty in accessing credit from formal financial sectors. 

At the informal sector it was only 3.8% of the producers with an annual average of 200 Ghana 

Cedis in 2007 who were able to access credit. The number of borrowers however increased in 2008 

and 2009 with a small margin. The results of the study revealed that food crops operators lack 

access to adequate funding for their farming and trading activities. 

5.1.5 Reasons for respondents avoiding of credit 

Respondents stated the following reasons for not being able to acquire credit: 

i. The lack of credit sources in their operating areas or vicinity (22.9%). 

ii. High interest rate (32.9%) 

iii. Lack of collateral to guarantee credit (28.8%) 

iv. No information on credit availability (15.4%). 
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of family, friends and relatives and their own savings.

5.1.4 Dimensions of loans normally acquired by entrepreneurs and the pay back rates

Most of the farmers and traders availed only small amount of credit from the formal and informal

financial sectors. At the formal sector the number of producer borrowers decreased from 2007-

2009 with a percentage of 25%, 18.8% and 8.8% with an average annual amount of 300, 470 and

275 Ghana Cedis respectively. However, at the distribution sector the numbers of borrowers were

higher than the production sector. That is from 2007-2009 the percentage of borrowers found was

37.5%, 45.8% and 20.8% with an average amount of Gh¢570, Gh¢500 and Gh¢400 respectively.

Moreover, the non-borrowers, of both producers and distributors were many, running through all

the three years. The results indicate that agro-business operators including producers have

difficulty in accessing credit from formal financial sectors.

At the informal sector it was only 3.8% of the producers with an annual average of 200 Ghana

Cedis in 2007 who were able to access credit. The number of borrowers however increased in 2008

and 2009 with a small margin. The results of the study revealed that food crops operators lack

access to adequate funding for their farming and trading activities.

5.1.5 Reasons for respondents avoiding of credit

Respondents stated the following reasons for not being able to acquire credit:

I. The lack of credit sources in their operating areas or vicinity (22.9%).

II. High interest rate (32.9%)

Ill. Lack of collateral to guarantee credit (28.8%)

IV. No information on credit availability (15.4%).
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The results show high levels of interest rate (32.9%) as the major constrain to credit 

acquisition by food crops value chain operators since their profit levels are low. 

5.1.6 Procedures for credit delivery and repayment 

The result of the study revealed that the procedure of formal financial institutions in loan delivery 

consists of profitability appraisal methods in which the business operations of clients are evaluated 

by the bank. The procedure is a security measure that helps to assess the repayment capacity of the 

potential borrower. However, these procedures turn out to discourage small scale agro-business 

operators from accessing credit from formal financial institutions as most of the respondents have 

no formal education and therefore find it difficult to meet with cumbersome procedures and high 

interest rate. For instance, the result of the study in table 4 indicated that 76.3% of producers and 

70.8% of distributors have no formal education, which is the fundamental tool for easy access to 

credit from banks in view of the fact that tender documents require proper understanding before 

filling. This has prevented the agro-business operators from accessing loans. Besides, enquiries 

from some formal lending institutions like Barclays bank, Standard Charted bank, Prudential bank, 

Zenith bank, HFC bank, SG-SSB indicated that only insignificant numbers of agro-business 

operators receive financial assistance from them as a result of a historical high defaulting rates 

resulting from the erratic rainfall patterns in the region, which causes low farm productivity. 

Distributors who have been able to access loans from these banks were found to have received 

only paltry sums of money ranging from Gh0250-Gh0800 and complained of high interest rates as 

reasons for their inability to repay at satisfactory rates. 

In contrast, the informal sector study result indicate that procedures involved in loan delivery and 

repayment were more flexible with bearable or no interest rates. For instance the results showed 

that the informal financial sector involved in small but regular amounts of money as loans with 
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Zenith bank, HFC bank, SG-SSB indicated that only insignificant numbers of agro-business
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Distributors who have been able to access loans from these banks were found to have received

only paltry sums of money ranging from Gh¢250-Gh¢800 and complained of high interest rates as

reasons for their inability to repay at satisfactory rates.

In contrast, the informal sector study result indicate that procedures involved in loan delivery and

repayment were more flexible with bearable or no interest rates. For instance the results showed

that the informal financial sector involved in small but regular amounts of money as loans with
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short-term transactions, which are operated without any physical collateral, and normally operate 

in close proximity to the residence or work place of clients. This renders loan delivery and 

repayment in the informal sector much easier, and on flexible terms. 

Respondents in this study also indicated that the loan sizes normally delivered by the informal 

sectors are small, ranging from Gh0120.00 to Gh0250.00 and with the majority of this type of loan 

coming from family members and "susu" collectors, they are regular and timely have low and 

affordable interest rate charges and flexible repayment terms. 

Results obtained however indicate that agro-businesses at both the production and distribution 

levels in the Northern Region are operating with inadequate capital inflows since the main sources 

of finance available to them are family members, private money lenders, susu collectors, stock 

credit, input subsidies or input credit from NGOs who are not able to satisfy their requirement. 

Many producers and distributors were found to have started their businesses with a little savings of 

their own or inherited land or market stalls from relations mostly from parents. 

Cooperatives and individual money lenders play a higher role in the finance of these food value 

chain operators than the banks who sited previous cases of loans defaulting especially by 

producers as the reason for their in-action. 

5.1.7 Limitations to the enhancement of financial delivery systems in the Study Area. 

The study revealed various limiting factors. Low produce prices, High borrowing rates, Lack of 

access to funds, Unprofessional organization of farmer groups for loans acquisition, Lack of 

information on credit sources, Lateness of credit disbursement, Lack of credit from banks, Lack of 
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collateral for loans, Low literacy rate and Lateness of credit disbursement contribute to the 

difficulties in financial delivery systems for food crops agro-businesses in the Northern Region of 

Ghana. 

5.2 Conclusions 

The study had the objective of examining the financial systems operating in the food production 

and distribution sectors in the Northern Region of Ghana. 

The study identified informal sources as an important financial support to the agro-business 

operators at the levels studied in contrast to formal credit sources. The informal credit sources 

provide easier access to credit facilities for food producers and distributors who are not able to 

access credit from formal bank sources. The main reasons for this scenario are the lending terms 

and conditions reflected as lower or no collateral, easier application procedures and flexible 

repayment terms in the informal sector. Inspite of the easier access to informal source credit, the 

sector is not able to provide adequate finance to satisfy the business requirements of the 

enterprises. As such, the difficulty of accessing credit from the formal financial sector which has 

adequate financial resources, is a major hindrance to the growth and development of small-scale 

agro-business operations in the Northern Region of Ghana. 

In the formal sector, lending terms focus on concerns with default risks and high transaction costs 

whiles in the informal sector, the failure to seek loans was due to the failure by the different 

lenders to offer the credit package required by specific borrower categories. 

In terms of gender and poverty relations, more females than males were found in the food 

distribution sector in the Northern Region. The study showed that women were found mainly in 
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the retailing section while males operated wholesaling where large capital requirement and bulky 

handling serve as a setback to the women. As such females are mostly assisted financially through 

credit stock sales by the male wholesalers since they are well noted for sincerity, honesty, 

willingness to accept fault, and prompt payments. At the food production sector however, males 

were found leading in production and females need to be encouraged to produce suitable crops in 

relation to their capabilities. 

Majority of the agro-business operators are between 25-55 years of age and married. A good 

number of the respondents are Dagombas and Muslims whose literacy level is very low in the 

Region. The high level of illiteracy among respondents created difficulties in accessing credit. 

This suggests the need to encourage education in the region. 

A large number of potential borrowers did not seek credit. This does not mean the food chain 

operators did not need credit but it is as a result of the lending terms and conditions that prevent 

them from seeking credit. 

5.3 	Recommendations derived from the study 

Based on the findings and conclusions, the following recommendations were derived from the 

study. 

i Many traditional informal methods have developed over the years for food producers and 

distributors in their effort to easily access credit. However, the high percentage that could not 

access loans and the inadequacy of the loans accessed informally, portray the limitations and lack 

of efficacy of these methods. It is therefore recommended that further studies be undertaken in this 

area to help enhance and improve the practices. An improvement in the procedures of informal 
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credit sources would go a long way to encourage producers and distributors to increase their 

income levels 

ii. During focus group discussions, respondents in the markets persistently complained of their 

inability to access bank loans for the successful operations of their small-scale businesses. It is 

therefore recommended that the Ministry of Food and Agriculture introduce market extension 

education services besides farm extension to educate and assist farmers and traders to form groups 

that could link with relevant banks and other financial institutions, including Non-Governmental 

Organizations (NGOs), to assist food chain operators with adequate loans or in-kind credit 

facilities to enhance food production and distribution in the Northern Region of Ghana. 

iii The high level of illiteracy among respondents created difficulties in the collection of data 

during the field survey. The absence of operational and accounting records in the operation of the 

agro-businesses visited led to difficult memory recovery sessions that caused delays in the 

collection of reliable data. There is the need for institution of adult education extension work to 

correct this condition in food distribution and production sectors to enable keep simple operational 

records. 

iv. Farmers and traders should be encouraged to form producer cooperatives to enable them help 

one another in keeping records since proper record keeping can serve as a collateral security for 

collecting loans. In addition parents should be encouraged to send their wards to school as this will 

inevitably increase the number of food crops value chain operators who keep records in the future 

to enhance and improve their income level since it would help them to easily get access to 

financial credits. 
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v. Another important recommendation for improving access to credit that emerges from this study 

is that given the wide and established branch network of commercial banks, improving their 

lending terms and conditions in favour of food producers and distributors could significantly 

facilitate the accessibility of these small-scale businesses to formal credit. 

vi. There should be adequate support systems such as transfer of appropriate technology, 

entrepreneurial training and skills development. Continual orientation on the job training, 

workshops 

and refresher courses for food crops producers and distributors to enhance the management of the 

business activities and record keeping, among others. This will enable the actors to develop their 

talents, improved on their management skills and services and will facilitate the production and 

distribution of high quality food crops 
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Appendix I 

Formal and Informal financial systems of food crops producers Questionnaires Demographi 

Characteristics 

1. Name 	  

2. District 	  

3. Village 	  

4. Ethnicity 	  

5. Religion 	  

6. Age (in years) 	  

7. Sex: Male 	; Female......; 	(Tick appropriate one) 

0 
8. Marital Status: 	Single 	Married...; Widowed 	(Tick appropriate) 

9. Level of Education: Elementary...; Secondary School 	; Training College 	 

0 

	

Degree...; others (Please State 	;) (Tick appropriate one) 

PRODUCTION 

1. Have you ever received a loan for farming activities? 

[ ] Yes 	 [ ] No 

2. If yes what was the source of the loan? [ ] Money lender [ ] Relative and Friends 

[ ] Bank 	 [ ] Own Savings 

3. Which of these sources is readily available to farmers in this locality? 

4. How many times have you got loans for your farm work? 	  

Appendix I

Formal and Informal financial systems of food crops producers Questionnaires Demographic
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2. District. .
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-
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8. Marital Status: Single ; Married ; Widowed (Tick appropriate)

9. Level of Education: Elementary ; Secondary School.. ; Training College ;

Degree ; others (Please State ;) (Tick appropriate one)

PRODUCTION

1. Have you ever received a loan for farming activities?

[ ] Yes [ ] No

2. If yes what was the source of the loan? [] Money lender [] Relative and Friends

[ ] Bank [ ] Own Savings

3. Which of these sources is readily available to farmers in this locality?

4. How many times have you got loans for your farm work? .
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5.Sources 	of 

finance 

Amount 

received 

Year Condition 

of 	credit 

or rate of 

interest 

Period 

of credit 

Amount 

paid 

back 

Length 

of 

payment 

Never 

paid 

back 

1.Loan from 

Banks 

2.Money 

lenders 

3. Own 

Savings 

4.Friends/ 

families 

5.Loan from 

Roscas 

6.NGOs 

6. Which sources of loans do you prefer? 	  

7. Why? 	  

8. Do you engage in susu contribution? [ ] Yes 

9. How much do you contribute per day? 	 

10. How many days per month do you contribute? 	  

11. How much do receive per month? 	  

12. How much do you pay the susu collector? 	  

13. Do you have problem in obtaining loans? [ ] Yes 	 [ ] No 

14. If yes indicate the nature of the problem 	  

[ ] No 
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S.Sources of Amount Year Condition Period Amount Length Never

finance received of credit of credit paid of paid

or rate of back payment back

interest

l.Loan from

Banks

2.Money

lenders

3. Own

Savings

4.Friendsl

families

S.Loan from

Roscas

6.NGOs

6. Which sources of loans do you prefer? .

7. Why? .

8. Do you engage in susu contribution? [ ] Yes [ ] No

9. How much do you contribute per day? .

10. How many days per month do you contribute? .

11. How much do receive per month? .

12. How much do you pay the susu collector? .

13. Do you have problem in obtaining loans? [ ] Yes [ ] No

14. If yes indicate the nature of the problem .
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15. Do you have relationship with the distributor? 

[ ] Yes 	 [ ] No 

16. If yes what kind of relationship exists among you? 	  

17. Do you receive financial support from any trader? 	[ ] Yes 	[ ] No 

18. Have you ever received training in financial management? [ ] Yes 	[ ] No 

19. Who gave you the training? 	  

20. How does the training benefit you? 	  

21. At what stage of production do you get this support? 	  

22. Do you get ready market for your farm products? [ ] Yes 	[ ] No 

23. Do you practice rotational farming activities? 	[ ] Yes 	[ ] No 

24. If yes how do you reward members who take part in the farming activities? 	 

25. In kind finance through Rotational Assistance 

Farm 

operation 

No. 	of 

persons/acre 

Type of 

Rotation 

Procedure/ 

Regulation 

Charge/wage/ 

Gender 

Cost 	of 

food/person/d 

ay 

Gender 

Land 

preparation 

Planting 

Weeding 

Harvesting 

Farm 

Preparation 

Marketing 
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15. Do you have relationship with the distributor?

[] Yes [ ] No

16. If yes what kind of relationship exists among you? .

17. Do you receive financial support from any trader? [ ] Yes [ ] No

[ ] No18. Have you ever received training in financial management? [ ] Yes

19. Who gave you the training? .

20. How does the training benefit you? .

21. At what stage of production do you get this support? .

22. Do you get ready market for your farm products? [ ] Yes [ ] No

[ ] No23. Do you practice rotational farming activities? [ ] Yes

24. If yes how do you reward members who take part in the farming activities? .

25. In kind finance through Rotational Assistance

Farm No. of Type of Procedure/ Charge/wage/ Cost of Gender

operation persons/acre Rotation Regulation Gender food/person/d

ay

Land

preparation

Planting

Weeding

Harvesting

Farm

Preparation

Marketing
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Appendix II 

Formal and Informal financial systems of food crops distributors Questionnaires Demographi 

Characteristics 

1. Name 	  

2. District 	  

3. Village 	  

4. Ethnicity 	  

5. Religion 	  

6. Age (in years) 	  

7. Sex: Male 	; Female......; 	(Tick appropriate one) 

8. Marital Status: 	Single 	Married 	..; Widowed 	 (Tick appropriate) 

9. Level of Education: Elementary...; Secondary School 	; Training College 	 

0 

	

Degree...; others (Please State 	.;) (Tick appropriate one) 

DISTRIBUTION 

	

I. Have you ever received loan for your trading activities? [ ] Yes 	 [ ] No 

2. If yes, what are the sources of funds for your business? [ ] Banks [ ] Money lenders 

[ ] Family and friends 

3. If no, how do you finance your trading activities? 	  

4. Do you have relationship with the producer? [ ] Yes 	[ ] No 

5. What kind of relationship do you have with the producer? 	  

Appendix II

Formal and Informal financial systems of food crops distributors Questionnaires Demographic

Characteristics

1.Name .

2. District. .

3. Village .

4. Ethnicity .

5. Religion .

6. Age (in years) .

7. Sex: Male ; Female ; (Tick appropriate one)

Married ; Widowed (Tick appropriate)8. Marital Status: Single ;

9. Level of Education: Elementary ... ; Secondary School.. ; Training College ;

Degree ; others (Please State ;) (Tick appropriate one)

DISTRIBUTION

[ ] NoI.Have you ever received loan for your trading activities? [ ] Yes

2. If yes, what are the sources of funds for your business? [ ] Banks

[ ] Family and friends

3. If no, how do you finance your trading activities? .

] Money lenders

4. Do you have relationship with the producer? [ ] Yes [ ] No

5. What kind of relationship do you have with the producer? .
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6.Sources 

of finance 

Amount 

received 

Year Condition 

of 	credit 

or rate of 

interest 

Period 

of credit 

Amount 

paid 

back 

Length 

of 

payment 

Never 

paid 

back 

1.Loan 

from 

Banks 

2.Money 

lenders 

3. Own 

Savings 

4.Friends/ 

families 

5. Loan 

from 

Roscas 

6.NGOs 

7. Which sources of loans do you prefer? 	  

8. Why? 	  

9. Do you engage in susu contribution? [ ] Yes 	[ ] No 

10. How much do you contribute per day? 	  

11. How many days per month do you contribute? 	  

12. How much do receive per month? 	  

13. How much do you pay the susu collector? 	  

14. Do you normally credit food products from suppliers? [ ] Yes 
	

[ No 

15. Do you encounter problems in obtaining loans? 	[ ] Yes 
	

[ ] No 

16. If yes indicate the nature of the problem 	  
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15. Do you encounter problems in obtaining loans? [ ] Yes

[ ] No

[ ] No

6.Sources Amount Year Condition Period Amount Length Never

of finance received of credit of credit paid of paid

or rate of back payment back

interest

l.Loan

from

Banks

2.Money

lenders

3. Own

Savings

4.Friendsl

families

5.Loan

from

Roscas

6.NGOs

7. Which sources of loans do you prefer? .

8. Why? .

9. Do you engage in susu contribution? [ ] Yes [ ] No

10. How much do you contribute per day? .

11. How many days per month do you contribute? .

12. How much do receive per month? .

13. How much do you pay the susu collector? .

14. Do you normally credit food products from suppliers? [ ] Yes
1

16. If yes indicate the nature of the problem .
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Appendix III 

CHECK LIST FOR FINANCIAL INSTITUTIONS 

1. Do you give out loans to producers and distributors? [ ] Yes 	 [ ] No 

2. Reasons for not giving loans to them 	  

3. How many food producers and food distributors did you give loans in the following years? 

Year Producers Distributors 

2005 

2006 

2007 

2008 

2009 

4. What methods do you used in giving out loans? 	  

5. What range of loans do you normally give to producers and distributors? 

[ ] Gh0300-500 [ ] G110510-1000 [ ] Gh01100-1500 [ ] Ghe1600-2000 [ ] Other rang' 

(specify) 	  

6. Do they readily pay back loans? 	  

7. What are the difficulties you encounter in collecting back your loans? 	  

8. What measure do you take against defaulters? 	  

Appendix III

CHECK LIST FOR FINANCIAL INSTITUTIONS

1. Do you give out loans to producers and distributors? [ ] Yes [ ] No

2. Reasons for not giving loans to them .

3. How many food producers and food distributors did you give loans in the following years?

Year Producers Distributors

2005
2006
2007
2008
2009

4. What methods do you used in giving out loans? .

5. What range ofloans do you normally give to producers and distributors?

[ ] Gh¢300-500 [ ] Gh¢51 0-1000 [ ] Gh¢ 1100-1500 [ ] Gh¢ 1600-2000 [ ] Other range

(specify) .

6. Do they readily pay back loans? .

7. What are the difficulties you encounter in collecting back your loans? .

8. What measure do you take against defaulters? .
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